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‘What More Does
The Investor Want?

By HOWARD F. VULTEE
Vice-President, The Marine Midland Trust Co. of New York

Bank investment authority maintains business ‘caution' and other
cushions will prevent business collapse and limit present readjust-
ment period to short-lived cross between 1921 and 1938: “Although
conceding existence of disturbing factors, declares investment mar-
ket’s undervaluation is indicated by common stock prices well below
book value which in turn are 409 under replacement costs.” Asserts
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Schram Submits
Tax Revision
Plan to Congress|

President of New York Stock Ex-

change, in collaboration with

Franklin Cole & Co., economic

consultants, issues pamphlet urg-

ing elimination - of double taxa-

tion of dividends and a reduction
in taxes on capital gains.

Recommended changes’ in the|:
Federal tax structure, with the| .

Price 30 Cents a Copy

The Outlook for Recovery-

By SUMNER H, SLICHTER*
Lamont University Professor, Harvard University

Dr. Slichter describes conditions - leading up to present business
recession and discusses crucial questions arising out of recent devel-
opments. Holds recession is due to desire of business managements
to cut commitments-and inventories. Ascribes mildness of depres-
sion to: (1) backlug of orders for durable goods; (2) cut in income
tax rates; (3) increase in government spending; and (4) moderate
inventory and debt accumulation. Contends recession is near bottom
and upturn may be expected, though output of durable goods may
even with some earnings declines, equities will assuredly yield more drop. - Opposes fourth round of wage increases and advocates
than competing savings media. Concludes -when visibility clears, | . : price reductions. R,
2 -with, fh investor will recognize values that are irresistible. : I
purpose of removing obstacles to|. - 4 4 t Halice Ry
eqmty investmenrt ?n%g?};gfstgg ireces;iori, i’f,’é’ aé'jesril;ﬂt:tziign,hi: \}g?)% n?llxléhdw(i){h alﬂs(.i ﬁmggfr, -btl;xim:ssg 1948—three years after -the. end -of hostilities. - In~ August and

P d of these phrases only ‘tends to- confuse the -issue. In myopinion,|September, the price level reached: its peak; in October and No-
f)o:‘:’rs‘i u’é’ya we are witnessing-an- old-fashioned  business correction, somewhat vember, ‘industrial ‘production reached its ' high; .in .December,
b}

The long-expected postwar recession began in.the last half of

Emil Schram

“Jobs and||
pre=
~sented-to

Taxes,””

members of
Congress on

"Aug. 16 by

Emil Schram
President of
the New York

Stock Ex_~
. change,

“For 'some
years,” the
study says,
“we have seen
the market for

equity capital deteriorate urder
the impact of a faulty tax struc-
ture. We have endeavored, through
ceaseless effort, to impress the
fact upon the general public that
a steady and ample flow of private
capital is necessary if job oppor-
(Continued on page 34)
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confused, - dis-
torted, cush-
ioned and
postponed by
- governmen t

By c1es
merous

shortages and
demands. The
readjustment
was to be
expected. It is
both health-
ful and " de-
sirable,

I . continue
to feel that the period we are in
will prove to be a cross between
the economic disturbances of 1921
and 1938. The cautiousness of

Howard F, Vultee

known cushions present are suf-
ficiently reassuring to make one
reasonably confident that a vicious
spiraling type of collapse is not
indicated.

Nevertheless, it seems to me
that there is a tendency to accept
too readily the common  belief

(Continued on page 30)
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EDITORIAL

As» We See It

A Call to Self-Preservation
“And so.my word to you, my fellow citizens, on this 75th
birthday, is this: The founding fathers dedicated the struc-
‘ture of our government ‘to secure:the-blessings of libe'rty
for ourselves and for posterity.” We of this generation in-
herited this precious blessing. Yet as spendthrifts we are on
our way.to rob-posterity of its inheritance.

“Now the American people have solved many great
difficulties in its national life. The qualities of self-restraint,
of ‘integrity, of conscience and courage still live in our
people.

“It is not too late to summon these qualities into action.”

In these words the only living ex-President of the United
States called upon the people of this country last week to
rally to assure their own self—preservatlon The President
found Mr. Hoover’s ideas rather “funny His supporters
usually say that, of course, Mr. Hoover is a great “public
servant,” but he is getting a “little old” and, anyway, has
never understood modern discoveries in economics which

(Continued on page 32)
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personal in-
comesreached .. -
their .top. By |
June, 1949,

the -wholesale*

price ‘level
was down 9 %:
from the post-
war peak, the
c!o' n sumers’
price..index
3%, the index
of industrial--§
prod uction
wasdownover
13%, and un-
employment
was 1.6 mil- Prof. S. H. Slichter
lion higher
than in - June, 1948 —up 73%.
The postwar recession has been
longer in coming than most people-

(Continued on page 20)
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Mid-Year Review of Economic Activity

Vice-President, Federal Reserve Bank of'Dallas

Pointing out there are factors of strength as well as of weakness in mid-year economic situation, Re-

serve Bank official sees anticipated adjustment taking place in business. Sees evidence of inventory

- adjustments being . completed,-and a trend toward lower production costs. ‘Stresses lack of credit ex-
cesses and absence of liquidation in security markets as favorable feature of current situation.

The trend of economic adjustment from the peaks of postwar inflation continued stead-
ily downward during the first six months of the year, although at different rates of decline

areas. In some cases declines were somewhat steeper than per-
%

in different major economic
haps was gen- -
erally antici-
pated six
months  ago,
while in other
cases declines
were very
moderate. In
general, de-
clines were
most marked
in such areas
as' .indus-
trial produc-
tion,  manu-
facturing
employment,
hours worked Watrous H. Irons
in - manufac- ;
turing, and unemployment, which
increased; resistance to the trend
was most apparent in retail trade
and consumer expenditures, con-
struction, agricultural production,
and plant and equipment expen-
ditures. It certainly would be
shortsighted and foolhardy to be=
come smug and self-complacent
regarding the economic situation
as long as the trend is downward
and there are as many elements of
uncertainty in the picture as there
are today. On' the other hand,
nothing is to be gained from an
attitude of pessimism and -fore-
boding that is unrealistic in terms
of the economic faets, There are
elements of both strength and
weakness in the economy, and the
relative importance of these
counteracting forces should be ap-
praised carefully. . :
The adjustment from postwar
peaks has been: a staggered one
in' the sense that it-has occurred
first in one industry and then in
another; as yet it has not shown
serious cumulative characteristics.
During 1947 and early 1948 vari-
ous nondurable goods lines reach-
ed their postwar highs and then
entered into period of adjust-
ment and decline, but other in-
dustries continued to provide off-
setting ~expansion. Agricultural
prices topped their postwar boom
in-late January of 1948 angd then
experienced a sharp sinking spell
which was thought by many to
mark the turning point from in-
flation to- deflation in the econ-
omy as a whole, The weakness at
that time in the agricultural area,
however, faileqd to. spread to other
areas, ‘Activity in different fields
of construction showed signs of

oy

] *Reprinted from the “Monthly
Business Review” of thé Federal
ftgisgrve Bank of Dallas, Aug. 1,

By WATROUS H. IRONS*

softening at times during the pe-
riod, but in each instance new
strength restored vitality to the
industry. In fact, it was not until
the fourth quarter of 1948 that it
became evident that the weak-
nesses and the maladjustments in
the economic system had become
strong enough and numerous
enough to overbalance the re-
maining inflationary forces and
turn the general trend of eco-
nomic activity downward. Even
now, however, after several
months of downward adjustment,
the 'situation “does not reflect a
genera]l - deep-seated weakness
throughout the economy; instead,
as stated 'in the preceding para-
graph, there are areas of weak-
ness, but there are also areas of
resistance or suporting strength.

A Mixture of Economic Forces

Under such circumstances of a
mixture of economic forces of
varying strength—or weakness—
its is possible that one’s appraisal
of the situation and his view of
the future may be colored some-
what by the pessimism or opti-
mism engendered by the particu-
lar index or set of indexes that
may be most impressive at the
moment. For instance, one who
tends to shape his thinking, and
economic appraisal around :the
framework of industrial produc-
tion, manufacturing employment,
or total unemployment possibly
will face the future more pessi-
mistically than the person who
formulates his economic ideas
around the performance of in-
dexes which reflect the volume of
retail trade, consumer purchasing
power, the volume of liquid sav-
ings and private indebtedness, or
the level of construction activity.
Perhaps either set of conclusions
might be in error, however, due
to failure to reach a balanced
judgment based on consideration
of the trends of all of the major
economic factors.

Economic or business activity is
not- a result-or a composite only
of industrial production and de-
velopments in related fields;
neither is it only a composite of
occurrences in the field of retail
trade or of consumer expendi-
tures. Instead, the concept of eco-
nomic activity—or as it is more
commonly called, business activity
—is the sum total of developments
in trade and commerce, industry,
construction, -agriculture and fi-
nance. Therefore, it may be ap-
propriate, after several months of
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' the index declined slightly. As the

business * adjustment, to review
briefly developments in the major
areas of the economic system.
Perhaps such a review will pro-
vide information that will help to
answer such questions as “How
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much recession have we had?” or

“How good—or bad—is business?”
and it may be of some aid in en-
abling each of us, at least tenta-
tively, to reach conclusions as to
what the future months may
promise,

Decline in Industrial Production

One of the developments which
has been watched closely and with
much interest by businessmen and
others attempting to appraise the
trend of business has been the de-
cline in industrial production, The
total production of the Nation’s
factories and mineral producers
moved, upward to reach 195 per-
cent of the 1935-39 level of pro-
duction during October and No-
vember of last year, according to
the Federal Reserve Board index.
In December, however, due to a
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reduction in the production of

nondurable goods and minerals,

current year opened, the soften-
ing tendency which had become
apparent first in nondurable lines,
as supply caught up with and in
numerous cases exceeded demand, |
extended to the manufacturers of
durable goods. Moreover, as the
months passed the decline accel-
erated in the durable goods area—
during the first three months of
the year the index of production |,
of durable goods declined only
from 227 percent to 223 percent of
the 1935-39 average, but during
the second quarter, fell to an esti-
mated 194 percent of the base pe-
riod average. In the meantime the
manufacture of nondurable goods
continued to be contracted, while
production of minerals, especially
petroleum, also moved downward.
During the first half of the year
cutbacks in production spread to
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a steadily increasing number of
industries, but most - significant
reductions occurred in steel, ma-
chinery, some of the metals, tex-
tiles, and textile products, and
crude petroleum.. On the other
hand, the production of automo-
biles rose substantially during the
period to reach a postwar high
during June, while production of
almost all classes of manufactured
food products rose significantly.

Of course, a declining trend
over a period of several months
in a major business index which
directly influences employment
and the incomes of wage earners
obviously is undesirable, except
perhaps to the extent that it rep-
resents an  adjustment from' an
untenable. or economically un-
sound position. During 1948, as the
production of goods was maintain-

(Continued on page 26)
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. Mr. Coe points: out remarkable reversal in market action since mid-

June in contradiction to external news and indicated business and '
labor - prospects.. Asserts - professionals - as well as public com-:

. pletely misgauged market situation, whereas only a few astute
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‘|nappened to

2sychology of :°

- public_is: rampantly bullish, and cycle theory supports 1949 rise

< .~ and 1950-51 decline. -

What happened to the stock-market since-the ‘middle of June—

. | that. period of gloom—pessimism -and 'despair——whenall the recog-

nized security averages dropped ‘into low ground—each dip picking
up “additional bears—and extinguishing the ‘few: remaining timid

bulls? What

@

hange the

:he speculator

‘land investor

within a brief

.| seriod - of 60

days?
Certainly it
.ould rot be

: anything in

:he foreign
susiness or
political pic-
ure—which is
neitler better
—clearer—or
more _under-
standable today than.it was two
months- ago. The sterling -dilem-
ma has been neither solved or
strengthered—in fact the cross

Jacques Co.e

 currents of recent mews items in-

dicate, a situation more -baffling
than ever. -

Labol - relations  in_our own
country are no more satisfactory
{han before—in  fact a number. of

focal  points of ~‘“major action” |

come to their boiling levels in the
near future—with' the important
steel and motor industries in t.he
van, Tkreats of a fourth round in-
crease . send shudders. down  the
spine oif the average manufac-
turer,

Second quarter earnings for the
most part have been gpotty and
mixed. . Where there -was . 1m-
provement the accomparying re-
marks presumed caution as to any
expectation of continued increase
in- earnings, Where there were
sharp reductions, hope was pres-
ent for improvement in the third
and fourth quarters,

Yet the past 60 days have wit-
nessed one of the most remark-
able “stock market reversals on

‘| record and an examination of va-
| rious factors entering into. this

turriabout bring forth some inter-

" | esting psychological situations.

From all available and  pub-
lished figures as well as some di-
rect examination of private
sources one must conclude that so
far as the ‘general public is con-
cerned—there has been little or
no,_ appreciatior of the turning of
the tide. If anything, the public

| has been in a disbelieving mood
/| —largely on the selling side—glad
| to zee *‘daylight” here and there

—and -waiting for a more propi-
tious time to re-enter. :

.| Professional Traders Wrong Like

Public
“The public curiously enough

has had an unusual comparion

this - time—the - professionial trad-

ers. From observatior and sam-l

'} pling it appears to. fhe Wfitér that

immediately  after the  June lows

"I —and following one of those nor-

mal, supposedly short-lived rallies
(which: invariably . occur _from
time' to “time during every. pro-
tracted deciine) the professional
traders concentrated on’the sell-
ing . side—supremely . confident

| that another decline of substar-

tial pronortion was imminent.

At that moment came  from
President Truman an announce-

' | ment -that. his ‘administration had

abandoned .its former pet.project
of increasirg taxes by four billion
dollars—and at the same time an
admissicri that deficit financing—
new puinp priming and other in-
flationary “hypos” would be used.
The President was quoted as say-
ing that he would wmot permit the
country '{o go into a business de-
pression.. « ;

~While . the  professional trader
and the general public.did not
fully appreciate the significance
of.the new ‘Administration move
—the last thing ‘expected was a
buying wave which: would clean
up all the cheap stock—yet that is
exactly what happened. In our
opinior the buying came largely
rom. piaces -both here and' Swit-
zerland where astute minds im-

mediately appreciated the signifi- |~

cance = of . the : Administrations
turnabout. ‘Most of this time the
professional: ‘element * kept - on
fighting the rise. Someone finally
had sold somebody in high places
the idea. that the trend of the
stock market influences the busi-
ress world at certain times and
here was a good opportunity to
prove it. ;

Since then various government
agencies—notably the Federal Re-
serve—have indicated by their re-
vized Fulings—that an atmosphere
of ‘friendly cooperation’is here to
stav for some time to come. -

The Waiting Sold-Out Bulls

- The sold-out bulls now wait for
the “overdue” reaction and con-
sidering the -fact that the aver-
ages have-been up for eight suc-
cessive . weeks — some  reaction
could ‘come but -if the history of
previous -stock markets rurs true
to  form-—particularly . so -far- as
human - behavioy - is - concerned—
the main trend -of-rising prices
will not: feach an area of-culmi-
nation ' until public - participation
is ‘rampant once again with in-
creased turnover in transactiors.
Not until the rank -and file see
nothing ahead ' but. sunshine and
the pot of gold at the ead of the

"~ (Continued on page 5)
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Fourth Round Wage Increase Means More Inflation

By JOHN M. HANCOCK *

Partner, Lehman Brothers, New York City

Prominent investment banker tells Steel Fact Finding Board an increase in steel wages would lead to

another round of general wage increases and bring about renewed wave of inflation. Estimates 'a 30c |

an hour general wage rise would mean $25 billion added to production costs, and would compl'et'ely

wipe out corporate profits unless prices were increased. Says effect would be substantial rise in living

costs or serious increase in unemployment. Denies corporate profits are excessive and says, ‘under
present accounting system, they are partly fictitious.

I am not an economist, and still less an expert, but merely a businessman. whp has
'studied the basis of our national economy and is interested not only in preserving it but

in aiding to bring still further economic gain to all our people. My experience has not

involved any
close experi~
ence with the
problems of
the steel in-
dustry. I
would not
presume to
advise this
Board as to’
what it should
do, but I hope
topoint ou.
the results of
; certain actions
which have
been advo-
cated in - this
matter,

These sessions should not be
viewed primarily as an attempt
to settle a wage controversy be-
tween employers and workers,
They are far more than that, They
involve a responsibility to the
whole national - well-being, and
particularly to the general public

-in their separate capacities as
consumers and - investors. Both
parties to this hearing must rec-
ognize that the consumers are the
final bosses. - Consumers won’t
argue as to which party is right.
They - will vote in ' the most
democratic process, through a
daily secret ballot—their patron-

* age—whether they will buy steel
washing machines, shirts, dresses
and other commodities at any
given price, and in their capacity
as investors, whether 'they will
supply capital funds required to
meet the needs of a growing
population in a growing economy.

That’s the group in which I am
interested—the whole body of our
citizens, From their action in the
market place I believe the con-
sumers’ attitude represents think-
ing along these general lines,

John M, Hancock

l;rices People Can Pay

Our people want a balanced
economy fair to all in the fields
of production, stockholders, man-
agement and workers, but above
all fair to consumers. They want
an economy in which their needs
can be met at all times, with no
producing group demanding spe-
cial privileges as to dividends,
prices or wages, such as will be

' regarded as out of line with other
portions of the economy. Above
- all else they oppose prices beyond
their capacity to pay, and in this
field they have full power. Un-
like the case of many other in-
dustries whose products can be
replaced by substitutes, steel does
* not face this risk to a great de-
gree, but it.does face the ability
. -of consumers to defer purchases
for long periods, resulting in re-
.duced employment, higher cost
of production, and reduced profits
and'even losses. The industry in
_ a free economy that forgets that
the consumers are its bosses is
‘simply- stupid, and- heaven forbid
that .we  in this country should
ever consider anything other than
a free economy. Our people de-
. sire as full employment as is at-
tainable in a free competitive
economy, with workers paid as
much as industry can reasonably
-afford. They want to buy at
reasonable prices but they expect
both management and workers to
keep costs down in their own

. *A statement by Mr. Hancock
sbefore the Steel Fact Finding
P-ard, New York City,” Aug. 12,
1949, Faed GFTIAER e

pigitized for FRASER

interest over the long range. They
want industry to make a reason-
able profit, even if they haven’t
thought what such a profit should
be. They understand industry —
embracing stockholders, manage-
ment and workers—will suffer in
the long-run, if industry does not
prosper. . The public ‘probably
realize that steel is a cyclical
business - with tremendous up-
swings and downswings in vol-
ume and profits. They probably
realize that the public need for
steel cannot be estimated with
reasonable accuracy in advance
and that production cannot be ab-
solutely stabilized.

One of the reasons for the dif-
ficulty in estimating volume in
any industry is the changing de-
mand of the public. This flows
from the freedom of the consumer
to guard his own best interests
and thus creates some of the dis-
tortions which plague our econ-
omy. Most of us believe that the
democratic process of decision by
all of our people is a more reli-
able decision than could be made
under any planned economy.
While it creates risks to businesses
serving consumers, it is a risk that
business must willingly take un-
der our free economy, If the con-
sumers swing too far in the one
direction of creating a demand for
goods beyond capacity or in the
other direction of refusing to buy
for current consumption, then
they pay for their mistakes. This
is the automatic correcting device
of prices in a free market. It is at
the root of our economic system.

This controversy with which
you are dealing may readily de-
generate into class warfare unless
there is a realization that both
parties are interdependent to a
great degree. This factor of inter-
dependence relates not only to
management and workers but to
those who are not specifically
joined in this issue — the con-
sumers, the stockholders and the
general interests of the whole
country,

Does America Want More
Inflation?

The issue facing the country—
and this Board—is, does America
want more inflation?

Can America stand more infla-
tion? :

The experience since 1945 has
shown that increases in steel
wages are likely to be pattern-
setting, Past wage increases in the
steel industry have spilled over

\into other industries. This was

true in 1946—in 1947—in 1948,
Despite all the pious protestations
of the advocates of higher wages
that prices would not increase as
a result, they did. Once more we
are hearing the siren song that
wages can be raised substantially
without a corresponding rise in
our cost and price structure. Are
we to learn nothing from  the
past?

Of all the factors to be consid-
ered by this Board, it seems to me
that the certain inflationary ef-
fecps of a wage increase and the
consequent danger to the entire
€conomy are, by all odds, the most
Important. This was just as obvi-
ous in 1946 as it is now. At that
time I presented my views in this
matter. to government officials in
these words:

* “This ‘across the board *sweep’

“lof advancing costs ‘and advancing

wages would presumably keep tne
cost of living at the present rela-
tion to the workers’ income, That
is only a portion of the problem.
It would decrease the buying
power of all income not in the
form of wages. It would propor-
tionately reduce, the value of all
savings, of all interest and divi-
dends, of all insurance policies,
annuities and pensions, and of
rents. In the end, nothing good
would have been gained by any
one and many would have been
seriously injured.”

I said further that the increase
in steel workers’ wages and in
steel prices would lead to de-

.mands by farmers for an increas-

ed price for their products, This
idea found no acceptance at the
time, but, strange to say. I was
told within 15 days that every
farm leader in America had pre-
sented the demands which I an-
ticipated they would present.

For the good of the country, I
could wish I had been entirely
wrong.

Time to Stop Inflation

If this economy is going to pro-
ceed along lines which will surely
cause inflation, meaning a higher
price of goods, the funds provided
for the future in the field of so-
cial security will be depreciated
as fast in their true buying power
as the process of inflation devel-
ops. We need only look at the ef-

i fect of inflation upon the buying

power of savings funds, debt se-
curities, even the obligations of
our own government, its bonds
and social security obligations and
pensions, life insurance policies,
and so on—comparing the pre-war
period with the. present..If that
process. is. going to . continue, it
means the end.of our. kind of
economy, for it means a disguised
devaluation of the currency even
if it does not reach the point of
creating a fear of the value of all
money—the ultimate result.

It is always easy to assume that
an inflation can be stopped at
some point before a crisis. Now is
the time to stop this one. Under
present conditions it may very
well become impossible to stop
the merry march to destruction
unless courageous action is taken
to avoid a further round of wage
and price increases.

Over the long period, costs of
production do affect prices. Most
costs of production—if one goes
back to the raw material—are al-
most entirely labor, A further in-
crease in wage rates will increase
costs. Increased costs mean in-
creased prices. Increased prices
mean more inflation.

Standard of Living Improved
Only by Production

We can get endless confusion in
thinking about wages, interest, or
dividends in terms of dollars, in a

time when the value of money
shifts. There can be no increase
in a_standard of living for our

ople except as the result of in-

cfeased production. That is the
hard fact of the case, and if that
could be recognized by workers,
as I am convinced it is by busi-

ness, we would have a great deal
more healthy economy.

For the good of the country and
the- whole economy there has to
be a growth in production to meet
the growing needs of a growing
population. Labor has received,

(Continued on page 24)

requirement in the first instance.
The prospectus now in use does
not protect the investor—it con-
fuses him. Due to the rules and
regulations with which it must
comply under the Securities Acts,
today’s offering prospectus is
tilled with too much legal hedging
and complicated verbiage. In ad-
dition, it is a millstone around the
security = salesman’s neck. For
these reasons it is a serious:im-
pediment in the sale of securities.
It should either be improved or
disbanded altogether. In its pres-
ent form it has become a source
of increased revenue for lawyers
and printers—both having a much
better income today than the re-
tailer of securities, who is in need
of all the assistance he can obtain
to make his task even 'a bit
lighter.

When the average security buyer
sees a forbidding phrase in large,
bold, print right on the front of
the offering prospectus it arouses
fear, distrust and suspicion—such
a phrase for example as this:
“These securities have not been
approved or disapproved by the
Securities and Exchange Commis-
sion, nor has the Commission
passed upon the accuracy or ade-
quacy of this prospectus. Any
representation to the contrary is a
criminal offense.,” Such a clause
is silly, If the reader has intelli-
gence in sufficient amount to
analyze the value of a security
from what is contained in the
prospectus, he surely needs no
such warning as this to place him
on guard against misrepresenta-
tion, A simple statement to the
effect that, under the securities
acts, it is required to state certain
facts, and that the Securities and
Exchange Commission has not
passed upon the accuracy of the
contents of the prospectus, nor of
their completeness,” nor “has it
made any warranties concerning
the securities in question, would
suffice. Why bring in such words
as criminal offense? The people
in the securities business know
their peril and their excessive lia-
bility in conducting their business.
They know the constant feeling of
fear and of oppression in which
their business (almost exclusively
of all others). is forced to operate
in this country today. After 15
years of reading such a clause, it
is about time that security dealers
would understand that phase of
the law without putting it on the
face of every prospectus that they
are forced to deliver to their
customers.

The investment dealers 'and
brokers are constantly being
prodded by others that they are
not good merchandisers. They are
told that they don‘t sell enough
securities to housewives, small
store-keepers, laborers, farmers,
etc. When such uninformed people
see and read the sort of informa-
tion that, under today’s laws, must
be contained in the offering pros-
pectus now in use, there is only
one possible reaction on their part
—they must become confused.
Confusion brings about distrust.
The small print and the fine legal
phrasing may be alright to the
lawyers at the SEC—they under-
stand it. But Joe Doakes who
works in the shop, or Mary Jones
who may have saved some money
for her youngster’s education, will
just throw up their hands in de-
spair over it.

Placing the responsibility upon
the investor to become a’ judge of
the merits, or demerits, of a se-

curity is also completely unsound.

The Bane of the Prospectus

By JOHN DUTTON
Writer contends SEC form of prospectus confuses rather than pro-
tects investor and hampers distribution of new securities. Says
placing responsibility upon untutored
- a security. is unsound, and this matter should repose in hand of
dealers and brokers,

- Based upon practical sales experience out in the field it is becom~
Ing more apparent every day that today’s prospectus has

usefulness. Designed primarily to assig

qualified study of the merits of a pro;

obvious that it never filled this®—

investors to judge merits of

who ‘are experts.

A broker, dealer, professional, or
institutional investor, who is
skilled and experienced in invest-
ment matters can read and under-
stand a prospectus. They are the
ones who should receive it. Deal-
ers might also be required to sub-
mit a copy to any investor whe
asks for it, But if every security
buyer is required to be an expert
analyst of security values then
why have Security Dealers and
Brokers? Why not make experts
out of everybody—Joe Doakes and
Mary Jones included? If the seller,
the professional Broker or Dealer,
is satisfied as to the merits of an
offering he should sell it. It is his
job to pick values for his clients
and to build up a business of satis~
fied customers. He is registered
under state and Federal laws,; he
has certain obligations to per-
form, his business operates in a
maze of laws, penalties and re-
strictions—isn’t this enough?

If the Life Insurance business
had to parade its gross profit on
the front page of all its literature,
do you think that would help the
sale of Life Insurance in this
country? Do you think the Life
Insurance salesman who receives
a large percentage of the first
year’s premiums, and renewals for
many years thereafter, would like
to start an argument about his
commission every time he sells a
policy? But that is what security
dealers have'to do when you sell
a Mutual Fund or any other new
issue.

What other business is. stupid
enough to give supine consent to
the conditions which have pre-
vailed for so long in the invest-
ment business in this country? It
would be a miracle if, after- all
these years, that corrective action
might be some day instituted by
the Securities and Exchange Com~
mission itself, There has been
much talk, but that is all, The re~
tailing of Investment Securities in

this country is now confined -al-

most exclusively to selling high
grade bonds and preferred stocks
to Institutional Investors and Mu-
tual Funds. Equity capital for
small business cannot be obtained.
Even medium sized and fairly
well established concerns cannot
sell stock to the general public.

" The Securities and Exchange
Commission may well find that
some day it has nothing more ta
do—it regulated so well that the
patient died.

N. Y. Security Dealers
Dinner Meeling

The New York Security Dealers
Association will hold its quarterly
business dirner meeting on Tues-
day, Sept. 20, 1949, at 5 p.m. at
the Downtown. Athletic Club, 18
West Street, New York City.

Members of the Dinner Com-
mittee are: Oliver J, Troster, Tros-
ter, Currie & Summers, Chairman;
Hanns E. Kuehner, Joyce, Kueh-
ner-& Co.; Lee D. Sherman. L. D,
Sherman & Co.; John J. O’Kane,
Jr, John J. O’Kane, Jr.,, & Co.;
Erwin Stugard, A. C. Allyn & Co,
Inc.

Now Volz, Carswell & Co.

SAN ANTONIO, TEX. — The
firm name of Edward T. Volz &
Co., South Texas Building, has
been changed to Volz, Carswell &
Co. Officers are Edward T. Volz,
President, and Harley Carswell,
Vice-President. There is no ¢hange

in personnel of the firm,
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What Happened
To the Market?

* (Continued from page-3)
rainbow, will danger- signals ap-
pear.

- With some immodesty we refer
to our article 'in the “Chronicle”
of June 23 entitled “The Comirg
Market Upturn,” not so much for
the various business and technical
factors which -luckily behaved
most satisfactorily—but particu-
larly to re-emphasize our faith in
the curious but significant cycle
theory.

Those who have followed our
reference to these cyclical mani-
festatioes in the past remember
that 1946 was a down year—that
1949 - should be an up year—and
that the first six months of 1949
gave us some anxious momerts.
In our June article we emphasized

- that “if the stock market did not
have a substantial advance during
the last six months of 1949, it
would be the first time in 50
years that the cycle had gotten
out of gear.”

"Now that we have sufficient
evidence that the cycle is still
“in gear’—we must respect it all
the more—and be mindful of the
1950-1951 period to come when
the cycle is due to be in a de-

clining phase, | (T8

COMING
EVENTS

In Investment Field

Aug. 26, 1949 (Denver, Colo.)

Bond Club of Denver-Rocky
Mountain  Group IBA summer
frolic and golf tournament, Park
Hill Country Club.

Sept.’9, 1949 (New York, N. Y.)

" Security Traders Association of
New York annual summer outing
and dinner at New York Athletic
Club, Travers Island.

Sept. 9-11, 1949 (Oregon)

- Pacific Northwest Group of the
Investment Bankers - Association
1949 meeting at ‘ the Gearhart
Hotel, Gearhart, Oregon.

Sept. 16, 1949 (Cleveland, Ohio)

Bond Club of Cleveland fall
party at Sleepy Hollow Country
Club,

Sept. 20, 1949 (New York, N. Y.)
_New York Security Dealers As-
sociation quarterly business din-
ner meeting at 5 p.m, at the
Downtown - Athletic Club.

Sept. 23, 1949 (Chicago, Il1.)
Municipal Bond Club of Chicago

Annual Field Day at Knollwood

Country Club, Lake Forest, Ill.

Sept. 30, 1949 (Pittsburgh, Pa.)
Bond Club of Pittsburgh Fall
Outing at Chartiers Country Club.

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

- National Security Traders As-

sociation Annual .Convention -at

The Broadmoor Hotel,

Oct. 11-13, 1949 (Atlantic City,

o N J)

. Fall meeting of the Board of
Governors of ‘the Association of
Stock Exchange Firms at Haddon
Hal

Dec. 4-9, 1949 (Hollywood, Fla.)

‘ Investment Bankers Association
Annual Convention at the Holly-
wood Beach Hotel.

Dee. 9, 1949 (New York City).
New York Security Dealers As-

sociation 24th Annual Dinner at

the Hotel Pierre Grand Ballroom.

Rejoins Francis L. dv Pont.

' -(Special to Tue FINANCIAL CHRONICLE)

: CHICAGO, ILL.—U. G. Roman
has rejoined the staff of Francis
I.du Pont & .Co. 200 South. La
Salle Street. . .

« Steel Production
Electric Output
Carloadings
Retail Trade
Commodity Price Index
- Food Price Index
Auto Production
Busginess Failures

The  * ]
State of Trade
and Industry

The pace of industrial production for the country at large rose
slightly the past week in keeping with the trend of the previous
period, but remained moderately under the high level that obtained
in the similar week in 1948.

The total for unemployment insurance claims declined about 2%
in the week ended July 23, but it continued to be noticeably above
the low point of a year ago. In the same period initial claims. show a
falling off of 7%. . : '

Many  buyers of apparel increased their commitments for Fall
merchandise the past week. The total unit volume of Fall orders
placed ‘thus far this year was moderately below that of a year ago.
There were numerous reorders for women’s medium price coats and
suits from localities in which early promotions were well received,
There was a rise in the buyer demand for sweaters and sportswear.

Total orders for food declined slightly in the week as consump-
tion was near a seasonal low. Most food retailers continued to be
very cautious and limited their orders to immediateé needs.

The brisk trading of recent weeks was maintained last week in
the cotton textile markets. The interest in print cloth remained high.
While there were moderate dips in the order volume for sheetings
and fine combed goods, other items were in increased demand. The
buyer interest in broadcloth, drills and twills, and cotton yarns in-
creased -moderately, Wide industrial fabrics were in larger demand
than in recent weeks.

Ed # &

Latest developments in the current negotiations now under way
between the United Steel Workers’ CIO, and the steel companies re-
veal that on Monday of this week heads of four steel firms told a
presidential steel fact-finding board that their organizations could
not afford to grant the 30-cent an hour “package” increase being
asked by the steel union. The aforementioned board was set up by
President Truman in an effort to avert a steel strike, The companies
further stated that if the demands were granted they would have to
raise prices and their customers would not countenance the'increase.
Spokesmen for the industry also told the board that they did not
agree with the union’s statement that its demands would cost 30 cents
an-hour for each worker. They added, their estimates ranged from
40 cents to $1 an hour.

At the close of last week, John M. Hancock, Chairman of the
American Management Association, told the fact-finding board that a
steelworkers’ wage boost would lead to a national pattern of pay in-
creases, He said the CIO United Steelworkers’ demand for a 30-cent
an hour. package- increase gives the nation 'two “unlovely -alterna-
tives”: An upward spiral in living costs or a boom in unemployment.

Dr. Jules Backman, associate professor of economics-at New York
University, told the board the present economie position of the steel-
worker doesn’t justify any wage  increase.

* * *

- Production of steel in July fell sharply to the lowest total for
any month since December, 1946, when. a coal strike handicapped
operations, . American Iron and Steel Institute announced last
Thursday.

The total output of ingots and steel for castings in July was
5,780,777 net tons, or a decline of 11% from the revised production
total for June. It represented a-drop of 18% from July, 1948, and a
decline of 28% from the monthly average production in the first
quarter of 1949,

Steelmaking furnaces were operated at an average of 70.9%  of
capacity in July, compared with 82.2% in June; 88.8% in July, 1948,
and 101.5% in first quarter of 1949. The peak was reached in March,
1949, at 102.7% of capacity and the average for the first half of the
year was 96.3%.

# # #

Lead has taken another advance in price, rising three-eighths of a
cent last week to 15% cents .a pound, New York, according to the
weekly market report of “Engineering and Mining Journal.”

At the same time, the publication notes that copper and zinc
were moderately active and unchanged while most of the miscella-
neous metails were quiet. )

The article observes that the rise in the lead price was not uni-
form, The leading custom smelter raised its selling basis to 15%
cents, New York, effective Aug. 8, while St. Joseph lead on the same
day advanced its St. Louis basis one-quarter of a cent per pound, or
to 14.80 cents in that territory. Lead sales in the domestic market for
the week, which includes a moderate tonnage sold to the government,
totaled 14,658 tons.

* #* &

In a recent survey by the National Industrial Conference Board
three-fourths of 185 manufacturing companies expect their 1949 prof-
its to be less than those in 1948, They blame lower sales, lower prices,
inventory losses and inability to reduce operating costs sufficiently.

A few companies expect to do as well thig year as last, the Board
notes, and several think their earnings will be higher.

But a substantial number, according to the survey, are “extremely
pessimistic and look for declines of 25%, 50% and even net losses.”
One'company is reported to have said that it expects-a loss this year
greater in amount than its profit last year. - -

Several companies stressed the point that they considered last
year’s profits above normal and indicated that therefore they do not
expect to maintain such high earnings, :

STEEL OUTPUT SCHEDULED AT HIGHEST RATE FOR CURRENT
PERIOD SINCE WEEK OF JUNE 20, 1949

There is little chance of steel price weakness in the near future.

.The uncertainties of steel and coal labor and the fair volume of steel

business both tend to support the current price level. By their actions
steel buyers are now showing that they: know this, states “The Iron
Age,” national metalworking weekly, in its current summary of the
steel trade. A month ago they stopped screaming for lower prices,
and instead have been concentrating on getting steel before Sept. 14,
the day when the Truman.truce in steel expires.

(Continued on page 25_))

Observations . . . .
By A. WILFRED MAY
Stockholder-Needling and That Sick Equity Market

The rising flow of complaints addressed to this and other columns
concerning management’s abuses—real or fancied—attest to the fact
‘hat. they must be considered in any pondering over the unsatisfac-
tory condition of our equity markets. ‘Whereas such reactions from
stockholders have in the past usually consisted
)f isolated “squawks” or’ generalized ‘“beef:ng”
)y chronic iconoclasts, now.the attacks are on
specific: practices—sometimes even implying the
accusations of venality when relating to officers’
pensions and salaries.

Well illustrating such stockholder peevish-
1ess is the following letter from a West Coast
sorrespondent, Mr. D. C. Oldenkorg. Note the
romplaint about building memorials to officers,
which practice insofar as it exists, evidently rep-
;esents merely an additional “needle” to gen-
rrally disgruntled investors.

I am also reproducing excerpts from a West-
Hrook Pegler column which Mr. Oldenborg has
lorwarded, because of the unusual claricy avrd
simplicity with which it deals with thesz ques-
:ions. Particularly noteworthy is the disposition
Mr, Pegler makes of the corporate officers’ cus- . t
tomary citation of the subtraction from their salaries taken by the
income taxes which they must pay. This tax al bi has been similarly
criticized by this columnist, who has maintained thzat the tax burden
(as with all other citizens) is a matter solely between the. em-
ployed officers and their government—and not a concern of the
owning shareholders.

LETTER FROM MR. OLDENBORG
Dear Mr, May: .

In reading speeches and articles in your publication, espe-
cially on equity financing, one cannot fail to notice by its absence .
any mention of the practice of underwriters obtaininz the new '
unsubscribed—for stock at NET prices lower than the stockholders
are asked to pay. Lower, that is, by the amount of the commis-
sion or fees, etc. Often these commissions are greater per share
than one full year’s dividends. Recently in one new issue after
another the stockholders’ “rights” have had practically NO
VALUE. So, the stockholder’s equity is constantly being diluted
as he cannot always subscribe to the new shares, This practice,
it seems to me, is one-of the important reasons for the current
disinterestedness ' of  investors.

Other reasons are the colossal salaries.paid: officials. plus.
bonuses plus retirement benefits: plus insurance: benefits, ete. - -
Some companies, on top of all these, are:building monuments to
their officers by christening. new plants with officers’ names..
These same officers- take:individual credit and. glory for profit- -
able operations in periods of general prosperity, but. have no' -
hesitancy in blaming “circumstances beyond our control” for & -
the losses. R

I have been hoping for a year or more that:some of your
articles would criticize these’ practices or abuses, that have been
generally known to all. It now seems-to:be exploding in the .
Press as one of the pet subjects of Westbrook Pegler (see en-
closed column). Perfect evidence that if Wall Street fails and
refuses to help clear up these corporate abuses some one else

will, .
D. C. OLDENBORG.
1626 Camden Ave., Los Angeles, Cal.,
% * * * *
FROM MR. PEGLER
Here are the excerpted Pegler observations on these fiscal
matters: ; !
“Some of my best friends are corporation executives and to
know them is to love them, but the fact remains that I, as a stock-

(Continued on page 39)

Who Made 50 Points
While The Dow Stood Still?

In 1948 the Dow ended the year where it began . . . but those who
followed Major Angas’ advice were able to make 50 points profit.
This is not an isolated instance—it. follows the pattern established
by Major Angas during 20 years of business and market forecasting.
For instance, he has— N

Side-stepped the last 7 erashes
Hit, almost on the nose, 10 of the last 12 intermediate swings.
Bought at the recent 161 bottom on a flash message which

said “Exploit this panic blindly.”
Sold out a month previously 14 points higher up.

COMING BARGAIN-COUNTER $2 ]

.. . 1s the title of the latest Angas. Digest. It'is actually six Digests for the
price of one. It 1s Angas' personal X-ray of this slump and the coming re- -
vival. He considers it one of the best Digests he has ever written. Never- "
theless he recognizes that this Digest will seem wrong to the majority right

now. Most good advice is bound to be thought wrong “by the majority” when. .1
first issued. But after a lapse of several months, most of his apparently un~.

orthodox predictions have proved in practice to’be correct.
We cordlally offer a reduction in our regular rates provided only that Yo;x ,-‘
Digest Service, One Year (reg. $25), only $15 []
*Check how you wish Wire Messages sent:
15 per calendar year. Fees- deductibie. from tazable income.
returned (two weeks time limit.)

A. Wilfred May '

N

in America, )

1,
2.
3.
4.

be sent FREE,
60 9% OFF:
to repeat it this year. )
} ‘ |
BOTH Services for One Year (reg. $50), only. $20 [] $511
Digests are issued whenever market conditions warrant. Minimum F .818 T
written. - Indeed, if the reader is not highly pleased,” subscriptions wilt be

To those who enter a regular subscripbxop as below, the abeve Digests wm i
enroll by return mail, The offer is virtually a 60% gift, and we do not intend. -,
Wire Service*, One Year (reg. $25), only $5 []
Collect Wire [} Regular Mail [] Airmail [1
The author believes that this group of essays is one of the best he has ever
Major L. L. B. ANGAS, 570 Lexington Ave., New York 22, M. Y,
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‘A Repeal of Collective Bargaining

By CLARENCE B. RANDALL*
President, Inland Steel Company

Steel execative, denouncing formation -of President’s Steel Fact Finding Boarq as an “indl_m.rial.fevo-
lution in America,” which will lead to government waze and price fixing, sees 'iﬂ it ultimate elimination of
collective bargaining. Holds though Board’s . findings may be recommendahous.only, power of govern- -
ment will be brought to bear to compel both sides to accept Board’s conclusions. Says government
encourages labor monopoly, while coademning monopoly of management. '

It is no exaggeration to say that the wel ‘are of every citizen of the United States is
at stake in the hearings before this board. Aid by this I mean not only the fact ‘that you
gentlemen are authorized to make recommen Jations that might affect the prosperity of the

whole nation,®

but the fact
that you are
here at all.

When the
President an-
nounced ' the
formation of
this board he
wasinfact
announcing an
industrial rev-
olution in
America, By
doing so he
has declared
himself ag fa-
voring a new
social order,
and one' so different from that
under which our magnificant pro-
duction record has been achieved
that unless the process is stopped,
and stopped at once, there will be
no possibility of turning back.
“Through this means, whether he
knew it or not, he has proclaimed
that wages shall be fixed by the
government. This step is always
the first one taken by those who
set out to establish a socialist or
corporative state. The fixing of
profits comes next, and then when
incentive is killed and production
falls, the final step of nationaliza-
tion follows. Europe came close to
starvation because of this tragic
sequence, and was saved only by
the dynamic quality of a free
America. Yet here is the same
pattern,

Review the sequence of events.
Ba}rgaming was undertaken by
-this union that turned out to be
bargaining in name‘only, Take In-
land ‘Steel Company, for example.
It is now quite clear that at no

Clarence B. Randall

time did the union actually intend £

to come to an agreement with us.
We were but an insignificant part
in the working out of the global
strategy by which the establish-
ment of this board was to be
forced upon the government. The
wage demand which was present-
ed to you gentlemen was. never
brought to our bargaining table.
We hear of it first here. It was
pensions the union asked of us.
We made an offer on pensions.

- We were confident that our em-

' works, this time,

Ployees -liked that offer, but the
global strategy of the union re-
quired that it be rejected and that
no single company be permitted to
make an agreement. So we find
ourselves_pleading our cause be-
fore strangers, men of standing
but men who are strangers to our
company and' to our employees.
You have never seen our plant,
and -never talked with our men,
and -it isn’t -human to expect that
in the few brief moments that we
shall be before you you can un-
derstapd our problems. Collective
bargaining has been destroyed. It
has been repealed by ‘the Presi-
dent. And if this union strategy

ork collective bar-
gaining will never come back, The
precedent here attempted, reflect-

; ing the similar attempt made in

1946, would commit us to boards
and government wage-fixing for-

. ever, .

; should be deceived by the

“Recommendations” Will Be
Binding

And no  thoughtful person

naive

; suggestion that your findings are
* 10 be recommendations only, The

i

i

i
i

moment your announcement 'is

‘Opéning statement by Mr. Ran-
dall- before the President’s Steel

. Industry Board, New. York City,

Aug. 11, 1949.

made every power of the govern-
ment will be brought to bear to
compel both sides to accept your
conclusions, If management- in a
particular steel company feels it
must take exception to your find-
ings, an attempt will be made to
forget the word “recommenda-
tions,” and to whip ‘up public
opinion to force company accept-
ance. This I say my company will
resist.

- I would hold this view with the
same deep conviction even if I
knew that you would deny each
demand of the union, as states-
manship requires you to do. No
increase in cost whatever should
take place at this time, To in-
crease cost in a falling market is
to invite disaster. Rising costs in-
evitably ‘bring lower volume and
unemployment. War pressures are
ended, and we are in a rapidly
changing market. The battle now
is to maintain production, and in-
dustry < needs ‘lower costs, not
higher.

I cannot think but that you gen-
tlemen see this as clearly as I do.
But the system . that brings you
here is wrong, tragically wrong in
my opinion. I repeat, that this is
a revolution. It is a different
America if three men are permit-
ted to substitute their judgment
for that of hundreds and thou-
sands of managers of individual
businesses 'all over the country.
President Truman recently criti-
cized the bigness of business, But
the bigness which he has here
created is a bigness so incalculable
that it can destroy America. It'is
a bigness that denies every Amer-
ican tradition, and that must be
resisted 'if America is to remain
Tee, . 3

Labor Monopoly Receives
Blessings of Government

And in my opinion it will be
resisted. This is American at the
crossroads, and the steel industry
cannot stand idly by, This is labor
monopoly given its blessing by
government and by the same gov-
ernment that cries monopoly at
management,

Mr. Murray speaks with com-
plete authority. His is the single
voice -for all unions in the steel
business. He holds the power to
suspend steel production in every
steel plant in the country, and
suspend it too in plants that use
the production of that' industry.
Through political alliance: with
the . government he possesses ‘the
bower to induce-the President of
the United States to. take- extra-
legal action at his. request. - Sar-
castically "in these hearings  he
scoffed .at the fact that the vari-
ous companies involved. had dif-
ficulty in acting as a unit. Does he
think that we have one single man
who can- dictate policy to hun-
dreds of separate companies? Has
he forgotten that steel plants-are
privately owned, and that the in-
dividual : owners -are entitled to
run their businesses as they think
best, and not as a steel czar might
dictate? Has he forgotten compe-
tition? If so, the Attorney General

{might well instruct him on the

point. - He has operated within a
labor -monopoly for so long that
by mental habit he associates the
same pattern of monopoly with
other institutions. He -conceives
it natural for the steel industry to

complete and as gigantic as his. .
This we will not do. See where

it has brought us in these present

form an opposing monopoly as|

took half. of.the time of this board.

Some 63 companies are now be-
fore this board. Many of them]

have- asked to ‘be heard on the
management side. Yet there has
been allotted to them eight days—
eight days to'be: divided between
them, ‘the same time given the la-
bor monopoly. Many fine institu-
ions must  content - themselves
with a brief 15 minutes or half
an- hour in which to discuss a
question on which the whole fu-
ture of their enterprises may
hinge. That is comp¥ete madness.
No orderly discussion nor fair re-
sults can flow from such a process.
I repeat—this is the repeal of col-
lective bargaining—this is gov-
ernment wage-fixing, the inevit-
a}ole‘ consequence of labor monop-
oly.

In my judgment, the steel in-
dustry cannot by its present here
be deemed to consent that this
process go on, I must protest to
you and to the President, and to
the American people, that thig is
a distortion of our economy. And
I submit to you gentlemen that it
lies fully within your province to
protest likewise. You will hear
our doubts as to the propriety of
this political proceeding, and you
are not the men I think you are if
you have. not already yourselves
entertained similar doubts.

A Bad Thing for United States

I ask you to be courageous. I
ask you to be statesmen. I ask
that in your recommendations you
not only record our doubts, but
that you express your own honest
convictions to the effect that the
very  establishment of this steel
fact-finding board is in itself a
bad thing for the United States.

It is'bad in principle—therefore
it would be bad .at any. time, but
today. it is. dangerous. Our coun-
try is now in a recession, Produc-
tion is in the falling trend in in-
dustry after industry. Unemploy-
ment has reached its highest point
in seven years. You cannot safely
pile new uncertainties on an al-
ready uncertain situation. You
cannot safely discourage invest-
ment in private enterprise, which
after all, is the source of all em-
ployment, all wages, all profits, all
production—the livelihood of the
American people.

You will do-all of these things
if you permit yourselves to be

made an instrument through which|> -

Mr. ‘Murray’s union  can impose
increased cost on American indus-
try and the. American-people. This
is surely the time for manage-
ment, for -labor, and for govern-
ment to exercise genuine states-
manship for the common good: It
is obviously no- time, in: the face
of the present situation through-
out the world, for any interest to
pursue a course which could pre-
cipitate’a grave economic crisis in

the United-States.

John Douglas Co. ‘A&ds

(Bpécial to THE FINANCIAL CHRONICLE)

OMAHA, Neb.—Wayne D. Mc-
Nichols has been added to the
staff of John Douglas & Company,
Inc., Insurance Building. )

With Waddell & Reed, Inc.
{Special t0 THE FINANCIAL CHRONICLE)
SUTTON, Neb.—Alta ' M.. May

has joined the staff of Waddell &

hearings. The labor monopoly Reed, Inc., Kansas City, Mo.

; F r(_im Washingtan
Ahead of the News

By CARLISLE BARGERON

Harry Vaughan should be able to get some comfort in the expe-"
rience he is having from the fact that at least one who has similarly
suffered in the past came to be one of the country’s most beloved
tigures. The General is the victim, of course, of the old and rather

: silly political trick of shooting at the President’s
subordinates when you can’t accomplish anything
by shooting at'him. I have always thought it
a waste of ammunition to go after anybody but
the head man in the great game of politics but
it seems to be a practice as old as the hills to
try to knock off the men around him. '

Jim Farley used to be the goat of the early
New Deal. For those who were afraid to attack
Roosevelt he was the shining target. Yet he sur-
vived and it is doubtful if there has ever been
a more popular public servant,

Farley and Vaughan have many similarities.
They are both' friendly, informal and like to
meet people. Just as the statement “I know Jim
Farley” means little or nothing because nearly
everybody knows him, a touted friendship with
Vaughan doesn’t necessarily have any value. He
is quite. easily accessible in a homespun sort
of way. :

I am prompted to write about him because I-despise mob vio-
lence and mob psychology. Our national weakness for yelping in
unison to this or that tune is largely responsible for the condition
we find ourselves in today.

There are very few people who are closely following the Senate
investigation. of. five percenters, that is, analyzing the testimony and
appraising its worth. But it is easy and smart to look at the head-
lines and say “the President’s military aide is in a stew,” and as one
editor pontificated, should resign and relieve the: President of embar-~
rassment.  This editor agreed the General had committed no wrong,
that his acceptance of deep freezers from friends was quite in line
with the presents that arrive at the White House every day in the
year, that such gifts are the perquisites of men in posi:ions of
influence, in government and out. But this editor just didn’t like
Vaughan’s meddling into affairs not his own concern. Therefore,
he should quit.

I don’t just know where this complaint of meddlesomeness comes
from. The term “military aide” does not properly describe his duties
at the White House or his relationship with President Truman, It
was he who got Truman’s first senatorial campaign underway by
spending $150 of his own money for postal cards with which he
solicited campaign funds. As the donations came in he circulated
more postal cards and finally raised enough money to work on. He
has been Truman’s close assistant ever since..He served with him
throughout the President’s service in the Senate and as Vice-
President.

He is still serving as the President’s No. 1 buffer, so to speak.
He sees the thousand and one people “who knew Harry Truman
when” and want to see him now. He is sort of the President’s jack of
all trades man. It is significant, I think, that men such as General
Eisenhower, General Marshall, General “Hap” Arnold, General
Spaatz, Admirals Leahy and King who have served closely with him,
hold him in high regard. It is a fact, though, that some of the fire
against him is coming from the smaller brass because he is not a
West Pointer. The newspapermen covering the White House and
who know him intimately like him, too, and they would be the most
surprised people on earth were any wrongdoing turned up against
him,

Carlisle Bargeron

His name is iﬁ the headlines now because it seems the much
advertised five percenter, Col. Hunt, boasted to his clients of a friend-

-ship with the General. The Colonel, it appears, exaggerated the de-

gree of this friendship, a very natural thing when he was trying to
get business, .

It also appears that the Colonel was right well thought of in
official Washington, Several Senators, for example, recommended
his services to small businessmen bewildered by Washington’s red
tape. And I have yet to see anything produced to show that the
Colonel was not capable in a very legitimate business. He was in a
very competitive one, too, as other five percenters and politico-law=
yers have assured me feelingly.

‘You get a pretty good idea of the type of campaign that is being
waged against Vaughan if you analyze the Tanforan, Calif, race
track story. Vaughan intervened in this case to the extent of asking
the Housing Expediter to look into the contention of the promoters
that.they were entitled to enough materials to finish  their project
under the “hardship” provision of the law giving preference to vet-
erans’ housing. If they didn’t get the materials they would lose their

‘whole investment,

; I'have been particularly interested in this story ever since it was
first sprung several months ago by a columnist committed to running
Vaughan out of office because there has been more bunk and dema-
goguery about the veterans being denied housing by “greedy inter-
ests” and “reactionary” public servants than anything I know of. It
was the moving argument behind the political-housing bill recently
passed which will cost us plenty in the years to come. :

Well,- no. lawyers or five percenters or  “friends” prompted
Vaughan to take up the Tanforan matter. The promoters whom he
had never seen before came directly to him, and the fact is they were
entitled to the materials.

There is one more story and I will quit. Johnny Maragon, the
“ex-Kansas City Greek bootblack who rose to have a pass to the

‘White House,” as the newspapers say,-has been around Washington

running. errands, doing favors for politicians for years. I can’t ima-
gine anyone in- official life for any length of time who doesn’t know
him. The biggest salary he ever made that I know about was less
than $3,000 a year. ‘I hope that with his energy and willingness to.
serve ‘“prominent” people, he has increased his income, though I
doubt it. His “pass to the White House”” was one which thousands of
tradesmen, messengers, anyone having to go to the White House, has
to have nowadays to get through the gates.’ Before the war anyone °
could walk right into the executive offices, just as he could a store,”
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Stockholder

Relationship

By IVAN WRIGHT

Dr. Wright, terming as “ballyhoo” much of the efforts taken to
improve stockholder relationships, says problem resolves itself
down to simple analysis of the corporation and its prospects in
comparison with other corporations. Says statements of earnings

can be presented much better,

and calls attention to financial

analyses of the economic service organizations. Distinguishes be-
tween stockholder relations < and public relations, and stresses '
stockholder interest in sound corporate management.
In_ these days of the greatest volume of savings in history-and the
- small interest in risk-capital, corporate directors and énterprises have

been searching for ways and -means to increase the interest and con-
fidence of their stockholders. Under the heading of stockholder rela-

{ uons a great*

Dr. Ivan Wright

variety of
schemes - have
- been hatched
up to encour-
age stocks=-
holders to
take-an inter-
-estintheir
companiesand
to encourage
" - new investors
- to buy stock.
These efforts
vary from in-
4 . dividual let-
ters from the
presidents of
‘ the companies
to very detailed and elaborate an-
nua} _and quarterly reports ex-
plaining the items on the finan-
cial statements and the changes,
tog_ether with_ pictures and de-
..scriptions - of . the products and
‘ their uses. Advertising campaigns
are of great variety, varying from
newspaper pictures of the ‘prod-
ucts to analyses of the profit and
l_oss_ statement, and -even circus
exhibitions of the great variety
of uses to which the products can
be put. :
~.Of -course, a stockholder is in-
terested in anything affecting the
future of the company in which
he has invested his money. The
stockholders and investment man-
- agers, who are very influential in
the volume and variety of stock
. ownership, “are cold calculating
individuals ‘and they usually keep
their eye on the ball. That ball,
so far as they are concerned, is
capital appreciation which they
call profit or dividend income, or
both. " Every corporate/manager
knows this. He knows why. he
" buys the stock. If there is any
one who invests in stock as an
investor with the purposes of a
naermal investor who has saved
money and who has any other
motive than that of making more
money by capital appreciation or
income, it. would be most inter-
esting to know what these mo-
tives are. With these motives of
investors being rather exacting,
the problem of the corporation
that would keep its present stock-
hplders and gain new ones is defi-
nitely simplified and reduced to
-the single problem of appealing
to.the stock investor with the
evidence that he can present that
his ‘corporation is going to in-

crease its profits and increase the’

dividends it pays ,to ‘the stock-
holders, or by virtue of the in-
creased profits the price of the

- stock will be justified in advanc-
ing and he will gain through the
appreciation in the value of his
stock,

There is no ballyhoo or bunk

or cheap publicity that can take
_the place of these financial re-
sults. Publicity, advertising and
all kinds of promotion schemes
_may be necessary in the battle of
competition to sell products and
make a profit, and every informed
stockholder will be glad to know
the success of his company in
winning these battles and mark-

. ing up its profits. But his real
" interest is in the results —how
_ much. is the stock going to earn?
How long are these earnings go-
 ing.to continue? How.much can

the sale of the product be in-

" creased? Will profits rise: with
the increased volume? -Can the
costs of operation and. sales be

reduced? How permanent is this
trend of production and income?
When are we going to run into
the inevitable readjustment with
a decline in production and sales
and its: accompanying decline in
profits?

The Problem of Holding Stock-
holders and New Capital
Investments :

Because of the stockholder’s di-
rect and simple interest in profits
and capital ‘‘appreciation, ' the
problem resolves itself down to a
| simple analysis of the corporation
and its prospects in comparison
with other -corporations bidding
for his capital. No other informa-
tion will or should influence the
- stockholder in his' decision. The
investor in equities and the tem=-
porary in-and-out trader trying
to take advantage of seasonal and
cyclical fluctuations have entirely
different motives. The ‘corpora=~
tion that desires to build a per-
manent institution wants perma-
nent investors. The trader is
useful. He analyzes the factors
affecting the corporation and the
economic trend and takes his
chances on scalping a profit as a
result of these economic influ=
ences: Sometimes he wins. Some-
times he loses. At any rate, he
makes activity in the stock and

less active investors. When the
holder of a stock sees its price
declining from day to day, he
wants to know why. He may be
disturbed by economic conditions
and sell his own stock and then
inquire as to what is going on.
If he has full and complete in-
formation and- is convinced he
may take advantage of the de-
clining prices to add to his hold-
ings because he believes in the
longer run, the company’s profits
will improve and the price of the
stock will increase. But every
corporation that wants to hold its
stockholders  and - acquire’ new
capital through stockholders has
the problem of making a showing
in the battle to make profits in
competition with all other stock
investments available to the in-
vestor. There is nothing mysteri-
ous about this.' The simple facts
of quarterly and annual earnings
can be presented and for the most
part they can present them much
better than they have in the past.
The prospects of the future must
be judged primarily upon. the
evidence of past experience and
the economic .outlook which holds
the same uncertainties for all cor-
porations. A corporation that has
a long history of increasing prof-
its and rewarding the stockholder
with increased dividends or capi-

(Continued on page 34)

calls the stock to the attention of

risen while the trends of real

By DR. JULES BACKMAN*

The Real Position of the Steelworker

Associates Professor of Economics, New York -University School of Commerce

Expert maintains steelworkers have shared adequately in industry’s productivity increase, and that wage

increase mow to offset cost-of-living change since last wage boost, is unwarranted. Asserts much more

than all the wartime gains in productivity have been reflected in the 949, increase in hourly earnings.

Scores union’s ability-to-pay argument as opportunistic, creating chaotic wage structure, and cutting
profits, plant and equipment demand, and jobs.

It is clear that no new wage increase is required to offset any rise in the cost of living
since the, last wage increase: was granted. Since the war period, real hourly earnings have

that for - the
entire war and.
postwar pe-|
riod, The
available data

during this
decade, there
has been a
material im-
provement in
the real liv-
ing standards
of these work-
ers as meas-
ured -both in
hourly and
weekly earn-
ings.
Real Hourly Earnings of
Steelworkers

Avérage hourly earnings of

Jules Backman'

naces, ‘steel works and rolling
mills rose 94% from 1939 to April,
1949, as compared with an in-
crease of 71% for consumers’
prices; real hourly earnings in-
creased by '14%. - . ; A
" Since 1945, just prior to the first
round of postwar increases, hourly
earnings have risen 38%, con-
sumers’ prices 27% and real earn-
ings, 8.5%. If the post-VJ Day
level of hourly earnings is used as
the base, then hourly - earnings
rose by 42% and real hourly
earnings by 13%.

Since -the last- general wage in-
crease was granted, gross-hourly
earnings have averaged about
$1.65; meanwhile the consumers’
price index has declined 2.4%. As
a result, real hourly earnings now
are -moderately higher than the
level prevailing immediately after
the last wage increase was granted.

For the iron and steel and its
products industry group, the re-
sults are similar to those for basic
steel with increases in real hourly
earnings of 21% since 1939, 9%
since 1945, and a moderate in-
crease since thelast wage increase.

" Real Weekly Earnings of
Steelworkers

Real weekly earnings have ad-
lvanced somewhat more than hour-
ly earnings during the past dec-
ade. In part, this reflects the
greater number of hours worked
per week currently than in 1939.
Since 1939, weekly earnings for
blast furnaces, steel works, and
rolling 'mills “have risen from
$29.98 to $64.59 (April, 1949), or
116%, as compared with a rise of
71% for consumers’ prices. ‘Real
weekly earnings rose 27% during
this decade. The number of hours
worked per week meanwhile ad-
vanced from 35.3 in 1939 to 39.3 in
April, 1949. £,

Since July, 1948, real weekly
earnings have risen moderately as

*Extracts from statement of Dr.
Backman before the Presidential
Steel Board.

comparison' is®

indicate that!

workers employed by ‘blast fur-|.

a result. of the decline in con-
sumers” prices.

The slight decline in real earn-/
ings from the wartime peak is
more apparent than real. Part of
the earnings during the war years
were immobilized. They could not
be spent at the price level pre-
vailing at that time because of the

rationing, = and, - therefore, were
saved. That part of current in-
come which was saved during the
war could not be spent after the
war at the wartime price level
because prices were rising. ' To ad-
just all wartime income by war-
time price levels means that the
part -which represented deferred

it has not had.

will be determined by the propor-

‘price level at which these savings
are spent. No matter what as-
sumptions are made, the result

ing the war than .indicated by use|
of the conventional measurements,
at least for the postwar years to
date. ¢ : : i

&* *

PRODUCTIVITY

groups in the economy depend
upon rises in productivity.

The term “productivity” is fre-
quently and erroneously described
as “labor’ productivity—with an
implication that the end result is
attributable to the efforts of labor.
Actually, productivity is a meas-
ure of the total ‘physical output
related to the total contribution
of all of the factors of production.
We may, for purposes of conveni-
ence, divide the total output by
the total number of hours worked.
The resultant measure is described
as output per man-hour. ;

The primary factor responsible
for the long term rise in physical
output per man-hour has been
greater toolpower per worker, in-
cluding as toolpower not only in-
creased horsepower per worker
and more efficient tools, but also

shortage of goods, and consumer|.

spending (saving) is given credit
for a degree of purchasing power/ g
{manufacturing, the annual long-

The real value of 1944 earnings|

tion saved in that year and the]

must be lower real earnings dur-, piepared by ' Solomon - Fabiicant

11899-1939,
|Economic Research, 1942).
|average annual rate of increase
{in productivity according to these
1data, was 2.62% for the 30-year

Real improvements in the stand-
ard of living of workers and other’

‘weekly earnings are somewhat obscured. A more signifipa,nt

improving technical = knowledge,

| better plant ‘layout, more ‘rapid

technical ‘innovations, more effi-
cient management and greater in-
dustry “know how,” and more ef-
fective use of existing industrial
capacity. Short-term rises in pro-
ductivity are influenced greatly
by changes in volume of busingss.
~. The. outstanding fact about
changes in productivity is . that
they usually . are relatively small
in short. periods of time, hut
cumulate into significant amounts
over an extended period. :
For our national economy, out-
put per man-hour just about dou-
bled from 1899 to 1939, a period of
tremendous technological advance.
This is equal to an annual rate of
increase of about 2%. For ‘all

term rate of increase has been
about 3% per annum. For the steel
industry, the output per man-hour
for blast furnaces and . steel-mill
products is estimated ‘to have
doubled over the -three decades
ending in 1939 -according to'data

(Employment in- Manufacturihg,
National  Bureau of
The

period. Using other figures for the
period 1914 to 1939, Dr. Fabricant
estimated the annual increase’te
be 2.95%. - = -~ :
The inference:to be drawn from
statements by Mr. Nathan [Robert
R. Nathan, the union’s consulting
economist] is that his alleged in-
crease of 49.5% in productivity
from 1939 to 1949 is in line with
the long-term trends, an inference
which is totally unwarranted. He
has assumed that 3% compounded
annually will result in a 50% in-
crease in a 10-year period. Actu-
ally, 3% compounded annually
would ‘have resulted in a rise of.
only 34.4% from 1939 to 1949. For
the period from 1939 to 1948 ‘am
increase of 3% compounded an-
nually would have been equiva-
lent to a 30.5% increase for the
entire period. In other words, the
wartime and postwar rise in pro-

(Continued on page 31)
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Missouri Brevities

An issue of $4,750,000 St. Joseph Light & Power Co. first mort-

gage bonds, 3% series, due July 1, 1979, was publicly offered on

July 21 at 102.25% and accrued.interest, the net proceeds to bg used
to finance in part the construction and acquisition of additional

June 30, 1949, reported net earn- —
ings, after the usual reserves and
after all tax provisions, of $193,-
072, ‘'equal to 44 cents per share
on the 355,939 shares of common
stock outstanding. ‘This compares
with a net of $593,993, equal to
$1.57 per common share, for the

Dealer-Broker Investment

Recommendations and Literature

It is understood that the firms mentioned will be pleased

e

- shares,

property, The company has also?
sold to its parent, the Continental

of $2,447,012 over the preceding

Gas & Electric Corp. 105,213 ad~ 12 months.

ditional shares of its common
stock, without par value, for $2,-
000,000. This increased the hold-
ings - of Continental to- 317,792
the total number out-
standing. Net income of the St.
Joseph firm, after charges and in-
‘come taxes, amounted to $776,727
for the 12 months ended April 30,
1849, compared with $574,432 for
the 12 months ended Dec. 31, 1948.

——
* * *

The common stockholders of
Missouri Utilities Co. subscribed
for 32,365 shares of ‘common
stock (par $1) at $12.50 per
share, out of a total of 51,184
shares offered them one-for-
four basis. Rights expired on
July 14. The 18,819 shares un-
subscribed for were purchased
by Edward D. Jones & Co. and
associates and on reoffering
July 19 at the same price were
heavily oversubscribed,

* % %

. International Shoe Co., St. Louis,
reported to its 11,000 stockholders
that net profit for the six months
ended May 31, 1949, amounted to
$4,476,525, equal to $1.31 per
share, compared with $6,949,461,
or $2.04 per share, for the same
period last year. Sales of shoes
for the first half of the current
Yyear totaled $91,818,488, a decrease
of approximately 20% below the
figure for six months ended May
31, 1948, Frank C. Rand, Chair-
man of the Board, and Byron A.
Gray,President,commented: “With
a few exceptions our factories are
presently running on full sched-
ules and indications are that sales
in the last half of this year will
not be far different from those in
the same period last year.”
& * *

Capital City Telephone Co. of
Jefferson City is offering pref-
erably to the present preferred
stockholders and other residents
of Missouri, 3,000 shares of
4%, % preferred stock at par
($100 pershare) the net proceeds
of which are to be used to re-
tire the $229,500 69, preferred
stock and $66,300 79, preferred
stock now outstanding.. On May
1, 1949, $820,000 of first mort-
gage 3149 series A bonds, due
May 1, 1969, were sold privately
to the Kansas City Life Insur-
ance Co. The funds obtained
from the latter financing are to
be used in the company’s cur-
rent expansion and betterment
program by converting the plant
:;; automatic dial system opera-

on.

ok, %

For the 12 months ended June
30, 1949, Union Electric Co. of St.
Louis reported a consolidated net
income, after' Federal . income
taxes, of $12,405,585, an increase

* *® *

On July 27, Stern Brothers &
Co. participated in the public
offering of $13,000,000 39, de-
bentures, due Aug. 1, 1974, of
The Columbia Gas System, Inc.,
at 10114 % and accrued interest.

* * #

The Laclede Gas Light Co., St.
Louis, for the six months ended
June 30, 1949, reported a net in-
{ come, after taxes, of $1,520,745, or
: 63 cents per share, compared with
'$1,482,694, or 61 cents per share,
| for  the corresponding period of
‘last year, For the 12 months ended
June 30, 1949, net totaled $2,241,-
746, or 92 cents per share. It is
expected that the work of con-
;verting the system from distribu-
!tion of mixed gas to straight nat-
|ural gas, which commenced May
.16, will be completed prior to
Dec. 1, said Robert W. Otto, Pres-
ident of the utility firm,

* * *

The Gas Service Co., Kansas
City, on Aug. 12 filed a regis-
tration statement with the Se-
curities and Exchange Commis-
sion covering an issue of $18,-
000,000 first mortgage bonds,
due 1974.' The interest rate,
price, and annual rate of re-
demption are among the details
to be settled under competitive
bidding. The company will use
the net proceeds to repay notes
and further its construction
program,

* %

‘For the six months’ period end-
:d June 30, 1949, the Monsanto
Chemical Co., St. Louis, reported
1et: sales of $79,347,108 and net
ncome after charges and income
iaxes of $7,989,858, equal to $1.72
per common share after provision
for preference dividends. For the
same - period last year, sales
amounted fo $78,739,148 and net
profits were $7,926,759, equal to
$1.73 per common share. How-
ever, sales in the second quarter
of 1949 were below those of the

| corresponding quarter of 1948,
said Edgar M. Queeny, Chairman
fof the Board, who added that
“earnings reflected this decline, as
well as the consequent idle plant
charges.” ;

* *

The Great Lakes Pipe Co.,
Kansas City, has placed pri-
vately through Morgan Stanley
& Co, $55,000,000 20-year sink-
ing fund 3149, debentures, due
July 1, 1969, the net proceeds
to be used to install new facili-
ties ‘which will approximately
double the Pipe Line company’s

“daily capacity. Eight institu-
i gonal investors purchased this
-issue,

*® ® *

McQuay-Norris ‘Mfg. Co., St.
Louis, . for the six months ended

» Berkshire F

-Black, Sivalls & Bryson

Dumont L
Mississippi

Delhi Qil
Texas Eastern Transmissicn
Reckwell Mfg. *

Southern

Southwest Gas Producing

Bought — Sold — Quoted

SCHERCK; KICHTER COMPANY

- Landreth

Bell Teletype St. Lou

SL 456

Digitized for FRASER

ine Spinning

aboratories
River: Fue] -

Union Gas

Building

is 2’ Mo. Garﬁeld 0225

L. D. 123

corresponding period of 1948, For
the quarter ended June 30, 1949,
net totaled $121,277, compared
with $304,587 for the same three
months’ period last year,

% * * ;

Temporary 39 debentures,

due 1968, of Union Electric Co.
of Missouri may. be exchanged
for permanent debentures at
the Mercantile-Commerce Bank
& Trust Co., trustee, St. Louis,
and at Bankers Trust Co., New
York, N. Y.

* * %

Clinton  Industries, Inc., St.
Louis; reports a net profit of $1,-
900,547, equal to $1.99 per share
on 955,697 shares outstanding, ac-
cording to - Richard ‘M. Moss,

Chairman of the Board. This was

more than double the entire 1948

net earnings of $853,652, he point-|4 Ij1

ed out, and compares with a def-
icit of $121,520 for the first half
of 1948 ‘when- corn prices were
inordinately high.

* * %

Illinois Terminal RR. Co., St.
Louis, for the first half of this
year reported a net income,
after fixed charges and taxes,
of $328,746, as against $630,216
for the same period last year.
Operating revenues declined
from $6,297,845 a year ‘ago to
to $5,831,275 for the 1949 period.

* * *

Western Auto Supply Co. re-
ports combined wholesale and re-
tail sales for the month of July,
1949, of $11,215,000, a decrease of
9.6%, from the $12,405,000 for the
same month last year. For the
first seven months of 1949, sales
amounted to $63,990,000, compared
with $67,704,000 for the corre-
sponding period in 1948, a de-
crease of 5.5%,

* * *

The stockholders of F. Burkart
Manufacturing Co., St. Louis,
on Aug. 16 approved a proposal
to increase the authorized com-
mon stock from 200,000 shares,
par §1, to 600,000 shares, par $8
per share, They also voted to
eliminate the 25,800 shares of
authorized but unissued prefer-
ence stock, :

M. S. Gerber, Inc.
Formed in New York

M. 8. Gerber, -Inc., has- been
formed with offices at 43 Cedar

Street, New York City, to engage

in the securities business. Officers

are Morris Gerber, President and |

Treasurer; : William O, Duntze,

Secretary, -and Charles-S, Whit-

man, Jr.; Director. Mr. Duntze has
recently: been active as an indi-
vidual broker in New York City.

Richman Bros. Opens i

BEVERLY - HILLS, CALIF—

Richman Bros. is engaging in a 2
securities business from. offices at-

100 North- Robertson ‘Boulevard.
Partners are Lester G. Richman,

Raymond L. Richman and Doi-.

othy Richman.

STixX & CoO.

INVESTMENT SECURITIES

509 OLIVE STREEY

ST.Louis 1, Mo,

@

Members 8t. Louis Stock Exchange

| Commerce, Toronto, Ont., Canada.

to send interested parties the following literature:

Above Average Current Yields
—Selected - list of stocks, for in-
come and speculation, with better
than average yields—Goodbody &

Co., 115 Broadway, New.York 6, |-

New York.

Canada — Monthly commerecial
letter — The Canadian Bank .of

Chain Stores — Analysis — Wil-
liam R. Staats Co. 640 South
gprifng Street, Los -Angeles 14,
alif,

Colombia-Bolivia — New study
of economic and political develop-
ments—Zippin ‘& -Company, 208
South La Salle Street, Chicago

Coming Bargain Counter—ILat-'
est Angas Digest, actually com-
prising six digests for the price of
one—$2." To those entering reg-
ular subscriptions the Digests will
be sent free: Digest Service, one
year (regularly $25), only $15 if
ordered by return mail; wire
service one-year (regularly $25),
only $5; both services for one
year (regularly $50), only $20—
Dept. F 818, Major L. L. B. Angas,
570 Lexington Avenue, New York
22, N.' Y.

Over - the - Counter Industria)
Stock Index — Booklet recording
10-year performance of 35 indus-
trial stocks—National Quotation
Bureau, Inc., 46 Front Street, New
York 4, N. Y. :

* iy

American Airlines, Inc.—Anal-
ysis—J. R. Williston & Co., 115
Broadway, New York 6, N. Y.

Also available is a bulletin on
National Sugar Refining Com-
pany.

Atlantic City Electric Company
—Revised circular on the common

stock—Newburger & Company,
%343 Walnut Street, Philadelphia
s Fa. {

Central Railroad of New Jer-
sey—Analysis—Bendix, Luitweiler
& Co., 52 Wall Street, New York
5, N. Y.

Central Public Utilities—Anal-
ysis—Dreyfus & Co., 50 Broadway,
New York 4, N. Y.

Hooker - Electrochemical Com-
pany — 12 page analysis—R. W.
Pressprich & ' Co., 68 William
Street, New York 5, N, Y.

Lionel Corp.—Statistical report
—Bruns, Nordeman & Co., 60
Beaver Street, New York 4, N. Y.

McIntyre Porcupine Mines
Limited—Analysis—James Rich-
ardson & Sons, 367 Main Street,
Winnipeg, Man., Canada and 80
King Street, West, Toronto, Ont.,
Canada, ;

New Orleans Public Service Co.
~—analysis—Ira Haupt & Co., 111
Broadway, New York 6, N. Y.

Niagara Hudson Power — Spe-
cial report—Merrill Lynch, Pierce,
Fenner & Beane, 70 Pine Street,
New York 5, N. Y.

Oregon Portland Cement—Late
data—Lerner & Co., 10 Post Office
Square, Boston 9, Mass.

Pacific Petroleums, Ltd.—Cir-
cular—Leason & Co., 39 South La
Salle Street, Chicago 3, Il

omopmtmiiin,

Transcontinental Pipe Line —
Memorandum—H. Hentz & Co., 60
Beaver Street, New York 4, N. Y.

Also available are memoranda
on Denver & Rio Grande Western,
and Virginian Railway.

Inveslors’ League Reorganizaion

' Definitive
League, leading ‘stockholder organ

plans for a drastic reorganization of the Investors

ization, established in 1942, were

detailed to a group of press representatives in New York City, Aug. 16.

Presiding was Col. Allan M. Pope,
ton. Corp. and
also of the In-
vestment

- Bankers Asso-'
ciation of"

. America, who:
announced
that he has

..been elected
President‘of
-the  League,
but that he

. has not- defi-

. nitely. ac-

-‘cepted  the
post as yet.
Col. Pope,
who has been

. interested in

the defense of the stockholder

status as a help to the preserva-
tion of-free enterprise, since he
founded a group for that purpose
with Congressman Ellsworth Buck

a decade ago, envisages the pos-

sibilities ' of " enrolling - 1 000,000

members from. the rank-and-file

of the mation’s stockholders. He
stated his acceptance of the lead-
ing office in the.League will be

Gependent on his enlistment of. a

constructive group of personalities

to join its board of directors. Two
individuals who have already sig-
nified their willingness to serve
are Captain Thomas B. Doe, Pres-

ident of Sperry Corp., and Dr. G.

Rowland Collins, Dean of the

School of Business of New York

University.

The final formal reorganization
step will be taken at the League’s

annual‘ meeting in October, when t

Allan M. Pepe

former President of the First Bos~
@__

all the contributing members will
choose a new board of directors,
and.a new general counsel. Mean~
while' the organization is beirg
governed by an interim. Board,
congisting of Colonel Pope, Mr. B.
C. Forbes, Mrs. M. C. Walther of
Elkins = Park, Pa, Mrs. Jessie
Mooney, investment counsellor of
New York City. Mr. J. Newcomb
Blackman, industrialist and stock-
holders’ representative, -Benjamin
Javits, attorrey and former gen-
eral .counsel of the League, and
Miss’ Gertrude Wiener of “Forbes
Magazine,” the League’s Secretary.

Mr. B. C. Forbes, co-founder of
the. organization .and President
since ‘its inception, will serve as
Chairman of the board. The fu-
ture: role of - Mr. Javits, the
L=ague’s other co-founder and- itsg
general counsel, will be deter-
mined -at the anrual meeting in
October. d

In discussing the League’s fu-
ture plans, Col. Pope voiced the
expectation that it would not con-
cern itself with grievances against
managements within individual
companies but rather would fight
for the rights of the investor group
as a class against political en-
croachment and against competing
pressure groups in the commu-
nity. As in the past, remunera-
tion from corporations will not be
accepted, although their coopera-
tion will continue to: be enlisted
in distributing the League’s litera-
ure”to'their stockholders, ’
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. Britain's Wasted Exports

; By PAUL EINZIG
Dr. Einzig scores Sir Stafford Cripps’ policy of liquidating Brit-
-ain’s blocked Sterling balances with India as leading to export of
- British goods without receiving hard currencies in return. Sees in .
.this violation of Britain’s agreement with U. S., and contends aban-
donment of import quotas and ‘adoption’ of 'Sterling convertibility .
: - will aggravate dollar crisis.

LONDON, ENG.—Four weeks before the opening of the Wash-|-

ington discussions ajming at finding a solution of the British balance
of payments problem, the conclusion of a new agreement is announced,

as a result of which

aggravated,
under the
new agree- "’
ment Britain -
is to increase
considerably
the rate at
which India’s
wartime Ster-

. ling . balances
are released.
During the
next two
years India is
authorized to
liquidate
£50 million
per annum,
plus a supple-~
mentary allowance which is ex-
pected to raise the total annual
release of blocked Sterling to
£100 million. At the present rate
the entire wartime balance will
be liquidated in a few years. To
engage in debt repayment on such
a scale when the balance of pay-
ments show a deficit is surely
without - precedent in financial
“history. It is a recklessly irre-
sponsible poliey to which Britain’s
difficulties are largely attribut-
able. ;

‘From an American point of
view the speedy repayment  of
the Sterling balances is open to
grave objections. The wholesale
release  of blocked balance is
much more detrimental to Ameri-
can export trade than any of the
bilateral agreements concluded by
Britain in recent years. For goods
are purchased in Britain, in order
to spend the released Sterling
balances, even if prices quoted
by American firms are much
lower. It is true, the Govern-
ment of India will be authorized
to draw on the Sterling Area dol-
lar reserve at the rate of $140
million per annum during the
next two years. To that extent
Indian importers will be able to
place orders in the United States.
But since this only accelerates
the pace at which the dollar re-
serve is depleted, it only means
that dollar imports of Britain or
other Sterling Area  countries
have to be curtailed to make up
for the generosity of the dollar al-
location to India,

If Britain, instead of wasting
her exports on an unnatural
liquidation of her external war
debt, were to concentrate on the
production and export of goods
for which she can be paid in goods
or in hard currencies, her balance
of payments position would not be
in its present sorry state. Even if
the greater part of such exports
would not be taken by the Dollar
Area, Britain’s dollar position
would benefit indirectly, and she
would be able to maintain her
dollars imports. ~

It is not generally realized that
if the liquidation of wartime
Sterling balances on the present
scale is in flagrant violation of
one of the provisions of the
American Loan Agreement under
which Britain has undertaken that
the wartime balances should be
scaled down, and that repayment
should be spread over a long
period. Sir Stafford Cripps does
not appear to have the slightest
intention to honor this undertak-
ing. When pressed in the House
of Commons to state his policy he
continues to pay lip service to the
government’s intention of de-
manding a -scaling down, but
lately he has become increasingly
evasive, and the terms of the re-

cently concluded agreement with

Dr. Paul Einzig

4| chase of consumers’ goods.

j.gat problem is ‘bound to become considerably

India show that his policy is to
pay off the debt in a very short
time. At the present rate there
will - soon be no .debts to scale
down.

Even India does not stand to
benefit by this wholesale liquida-
tion of her Sterling balances. For
the bulk of it is spent on the pur-
The
British industries engaged in the

B | production of capital goods are

fully booked with orders for
years to come. If the repayment
of the Indian balances were
spread over a long period, the
chances are that a large propor-
tion of it would be spent on capi-
tal goods, to the lasting benefit
of the nation, As it is, this asset
is wastéd on the satisfaction of
consumers” demand. While such a
use of the balances may bring
passing popularity to the present
government of India, it is not in
accordance with the fundamental
interests of India. ;

1t is to be hoped that during the
course of 'the Washington negotia-
tions the United States Govern-
ment will find opportunity to re-
mind the British Government of
its - obligation under the ' Loan
Agreement. In doing so it would
protect the British and Indian
peoples against the short-sighted-
ness of their own governments, at
the same time as safeguarding the
interests of American exporters,
It is true, there are many un-
dertakings in the Loan Agree-
ments and other international
pacts which have to be treated
leniently, as they could not be
enforced under  existing condi-
tions. ‘Rigid insistence on the
abandonment of quantitative dis-
crimination or the adoption of
convertibility in “existing condi-
tions would aggravate the dollar
crisis and would defeat its object.
On the other hand, the provision
under which wartime Sterling
balances should be scaled down
could and should be enforced. Its
enforcement would bring relief
to the British dollar position and
would go a long way toward
solving the crisis.

It is difficult to explain the
quixotic magnanimity with which
Indian and other holders of war-
time balances are treated by Sir
Stafford Cripps. His strong pro-
Indian sentiments may partly ac-
count for it. Another considera-
tion is that, from the point of
view of statistics and propaganda,
exports financed with the aid of
blocked Sterling balances are use-
ful, even if Britain receives no
goods or foreign exchange in re-
turn for them. Finally, at a mo-
ment when the sellers’ market in
consumers’ goods has given way
to a buyers’ market, the exports
to India, which are wasted from
the point of view of the balance
of payments, help to maintain full
employment in industries produc-
ing consumer’s goods. This
means, however, that the need for
diverting labor and raw materials
to the production of marketable
capital goods is not so pressing as
it would be if the consumers’
goods were not “given away” to
India. Indeed the rapid repay-
ment of wartime balances is about
the worst possible method of cre-
ating employment. If -the same
end were pursued by means of
public works it would add at least
to the national wealth. As it is, the
labor and materials expended on
the goods exported to India in
repayment of balances constitute
a dead loss. :

g ‘The Problem

By CORWIN D. EDWARDS*

of Industrial Concentration

Director, Bureau of Industrial Economics, Federal Trade Commission - .

¢ Pointing out large business companies are growing larger, both absolutely and relatively, Mr. Edwards
* contends: this fact has substantial impact on our way of life.- Says. rate of profit of. largest corpora-. ..
, tions is increasing, ‘while smaller ' corporations have borne brunt of recent changes in‘business con-
dlhons.. Sees lessened opportunity for new enterprises and drying up of sources of capital for small
_companies. .Hints big government, by making it difficult to keep track of laws and big labor organi- -
. zations, by forcing mechanization on employers, have aided big business development. Advocates govern-
‘ment action to check concentration of economic power by prevention rather than dissolution.

In what I shall say today, I shall express my personal views and not the official views

the attention of all of us who are concerned with the relation

few recur, S ’

of the Federal Trade Commission. Among the economic issues which force themselves upon .

of business to public policy, a -

tance of th

concentratio}
of economic
power, Most
people agree
that big- busi-
ness is of cen-
tral impor-
tance in the
modern
A merican
economy, that
it creates
major - prob-
lems of economic policy, and that
these problems have not yet been
satisfactorily solved. My purpose
today is to state the nature of
some of the more important of
these problems and to tell’ you
what the Federal Trade Commis-
sion’ is' doing about them.

Few persons appreciate the ex-
tent to which business power has
already become concentrated in
the ‘United States. It is recog-
nized that there are great  rail-

Corwin D. Edwards

| roads and great banks, but since

these - have - been brought under
Federal regulation, 'the signifi-
cance of large concerns in. such
fields of activity is discounted. It
is not generally recognized that
our basic manufacturing indus-
tries themselves are subject to a
high and apparently to a growing
degree of concentration. Yet in
1947, 113 manufacturing corpora-
tions each of which had assets of
$100,000,000 or more were the
owners of 43% of the assets of all
manufacturing corporations and
of 50% of the fixed property of
all such corporations. In other
words, nearly one-half of the
country’s incorporated manufac-
turing was controlled by so few
enterprises that their presidents
could have been assembled in one
moderate-sized room.

The extent of industrial concen-
tration differs greatly, of course,
from industry to industry.. In
some fields, such as home build-
ing and women’s garment manu-
facture, the small business is still
typical. In others, however, the
large concern dominates the scene.
In 1947, the four largest compa-
nies in the linoleum industry pro-
duced 92% of all the linoleum;
the four largest makers of tires
and tubes produced 86% of the
industry’s total; the four largest
producers of wool carpets and
rugs produced 59% of the total
supply; and the four largest pe-
troleum companies produced 49%
of all petroleum produced.  In-
formation of this kind for the
postwar period is available for
only a few industries and com-
modities. For 1937, however, the
Temporary National Economic
Committee obtained similar infor-
mation covering 1807 products,
which in the aggregate constituted
more than half of the value of all
manufactured products produced
in that year, For nearly one-third
of these products, the four leading
producers supplied 85% or more
of the value of the national out-

put; for more than 46% of the

#*An address by Dr. Edwards be-
fore the Workshop on. Economic
Education conducted by New York
University, Aug. 10, 1949.

@

products, the four leading pro-
ducers supplied 75% or more of
the value of the national output;
and for about three-fourths of the
products the four leading pro-
ducers supplied 50% or more of
the value of the national output.

Concentration and Competition

I am not here concerned with
the question whether the present
degree of concentration is or is
not so great as to be inconsistent
with competition, It may be ar-
gued, for example, that if each of
four producers has 20% of total
output the four will turn out 80%
of the national supply of a com-
modity; that. concerns of such a
size may compete vigorously with
one another; and that therefore a
concentration of 80% in the hands
of four producers need not
have monopolistic significance.
In many cases where there is such
concentration most of the output
is' sold by’ the largest single con-
cern, and in other such cases there
may be agreement, overt or tacit,
among the large concerns. But

my point does not depend upon a -
condemnation” of the present de«
gree of concentration. - When con-
centration is high, that part of the °
unification of business which may *
be harmless lies in the past and -
further unification must quickly -
produce a condition - in  which -
monopolistic effects are inevitable. '
The present level of concentra-
tion may or may not be an evil.
A sustained trend of concentration
is necessarily anti-competitive.
Such information as there is
indicates that the large companies
are growing larger both abso=
lutely and relatively, and 'that the
degree of concentration is there-
fore increasing. This information
is limited in amount. It cannot
be taken as conclusive, and it is
insufficient to show whether or
not there is the same trend in all
important lines of manufacturing,
Studies of 200 non-financial cor-
porations, not limited to manu-
facturing, indicate that these con=
cerns owned . one-third of all
corporate assets in 1909 and more

(Continued on page 28)
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" Connecticut Brevities

The Torrington Manufacturing Company has purchased the assets
and business of the Burden Company of Los Angeles for approxi-
mately $185,000. The purchase was made to promote sales of Torring-
ton’s.air impeller products in the southwestern part of the country.
Burden will be operated as a di-®

vision of the parent.
% % #*

Southern New England Tele-
phone Company’s recent stock is-
sue was highly successful. Of the
rights issued, 99.3% were used to
subscribe for stock at the issue
price of $25 a share. The remain-
ing 0.7% of the stock offered has
been placed by the company.
Since the end of 1948 the number
of stockholders has increased from
12,060 to over 15,000.

‘" % # %

Controlling interest of North-
eastern Insurancé Company has
been purchased by Industrial In-
surance Company of New Jersey
from William L. Less, II, Chair-
man of the Board, and Alexander
C. Dick and their associates, In-
dustrial Insurance is controlled by
the Morris Plan Corporation of
America, which in turn is con-
trolled by Equity Corporation.
Ellery C. Huntington, Jr., will be-
come Chairman of the Board and
it is indicated that William J.
Langler will continue as Presi-
dent,
¢ % #

.Directors of Connecticut General
Life - Insurance Company have

%

recommended  that a 100% stock ||

dividend be paid. The present cap-
italization consists  of 300,000
shares of $10 par stock outstand-
ing out of 2,000,000 shares author-
ized, Stockholders will vote on the
proposed ' dividend - on'  Sept. 8
and, if approved, the new stock
will be issued Oct. 3 to stockhold-
ers of record Sept. 17. The addi-
tional stock will give the company
capital more -in keeping with
le volume of the business done.
3 # # #

A meeting of the stockholders of
The Hartford Electric Light Com-
pany has been called for Aug. 31
to vote on authorizing $15,000,000
preferred stock, par $50. In
order to finance the company’s
construction program for the pe-
riod through 1950, approximately
$8,000,000 will have to be obtained
through sale of $ecurities, It is

the intention of the Board of Di-]

rectors to issue 160,000 shares of
the new preferred stock. The
company has called at 100 and in-
terest $105,000 of its 3%4 % deben-
tures, 1941 series, due Sept. 1,1971.
¢ * #* #*

Hartford Gas Company has low-
ered its rates on manutactured
gas by 5 cents per 1,000 cubic feet
through a lower fuel adjustment
charge. The reduction was made

TiFrT BROTHERS

Members New York and Boston Stock
Exchanges

\Assoclate Members New York Curb
' Exchange

Primary Markets in

Hartford and
Connecticut Securities
Hartford 7-3191

New York:
% BArclay 7-3542

Bell System Teletype: HF 265

possible by a drop in the produc-
tion costs.
% %
The semi-annual report of Con-
necticut Investment Management
Corporation shows the net asset
value to be $4.20 as of June 30,
1949, - Investment income for the
period was $0.17 per share, Diréc-
tors have voted to cancel 34,607
shares of treasury stock including
shares reacquired or formerly
held for conversion of fractional
shares. At the annual meeting on
Sept. 15 stockholders will be
asked to approve election of five

additional directors, increasing the

#
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Bigelow-Sanford Carpet Co. an-
nounces that it has acquired the
assets of Bristol Mills, Inc., which
has been dissolved. Earnings of
the company for the six months to
July 2, 1949, were $2.01 per share
compared to $3.75 for the similar
period in 1948.

. % # %

The annual report of Collins
Company shows that earnings in
the fiscal year ending May 31,
1949, were $31.21 per share com-
pared to $31.87 the previous year.
Net working capital was $2,835,~
968, which is equal to $189.06 per

share,

% # #*

Employees of Pitney-Bowes, Inc.,
were offered 10,000 shares of com-
mon stock at $11 per share on
July 14 under the ferms of .the
employees’ stock purchase plan.

board to 16,

The offer expired Aug. 15,

Foresees Substantial Gains in Liquor Sales

Tom Balfe, General Sales Manager for National Distillers Product
Corporation, says a continuing incréase in liquor industry sales is
likely during rest of year and prices have become more stable.

A continuing increase in liquor industry sales during the balance
of this year was predicted on Aug. 12 by Tom Balfe, New York,

Vice-President and General Sales

Manager for National Distillers

Products®
Corporation,

Bulk" whis-
keyprices
have firmed
and together
with business
generally, we
look for sub-
stantial sales
gains  during
the = rest of
this-year,”
Balfé told the
company's
managers f o
Eastern and
Southern

o States at their
Annual Fall Sales and Promotion
Meeting at the Waldorf-Astoria-
Hotel in New York City.

Pointing out there is no short-
age of quality whiskies although
inventories ‘still are not in bal-
ance, Balfe said the industry’s to-
tal sales for the first half of this
year .were more than 1% above
those for the same period in 1948,

He emphasized the importance
of efficient selling and. proper
merchandising to maintain _and
improve this increase as did. Sid
Hamilton, New York, Vice-Presi-
dent in charge of open states for
National. ;

Hamilton attributed to these
factors the 35% increase in gin
sales the first Tive months of this
year compared to the same months
last year,

“That is why we are spending
money on a big, new advertising
campaign that is entirely different
from any that National has under-
taken.in the past.

“And, while it is a sure thing
that straight whiskies will take a
certain share of the market in all
states, there always will be a large
market for blends, It-is my opin-
ion that the blend most aggres-
sively displayed on the shelves,
counters, floors, windows and
back-bars will be the one that has
the greatest chahce to pick up
this group of consumers.

Tom Balfe

‘. BPECIALIZING IN

New London 2-4301
Hartford 7-2669

Connecticut Securities
PUBLIC UTILITIES — INDUSTRIALS
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“We therefore have the oppor-
tunity to increase the volume of a
clear, clean tasting blend like PM.
What'’s more, we have the distil-
lery capacity and the bottling
lines.  We have the barrels of
whiskey in the warehouses, - We
have the men. We have the tools
to accomplish this job.”

Hamilton said one of the biggest
tools they had was the new adver-
tising and promotion campaign
built around the slogan “Clear;,
Clean Taste.”

Philip J. Kelly, Advertising
Manager for National, termed this
“the greatest whiskey campaign
since repeal.”

“The new PM clear, clean taste
campaign is new, original and dif-

Anton E, Homsey,
Glen A. Darfler, Kneeland & Co., Chicago, Vice-Chairmen; Lex
Jolly, Johnson, Lane, Space & Co.,

NSTA Notes

NATIONAL SECURITY TRADERS ASSOCIATION

The Advertising Committee of the National Security Traders

Association for the 1949 Convention is as follows:

Harold B. Smith, Pershing & Co., New York City, Chairman;
du Pont, Homsey & Company; Boston, Mass., and

Inc., Atlanta; E. Elwood McClure,

Harold B. Smith Glen A. Darfler

Anton E. Homsey

Stein Bros. & Boyce, Baltimore; Alonzo H. Lee, Sterne, Agee &
Leach, Birmingham, Ala.; I. M. Read, Frost, Read & Simons, Charles~
ton, S, C.; Lloyd W. Shepler, Merrill Lynch, Pierce, Fenner & Beane,
Cincinnati; Carl H. Doerge, Wm. J. Mericka & Co., Inc., Cleveland;
John L. Canavan, Rauscher, Pierce & Co., Dallas; T. Nelson O’Rourke,
T. Nelson O’'Rourke, Inc.; Daytona Beach, Fla.; Robt. L. Mitton, Robt. L.,
Mitton Investments, Denver, Colo.; Paul I. Moreland, Moreland & Co,,
Detroit, Mich.; Claude T. Crockett, Moroney, Beissner & Co., Houston,
Texas; Hayward H. Hunter, Geo. G. Baum
Neiland B. Van Arsdale, Blyth & Co.; Inc., Los Angeles; Henry
Christman, Jr., O'Neil, Alden & Co., Louisville, Ky.; R. Fred Trex-
ler, J. C. Bradford & Co., Memphis, Tenn.; Bernard Decheine, J. M.
Dain & Co., Minneapolis, Minn.; Buford G. Wilson, Jack M., Bass &
Co., Nashville, Tenn.; Jackson A. Hawley, Equitable Securities Cor-
poration, New Orleans,
New York City; John M, Hudson,
William G. Simpson, H. M. Byllesby & Co., Inc., Pittsburgh, Pa.;
Pierre A. Kosterman, :
McMahon, Merrill Lynch, Pierce, Fenner & Beane, San Francisco;
Robert A, Nathane, Merrill Lynch, Pierce, Fenner & Beane, Seattle,
Wash.; John W, Bunn, Stifel, Nicolaus & Co.,, Inc., St. Louis; Everett
W. Snyder, E, W. Snyder & Co., Syracuse, N. Y., and Robert A.
Bugn, ¢ auaneswock & Co;, L'orrington, Conn,

& Co., Kansas City, Mo.;

La.; James F. Fitzgerald, W. L. Canady & Co.,
Thayer, Baker & Co., Philadelphia;

Conrad, Bruce & Co., Portland, Ore.; J. B

ferent,” he said. “We have a cam-
paign which has whimsy, good
nature, friendly feeling, and one
which is going to capture public
attention and hold it.

“This campaign has continuity
based on a central idea which will
intrigue the curiosity of the public |
and make them wonder what is
coming next.” : :
, Kelly said the ads would appear
in 427 daily newspapers reaching
more - than 21,000,000 persons
monthly in déscribing it as “the
largest newspaper list in the whis-
key business.” :

In addition, the company will
use outdoor ads to reach about
4,000,000 monthly and public
transportation vehicles on “which
544,000,000 persons ride monthly, (§
plus 26 magazines with 70,000,000 | £
readers each month,

Marx & Co. Opens

In Bri |
n Bridgeport, Conn. |}
i BRIDGEPORT, CONN.— Marx

& Co., members of the New York
Stoclg Exchange, announce the]
opening of a branch office in
Bridgeport, Conn., at 118 Bank
Street, under the ' direction of
Walter Breslav. Provinece L.
Pogue and A. Maurits Johnson
will be associated with Mr. Bres-
lav in the new office. - All were
formerly associated with Hincks
Bros. & Co., Inc,, in Bridgeport.

Harvey Fisk & Sons

Harvey Fisk & Sons, a partner-

2 B - i

¥

ship, has been formed. Offices are
at 52 Wall Street, New York City.
Partners are Ralph W. Proctor,
Harrison M. Haverbeck, general
bartners, and Benjamin Alpert
and Julius H. Cohn, limited part-
ners. ;. i, {

+ b sl ] [,

MEET ME AND MY FRIENDS IN COLORADO
For réservations and additional information about the National

Security Traders Association Convention in Colorado Springs, Oct. -
5-9, communicate with Larry A. Higgins, Hulburd, Warren & Chand-
ler, Chicago; Harold B. Smith, Pershing & Co., New York; Herbert
H. Blizzard, Herbert H. Blizzard & Co.,
van, Jr., F, L. Putnam & Co., Inc,, Boston,

Philadelphia; John E, Sulli-

Alrs
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West: Penn Elsctric ik ; o

Tre SEC recently approved West Penn Electric’s plan to’ stream-

line “intra-system relations “and ' eliminate . sub-holding  ‘company

functions, and ttre plan now goes to:a Federal Court.for-approval

The company has now submitted to the -SEC a second’plen’ undeér’

. which it proposes to retire $5 million debenture:5s due. 2030 -and
‘' three issues of preferred- stock with. an':aggregate -par i value' of
*'nearly $34 million, Under the plan, 388,274 common’shares will be
_ offered  in .exchange for: the:outstanding ‘preferred ‘stocks -and “ex-
changes will be accented in the order of - their receipt: (since the
number of shares,to be offered’ will not’be " sufficient to affect:the

* exchange of all preferred and class “A” shares).: Shares not accepted

for exchange will be .called for redemption:at.$115 per. -share’ An
~ the case of the 7% class “A” and 7% ‘preferred, and at $110 for the
6% preferred. @ f

Common -stockholders . will be offered the ‘right:to subscribe to'

: 468,621 additional shares on a 1-for-5 basis, with the subscription
price to be named later.. The company might be expected to-raise
- over $10 million: from this offering. It will also' sell $31" million

sinking fund collateral trust bonds maturing in 1974, which ‘will be-

secured by pledge of the common stocks of the three principal sub-
sidiaries, Monongahela Power, Potomac Edison and West Penn Power,
Assuming that par is realized on these bonds by the company, this
would bring total proceeds to around $41 million, which amount
should almost suffice to retire:the $5 million debentures and the
$34 million preferred stocks at. their redemption prices. Presumably,
cash on hand will take care of any difference. :

The company has enjoyed a phenomenal increase in consolidated
earnings per share in recent years due to capital leverage combined
with an excellent operating showing.. In 1945, only 17 cents a share
was reported, but in 1946 this was increased to $2.29, in 1947 to $3.07,
in 1948 to $3.68 and in the 12 months ended June 30, 1949, to $3.89.

After adjustment for the proposed new financing the company
estimates that pro forma earnings (based on the 12 months ended
May 31) would equal $3.43 a share on the 3,200,000 common shares
to be cutstanding. Refunding savings will be more than of’set by
the dilution resulting from the increased number of common shares.

At the same time that it made public its new plan, the company
raised the dividend rate from $1.50 to $1.80 (the rate has previously
this year been raised from $1 to $1.50). 'If this new plan is approved
by the SEC and consummated, would the adjusted earnings of $3.43
permit another future increase in dividend rate?: This may be some-
what problematical, as cash will be required for the sinking fund

" on the new debentures. Details. of the proposed amount of the
sinking fund requirements are not yet available. Assuming that
the debentures might be completely retired over a 25-year period,

this would mean annual payments of around $1,240,000, equivalent

to about 39 cents a share on the common stock. It is possible, of
course, that the SEC might require a still heavier sinking fund; if
the bonds were to be paid off in 15 years the annual payment would
approximate $2 million or 3 cents a share. Such a provisions would
seem unnecessarily- harsh, however. :

A After sinking fund allowance, earnings might thus be in the
* neighborhood of $3.- Would this- warrant ‘a future rate of $2 or
more? . Holding companies; for one reason or another, aren’t usually
as generous with dividend payments as operating companies. . Fol-
lowing are some comparisons with other integrated holding com-
panies: ; :

(4

Div.
Payout
63 %
58%
63%
66%
67%
67%
56%

Recent
Yield

Cur.
Div.
Rate
$3.00
0.80
11.10
0.80
1.00
- 1075
2180

Recent
Share

Amer. Gas & Electric
Central & South West
Middle South Util
New England Electric
New England G. & E
Southern Company -
~ West Penn Electric

“Pro forma. tEstimated.

3 "~ Based on these comparis()ns; a $2 rate might seem possible 'fq"r
West Penn Electric after its two plansare cohsummated, but of course

“much depends on SEC.ideas regarding the latest plan, Should-:the | -
or wish to reduce the |-

SEC. impose -a_heavy debenture sinking fund, or. ¥ ;
size of the debentire ‘issue and: increase the  amount-of. stock; this

_ of course might alter the pro forma ‘earnings sharply.

Westeﬁdorf 50 Years With
H. M. Whitney-Goadby

Augustrs E. Westendorf,  asso-

Geo. J. Klein Joins

- Corporate Leaders
George J. Kl€in has become as-
sociated with the sales division of
; Corporate Leaders of America,
Inc., 527 Fifth Avenue, New York
City. Mr. Klein formerly was an
officer of Sterling National Bank
. & Trust Company and -of' Public
National Bank & Trust Co., and
~ was associated at one time with
Lehman Brothers, investment
bankers. - :

John J. Gallaghe;' Opens

ARLINGTON; N. J, —-Jobn J.
Gallagher is engaging in-a secur-
-ities bus’ness from 'offices at 42
Union Place. ) ; f

Investorservice Formed '
Investorserviee has been formed

with' o'fices: at_ 1L ‘West: 42nd.

Street, New York City."

ciated : with the ‘firm of H.. M.
Whitney, Goadby & Company, 49
Wall Street, New York City, mem-
bers of the New York Stock Ex-
change, ‘Aug. 17 celebrated the
50th -anniversary of his continu-
ous -connection with his present
firm and its predecessor, ‘W: H.
Goadby & Company.

With Foster & Marshall

(Special to THE FINANCIAL Omm_ucu)
EUGENE, OREG.— William' E.
Duhaime has been added to: the

staff of Foster & -Marskhall, 874

Willamette Sfcreet. ;

Paul T. Henson, Inc.

SYRACUSE, N. Y. — Paul'T.|

Hénson,:Inc.; is.engaging in a ‘se-

curities- busiress ‘from. offices: at |’

825 East Genesee Street.

4

island unto himself.
society- itself

 Public Utility Securities |~ Foundations o

By W. WALTER WILLIAMS*

f Sound Colléélive ‘Birg'ai»n'i'n"g

Chairman, Committee for Economic Development

President of Centinental, Inc.; Seattle, Wash.
Though maintaining -collective bargaining is healthy manifestation of a democratic industrial society,
' CED, spokesman lays down as foundations of sound collective bargaining: (1) ‘upholding of capitalism
by both labor and management; (2) aim of ever-increasing productivity by both; (3) a belief by
.- both parties in importance of managerial function; (4) basing of acts and decisions on economic facts :
 mot economic power, and (5) dcceptance by both labor and management of responsibility to community.
... There is no doubtithat the founding fatkers would marvel at today’s America; But we
have paid a price for our material progress. It is now completely true that no man is an
The relative dependence of the individual on others—and on the

—tosupply
even his sim-
plest hecessi-
ties is now a
a fact of life.
Our  economy
has given us
material
abundance
and increased
leisure; but it
hastaken from
us, with -our
'blessing and
consent, ‘the
power to pro-
vide for our-
selves.  Seif- ]
sufficiency for the individual, the
community, or the group in our
modern society is as bygone as the
traveling tinker. ; f.

A relatively few men absent
from their work places can stop
the flow of our economy. Ma-
terials and parts absent from their

W. Walter Williams

was demonstrated during World-
War II when the rubber shortage.
was at its peak. .The nation’s
dairy products supply was seri-
ously threatened by a shortage of
small rubber rings for cream sep-
arators. Lack of tiny copper
screws, immediately after the
war, kept thousands of floor

dust in factory storerooms. Hun-

And they all add up to one thing.
America’s factories, mills,” mines,
and farms are one giant assembly
line. ;

There is nothing so dramatic as
an ‘electricity shutdown to bring
our economic interdependence
sharply to our attention. A power
strike — or a breakdown in a
power system if it should con-

*An address by Mr. Williams
before . the University of Cali-
fornia’s Institute of Industrial
Relations; Berkeley, Cal., July 27,
1949.° :

)

work places can do the same. This-

lamps unfinished and gathering-

dreds of examples could be listed. "

tinue over:any:sustained period—

jean-result in tremendous losses
| and inconveniences to people who

have no connection with the shut=
down, ;

Transportation tieups go along
with power tieups in their serious
economic . consequences. - A sleet

| storm, a tornado, a blizzard can

make huridreds of thousands of
beople helpless and destitute to a

degree not.possible in our great--

grandparents’ ‘day. <When ar oil
truck ican’t get through—or has no
oil to carry—homes grow. desper-

ately cold. Great-grandfather had |

his shed handy at the backdoor,
and, the fireplace worked. even it
it did smoke.

None of us, however, would
trade places with great-grand-
father. -He was self-reliant and
self-sustaining. = But his supply of
food, clothing and shelter was
meager and  insecure. We have
traded = great-grandfather’s self-
reliance and self-sustenance for
interdependence and abundance.
Life’s necessities can flow to us in

constant supply only as the com-

plex and interwoven society we
have built runs' smoothly without
loose monkey wrenches jamming
the gears.

Along with the development of
our - technology have come new
social institutions. The rise of the
corporation: was the - ouistanding
fact. of the eighties and nineties.
The rise of the union was just as
inevitable, ‘with associition of
workers | following the rise of
group enterprise as night follows
day. The growth of the trade
union from the status of an out-
law organization into' a normal
part of the working machinery of
our society is now another fact of

modern life. :

Unions have grown like magic
plants under the wand of a Mer-
lin, In the last 15 years, union

membership in America has in-
creased from: 3 million to 15 mil-

lion and there is every evidencc
t_hat this growth will continue.

Supports Collective Bargafning
_The Committee for Economic
Development has said. repeatedly
that collective bargaining is a
healthy manifestation of a demo-
cratic -industrial society. Under
modern * conditions of corporate
enterprisé it must be recognized
that the: individual is in a ‘poor
position to bargain for the best

| possible return for his services.

Association for ‘bargaining pur-
poses is the inevitable develop-
ment. Collective bargaining is the
democratic = technique ' through
which, it is hoped, fruitful indus-
trial relations can be realized in
the mass production society. But
collective bargaining, - like other
démocratic * institutions, - carries
responsibilities as well as privi-
leges. As CED stated in -1947:
“Collective bargaining can. work
only  with the acceptance by
management and labor .of - their
appropriate  respensibilities. It
can succeed only where both labor
and management want it to-suc-
ceed. It can flourish only in an
atmosphere free of animosity and
reprisal. There must be a. mutual
cagerness to develop collective
bargaining procedures and atti-
tudes which will result in har-
mony and progress.” ’

It is a sign of the times that
this great university should bc
conducting a series of meetings on
the subject, “The Economics cf
Collective Bargaining.” )

First, it is a recognition that
collective bargaining’ is an ‘ac-
cepted instrument  of ‘economic
policy and an accepted part of our
society. ;

Second, and more important, it
is a recognition of the fact that
if we are-.to develop the collec-
tive: bargaining method into a

socially ' useful = instrument, it
(Continued on page 32)
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-~ Michigan

-Brevities

The merger of the 66-year-old California Cotton Mills Co. with

National Automotive Fibres, Inc.

, Detroit, which became effective

Aug. 1, has extended National’s operations into two additional cities,
provided greater diversification of product, and should result in a

more stable earning record, J. R.
Millar, President of National, an-
nounced on. Aug. 10.  This mer-
ger, in the opinion of the manage-
ment, - will place National in a
more favorable position to in-
crease its textile operations on the
Pacific Coast, when the textile
machinery merket, justifies such
expansion. Under the terms of the
merger agreement, seyen shares
of National capital stock are is-
suable in exchange for each ten
shares of California capital stock.
For the six months ended June 30,
1949, National earned- $2.31 per
share, compared with $1.22 per
share for the corresponding period
last year.
* % %

The Detroit Stock Exchange
~reports that trading volume in
July was 204,839 shares, having
a dollar value of $2,484,225, For
the  preceding month- trading
‘volume was 185,905 shares and
rights, having a dollar value of
'$2,645,203, while in May it was
..186,267 shares and rights, with
a dollar value of $2,758,444.
The 10 most active traders for
the month of July were as follows:
Commonwealth & Southern Corp.,
Detroit Edison Co., McClanahan
-0il Co., Peninsular Metal Prod-
ucts Co., United Corp., General
Motors Corp., Friars Ale Brewing
Co.,. America Metal Products Co.,
Sheller Manufacturing Corp, and
Parke, Davis & Co,

£ # L]

Watling, Lerchen & Co. par-
ticipated in the public offering
,of $15 million Iilinois Power Co.

. first mortgage bonds, 2749, se-
ries due July 1, 1979, at 100.509,
and accrued interest.

- * % %

.y For the fiscal year ended May

31, 1949, The Dow Chemical Co.,

Midland, reports ‘a consolidated

net income, after taxes, of $25,-

260,473, equal after preferred div-

idend requirements, to $4.44 per
common share. Sales totaled $200,-

370,952. For the preceding year,

‘saless-amounted to  $170,696,037

and- net profits after taxes were
$21,066,646, or $3.72 per common
share.” At May 31, 1949, current
assets were $84,407,229 and cur-
rent liabilities $34,770,002.

* # *

The Detroit Stock Exchange
. on July 25 announced that it
had been granted authority by
the Securities and Exchange
Commission to extend unlisted
trading privileges to the com-
mon stocks of National Distillers
Products Corp. and Hiram Wal-
ker-Gooderham & Worts, Ltd.
It had previously received au-
thority to trade the common
stocks of Cosolidated Edison Co.
of New York, Inc., Erie RR. Co.,
The Greyhound Corp. and Me-
Cord Corp. An:analysis of trad-
ing in these six stocks covering
the 12 months before submission
of the application to the SEC
Showed that approximately
‘ §50,000 shares .were held by
,000 Michigan residents and
during that period in excess of
300,000 shares were traded.
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Net earnings of Square D Com-
pany, Detroit, for the six months
ended June 30, 1949 amounted to
$1,592,629, equal to $1.16 per share
on the outstanding stock, as com-
pared to $1,726,644, or $1.25 per
share for the same period in 1948.
The net for the 1949 period in-
cludes dividends of $166,250 re-
ceived from Square- D Company
Canada Ltd., a wholly-owned sub-
sidiary, on its common stock.

# % #

The Detroit Stock Exchange
recently approved the applica-
tion of Soss Mfg. Co. to list its
195,000 shares of $1 par value
common stock. Subject to effec-
tive registration with the SEC,
trading will commence at an
early date.

* * %

During the six months ended
April 30, 1949, sales of Northern
Engineering Works totaled ap-
proximately $1,350,000, and re-
sulted in profits, after all charges
and after provision for the esti-
mated amount of Federal income
taxes, of approximately $160,000,
equal to $1.07 per share on the
149,352 shares outstanding. Earn-
ings for the fiscal year ended
Oct. 31, 1948 equalled $2.16 per
share.

* * *

For the first six months of
this year Michigan Bumper
Corp. reported sales of $2;835,-
596, as compared to $2,039,-
533 in the same period last year,
which set a new record volume
for any similar period in the
firm’s history. Earnings were
equal to $1.05 per share on the
195,000 outstanding shares of $1
par value common stock and the
backlog of ‘unfilled orders re-
mains at approximately $2,500,-.
000. The common stock of this
eompany was admitted to trad-
ing on the Detroit Stock Ex-
change on July 29.

% " #

The Udylite Corp., Detroit, for
the six months ended June 30,
1949 reported a consolidated net
income of $529,264, or 71l cents
per share after Federal income
taxes of $349,000. This compared
with a net of $785,760, or $1.06
per share for the first half of last
year, after Federal income taxes
of $513,000, but before provision
for contingencies of $50,000. Sales
for the 1949 period amounted to
$10,960,311, against $11,913,053 for
the corresponding 1948 period.

" %* #

Soss Manufacturing Co., De-
troit, manufacturers of hinges
for automobiles, furniture and
general building purposes, has
stepped up its production 209,
through the addition of a sec-
ond eight-hour shift to daily
operations, Charles J. Soss,
President, announced on Aug.
15. The boost in output of auto-
mobile hinges, he said, was
necessary to keep pace with the
increased production by some of
the company’s automotive cus-
tomers. :

Elected Directors

At a meeting of .the board of
directors duly held on July 28,
1949, William J, Canada and
Hobart N. Hare, of Hare'’s, Ltd.,
were elected directors of Institu-
tional Shares, Ltd,, thereby in-
creasing the board of directors to
full ‘membership of seven as
authorized,

Shields & Co. Open

Regional Sales Office
BUFFALO, N. Y.—Shields &

Co. have opened a regional sales

office under the direction of

Henry H. Harper “at the- Rand’

Building,

i [T SV ST

Thomas Pierce Forms.
Own Inv, Company

ST. PETERSBURG, FLA.—
Thomas S. Pierce has formed
Thomas S, Pierce Co. with offices

. i3 ‘
Thomas S. Pierce

in the First National Bank Build-
ing to' engage in the securities
business. Mr, Pierce for many
years was in charge of the St.
Petersburg  office of Clyde C.
Pierce Corp.

Pacific N. W. Group of
IBA Elects Martin

SPOKANE, WASH.—Announce-
ment has been made by the Pa-
cific Northwest Group of the In-
vesiment Bankers Association of

" America, of
the election of
Harold M.,
Martin, Mur-
phy Favre,
Inc., Spokane,
to serve on the
Board of Gov-
ernors of the
Association
for a three
year term
commencinrg
at the close of
1949 Conven-
tion. Mr. Mar-
tin is now
Chairman of

Harold M. Martin

-curities business from offices at
312 West Arcadia Avenue.

the Pacific
Northwest Group. The Executive
Committee of the Group also has
announced the following appoint-
ments of Committee Chairmen for
1949-1950: Lawrence Shiels, Camp
& Co., Portland Chairmt;in of the
Education. Committee; Al Hugh-|
banks, Hughbarks, Inc., Seattle,
Chairman of the Legislation Com-
mittee; Robert H. Atkinson, At-
kinson, Jones. & Co., Portland.
Chairman of the Municipal Secu-
rities Committee,

The annual meeting of the Pa-
cific Northwest Group will be
held at the Gearhart Hotel, Gear-
hart, Oregon, Sept. 9, 10, 11. Elec-
tion of Group officers and Execu-
tive Committee for 1949-1950 will
be held &t that time.

Benjamin & Lang, Inc.

Formed in Chicago

CHICAGO, ILL. — Benjamin
& Lang, Inc., has been formed
with offices at 10 South La. Salle
Street, to act as dealers in mu-
nicipal bonds. Officers are Ed-
ward Benjamin. President and
Treasurer, and Stanley W. Lang,
Vice-President and Secretary. Mr,
Benjamin formerly conducted his
own investment business in Chi-
cago. Mr. Lang in the past was
with Barcus, Kindred & Co.

Cohu & Co. to Admit

Charles G. Dodge will be ad-
mitted to partnership in Cohu &
Co., 1 Wall Street, New York City,
members of the New York Stock
Exchange, on Aug. 25.

Henry L. Dersch in Peoria
PEORIA, ILL. — Henry L,
Dersch, Jr., is engaging in a se-

11ook forward to improved condi-

tions,- Others are now experi-
2ncing. reduced orders, smaller
hacklogs, inventory depreciation,
lower profits and other character-
istics of contemporary business
adjustmer:ts and are not very opti-
mistic regarding the probable time
when their operations will sta-

- | bilize and begin to pick up again.

Three-quarters of the companies,
however, forsee a decline in
profits ir 1949 as compared with
1948. The principal factors con-
tributing to lower profits, as re-
ported by the cooperators. are
lower volume of sales, inability
lo reduce operating costs ade-
quately, inventory losses, and
lower selling prices.

New Orders

Half of the comparies expect
less new orders in the second half

“{of 1949 than in the first, ard

hree-quarters forsee a still poorer
showing ‘compared to the last six
months of 1948.

A notable exception is found in
the case of the petroleum indus-
try. “Although this industry suf-
fered as a result of a mild winter
last year, prevailing opinion of
cooperating petroleum companies
is that, if rormal weather prevails,
orders will be approximately 10%
higher during the last half of this
year than during the same period
last year. -Most food companies
also report that they - expect to
better 1948 orders and shipments.”

Among the industries that
have been hit the hardest with
respect to new orders are the
foundries and steel companies,

ielectrical appliances and supplies,

electrical machinery, ard office
equipment.

J Inventories

‘An appreciable number of com-
ranies feel their inventories are
too high, “but for the most part,
this is the result of the recent
didp in sales.” Nevertheless, a
substaniial number of companies
state that they are still doing
everything possible to reduce their
inventories so that any further
drop in business or further de-

|elire in prices will not result in

severe inventory losses. = Most
companies, however, report either
that they have already written
off:-the depreciation in their' in-
ventories or that they have estab-
lished adequate reserves to take
care of any losses that, might oc-
cur. :

; Profits

Three quarters of the reporting
compariies expect their profits for
1949 to be Jower than for 1948,
a few cxpect to do as well, and
several think: that their earnings
this year will be even better than
last.. A substantial .rumber of
companies are “extremely pessi-
mistic and look for declines of
25%, 50% and even net losses.”
One company stated that it ex-
pects its loss this year would be
greater than its profits last year
and “expressed the hope that, if
conditions improve, it would break
even next year.

A number of companies, when
reporting or their profit outlook,
stressed the fact that they con-
sidered - last year's profits above
normal expectations and indicated
that they do not seriously expect
to mairtain such high levels.
These companies in reporting de-
clines of 10% to 25% expressed
the view that they considered the
new level satisfactory. o

Industry Briefs )
"'The "following ‘are- brief sum-

- Manufaclurers’ Gpinions on Business ﬂdlIoOk

National Industrial Conference Board shows ﬁajbrity expect decline
in profits and about one-half foresee reduced orders during rest
of year.

Both optimism and pessimism on the outlook for business mark
the replies of the 185 manufacturing companies just surveyed by the
National Industrial Conference Board.

Some industries feel that the major portion of their pbstwar
idjusuments -1s behind them ande i iy

maries of the business outlook for.

s0me of the industries covered by
the survey. They represeat a syr~
thesis of the trends and. opinions
of . those companies cooperating
and “may not necessarily be typi-
cal of the trends for the entire in-
dustry.” '
Electrical Appliances and Sup-
plies—Orders _are - expected to
drop 20% to 50% below those for
the Jast half of 1943 with many
cempanies anticipating declires of
approximately 20%. One company
reported a serious inventory prob-

lem. Although the others did n |
regard themselves as oversiockedgs:
to even lower "

’Ehey looked forward
inventories before the end of the
year. Profits are expected to pe
off, ranging 25% to 50% lower
than in 1948,

Food--No serious drops in new
ordgrs are reported. Several com~
panies expect to do as well ir
1949 as in 1948, and the most pes-
simistic ' company looked for a
drop of 10% during the next six
months, Most companies reported
that their inventories, as a per
cent of sales, are below the level
of prewar years. although one
company reports inventories to be
up- 10% and another 20% over
!ast year. All companies report-
ing, except ore, expected to equal
or better their 1948 profits.

Hardware—A drop of 10% to
20% in new orders is reported by
most of the reporting companies
and all except one reports-that
Inventories, as a per cent of sales,
are identical of those of prewar
years. The profit picture is bad,
with the averags company indi-
cating that profits this year will
be only 50% or 60% of those for
last year. One company reports
that its loss this year will equal
last year’s profits' and hopes tc
break.ever next year. A notable
exception is reported by one com=-
pany which, as a result of new
product development, expects a
60% increase in profits.

Heating ‘and ' Plumbing —<Dé-
clines of 15% to 30% are reported
in new orders, with an average
drop of approximately 20%. Al-
though some companies = have
higher inventories in relatior to
sales than prewar, no one reported
a serious inventory problem. Prof-
its are expected to be slightly ta
50% lower than in 1948, with an
average decline of approximately
20% for the year.

Textiles—The textile industry ig
still undergoing cousiderable ad-
justment. Expectations of new or-
ders for the latter half of 1949,
compared with the similar period
for 1948, vary from 50% to 105%.
Most comparies feel that new or-
ders will be off about 20%. In-
ventories are generally regarded
as too high in the light of existing
conditions and reporting compa-
nies are making efforts to further
reduce their stocks of raw ma-
terials and finished goods. Inven-
tory liquidations and write-offs
are expected to have a pronounced
effect or: profits. While some com~
panies feel that the profit picture
will not be too bad this year, a
large number expect drops of 15%
to 25% and a few are extremely
pessimistic regarding the outlook.

Gerard H. Coster fo
Open Office in NYC

Gerard H. Coster will open of-
fices at 42 Broadway, New York
City, to engage in the securities
business. Mr. Coster was for-
merly with Billings, Olcott & Co.,
Kobbe; Gearhart & "Co. and was
with E. A, Pierce &.Co,

{
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Says Ample Funds Available for Small Telephone
Company Financing

Robert Mason, Chairman of IBA and Public Service Securities Com—

mlttee, tells Senate Committee there is no meed for government

furnishing capital to independent or local telephone companies.
Appearing on Aug. 10 before the Senate Committee on Agricul-

ture and Forestry, which has under consideration the Hill Rural
Telephone Bill (S.1254), to furnish government aid in the financing

of small tele-
phone compa-
nies, Roébert
Mason, Vice-
President
of the Central
Republic
Company,
- Chicago, and
Chairman of
the Public
Service
Securities
Committee - of
the Invest-
ment  Bankers
Associa-
tion, stoutly
: denied that
investment bankers are delin-
quent in the financing of local
and independent telephone com-
panies and, therefore, he stated,
there was no need to make Fed-
rral credit available to these con-
cerns,

“Telephor.e financing,” said Mr.
Mason, “has in the past been and
still is an important part of our
business.

“To illustrate its importance, I
think it might be well at this
point to. have the record show
something of the volume and na-
ture of the financing which has
been done recently by the tele-
phone industry,

“Since Dec. 31, 1946, the
American Telephone and Tele-
graph Company and its subsidi-
aries have sold to the. public
securities with an aggregate par
value in excess of $2,400,000,000.
All of this was so-called “new
money” financing, with the pro=
ceeds being used for the construc~
tion requirements of the compa-
nies of the Bell System: V1rtually
all of this financing was in the
form of long-term funded debt at
interest - costs ‘ranging from ap-
proximately 2.85% to approxi-
mately 3.25%. The terms of the
loans ranged up to 40 years, -and
for the most part were 25 years
or longer. Of the approximately
$2,400,000,000 of such fmancmg
by ‘Bell System companies,. ap-
proximately $1,700,000,000 - was
done publicly through investment
bankers, the balance - being  of-
fered directly to. stockholders: for
subscription, -

- “Comparable figures with re-
spect to financing by the inde-

Robert Mason

pendent -telephone companies_are]

not available. While the aggregate
of such financing has undoubtely
been far less than that of the Bell
System companies, financing done
by  independents of which we
have a record clearly = demon-
strates that sound and well-
managed independent companies
have been able to obtain new
capital, not only through the sale
of debt securities, but also
through the sale of preferred and
common stocks.

“Incomplete figures of debt fi-
nancmg by independent compa-
nies in the first six months of this
year, show that debt issues have
been sold at an interest cost rang-
ing from approximately 3. 10% to
approximately 4% (wWith two
minor exceptions’ on' which the
mterest cost was-higher), and as
in the case of the Bell System
companies, the "~money in most
¢ases was borrowed for terms ex-

- tending 25 years or more. - A sub-

stantial  portion. of the independ-
ents” financing, and all of ‘the
financing of the largest independ-~
ent, has been done either publicly
or privately through investment
In addition, many inde-~
pendent tele p hone companies,
particularly - many ‘small ones,
have financed their new -money
requirements ' through local bank

zed. for FRASER
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.ings,

borrowings,” and in some case:
have raised money through local
public subscription,

“There are thus ample funds

available for expansion of sound
telephone companies and we in-
vestment bankers have not lost
interest in the financing of this
industry.
- “The ‘'monies expended by the
Bell Systom ‘alone show that sub-
stantial - expansion of telephone
facilities runs into real money.
The question of the cost of the
expansion required to carry out
the apparent purpose of the pend-
ing bill, i.e., to make a telephone
available to every farmer who
wants one, anywhere, is a mattex
which, so far as I have been able
to ascertain, has been the subject
of very little discussion either be-
fore this Committee or the House
Committee.. I am certainly in no
position to tell this Committee
precisely what the proposed rural
telephone program ‘would ulti-
mately cost, but I feel very
strongly, particularly since our
Federal Government has re-
embarked on deficit financing,
that this is an aspect of the prob-
lem which is worthy of the most
serious consideration.

“To give you some idea of the
likely over-all cost, I have made
a few: computations, based on
information already placed in the
record by proponents of this leg-
islation. From the table on page 2
of House Report No, 246, I would
deduce that :REA estimates that
there were, as of Jan. 1,
approximately 3,400,000 farms “in
the country- without ‘telephones:.
I have noted also that Mr, Clyde
P. Ellis, Executive- Manager - of
NRECA, in response to a request
from: Congressman * Andresen for

-information on-the’ likely cost-of

this program, stated in a letter to
Congressman - ‘Pogue, which -ap-
pears at page 229 of the printed
hearings of the Pogue Bill:"

“It is our best estimate that on’

a national basis, the' construction
cost per. telephon e subscriber
would average between $300 and
$400, - including the subscriber’s
proportlonate cost of switchboard
facilities.,” '

“If we take, therefore; $350 as
the average construction cost per
subseribed, and multiply it by the
number of farms presently with-
out telephones, as estimated by
REA, the cost to do a complete
job of construction would he
roughly $1,200,000,000. I am not
sure whether Mr, Ellis's estimate
includes cost of necessary build-
working capital require-
ments and the like, but of course
if it does not, the. $1,200,000,000
figure should be increased accord-
ingly, and 1 suppose we should
add to that the national and re-
glonal REA administrative. costs
in connection with the program. -

In this sameletter, Mr. Ellis
goes on. to say that:

“‘In.areas where there . would
be an average of three subscribers

'to the mile, it is our-estimate that |

the cost. would run between $850

to $900 per mile including propor-| .-
tionate cost of switchboard facili- |-

ties) on non-joint use lines.’

“I am no expert in this field, |-
but I have' certainly gathered 5

from such ‘testimony as- I have
heard and read that- REA would
be expected to conduct most of  its

‘activities in areas : where - there |

would likely be less than an aver-
age of three telephones per mile,
particularly as the record shows
that the majority 'of the farms
without  telephones -are in the

South and Southwest, where aver-!

1949, |:

age farm area is greater than'in
most other sections of the country.
The cost per <telephone might,
therefore, run substantially in
excess of the $350 figure we have
used above, and the total cost of
the construction program could be
substantially in excess of $1,200,-
000,000.

“In view of the likely sums of
money required to carry out the
proposed rural telephone pro-
gram, and the fact that this would
necessarily have to be added to
deficit borrowing, it is our view
that these 'considerations -alone
should give tbe Committee pause
about embarking upon such a pro-
gram’ at the present -time. ‘How-
ever, in addition to this situation.
we think it clear that ample pri-
vate capital is-available for the ex-
pansion .of sound ex:sting private
companies. - The record indicates
that these companies are expand-
ing rapidly in the- rural areas,
perhaps as rapidly as manpowel
and equipment has permitted
since the end of the War, and 2%
money is not likely to change the
manpower and equipment situa-
tion in the immediate future. On
top of this there would seem to be
great disagreement between the
proponents and the opponents of
this legislation with respect to the
basic facts involved, that is to say,
the number of farms, farms with-
out telephones, farmers needing
and wanting telephones, and it
would seem that certain of this
necessary basic information will
be supplied by the 1950 census.
Because of all of these circum-
stances, we feel very strongly and
recommend that' no action be
taken on this measure at the cur-
rent session of Congress or,. in-
deed, until after figures are
available from the 1950 census
The Committee at that time will
also have a better picture of what
the private te!ephone industry can
and does do in the rural ‘field in
the.interim.:

“If, “however, th e Comrmttee
concludes that the- preponderance
of all the testimony indicates that
it should take favorable actionr on
this bill at the current session of

‘the Congress, we should like to
:recommend:: that. the bill.be
:amended. in_substance as:follows::|-

“1.. A provision should be added
to the bill making it clear that no
funds -should. be loaned : by the
Administrator ‘under the bill un-
less a showing is made that funds

are not’otherwise “available from |

private sources.
“2. There should be a clear pro-
hibition . against any (loans for

‘financing the construction of tele-

phone facilities. which would
duplicate ‘or compete with exist-
ing facilities.

“3. There should be a require-
ment that the Administrator be

| member.

required to insert in "all loan
agreements a provision that rates
charged ‘must'be ample to carry
and amortize the loan 'and ‘to pro-
vide adequate depreciation and
replacemert reserves.

“4, A rate of interest should be
charged which is at least as high
as the current over-all cost of
long-term money to the govern-
ment.”

NYSE Wms Test Gase
Involving Taxahility
0f Gratuity Payments -

x‘ccording to a notice issued to
members of the New York Stock
Exchange by the Trustees of the
Gratuity Fund a ruling issued on
June 30, 1947, by Commissioner of
Internal Revenue, held in effect,
that under the Federal Estate Tax
Law as amended in 1942, gratui-
ties paid to the families of de-
ceased members of the Exchange
pursuant to Article XVI of the
Constitution, constituted insur-
ance and, hence, were includible
in deceased members’ estates foi
Federal Estate Tax purposes. Pre-
vious to the issuance of-this rul-
ing, decisions of the Board of Tax
Appeals arising under the law as
it existed prior to 1942, had held
to the contrary.

In view ‘of the importance of
the effect of this ruling upon the
estates of ‘deceased members of
the Exchange, the Trustees and
the Exchange instituted a test case
on the point in the Tax Court of
the United States.

The Trustees have been ad-
vised that this suit has been suc-
cessful and that on Aug. 5, 1949,
the Tax Court rendered a decision

holding that the  gratuity pay- |

ments “are not insurance and
hence, should not be included as
such .in ‘the estate of a deceased |:
(Estate of Max Strauss |:
vs. - ‘Commissioner. - of - Internal |i
Revenue, 13 ‘T.C., No. 21, Docket
No. 17372)

It is not yet known:' whether
the = Commissioner.. of Internal
Revenue ~ will* take an . appeal |

‘from ' this decision. of the: Tax

‘Céurt;  or, "if such an appeal be
not taken whether he will.indi-
cate his acquiesecence or non-ac-
quiescence with respect to such
decision.

45 Years With Bache
Noah Niedenthal, a eustomers’
man for Bache & Co:, 36-Wall St.,
New .York City, last week: ob-

served his- 45th- anniversay with-

the stock exchange firm. He was
horored on the ‘occasion at.a
cocktail party given by -the firm’s

partners and executives.

Busmess
- Man’s
Bookshelf

After. The Whlstle Blows—A'
practical guide-for recreation
leaders. in industry—Jack . Petrill
—Industrial Recreation Bureau,
162 West 56th Street, New York 9,
N. Y.—cloth—$1.00.

: Balance of Payments Yeéarbook -
—Internatienal . Monetary "Fund, "
Washmgton 25, D. C——$4 00. &

Coming Bargain C'ounter—
Latest Angas Digest, actually com-
prising six digests for the price
of one—$2.00. To those entering
regular subscriptions the Digests
will be sent free: Digest Service,
one year (regularly $25) only $15
if ordered by return mail; wire
service, one year (regularly $25),
only $5; both services for one year
(regularly $50), only . $20—Dept..
F 818, Major L. L. B. Angas, 570
Lexington Avenue, New York 22,
N.

Gas Facts—1948 edition of sta-
tistical record of the gas utility
industry—American. Gas Associ-
ation, 520 Lexington Avenue, New
York 17, N, Y.—$1.00

- Inflation: Causes and Cures—
Thomas O. Waage, Editor—H. W.
Wilson ' Co., 950 University Ave-
nue, New York 52, N, ¥.—$1.75.

Manual of Sugar. Companies
.1948—26th edition—Farr & Co.,
120 Wall 'Street, ‘New York 5,
N.. Y.—cloth.

i - Survey of University- Business~

.and Economic Research Projects,

11947-1948—U, S. Department of
Commerce: — Superintendent " of

' Documents; Washington-25, D.- C:

 —Paper—$1.00.

* Why Industry Moves South—A
Study of Factors Influencing the
Recent Location of Manufacturing
Plants  in the South—Glenn' E.
McLaughlin and Stefan Robock—
National P1anning Association,
800 Twenty-first Street, N. W.,
Washington 6, D. C.—cloth—$3.00
(price previously-incorrectly list-

ed as $6.00)
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298,500 Shares

YANCEY HARRIS COMPANY INC

CLASS A STOCK

PRICE: $1 per share

Orders executed through your

own broker or the undersigned...

I-UCKHURST & COMPANY INC.

" 40 Exchange Place

New York 5N.Y.
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Prospectus upon request from
your investment dealer, or from

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

| vesting their owmnr money

Details of this monthly pay-

ment  security - purchase plan

and the offering prospectus of
DivipEND SHARES, INC,
available on request from
your investment dealer or

CALVIN BULLOCK
Established 1394
One Wall Strect New York

| Notice to the investor each month

Manhattan
bond Fund

| American Natural Gas __

, HUGHW.LONG&CO.

NL{QRPORATED

48 WALL STREET, NEW YORK:S, N.Y.
Y 1035 ANGELES CHICAGO

- Keystone
Custodian
Funds

Certificates of Participation in
'INVESTMENT FUNDS
t l..nvesting tlle'u‘ cap;ul

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

! PREFERRED STOCKS
(Series K1-K2)

 COMMON STOCKS
! (Series $1-82-53-584)

Prospecius from
your local investment dealer or

' The Keystone Company

of Boston )
50 Congress Street
Boato_n 9, Ma‘ssnchusem

pitized for FRASER
p:/fraser.stlouisfed.org/

Mutual Funds
. py HENRY HUNT ==
Bernard Baruch Speaks

Investors who think they ‘cah beat the market or do better in-
than Mutual Fund managers can should
frame the following guotation of Bernard Baruch:

“If you are ready and able to give up everything else, to stpdy
the whole history ard background oi the market and all the prmcx_pal
rompanies whose stocks are.on the board, ®as carefully as Zt\medl_cal
student studies anatomy, to glue your nose at the tape at the opempg
of every day of the year and never take it off till night; if you can
o all that, and in addition you 'have the ool nerve of a great
gambler, the sixth sense of a clairvoyant, and the courage of a lion—
you kave a Chiraman’s chance.”

| £

“National” Announces An Open Investment Account

National Securities & Research Corporation has just announced
to dealers the launching of the “National” lnvestment Program. Un-
der this Program an investor can /start, what is in effect, an open

1 investment account. with $250 or more. He can then make successive

investments morthly for $25, $50 or any multiple of $10 jchereafter.
No definite payment is necessary as an investor may put in $25 one
month, $140 the next month or, in fact, any sum he has available.
The Program can be applied to aay of “National’s” 21 National Se-
curities Series or to First Mutual Trust Fund, offerirg unusual flexi-
bility to dealers and their clients. The ill%tlal investment and all
successive investments are made payable directly to Empire Tr}xst
Company, as trustee, which maintains the accounts. A confirmation
of each investiment is sent directly to the investor ackrowledging the
dollar amount of the payment and showing the number of shares
purchased to three decimal places. The trustee sends a Reminder
but there is no penaity for failure
to make an investment.

The Program is exceedingly simple as it orly requires a signed

‘| Order Form at the time ‘of the original investment. From that timc
| on the transactions take place directly between
'| Empire Trust Company; as trustee. ;

This Program is made available to investors withoul any addi-
tional cost whatsoever. All shares. are purchased at the regular offer-
ing price and distributions can either be received by check from the

:| trustee or else automatically reinvested., ’

“Natioral” is an old hand at this {ype of business, having sold
over $60 million in investment contracts between 1930 and 1938.
Fundamental’s Portfolio Changes

In view of the excellent performance record of Fundamentai
Investors, its portfolio changes during the second quarter may be of

| interest to our readers, :

(Common- Stocks Unless Otherwise Designated)
Incrzases

Shares
3,000
1,900
2,000
1,100

300
5,400
1,000
5,000 -

. 90,000
1,000
3,000
1,000

500
1,000
6,000
2,000

11,500
2,000

Houston Oil (V. T.C.)---
Int’l Business Machires_..
International Utilities___
Johns-Manville 1,500
*Liggett & Myers 5,000
Mercantile Stores. 2,000
Minnesota Mining & Mfg. 200
National Biscuit- 7,000
| National Dairy Products. - 2,000
Niagara Hudson Power__ 11,800
Phillips Petroleum 1000
#Seaboard Oil 9,000
A. O, ; 1,000
Stand. Gas & Elec. $7 pfd. 600
Stand. Oil Co. (Indiana)- 3,500
Standard Oil Co. (N.J.)- 200
Urion Bag & Paper 2,000
United Merchants & Mfrs. 500
Westinghouse Electric_.. 3,000
Amer, Tel & Tel 3 conv. ]
deb.—1959 $400,000

eases

Shares
1,000
600
6,000

“American Can

Anchor Hocking Glass.__
Brooklyn Union Gas....
C. 1. T. Financial Corp.._
*Colgate-Palmolive-Peet
Color:ial Mills, Inc.-____.
Columbia Gas System... '
*Com’wealth & Southern
Congoleum-Nairn, Inc. -
*Dome Mines

TJow Chemical

Ferro Enamel

¥ood Mach. & Chemical
General Foods

General Motors

“Gen, Portland Cement__
Gereral Shoe

Grand Union

Shares
tAluminium,  Ltd

TAmerican Chicle

7Baltimore & Ohio
Borg-Warner.__

Combust. Eng.-Sup’heater
Dresser Industries 2,000
+E, I. du Pont de Nemours 1,000

7Kennecott Copper

+Otis Elevator

7Phelpz Dodge

_St. Joseph Lead

Shamrock Oil

“*Socony-Vacuum-Oil.___

ySylvaria Elec. Products
: - 800 | United Light & Railways

(enetral Railway Signal. ‘900 | U. S. Pipe & Foundry..._

B. F. Goodrich -200 | Wheeling Steel

Interchemical

NOTES—*New securities acquired. {Securities eliminated.

* Protecting the Purchasing Power of Your Dollar

Kaiser & Co. of San Francisco has recently published an inter-
esting 24-page booklet or: Mutual Fiinds called “Making Your Money
Work -Profitably.” The following is an excerpt:

“Many mutual investment funds are almost wholly invested:in
common stocks; most other funds have more than half of their money
so invested, Common stocks represent ownership in corporations.
and corporations own land, buildirgs, machinery, vehicles, merchan-
dise, and other tangible assets. In a period of rising prices, the dollar
value of these assets rises-and the values back of the stocks of the
corporations rise correspondingly. ‘LThere are also many other factors
that affect the market prices of zommon stocks, but over a long
period of time the general level of stock prices tends to reflect

cpanges in the prices you pay for fuod, clothing and rent. Common
stocks, there;forez help to protect you against loss of purchasing power

¢f your savings. an-advantage not afforded by savings bank deposits,
gavings-and-loan ‘gccounts; insurance; or Government bonds. i
“Recer:tly some: publicity was- given to an 1834 menu of Del- "’
monico’s restaurant in'New - York City which priced its regular dinner
at 12 cents. ~In terms of buying meals at Delmonico’s, a dollar now
Las much less:purchasing power than a dime did in 1834. According
to figures preparéd by the National Industrial Confererce Board, the
1949 dollar in. meeting current liviag costs has only as much buying
| power as 62 cents in 1939, 77 cents. in 1926, 43 cents in 1913, 341, cents
in 1900, ard 23 cents in°1850. - Although the value of a large group of
tommon stocks is not stable in terms of dollars, it may be more stable
than: savings deposits, Government bonds, or insurance, ia terms of
meeting the cost of living.”

Dividends On Bargain Counter’-

“Earnings and dividends—notably the latter—still are cn the
bargain counter,” according to the August Investment Repsrt of
Group Securities, Inc.

“For the 12 months ended Dec. 30, 1946, the 30 stocks which make
up tie Dow-Jones Irdustrial Average of stock prices earned $13.63
per average share and paid dividends of $7.50. We expect earniags
Tor 1949 to aggregate $18 per sharz, and we expect dividends to hold
at around $12 per share. This would mean earnings 32% higher, and
dividends 60% higher, than at the 1946 year end, when the average
was at today’s level.

“Likewise, the average book value of the Dow-Jones Industrial
stocks was arourd 107; it is now over 160,” the Group report con-
‘_cxnu_es.' “Obviously, this addition of.over 50 points adds considerable:
intrinsic value to the stocks, especially when it is recalled that a good
deal of the increased book value is represented by more efficient and
modern plant and equipment which should also add to the earning
power of these comparies.” -

the investor and |

Review” re-

‘of recession.

The fil:St postwar: readjustment. of -business; will. be substantially
completed in the next six or eight months, Henry H.'Heimann, Execu~
tive Manager of the National Association of Credit. Men, tells the
members. of his nation-wide organization in his “Monthly Business

Heimann Cplimistic on Business Gutlook

'Exe_cntive Maqager of the National- Association of Credit: Men, sees: ™
business readjustment completed .in less than ‘a year, but warns.
government policy or injudicious labor leadership may extend period

e

leased on
August 15, He
says that in
certain - lines
the levelling
off process is
now evident 1
and that a few .
industries:
have substan-
tially  com-
pleted the
first phase of .

the postwar
readjustment.
He warned,
however, that
this. does not
mean that business conditions will
be revived over night, but that in
those industries where the adjust-
ment began as much as a year or
two ago a change for the better is
not only in sight but actual im-
provement is now taking place.

As a further reason for his opti-
mistic view for business in the
year ahead, Mr. Heimann points
out that. industry for several
months has been producing less
than the nation has been consum-
ing and that inventories in many
lines have been reduced to a more
comfortable level. These correc-
tive factors will hardly permit a
sérious recession, Mr. Heimann
says, unless government policy or
injudicious labor leadership con-
tributes: to a lengthening of the
adjustment period.. He warns that
the real dark cloud in world af-
fairs is the disturbing European
economic situation.

“People who believe in sound
fiscal policies and in any economy
that rests upon a high rate of pro-
duction . and industry received
very little: encouragement from
the government during the past
month,” .Mr. ‘Heimann said.  “It
was suggested that we now aim
for a $300 billion economy. The
suggested means of obtaining
this economy are so unorthodox
in peacetime and the programs
suggested are so threatening it is
only logical that people are much
concerned.  You can, of course,
have a three trillion dollar econ-
omy if you measure your economy
in a dollar having a purchasing
power that is constantly falling.
Presently the dollar has a pur-
chasing power' of slightly under
60c on a prewar basis.- Will the
proposed deficit financing further
reduce its purchasing value? If

Henry H. Heimann

50, (and certainly deficit financ-~
ing is inflationary) what does an
estimate of an economy in terms
of dollars mean? Unless there is
a reasonable stability of value to
the purchasing power of the dol-
lar, any expression ‘in terms of
dollars is ,meaningless.

“ “The inconsistency of the pro=
gram is challenged immediately
by the fact that though we are

'told the obvious fact that an in-

creased production is good for the
country and the world, we a-e also
told we may have to consider a
curtailed agricultural production
program. This causes many peopleé‘
to assume all of the talk is more ~
or less political campaign oratory.

“It is also well known that
any attempt by business to curtail
production through understand-
ing or agreement is a violation of
the trust laws, but some of our
labor leadership seems to be able
to get away with a three day a
week production schedule with
perfect immunity. You can im-
agine what would have happened
to business if it had attempted to
do this.” :

Leon Abbett Dead

Leon Abbett, partner in Lord,
Abbett & Co., New York City,
died at his home at the age of
56. He was one of the founders
of Lord, Abbett & Co. in 1929,
prior thereto: having been with
W. R. Grace & Co., Dillon, Read
& Co., and Shields & Co. He was
one of the organizers of American
Business Shares and Union. Trus-
teed Funds, Inc., being an officer
of both as well as of Affiliated
Fund, Inc. He was President of
the American Depositor Corpora-
tion and the North American De-
positor Corporation. ;

Walter T. Collins Dead

Walter T. Collins of Tobey &
Kirk, New York City, died in
Nantucket after an illness of two
years.. He was 71. Prior to his
association with Tobey & Kirk he
was with Hemphill, Noyes & Co.
for many .years. -

* Samuel W. Stern Dead

" Samuel .- W. . Stern - of Bull,
Holden & €o.; New York City,
died on ‘Aug. 9. '
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Mutual Funds Conference Begins

Messrs. Hughes, Laird, Habas, Eaton, R. Clark, and G. Clark speak

at opening sessions. Insurance

industry selling methods cited.

NEW YORK CITY, Aug. 16.—The first annual Mutual Fund Con-
ference, sponsored by the Investment Dealers’ Digest, began its ses-
sions at the Statler Hotel in New York City, Monday, Aug. 15, They

will be concluded Aug. 18. The

opening two days’ sessions were

attended by. 300 registered par-¢
ticipants, comprising residents of

In the' discussions by various
speakers, many references were
made to the life insurance in-
dustry.

. One point about the insurance
industry which was considered
particularly timely was the re-
mark of the opening speaker,

~ James Bridges of the Keystone

Fund, that the insurance com-
panies do not go around knock-
ing each other like the mutual

: fund industry, but pull together

towards a common goal. This
sniping at each other is sympto-
matic of growing pains in any in-
dustry, Mr. Bridges added, and
will subside just as wisdom comes
with maturity. Herb.Anderson of
Distributors - Group, the other

on Monday morning, spoke of the
efforts being made to permit short

prospectuses,

In Monday’s" afternoon session
Bertram Hughes -of Lord, Abbett,
enumerated the reasons for the
increased acceptance of invest-
ment companies at this time. The
low yield on governments and.
better grade corporate issues, the
decline 'in purchasing power of
fixed income securities, the favor-
able buying range of equities and

many former investors and were
playing in favor of the mutual
funds. But even more than this
was the desire for security and
of wealth
which was constantly growing in

from all quarters.

An _interesting point made by
him was that, on a relative basis,
many of the above factors were
present 75 years ago in Great

English investment companies had
their inception. In the course of
his talk Mr. Hughes stated that
“the offering price of a fund must
be enough above asset value to
enable people to get service.”

The Load

This provoked much discussion
from the floor after the conclusion
of Mr. Hughes’ talk on the selling
commission (a point concerning
which the whole conference
seemed to be more sensitive than
on any other single question). Mr.
Francis Adams Truslow, Presi-
dent of the New York Curb Ex-

talk in which he cited the low
level of total over-all curb com-
missions, as compared with mu-.
tual funds and life insurance, for
lack of interest in the securities
traded on his exchange. Lack of
interest in the distribution of com-
petitively-bid securities was also
cited.
Mr. Laird’s Talk

Mr. Douglas Laird of National
Securities and Research Corpora-
tion, gave -the' closing afternoon

Here were some real practical

pects and getting customers’ lists.
Mr. Laird stressed that in his ex-
perience “you can’t sell things
with statistics whether they are
automobiles or mutual funds.”

The Economics
This morning’s session was
opened by Eugene Habas of Hugh
Long & Co., who gave an inform-

economics of buying funds. He
stressed the long-term' growth of

ment, ti.e necessity for balance in

a well-rounded program with life
insurance and savings bonds and
a savings bank deposit. He re-
verted to the “make like an insur-
ance man” theme, and told the
audience to stress to the prospect
“what’s in it for me.” You can
never go without some annual in-
come, you can never lose your
entire principal, your investment
will not remain at a permanently
low level after a depression, but
will recover, and you will never
give your testamentary trustees
or executors the trouble and anx-
iety that a hodge podge of mis-
cellaneous. securities will give
them—if you have your money in
mutual funds, Mr. - Habas sug-
gested.

Mr. Charles Eaton, Jr., ex-
pressed the viewpoint of the solic-
itor of the larger investor and
trustee account. Explaining that
he was primarily a manager of
funds, and a newcomer as sales-
man, he explained how for years
the fiduciary in New England had
been buying mutual funds: and
that recently such interest had

been receiving a growing impetus. |

“A combination of imagination
and hard work” were the price-
less ingredients Mr: Eaton found
necessary to sell his funds.

Mr. Clark’s Suggestions
Robert Clark, of Calvin Bul-
lock & Co., told of dollar averag-
ing and purchasing of funds on a
regular systematic program in the
afternoon’s session. If such a pro-

gram can be made economical and | |

at not too great an increased cost
to 'the investor, it should prove a
splendid thing. He stressed, as
did earlier speakers, that this
should be made part of a three-
part program along with insur-
ance and savings bond and bank
deposits. Mr. Clark noted that
“people of substantial earning
power and generous assets are
buying investment company
shares at regular intervals.”

Zonal Office Advocated

Grady Clark, sales manager of
Investors Diversified Services,
which reputedly has the largest
sales organization of any mutual
fund distributors in the country,
gave an inspiring talk on the real
personal angles of pleasing the
client (and how to hold on to him
and never, never let him get away
from you). Organization of sales
offices down to zonal areas of 30,-
000 to 40,000 population was elab-
orated upon. :

Speakers at Gold Coin
Standard Gonference

A gold coin standard of $35 per
ounce as it relates to world trade
will be reviewed in its major as-
pects by speakers and then con-
sidered .in its details in open dis-
cussion during a luncheon and
afternoon .session of an.Interna-
tion Gold Coin-Standard Confer-
ence, sponsored by the Economists’
National Committee on Monetary
Policy in cooperation with foreign
trade associations, to be held
Sept. 8. at the Hotel Roosevelt,
New York.

Topics and speakers are -as
follows:

What Is the Gold Coin Standard?
—William W. Cumberland. Part-
ner, Ladenburg, Thalmann & Co.,
New York; formerly Foreign
Trade Adviser, U. S. Department
of State, Financial Adviser to Re-
public of Haiti and to Government
of Peru,

How It Would Facilitate Infer-
national Trade and Investments—
Leland Rex Robinson, Viee-Presi-
dent, Economists’ National Com-

mittee on Monetary Policy; for-
merly American Financial Trade
Commissioner. in London; West-
inghouse Professor in Italy; au-

thor, “Foreign. Credit Facilities of’

United Kingdom”; Vice-President,
Iran Foundation. -

Steps That Should Be Taken
Immediately in Direction of In-
ternational  Monetary Stabiliza-
tion—Walter E. Spahr. Executive
Vice-President, Economists” Na-
tional. Committee on Monetary
Policy; Professor .of Economics,
New York University; Trustee,
Tax Foundation; Director, New
York Air Brake Company.

How Can American Citizens
Get the Gold Coin Standard Now?
—Philip ‘M. McKenna. President,
Kennametal, Inc., Latrobe, Pa.;
National Chairman of the Gold
Standard League.

Chairman of the Conference
will be James Washington Bell,
President, ' Economists’ National
Committee on Monetary Policy;
head of Department of Economics
of Northwestern University.

Participating in the discussion
will be other members of the
Economists’ National Committee
on Monetary Policy and represen-
tatives - of leading foreign trade
associations of the United States.

Cites Consumers’
Real Income Trends

MINNEAPOLIS—E. E. Crabb,
President of Investors Diversified
Services, points out that the latest
monthly study of real .income
made by his
company
shows a bet=
ter balance
between
prices and
cash incomes,
due largely to
small but im-
_portant reduc-
tions in living
costs,
.. Real income,
by the statis-
-tics maintain-
ed since 1935,
is placed at 99
cents as com-
pared with
each dollar’s worth of real income
enjoyed by the typical consumer
in the same 1948 period. i
The expression of consumer
well-being obtained by contrast-
ing typical cash income with a
typical family budget shows sev-
eral influences that have been
noted before, Mr. Crabb observes.
In contrast to the drop in incomes
derived from wages, salaries and
farm operations, income from in-
vestments is received at thé rate
of $1.08 for each dollar dividends
and interest contributed a year
ago. Such income tends to lag be-
hind wages and salaries when
they are rising and to fall off
more slowly when the trend is
downward, %
A somewhat similar contrast is
seen in connection with prices.
Food and clothing prices are be-
ing slowly deflated but rents and
the costs of miscellaneous goods
and services are still on the in-
crease. ‘“Miscellaneous” includes
electricity, gas and telephone serv-
ice for which many regulatory
bodies are just now granting rate
increases. Relaxation of rent con-
trols has not inspired large in-
creases generally but the trend is
upward rather than down.

With Buffett & Co.
(Special to THE FINANCIAL CHRONICLE)
LINCOLN, Neb.—John Knick-
rehm has become affiliated with
Buffet & Company, Omaha Na-
tional - Bank Building, Omabha,
Neb.

~ With Waddell & Reed
(Special to THE FINANCIAL CHRONICLE)
LINCOLN, Neb.—Albin M. Pet-
erson has become connected with
Waddell & Reed, Inc., Kansas
City, Mo.

Earl E. Crabb

| tion . goods—food and beverages,

. |ous, ‘although - the heavy steel
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- Canadian

= By WILLIAM J. McKAY

Securities

Reviewing business conditions and outlook in Canada in the cur-
rent year, the Canadian Bank of Commerce Index of Industrial Activ-
ity registered 158 for June (1937=100), as compared with 159 in the
preceding month and 156 in June 1948, The slight downturn in June

of 'this year, according to the®
bank’s “Monthly Commercial Let-
ter,” was the first to be recorded
since March and was. partly sea-
sonal in character, but it reflected
also lessened activity in consump-

wearing apparel and miscellane-
ous articles, the two first-men-
tioned groups operating at levels
not only below those of May, but
of June 1948. The forest indus-
tries, mainly wood pulp, paper
and lumber, were able to main-
tain production schedules equal to
those of ‘May and slightly above
June of last year. Minerals, both
non-ferrous metals and non-me-
tallics, as well as chemicals, were
also on higher production rates
than in May 1949. The output of
motor vehicles and iron and steel
declined, and thus reversed the
uptrend of several months previ-

trades continued to provide more
of their products. All sections of
these two major groups worked at
a greater pace than in June 1948,
with the exception of the medium
steel unit. It might also be noted
that the automotive and iron and
steel industries have been oper-
ating at slightly over double their
pre-war rates of production, the
heavy steel section alone at more
{hanl two and a half times the 1937
evel. :

As to crop conditions, the Cana-
dian Bank of - Commerce - states
that' based on conditions in mid-
July, a good crop is expected in
Manitoba, but the effects of wide-
spread drought in Saskatchewan
and Alberta are so severe that a
subnormal harvest is in prospect
in these Provinces. Conditions are |
fairly « satisfactory in northern,
north - central and southeastern
Saskatchewan, but are deteriorat-
ing elsewhere, the most critical |
situation being in the southwest.
In Alberta prospects are quite]
good in the southwestern and
Peace River areas, but only poor:
to fair elsewhere. A serious out-
break of grain aphis occurred in
southwestern Manitoba, and lo-
calized damage by grasshoppers is
reporied in the drier areas of Sas-
katchewan. Subsequent good rains

in central Alberta improved the |

prospects for feed in that area but
further general rains are urgently
needed.

A long period of dry weather
with extremes of temperature
caused considerable damage to
crop prospects in Ontario, particu-
larly in central and southwestern
counties, where the drought was
the most severe on record. Hay
crops and pastures were most se-
riously affected, and the grain
crops are unlikely to be better
than fair. While localized show-
ers afforded some relief, early
canning crops and fruits all suf-
fered, the strawberry crop being
only a third of last year’s. Roots
and other late crops are, however,
responding to beneficial rains, and
conditions in the - eastern and
northern counties are generally
satisfactory. The dry weather in
the western counties and rain in
the eastern counties of Quebec,
which obtained a month ago, con-
tinued throughout most of June
with characteristic effects on
crops. Recent rains considerably
improved prospects in the dry sec-
tions, howevyer, and crop condi-
tions generally indicate average
yields, Field and fruit crops are
making good progress in the Mari-
time Provinces, but in British Co-
lumbia crops are backward as a
result of a protracted period of
cvuol weather and inadequate rain-
fall.

An increase is indicated for all
the tree fruits and grapes this
season, that for apples being esti-
mated at 25 per cent. Vegetable
crops, however, are expected to
be much smaller, the acreage

‘under contract to processors be-

ing sharply reduced for practi-
cally all classes except corn for
canning. {

Calif.-Oregon Power |
274,% Bonds Offered
By Halsey, Stuart Group

Halsey, Stuart & Co. Inc. heads
a group which is offering $7 mil-
lion The California Oregon Power
Co., first mtge. 27% % bonds, series
due Aug. 1, 1979, at 101% and ac-
crued interest. The group was
awarded the bonds at competitive
Aug. 16 sale on its bid of 100.42%.
Proceeds from the sale of the
bonds and from the sale of 250,-
000 shares of common stock are
to be applied to the.company’s
construction program and to' the
payment of indebtedness incurred-
for that program. 3
The bonds may be redeemed by
the company at any time at prices
ranging from 104% to 100%. j-
The power company is an opér—
ating public utility providing
electricity and water. in southern
Oregon -and northern California.
Approximately 95% of its gross
revenue is derived from the sale
of electricity and 5% from: the
sale of water. Lra
Associated in the offering are:
Otis & Co., :Incorporated; Demp-
sey & Company; Mullaney, Wells
& Company; The Robinson-Hum-~

phrey Company; Thomas & Com-

pany; Foster & Marshall; and Pet-
ers, Writer & Christensen. Inc.: -

With Jackson & Co. - .
(Special to Tue FiNaNciAL CHRONICLE)
BOSTON, Mass. — Joseph P.
Keller is with Jackson & Com-
pany, Inc., 31 Milk Street. p

Joins Inv. Securities Co.
(Special to THE FINANCIAL CHRONICLE) .
JACKSON, Mich.—Clarence  G.
Roller has joined the staff of In-
vestment Securities Company, Na-

tional Bank Building.

CANADIAN BONDS

GOVERNMENT
PROVINCIAL
MUNICIPAL

'CORPORATION

CANADIAN STOCKS

A. E. AMES & CO.

INCORPORATED :
- YWO WALL STREET
NEW YORK 5, N. Y.

WORTH 4-2400 NY 1-1045

pitized for FRASER
p:/ffraser.stlouisfed.org/
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Power From Gravity

Asserting greatest source of unde

By ROGER W. BABSON
velo

ped power rests with gravity, Mr.«Babson says its use awaits: only

discovery of some partial insulator. Sees in it a factor for world ‘peace ‘and " describes functions of -

Gravity Research Foundation.

Abbut a year ago I wrote on the above subject. Since then the Gravity Research Foun-
dation, a non-profit institution, has been established at New Boston, New Hampshire.
Hence, although I realize it is all a gamble—yet the possible prizes are so great that

_ the subject re-#
. ally deserves
another story.
With “free”
power several
very impor-
tant results
might be pos-
sible: (1) al-
most free heat
in the winter,
which would
be made by in~
dividual grav-
ity plants in
the cellar of
each home;
(2) the instal-
lation of auto-
matic pumps
which would give a sufficient sup-
pl){ of water at all times for agri-
cultural - and ' livestock = purposes;
(3) a supply of power to small in-
dustries in every comm#nity.
Another most interesting use of
such very cheap power would be
in connection with the restoration
of soils which have been ex-
hausted of minerals and humus.
- The minerals existing in the re-
maining rocks could be restored to
the soil by grinding; while ~the
humus could be restored by crush-
~ing young sprout trees now cover-
fng much waste land.

Roger W. Babson

. Getting Power. From Gravity

The greatest source of undevel-
oped power today rests with grav-
ity which is now being used only
in connection with the water
powers.. The same gravity, which
developes water power, exists un-
der every home and on every acre
of land. The only need in order

. to harness such power is to find a
differential for gravity other than
height, because it is the differen-
tial in height that developes
water power. It is the differential
between the steam inthe two cyl-
inders of - a locomotive which
‘causes the piston' to reciprocate,
1t is the differential between the
air pressure.on the windy side of
2 windmill, * compared with ' the
pressure  on - the opposite - side,
which makes the windmill re-
yolve,

In the case of electricity ' this
differential is secured through the
- use of insulators without which no
electric motor would revolve, The
harnessing of gravity, therefore,
awaits the discovery of some par-
tial insulator.- When such an in-
sulator is discovered a ' simple
machine can be constructed  to
generate almost free power from
gravity,

1t is generally believed that this

partial insulator of gravity will be
found in some alloy of which there
may be millions. Only about 2%
of ‘the possible alloys have yet
been tested., We know that certain
metals are now good transmitters
of magnetic waves; but by a rer-
tain mixture of these small metals
an alloy is produced which is al-
most a complete insulator. It is
not the purpose of this foundation
to make laboratory experiments,
but rather to collect data on all
experiments being made by others
and serve as a free clearing house
and information bureau to all who
are thinking and working on the
problem,

Far Reaching Possibilities
.- When telling this story to an
elderly friend, she asked: “If I
stood on a mat made of this grav-
ity insulating material, wouldn’t 1
rise and hit the ceiling with my
head”? My answer was: “Yes, if
this mat were a 100%  insulator,
Such a mat would be very danger-

ous to yoii; but it would be only
like putting your hand on an elec-
trie wire earrying 100,000 volts, or
into a furnace fire making steam
for an engine. As a matter of
practice, these mats would be so
diluted as to reduce your weight
only partially, not enough to
cause you to rise to the ceiling.
These mats could, however, be
used for - stair treads so that it
would take no more effort for you
to walk upstairs (many flights)
than to walk on a level floor.”
Those who are interested  in
World Peace believe that the dis-

covery of such “free” power would
so raise the standards of all peo-
ples in all parts of the world
(gravity exists with equal force
everywhere) that there would be
no more world wars. Most wars
have been to seek more arable
land, or more coal, oil and other
sources of power. The reason for
locating at New Boston, N. H., in~
stead of at Old Boston, Mass,, is
for fear that there will be a World
War III before this new power
has been harnessed. Hence, it is
desired to preserve the Founda-
tion’s records in some safe place.

Bank and Insurance Stocks

By H. E. JOHNSON
This Week—Bank Stocks

The Board of Governors of the Federal Reserve System on
Aug. 5, 1949, for the second time this year, announced a reduction in
the required reserves of member banks. 1

The current reduction amounts to two percentage points in the
case of demand deposits and one point for time deposits. This along
with the decrease of last May, brings total reductions-in- required
reserves so far this year to four percentage points for demand deposits
and two and one-half points for time deposits. :

The new requirements are to be put into effect on a gradual
basis over a period of a month. For central reserve and reserve city
banks the requirements against demand deposits are to be reduced

| by one-half percentage point each week for a four week period

beginning with Aug. 11.

These decreases will bring present required reserves on demand
deposits to 22% for central reserve city banks, 18 for reserve city
banks and 12% at country banks. On time deposits the required
reserves will be 5% for all member banks. ’

This move by the Federal Reserve authorities is the latest of
several recent adjustments designed to make credit easier and en-
courage business. :

The first relaxation of credit restrictions was in March when
the liberalization of time payments on consumer goods was author-
ized. This was followed shortly thereafter by a reduction in margin
requirements for the purchase of stocks. A further easing of con-
sumer credit regulations was announced in April and was followed
shortly thereafter by the first reduction in reserve requirements for
member banks.

At the end of June the Board’s temporary authority over con-
sumer credit and bank reserves expired. The reduction in reserves
announced on Aug. 5 is a logical extension of this anti-deflation
program of the Federal Reserve.

One of the interesting features about the recent moves of the
monetary authorities as they affect bank operation is the tendency
for one action to offset another. For example, the recent reduction
in reserve requifements will increase the earnings base of the banks,
However, compensating for this is the decline in interest rates which
has taken place. 5

With a major Treasury refinancing operation of $7.8  billion
necessary. over the next 45 days, the money markét: is anticipating
a reduction in the current certificate rate from the last rate of 1% %
to 138 %. Also the decline in loan volume since the first of the year
has put pressure on the commercial loan rates with: the result that
there has been some softening in this category over the past’ six
months, : ; -

“These factors will tend to reduce the earnings per' dollar of
assets but because of a larger volume of dollars at work, over. all
earnings should  be maintained reasonably well. v )

These. same factors are likely to continue ‘exerting’their. influ-
ence over the coming months. It would not be surprising, in fact
in some quarters it is expected, that the Federal Reserve will again
reduce required reserves, particularly at central reserve cities. -

Last year when the Board was aggressively .using monetary and
credit controls to bring a halt to the upward spiral of prices, it raised
reserve requirements at central reserve. cities on three successive
occasions in February,; June and September by two percentage points
each time. .This'amounted to an increase from 20% to 26%. \

With a reversal of the general trend of business and.prices in
the latter part of 1948, business: loans began to. contract. The- Federal
Reserve' then began : easing credit condition and lowered required
reserves by two percentage points in May and August. !

In view of current conditions it would appear that a further
reduction in- reserves ‘at central- reserve- cities could be expected!
The ‘monetary authorities are committed to a policy of easy .money
and in as much as the Treasury has a major financing. program in
the next two months and has embarked upon.a program of deficit
financing, the banks seem assurred of sufficient reserves to absorb
such transactions in an orderly manner and at rates which will be
favorable to business borrowing.

. There is also the additional fact that .the Reserve has main-
tained that inflation or rising prices is still a potential danger to the
economy. A further reduction in required reserves at this time would
not only be in line with present policy ‘but would provide additional
margin for raising reserves at such time-as some credit tightening
might be desirable. At e ?

'NEWS ABOUT BANKS
| AND BANKERS

CONSOLIDATIONB
NEW BRANCHES
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

In accordance with the terms of
the scrip certificates issued by
Manufacturers Trust Co. of New
York at the time of the payment
of the stock dividend in January
of this' year, the company an-
notnces that it has sold the stock
represented by the unsurrendered
scrip certificates.. The right to ex-
change the scrip for stock expired
on Aug. 1 and holders of out-
standing scrip certificates are now
entitled to receive-$4.62 for each
eleventh, which includes the pro
rata portion of the dividends paid
in April and July on the shares
sold.

% * * %

Walter 1. Conroy, Vice-Presi-
dent of the Bronx County Trust
Co. of New York with main of-
tices at 2804 Third Avenue, Bronx,
announced on. Aug. 11 that the
bank had extended its services by
placing adding machines in the
lobbies of its offices. This latest
innovation in Bronx banking is
for the use of the bank’s de-

positors in totaling up their de-

posit slips. The new service will
be especially useful to the many
small business firms in the area
who do not have an adding ma-
chine in thei‘r ovzn offices.

brane

Francis S. Baer, formerly Se-
nior Vice-Chairman of the board
of the Bank of America, N. T. &

Francis : S. Baer

S. A, San Francisco, has been
elected & Senior Vice-President
and director of Bankers Trust Co.
of New York, S. Sloan Colt, Pres-
ident, announced on Aug. 10. Mr.
Baer will assume his new duties:
on Sept. 15. -
* *
In reply to several inquiries,
George V. McLaughlin, President
of -Brooklyn Trust Company of
Brooklyn, N. Y., made the follow-
ing statement on Aug. 16:
“We have not and are not car-
rying on. any negotiations looking
to the sale or merger of this in-
stitution and are unable to ac-
count- for the-increased bid price
of . Brooklyn-Trust Company
stock.” :
..One of the items bearing on the
increased  price of the stock—that
in-. the: New : York “Sun’”—stated
that the 'quotation  for. Brooklyn
Trust shares in the past week or
so has advanced from 117 to 140.
* = ¥

- Alfred Obert has been elected a
trustee :.of the Fulton . Savings
Bank of Kings County, Brooklyn,
New York, it. was announced on
Aug: 8 by Paul W. Connelly, Pres-
ident, ‘Mr, Obert has been asso-
ciated with the Fulton Savings
Bank since 1924 and has served as
Executive = Vice-President : since
January, 1947,
* * *

Clarence F, Lamont, former
Vice-President of the Title Guar-
antee & Trust Co. of New York
in charge of the Brooklyn, N. Y.,
office, died on Aug. 8 at Cobles-
kill, N. Y., where he had resided
since his retirement in 1947. He
was 68 years old. He became as-

=,

sociated with the company at an
early age, it was noted in the
Brooklyn “Eagle” of Aug. 9, and
was made one of its officers in
1924 and then advanced to Vice-
President. He was also an officer
and - director of the Long Island
Safe Deposit Co. and a director of
the Real Estate Corp.

# % #

The name of the Franklin
Square National Bank of Franklin

‘Square, N. Y., has.peen changed

to the Franklin National Bank of
Franklin Square. The change be-
came effective Aug. 15. The bank
recently increased its capital from
$800,000 to $830,000, reference to
which was made in our issue of
Aug. 11, page 560.
# % %*

Promotions in the staff of the
City and County Savings Bank of
Albany, N. Y., were reported 'in
the Aug. 9 issue of the “Times-
Union” of that city. As an-
nounced by John Boyd Thacher,
2nd, Vice-President in charge of
operations of the bank,  the
changes include the election of
William G. Livingston as Vice-
President and Secretary; Charles
E. Fear, Jr., Treasurer; Henry W.
Koerber, Jr., Assistant Treasurer,
and Kyran J. Flannery, Assistant
Secretary. Mr. Livingston  has
been with City and County 21
years, Mr, Fear 24 years, Mr.
Koerber 19 years and Mr. Flan-
nery 16 years, says the “Times-
Union.” Mr. Livingston, who had
been Treasurer, succeeds, it ‘is
stated, to the vacancy created by
the death in July of Joseph A.
Ehrhardt; Mr. Fear, the new
‘Treasurer, has been Auditor and
personnel officer; Mr. Koerber be-
comes Assistant Treasurer after
serving as teller, general book-
keeper, statistician and mortgage
officer; the election of Mr. Fian- '
nery as Assistant Secretary fol-

Jlows advancements through mort-

gage teller, real estate assistant,
general bookkeeper, Assistant
Auditor, Manager of the mortgage
department, and Mortgage Officer.
Another change has been the pro-
motion of John J. Maxstadt from
Assistant Auditor to Auditor. Ken-
neth S. Ford and Richard E. Ben-~
jamin were raised to mortgage
officers, and Frank E. Cheeseman
to senior mortgage clerk. Mr.
Maxstadt, the new Auditor, has
been 14 years with the bank, hav-
ing served in' various capagities;
finally most recently as Ass.stan
Auditor. - . :
% % * :
Three new trustees, viz. Donald
McMaster, Edward Harris Jr. and
Thomas H. Hawks have. been
named trustees of the Rochester
Savings Bank, of Rochester, N. Y.
Mr. McMaster is Vice-President
and Assistant General Manager of
Eastman Kodak Co., it was noted
in: the: Rochester: “Times-Union™
of Aug. 9, which said that he-fills
a vacancy left by Marion B. Fol-
som, Kodak Treasurer, now a di-
rector of the Federal Reserve
Bank of New York. Aceording to
the same paper, Mr. Harris, attor-
ney and member of the law {irm of
Harris, Beach, Keating, Wilcox &
Dale, is a member of a family long
associated . with the bank. -His
great-grandfather, Everard Peck,
was one of the three founders of
the bank in 1831. Mr. Hawks is
Treasurer and Comptroller of
Wallensak Optical Co.; during the
war he was associated with -the
Rochester Ordnance District.
= L4 L -
The election as directors of the
Lincoln-Rochester Trust Co. of
Rochester, N. Y., of Mercer Brug-
ler, President of The Pfaudler Co.,
(Continued on page 39) -
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Report Rise in Life Insurance Invesiments

Institute of Life Insurance compilation shows increase in first half
of 1949, due largely to rise in government and corporate bond pur-
chases. More non-farm mortgages also acquired.

Total new investments made in securities and mortgages by the
-U. S. life insurance companies in the first half of this year came to
$4,211,000,000, the Institute of Life Insurance reports. . .

" The half year total was 18% under similar investments made
in the corresponding period of last year, but 8% over those of the
first six months of 1947. oo b . ‘ 3
i Although new investments had .declined- sharply in the first
quarter of the year, they increased in the second quarter, especially
in the field of corporate securities. :Second quarter--purchases’ of

...corporate bonds and. stocks by the life companies represented financ-
- ing of $1,268,000,000 for the business and industry of the country.
. Second quarter mortgage financing extended by-the life companies
. was $847,000,000, largely for home financing. . i :
. With an increase of $1,850,000,000 in total assets in the half year,

these funds were kept fully invested in spite of the reduced new in-

vestments, as cash on hand did not increase, but, actually declined
. by 8%. 1 o £ -8

- The half year investment figures

A

I ——Holdings—
June . 6 Mos. 6 Mos. June 30 June 30
1948 1949 - 1948 1949 1948

000,000 Omitted) ?
$ 38 $318 . $936 < $15,748 $18,658
1,427 1,315

7907

-~ 659
2,958 2,864
9,121 .

1,541

7,303 5,912
1,664 1,442
438
49

217
933
1,793
1,058
5,880

$48,579
63

395
1,962
852
1,081

U. 8. Government. Securities.
Foreign Government. Securities___ ____
State, Couiity, Municipal Bonds (U.S.)
Rajlroad Bonds .(U. 8.
. Public Utility Bonds (U. 8.) -coo =
Indu.trial & Misc. Bonds (U. 8.)-ccemn
Stocks (U, 8.)
Foreign Corporate Securities
World Bank ‘Bonds
Farm Mortgages: Veterans Admin
Other
Non-Farm Mortgages:
Veterans Administration -
Other

18
91
i18
859
,290
126
61
.5
7
166
486
234
738

Total Securities and Mortgages. ..
Farm Real Estate
Other Real Estate
Policy Loans
Cash
Other Assets

$747
23
24

-$4,211. $5,135

133

$51,921
Zhe) 49
126
241

1,108
2,141

835
1,179

Total Assets $-55% $ome o $o.- $37,253 355,457

Govt. Revenues Now Equal to $391 Per Capita

Bureau of the Census compilation indicates general revenues, com-

prising all taxes paid for general government functions, increased

10% in 1948 over -previous year and was 137% higher than in
1942, Local revenues continue upward trend.

According to a release of the Bureau of the Census, general reve-
nue of all governments in the United States in the 1948 fiscal year !
totaled $57.3 billion, pr $391 per capita. Taxes provided $54.5 billion
or $372 per capita.” The remaining $2.7 billion represented charges
for ‘governmental services and®

reported by the Institute were:’

other nontax revenue. The Fed-

eral Government received nearly

three-fourths of all taxes, $40.1

“ billion, as against the $14.4 billion

~ of State and local government tax
revenue.

Figures presented in this report,

* relate to “general revenue’—i.e.,
* revenue, including all taxes, re-
ceived in the exercise of general-
government- functions, as distin-

guished from the ‘management of

enterprises and the administration
. of trust and sinking funds: Hence
the gross receipts of water, elec-
+ tric, gas supply, and other gov-
ernment-owned enterprises are
excluded, and only any net
“amounts provided for govern-

mental purposes by ‘such enter-
* prises are’included with' general

revenue.
To avoid multiple .counting,
- .revenue aggregates in this report

. which ‘relate to more than one of |

the three levels of government—
Federal, State, and local — are
shown net’ of intergovernmental
aid transactions among the levels
of government concerned, except
when otherwise stated. Thus, a net
_ total of $17.9 billion in State-and-
local general revenue in 1948 'is
shown; which is less than the sum
of the $10.0 billion of State rev-.
_enue plus the $11.1 billion of lo-
cal government revenue mainly
. because of the-$3.2 billion in aid
. from States which the latter
" amount includes, Similarly, all in-.
tergovernmental aid revenue, in-
-Item— ‘o
#*Population incl. armed forces
overseas :
“%National income
© #¥Gross national product

L 2Aa ;)f July 1; in millions. **Calen

Total state- and local revenue
rose by $2.6 billion, or 17%, be-
tweer 1947 and 1948. This is $0.5
_ billicn more than the 1946-47 in-
crease, and exceeds the rise which
* occurred in the entire four years

cluding  that from the Federal
Government, is omitted from Fed-
eral-State-local - totals “here re-
ported.

Recent Revenue Trends

Total general revenue of all
public units in 1948 was up -$5.2
billion, or 10.0%, from the 1947
amount. Although an increase of
nearly $3 billior, or 7.8%, in Fed-
eral revenue accounted for most
of this rise; the revenues of state
and local governments rose at a
much sharper rate. 7

"~ All major revenue sources con-
tributed to the marked. upswing
in 1948 revenue as compared with
1947 . ‘collections, Individual jin-
come” taxes were up $1.5 billion,
or 8.2%, corporation income taxes
increased $1.2 ‘billior, or 13.4%,
and other categories increased at
rates ranging from 7.1% to 14.7%.

‘The’ 1948 " revenue  total - was
nearly $2.3 billion higher than the
previous record level of 1945,
when revenue of all governments
in the nation -amounted ‘to -$55
billion, -or $394 per capita. -

- Governmental revenue .in 1948
was 137% higher  than. that of
1942. This trend was, of course,
accompanied by an increase  in
population and a sharp rise in the
scale of the nation’s economy in
terms of such measures as total
income payments and gross na-
tional product. These chariges may
be summarized, for .convenient

$226.2
262.4

reference, as follows: -
1948 1947 1945

139.6
$182.7
215.2

1942

134.7
$137.1
161.6

146.6 144.0
$201.7

235.7
dar year; in bhillions.

ending with 1946. Although tax
cnllections were up 15% and pro-
vided more than two-thirds of the
additional* amount of state and
local revenue, a faster rise oc-
currgd In’amounts of aid received

from the Federal Government—
up 28%, ard in charges and mis-
cellaneous nontax revenue-—up
22% bhetween 1947 and, 1948, -

Revenue of state governments
exhibited a similar ‘trend; rising
by $1.5 billion .or 18% from the
1947 level, somewhat more than
from 1946 to 1947 and aise more
than in the entire previous four
years. More than - two-thirds of
the - 1947-48 .change irvolved tax
revenue, the remainder -arising
principally from additional aid re-
ceived. by the states from the Fed-
eral © Government, - Many_ state;
. imposed new taxes or-raised rates
of existing taxes in their 1947
legislative - sessions, . and' most of
these changes were first reflected
in fiscal 1948 revenue,  The 1947-
43 upswing in state tax collections
mainly Tesulted: from ‘increase
yields of sales and gross-receipt;
taxes, reflecting higher sales vol-
ume of most- taxed goods and
services, higher-price levels, and
tax law.changes. ; !

Total revenue of local govern-
ments amounted to $11.1 billion in
1948, up 17% from 1947 er 57%
from 1942. Only about half of the|
increase for both the 1- and the
d-year interval, was contributed
py additional tax revenue. Higher
rates of increase occurred for aid
received from other governments
-—up 25% from 1947 and 82% from
1942, and for charges and other
nontax revenue —up 19% from
1647 and 90% from 1942. !

All major types of local gov-
ernments shared in the record
1947-48 rise in general reverue.
The largest increase, more .than
$0.6 billion, or 25%, applied: to
school districts. Well over half of
this rise was accounted for by in-
creased fiscal aid received-from
other governments, principally
from the stales. City revenue was
up nearly $0.6 billion, or 14%,
and county revenue was up about
$0.4 biilion, or 16%.

1 Revenue data are for fiscal years of
the various governments ended within the
specified calendar year, with minor excep-
tions. Fiscal years of the Federal Govern-
ment and of most state and local govern-
ments end on June 30, Fiscal years of a
few states and of numerous local govern-
ments end on other dates.

| McLaughlin Vice-Pres.
0f California Bank

LOS ANGELES, CALIF.—Cali-
forria Bank’s :board of :directors
has elected ‘Harris'M, McLaughlin
a Vice-President, Frank L. King,

President, an-
nounced, - Mr.
McLaughlin
has had-a
wide. experi-
enice in the in-
dustrial- 'and
merchandising
-fields,  Before
becoming 'as-

‘California
Bark in April,
1948, he - was
President .and
' General Man~
ager of the
Chicopee
Sales Corp,,

H. M.’ McLaughlin

textile subsidiary -of Johnson &
Johnson. Prior to. that he . was
General Sales Manager of Butler
Brothers, Chicago, for five years,
and held a similar position with

for six years. 3

Naﬁonal City Bank Named
Fiscal Agent for Bonds
Of Akershus (Norway)

It is announced that the Nation-
al City Bank of New York has
been appointed -successor Fiscal
Agent toc Brown Brothers Harri-
man & Co. for Department of
Akershus (Norway) 4% 30-Year
Sinking ' Fund  External - Loan
Bonds due March 1, 1868. - !

N.Y. Savings Banks’ Deposits Gonlinue Upward

Net gain in July largest. since 1946, reaching $32,433,000. New
York savings banks enter FHA insured mortgage field.

Deposit gains for July reported.by the savings banks of New
York are the best for that month since 1946, it was reported today by
John- Adikes, President of the Savings Banks Association of the State
of New York, The net gain amounted to $32,433,000 while number

of accounts . -- ) ¢
were: up-9,731. "
In July -of last
year -both de-
posits and-ac- }4
counts were |
off-forthe--
only monthly
loss in-several -/
years, ‘
¢ Starting in
November,
1948, the rate
of gain in de- ‘[
posits showed
an increase’
aver the com- .
parative
month the
year before ‘and has continued
ever since with the exception of
February, - The {otal gain for-the
first seven months .of 1949]
amounts to $426,752,000, -or 4.15%
as compared with $297,753,000, -or
3.05% in the same period of 1948.

Total deposits are now $10,752,-
590,000 and accounts 7,382,250.

It ‘was also .reported -that the
first trust agreements were exe-

" John Adikes -

cuted last week, marking the en- .

trance .of the savings banks .of
New York State into FHA insuré;d
mortgages on a nation-wide basis.

Three’ separate_trusts-were set
up covering a total of $5,541,000
Title “‘608” loang on -properties- in
Maryland and Virginia. Banks
participating included the Bush-
wick Savings Bank of Brooklyn,
Community ~ Savings' ' Bank of
Rochester  and the 'Schenectady
Savings. Bank 'in .one. trust; The
Bank for Savings,' the -Bowery

Bank in another; and the Ameri-
can Savings Bank, WManhattan

‘| Savings Bank ‘and. The ‘Seamen’s-
‘| Bank - for Savings, -all in New
| York, in the third. In each case
“| Institutional = Securities - Corpora-

tion,-wholly owned ‘by- the ‘savings-
banks serves as Trustee, .

. Permissive- legislation' expand-:: -
.| ing the lending powers 6f the sav-

ings banks--was adopted. by:the

| 1949 Legislature to aid the:savings
1banks in building up:their.mort-

gage portfolios. The. act:provides
that through the :formation of

[ trusts participated .in . by two. or
.| more savings. banks, they may. in-

vest in FHA .insured mortgages-
anywhere in the continental United

States.: Even with over a half-bil-

lion -dollars of new loans acquired

in and around New York -State

during the first six months, mort-

gages constitute only about 31%

of assets.

To Withdraw as

NYSE Member
NEWARK, N, J. — Charles
Wood, Jr., member of the New =
York Stock Exchange, will retire-
from partnership in J. B. Han-
auer & Co., 50 Commerce ‘Street.
The firm will withdraw-as a New -
York Exchange member firm, but
will continue as dealers in New
Jersey municipals. 5

" With Hess & McFaul

(Snecial to THr FINANCIAL CHRONICLE)

PORTLAND, ORE.— Harold T,
Singer - has become_ - associated

Savings Bank, both in New York

City, ‘and the “Buffalo Savings

with Hess & McFaul, American:
Bank Building: ° :

New York, the largest operating|

the Spool Cotton Co., New, York,|

¢ THE PRESS

yusT OF
T MID-YEAR 1948 EDIIONOF
- “SECURITY DEALERS OF NORTH AMERICA” :

“sociated " with| * y

America’s- only COMPLETE  directory of s‘tock' b’
and bond houses in the United States and Canada
“now ready for your daily reference.

Entirely révised from cover to cover—containing
over 6,000 important changes in data indispen-- -
sable fo anyone in the investment business.

Bound in durable limp fabrikoid — $10‘00 .
ENTER YOUR ORDER TODAY

- HERBERT D. SEIBERT & CO., INC.

25 Park Place ) New York 7, N. Y.
B REctor 2-9570
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Our Repo}ter on Governments

By JOHN T. CHIPPENDALE, JR.
Backing and filling with a-tendency to be buoyant seems to be

. the tone of the Government market. . . . The partially exempts ap-

.-as far as the last four maturities are concerned. . . .,
. is reported to have come from the Pacific Coast, . . .

pear to be.having an inning, with the market pretty well cleaned up
This buying
Money con-
tinues a little on the tight side, with the large deposit banks again
putting recently released reserves into short-term obligations. ... .
Some relief was -experienced with the second lowering of reserves

. this week. . . . No cnange is looked for in the rediscount rate until

-y terested in swops or -outright purchases.

“

sometime in September, . . .

The restricted bonds and the International Banks (especially
the longs) are moving out of the market under the impetus of
acquisitions by savings banks. . . . The 1952 eligible taps seem
to be the leaders in the non-banks group. . . . Inquiries are be-
ing made by out-of-town insurance companies, about the last two
restricted issues, but it is not known yet, whether they are in-

+ +.+ The 248 due
' 9/15/67/72 have been under moderate accumulation by smaller
commercial banks as have been the 214s due 1956/59. . . . The
larger - deposit institutions have . been- buying ‘- the 1952/54
maturities. . , .

RESERVE BANKS ACTIVE

The Federal Reserve Banks continue to supply the market with
bills and certificates in order to prevent the wild gyrations that took
place when the new policy was announced in June, . , . Selling of
near~-term obligations by the Central Banks seems to have effected
the longer end of the list, because these securities have backed away
from recently established highs. ., . There has also been some pro-
fessional selling of the more distant maturities, especially among the
smaller dealers and traders who were evidently expecting prices to
continue right on up. . .

Profit taking and swops have tended to retard the upward
progress of the longer bank issues. . . , Also investors in bank
obligations are a little cautious because of the high prices which
have to be paid for the longer eligibles, . ., . Quotations have
had a sizable aavance and they  believe a correction might
not be out of order. . . . It may be that as additional reserves
are released, there will be a more vigorous demand for the
eligible obligations, . , . . ;

BANKS CAUTIOUS

Quite a few of the out-of-town banks, which have been and could
continue to be the largest buyers of the higher income eligibles, have
not been as substantial purchasers as had been expected. . , , Loans

have shown a turn for the better in some instances and while it is
still early to indicate whether the trend has been reversed, it is get-
ting greater attention from these institutions. . . . As a result, they
are not in a rush to put recently released reserves into long Treas-
uries. . , . Another factor is the level of prices of the higher income
eligibles, as well as the not too sizable supply of these securities.
.+ . Therefore, some of these banks are not inclined to buy too many
of the longs now because quotations have gone up a little too fast
for them. .., . Also when they come into the market, prices seem

. to go ahead noticeably because the supply appears to be rather

limited. . . .

Then -again, they are: wondering how long:the extremely
easy money conditions will prevail if tthe. business situation
should be turning around, as some seem to believe is the case.
+ + '« All of these put together have created a cautious attitude
among certain of the institutions, which would ordinarily be the
largest purchasers of the higher income eligibles, . ., .

NON-BANK SELLING A FACTOR

Non-bank holders of the longer eligibles have also been sellers
of these securities, taking advantage of the price betterment in the
bank obligations to get funds that have been going mainly into the
1952 eligible top issues. . . ., Some of the bank obligations which
have been let out by the non-deposit institutions, have been the inter-
ediate: maturities and these proceeds have been put, in many cases,
into the 2¥%s due 1959/62 and the shorter International Banks, ., .
The higher priced bank issues that have been liquidated, have been
largely reinvested in the 2ls due 1962/67 and 1963/68 and long
World Bank bonds. . . . 7

Switches and swops out of the bank obligations by non-bank
owners is no doubt a force in keeping prices of the eligibles
from running away on the upside. . . . To be sure, this cannot
go. on indefinitely, but there always 'seems to be some of the
longer ‘eligibles available for switching purposes when  prices
get a little too optimistic. . , . :

MONEY RATES AND BUSINESS CONDITIONS

The apparently. less pessimistic attitude toward the economic
picture in some ‘quarters and the recent action of the equity market
has some followers of the money markets in a somewhat question-
fable position at the present time. . . . They are asking, what will
happen to the extremely easy money conditions, when, as and if busi-
ness turns around, which may not be far distant? . . . They also
point to the seemingly changed attitude of certain government offi-
cials toward the business community. ., . , Psychological forces are
very important in the economic situation and once these elements
assert themselves, they could change the whole complexion of the
picture. . . . True, there will be deficit financing and that means
¢heap money but will it have to be as substantial as had been ex-
pected with improved business conditions? . | . '

There appears to be a mild feeling of concern (over very
cheap money) creeping into the money markets, . . . This may
ta some extent explain the action of the monetary authorities in
keeping short-term rates from going down too far,

gitized for FRASER

- Imports and Subsidies

“We in the United States must do some construc-
tive thinking and constructive acting which will
increase our imports to provide dollars for other
countries. ’

“Total United States exports of all commodities
and goods during the past three calendar years
totaled about $37,000,000,000, while during the same -
period imports into this country amounted to only
$17,000,000,000.

“In other words, imports were paying for less
than half of our exports. "This left a gap of approxi-

“mately $20,000,000,000 for the three years. About
70% of this gap was. made up by United States
Government aid of one type or another to foreign
countries.

“The remainder, however, represented foreign
-governments -liquidating -their: ‘gold and dollar.re-.
sources to pay us for these exports.”—Fred J. Ros-’
siter, Director of the Office of Foreign Agricultural

- Relations (Department of Agriculture).

We should hesitate to say anything which might
suggest to the unthinking that tariff walls or other
artificial restrictions on international trade are good
for any nation.

At the same time, we must confess to some sus-
picion of the claims of those who would have us im-
port in order to provide a foreign market for prod-
ucts which owe their existence to subsidies.

e }
|

Railroad Securities

J]

Late last week the Interstate Commerce Commission announced
its long awaited decision on the petition of the railroads for an in-
crease in freight rates. From a market point of view the decision
when it did come was almost completely ignored. The railroads were
granted less of an increase than they had requested. However, this
had long been taken for granted. The Commission has rarely, if ever,
granted the full rate relief requested by the carriers. As a matter
of fact, it is doubtful if the railroads would even have wanted the
full increase at this time,

On the whole, railroad analysts are inclined to look upon the
decision as quite constructive, A general 4% increase over the rates
in force since the beginning of the year (when an emergency interim
increase became effective) is allowed, There are to be certain minor
exceptions and for some commodities a specific cents-per-ton rise
amounting to less than 4% is provided. As a result, the overall in-
crease is estimated at 3.7%. Added to_ the interim aid in effect since
early this year this works out to an average rise in freight rates of
9.1% under the present proceedings. The carriers had asked for 13%.

While the most recent increase granted is general and unifor_m
through the country, the aggregate rise for the year is not. In its
earlier interim decision the Commission had allowed larger percent-
age increases in the east and south and on traffic moving between
these territories than were granted for most of the western territory.
On the average, rates in the east and south will now be some 10%
above a year ago, rates in Zone 1 of western trunk-line territory
(from the Mississippi River to just west of the Missouri River) will
be 9% higher than a year ago, and in the rest of the western territory
they will be 8% higher. ;

In its decision the ICC estimated that the most recent rate in-
crease, which can be put into effect by Sept. 1, should yield an addi-
tional $293 million in revenue annually. The interim increase effec-
tive earlier in the year was estimated to yield $391 million.’ Total
freight rate relief granted this year, therefore, should mean some
$684 added to the carriers’ yearly gross. In comparison, the
Commission has estimated that the 40-hour week for non-operating
personnel, to be instituted Sept. 1, will cost the railroads approxi-
mately $380 million per year.

Actually, it is generally considered that the cost of the 40-hour
week will fall considerably below estimates made so far. Certainly,
the effects of the shorter work week on this year’s earnings should
not be very substantial, . It is indicated that virtually every. railroad
in the country has been speeding up maintenance work in anticipation
of the Sept. 1 deadline, Presumably this work will be curtailed
sharply in the last four months of the year. Of a more permanent
nature, an increasing number of railroads have announced their
intention of closing down stations, freight houses, etc., on Saturdays
starting Sept. 1.

One important result of the final rate decision is expected to be
fairly large scale readjustments of competitive rates. Highway com-
petition for freight traffic in particular has been increasing rapidly
in the past six months or so. In some instances, notably potatoes in
Maine and citrus fruits from Florida, steps have already been taken
to reduce rates to combat the inroads of the highway carriers. As a
general policy, however, it has not been considered feasible to reduce
rates on specific commodities while there was pending before the
ICC a petition for a general incréase embracing these same specific
commodities. With the general increase out of the way, railroad man-
agements will be more free to concentrate on' 'steps calculated to
check, and perhaps reverse, the trend of high grade traffic away
from the rails, Even at reduced rates such traffic would be highly

profitable to the railroads.

Gonsumers’ Liquid
Assets Show Increase

Federal Reserve Board study es-
timated consumer liquid holdings
at end of 1948 at $132 billion, a
gain of $2 billion in year.
According to the Federal Re-
serve Board aggregate consumer

| holdings of liquid assets increased

slightly during 1948, completing

J{nearly a -decade of ‘substantial
-|.growth. According to -estimates
| compiled by the Board of Gov-

ernors from over-all Treasury. and
banking statistics, total personal
holdings of liquid assets (i.e., .
United States Government bonds
and savings and checking accounts
but excluding some $20.. billion
of currency) ‘amounted'to approx=
imately $132 billion at the end 'of
1948, contrasted with an estimated
$130 billion a year earlier and
with only $45-billion-at the begin-
ning of the war period. :

As in the case of previous Sur-
veys-of Consumer Finances made
for the Board, the present survey
covered, on a sample :basis, the
entire-population of the United
States residing in private house-
holds. during the January-March
interview 'period. The following
groups were omitted: (1) mem-
bers of the armed forces and
civilians living at miltary reser-
vations; (2) residents in hospitals
and in religious, educational, and
penal - institutions; and (3) the
floating population, that is, people
living ‘in hotels, large boarding
houses, and tourist camps. The
interview unit was the consumer
spending unit, defined as all per-
sons living in the same dwelling
and related by blood, marriage,
or adoption who pooled their in-
comes for their major items of
expense.

Before discussing the detailed
findings of the survey, it should
be noted, says the Beard, that the
definition bf “liquid assets” is an
arbitrary one and comparatively
narrow in scope. The fact that
some spending units have been
found to lack these specific types
of assets cannot be taken to in-
dicate that they are without re-
sources of any kind. Most impor-
tant is the omission of currency,
for practically all spending units
would have some holdings_in this:
form. Many spending units have
considerable cash values. in life
insurance policies which can be
drawn upon. Further, the equities
which many families have in their
houses also provide a substantial
financial reserve. Other spending
units may. have their funds in-
vested in common stocks or bonds
or other media which could be
converted into liquid form if nec-
essary. In summary, then, the
analysis of the liquid asset posi-
tion of ‘consumer’ $pending units
should be considered in the light
of other assets which the majority
of these units have,

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 Harry Hurt to Frank
Hitchcock will be considered on
Aug. 25. :

Robert G. Mills will retire from
partnership in Dempsey-Tegeler
& Co., on Aug. 31,

Harold H. Norton Dead

Harold H. Norton, partner in
Collin, -Norton & Co.,, Toledo,
Ohio, died on August 3.

. J. Lee Peeler Adds
(Special to THE FINANCIAL' CHRONICLE)
HICKORY, N. C.—Paul W. Har-
rill is with J, Lee Peeler & Co,,
Inc., of Durham, N. C,
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Bond Club of Louisville Annual Outing

James R. Burkholder III, Russell, Long & Burkholder, Lexington, Ky.; John Smart, Smart & Wagner; Sol Schulman, “Courier-Journal”; .
J. R. Burkholder, Jr., Almsted Bros.; Oliver Goshia, Willie Ralston (bartender); Henry Christman, Jr., O’Neal, Alden & Co.;
Goshia & Co., Toledo, Ohio . Russell Ebinger, Smart & Wagner ;

W. O. Alden, O’Neal, Alden & Co.; Roger Springate; Security & Bond Co., Dexter Payne, Berwyn T. Moore & Co.; Ernest Kampfmueller, Citizens Fidelity Bank
Lexington, Ky.; Oliver Goshia, Goshia & Co., Toledo, Ohio; & Trust Co.; Williard McNair, Bankers Bond Co.; Frank Register,
Williard McNair, Bankers Bond Co. : Citizens Fidelity Bank & Trust Co.

William Wagner, Smart & Wagner; J. R. Burkholder, Almstedt Bros.;

Sanford Bishop, Lincoln Bank & Trust Co.; Charles King, Bankers Bond Co.; , ; -
W. H. Hopkins, Reconstruction Finance Corp.

Anthony Sommers, Lincoln Bank & Trust Co. -

§ 4 i § J. B. Reimer, Berwyn T. Moore & Co.; Albert C. Brocar, Jr,, J. J. B. Hilliard & Son;
ihe R'I{B},‘{rkll{lg%xie:ﬁ Avlv'nimlssf)e;i g %2?:é’n1:{T0§i?rtrklsepr¢lg,n gétoe‘,- Sﬁﬁgﬁ’l %?‘Xﬁg’o”g»ﬁ;m’gton' Hector Bohnert, Bankers Bond Co.; Clarence Miller, “Courier-Journal”;
"Alden & Co.; William Conliffe, Merrill Lynch, Pierce, Fenner & dohn B - g o L3 e At andhin
Beane: Berwyn T. Moore, Berwyn T. Moore & Co.; an TUSL 0., JOSED ; Berwyn 1. y.00re s
) Cayne & Co., Cleveland, Ohio Urban Fehriback, Lincoln Bank & Trust Co.; Dayle Lynch,
Morton. Cayne, Cayne ” Y Berwyn T. Moore & Co.; Sanford Bishop,
Lincoln Bank & Trust Co.
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William Conliffe, Merrill Lynch, Pierce, Fenner & Beane; Edward G. Moulter, Jr.,
Smart & Wagner; Bert Sternberg, Merrill Lynch, Pierce, Fenner & Beane;
Anthony Sommers, Lincoln Bank & Trust Company; Russell Ebinger,

At the Sleepy Hollow Club

Smart & Wagner; Clarence Jones, Almstedt Bros.

Frank Register, Citizens Fidelity Bank & Trust Co.; Urban J. Fehribach, Lincoln

Bank & Trust Co.; H. L. Reid, Smart & Wagner; John Koehler, Louisville &
Nashville Railroad; Thomas Moore, Berwyn T. Moore & Co.;
Dexter Payne, Berwyn T. Moore & Co,

Robert J. Theobald, guest; Robert Weiss, Bankers Bond Company; Albert Brocar,
J. J. B. Hilliard & Son; Alexander Hamilton, Stein Bros. & Boyce;

Sol Schulman, “Courier-Journal”; Bert Sternberg,
Merrill Lynch, Pierce, Fenner & Beane

A
‘William Conlitfe, Merrill Lynch, Pierce, Fenner & Beane;

Edward J. Moulter, Jr,, Smart & Wagner

(Continued from first page)

expected and thus far it has been
milder than has generally been
anticipated. In fact, the mildness
of the recession has up to now
been its most noteworthy char-
acteristic. The best evidence of
the mildness of the recession has
been the maintenance of retail
sales, which were virtually the
same in dollar volume in the first
half of 1949 as in the first half of
1948 and slightly larger in physi-
cal volume, The mildness of the
recession is indicated also by the
fact that expenditures on dur-
able consumer goods, which usu-
ally decline during a recession,
were virtually as large during the
first half of 1949 as during the
first half of 1948; by the fact that
expenditures by business con-
cerns on plant and equipment,
which also usually decline during
periods of recession, were slightly
larger during the first half of 1949
than during the first half of 1948;
by the fact that total expenditures
on new construction in the sec-
ond quarter of 1949 were slightly
larger than in the second quarter
of 1948; and by the fact that gov-
ernment purchases of goods and
services in the second quarter of
, 1949 were 25% greater than in the
second quarter of 1948. Even af-
ter the sharp rise in unemploy-
ment only 6% of the labor force
were out of work. The mildness
‘of the recession is jindicated also
by the fact that corporate profits,
when properly stated, are higher
than a year ago and almost as
high' as during the last quarter of
1948. Preliminary estimates of
profits based upon incomplete re-
turns are unreliable, and the
archaic¢ accounting methods used
by most American corporations

The Outlook for Recovery

do not report profits accurately
except in periods of stable prices.
Estimates of profits based upon the
prevalent archaic accounting
methods show a drop of 27.8% in
the seasonally adjusted annual
rate of profits from the fourth
quarter of last year to the second
quarter of 1949 and a drop of 22%
from the second quarter of 1948 to
the second quarter of 1949. The
prevalent accounting methods un-
derstate present profits because
they count a drop in the cost of
replacing inventories .as a loss.
When profits are correctly stated,
corporate earnings in the second
quarter of 1949 were 10.9% above
the second quarter of 1948 and
only 10.4% below the last quar-
ter of 1948.1 In view of the facts
that industrial production in the
second quarter of 1949 was 8.7%
below the second quarter of 1948,
that hourly earnings in manufac-
turing were 4.8% higher, and that
selling prices were lower, the suc-
cess of management in keeping up
profits is a remarkable achieve-
ment.

How long is the recession likely
to last? How severe i$ it likely
to be? How complete is the re-
covery likely to be? What should
be done to check the recession
and hasten recovery? These are
the crucial questions raised by the

1 These estimates are made as follows:
2nd 4th 2nd
Quar. Quar. Quar.
1948 1948 1949

billion

$15.3

billion billion

Reported profits.. $19.6 $21.2
Deduc. for under-
statement of

depreciation__ 1.5 1.5

Inv.valuation adj, ==2.5 —0.4

1.5
+3.5

Correct profits...... $15.6 $19.3 $17.3

Figures are seasonally adjusted annual
rates

recession, and the rest of my re-
marks will be mainly devoted to
them. Before I discuss them, I
wish to examine briefly the na-
ture of the recession and to point
out several of the reasons why it
is so mild.

b1

What is the nature of the reces-
sion? If retail sales are about at
large as last year, if expenditures
on plant and equipment are as
large as last year, if expenditures
on new construction are as large
as last year, if the government
purchases of goods and services
are larger than last year, why is
there any depression at all? In
the face of such a well-sustained
demand for goods, how can there
be a drop in production and
employment? ‘

The immediate explanation of
the recession has been the desire
of business managements to cut
commitments and inventories as
soon as the increase in supplies
and the growing reluctance of
consumers to spend caused prices
to decline. The year 1948 had
been a year of heavy accumula-
tion of inventories. The physical
volume of non-farm inventories
increased about $5.1 billion, or
about 10%. Inventories were low
in relation to sales by pre-war
standards but, at the first sign of
weakness in prices, managements
became very anxious to cut in-
ventories. As a result, new orders
for non-durable goods in March,
April and May, 1949, were nearly

'(15% below the same months of

last year and new orders for dur-
able goods more than 24% below.
With retail sales running about
the same as last year, industrial
production in the first quarter of

1949 was 2.4% below the first
quarter of 1948 and in the second
quarter was 8.7% below last year.
Inventories accumulated in the
first quarter, but were reduced
during the second quarter. Most
of the rise of 1.6 million in un-
employment between June, 1948
and June, 1949 is accounted for
by the drop of over a million in
employment in manufacturing be-
tween those date. In short, the
recession up to now has been al-
most entirely the result of an at-
tempt of business concerns to ad-
just - their inventories to the
changed outlook for prices and in
terms of employment, has been
confined almost entirely to manu-.
facturing.

Why has the recession been so
mild and so limited in. scope?
Perhaps the answer will turn out
to be that a serious drop in busi-
ness is ahead, but that it has not
had time to develop. Much of the
activity in the durable goods in-
dustries, for example, has been
based upon orders placed a year
ago or even two or three years
ago. As the backlogs of orders
in the durable goods industries
are eliminated, the rate of pro-
duction and = employment will
drop, unless new orders increase.
It is normal for production in the
durable goods industries to hold
up in the early months of a re-
cession better than output in the
non-durable goods industries.
Consequently, the behavior of the
durable goods industries up to
now has been normal and does
not assure that a sharp drop is
not shead. Why, however, has
the' recession up to now been
mild? There are four principal
reasons:

(1) The backlog of orders in

the durable goods industries, as I
have explained, has been large
enough to sustain employment at
a high level for some months af-
ter the decline ir new orders.

(2) The cut in the personal in-
come taxes, effective in the mid-
dle of 1948, helped increase in-
comes after taxes at the time
when consumer buying was level-
ing off. This was a happy acci-
dent, At the time that the tax
cut was passed, inflationary influ-
ences were dominant and the tax
cut seemed likely to reenforce
them. The cut, however, became
effective at just the right time—
shortly before prices began to de-
cline. Cash. receipts of the Fed-
eral Government decreased from
an annual rate of $47.4 billion in
the first half of 1948 to $41.6 bil-
lion in the first half of 1949.

(3) There was a large increase
in government expenditures dur-
ing the latter half of 1948 and the
first half of 1949 in comparison
with the previous years. Cash
payments by the Federal Govern-
ment increased from $35.5 billion
in the twelve months ending
June 30, 1948, to $40.1 billion in
the year ending June 30, 1949, Ex-
penditures by state and local gov-
ernments also increased.

(4) Inventories were small in
relation to sales, and the short-
term debts: of individuals and
business concerns were small in
relation to their incomes. Hence
there was little pressure on
debtors to pay their debts and
virtually no forced liquidation or
distress selling. There has been,
it is true, considerable repay-
ment of short-term debts by busi-
ness concerns to the banks. This
has aggravated the recession by
preventing ‘enterprises f r o m
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spending . this money for goodslable goods; (2) construction; and

or disbursing it as dividends, but
this repayment of debts has been
at the option of debtors, not
forced by the banks.

I

How severe is the recession
likely to be and how long is it
likely to last? I do not think that
. the recession will be severe or
that it will last much longer. The
upturn is likely to start before
the end of 1949 and in any event
by the Spring of 1950.

One important reason for be-
lieving that the recession is near
its bottom is that consumption has
been outrunning production since
approximately the end of Febru-
ary. Consumption cannot exceed
production for many months
without starting a rise in output.
A second important reason for ex-
pecting an early upturn is that
the proportion of personal income
spent on consumer goods, which
dropped from the last -quarter of
1947 through the first quarter of
1949, has begun to rise and will
undoubtedly continue to rise. The
rise in the ratio of personal in-
comes spent on consumer goods
(or, if you prefer, the drop in the
rate of savings) in the second
quarter of 1949 was equivalent to
an annual increase of $2.7 billion
in 'the expenditures for consumer
goods. A third reason for expect-
ing an early upturn is that the
cash payments of the Federal
Government during the next few
months or more will be exceeding
the cash receipts at the rate of
about $3 billion or more a year.
For the time being, the excess of
government disbursements over
receipts may merely offset the
deflationary effect of the repay-
ment of debts by business con-
cerns. As the repayment of debts
tapers off, however, the excess of
government disbursements over
receipts may be expected to mean
rising incomes and expenditures
in the economy as a whole—
since part of the government defi-
cit at least will undoubtedly be
financed by the creation of
money by the commercial banks.
A fourth reason for expecting an
early end to the recession is that
industrial production has now
been dropping for 10 months and
in most recent recessions the de-
cline in industrial production has
lasted only about a year or slight-
1y more. The depression of 1929-
33 is, of course, an exception, but
the banking difficulties which ac-
companied that depression make
it a special case and an exception
to all rules. In 1920-21, however,
the drop in industrial production
lasted 13 months; in 1923-24, 14
months; in 1937-38, 12 months.

The principal uncertainty in the
short-term business outlook arises
from the possibility that the out-
put of durable goods will drop
substantially below present levels.
Thus far the production of dur-
able goods has held up fairly
well—in: June it was 16% below the
peak which, in the case of durable
goods occurred in December, 1948.
In considerable measure, however,
the output of durable goods has
been sustained by old orders—
order placed a year or two ago.
New orders are considerably be-
low the current rate of produc-
tion. As the backlog of accumu-
lated orders is worked off, there
is a possibility that the output of
durable goods will drop substan-
tially. In considerable measure,
the high production of durable
goods represents the large output
of automobiles. Rapid progress
is being made in meeting “the
large accumulated demand for
automobiles. In the near future a
fairly substantial drop in the de-
mand for cars:is likely. If the
output of durable goods drops
well below present levels, the
probability is considerably - in-
creased that the upturn will not
start until early in 1950.

It is convenient to examine the
short-term business prospects un-
der three headings: (1) non-dur-

(3) durable goods.

(1) Non-durable goods. The
output of non-durable goods has
been dropping for 10 months, but
expenditures = for non-durable
goods were as large in the
first quarter of 1949 as in the first
quarter of last year and in the
second quarter of 1949 were only
4.5% below the second quarter of
last year. The physical con-
sumption of non-durable goods
has been about as large in 1949
as in 1948. Consumption  has
been well above production
since the end of February. In view
of the fact that inventories were
not large at the beginning of the
recession, the output of non-dur-
able goods ought to begin to rise
in the very near future—probably
before the end of the third quar-
ter and certaintly before the end
of the year. An upturn in the
latter half of 1949 would be con-
sistent with the duration of pre-
vious recessions with the excep-
tion of 1929-33, which, as I have
pointed out, was a special case.
In 1920-21, the drop in non-dur-
able manufactures lasted 11
months (January, 1920 to De-
cember 1920); in 1923-24, 13
months (from June, 1923 to July,
1924); in 1937-38, 7 months (May,
1937 to December, 1937.)

(2) Construction.—Construction
is one of the bright $pots in the
economic picture. To begin with,
one should be reminded that the
postwar boom of 1947 and 1948
did not generate a high rate of
construction. - Consequently, the
general level of production was
not particularly dependent upon
the maintenance of the prevailing
rate of construction. In 1948, con-
struction was 6.8% of the gross
national product in comparison
with 75% in 1929 and a still
higher proportion ‘during other
years in the twenties. The rate of
non-residential private construc-
tion has been especially low—
only 3.1% of the gross national
product -in comparison with 4.9%
in 1929. In fact, non-residential
construction in 1948 was no
larger a proportion of the gross
national product than in the pre-
war years of 1939 and 1940, when
construction was quite low.

With non-residential construc-
tion at a very low rate, no sub-
stantial drop in it is to be ex-
pected. The actual amount of pri-
vate non-residential construction
put in place in 1949 has been
about as large as in 1948. During
the second quarter of 1949, the
dollar volume of private non-
residential construction was $1,780
million in comparison with $1,812
million in the second quarter of
1948, The physical volume of
private non-residential construc-
tion in the second quarter of 1949
was slightly larger than in the
second quarter of 1948. More
significant than the actual volume
of construction put in place is
the volume of contract awards.
These are holding up fairly well.
For private non-residential con-
struetion, they were $964.4 million
in the three months of March,
April and May, 1949, in compari-
son with $982.5 million in the
same period of 1948—a drop of
only 1.4%.

Residential construction also
presents a bright picture. In fact,
it begins to look as if the bottom
in residential construction was
reached in the last quarter of 1948.
In that quarter, new housing
starts were 14% below the corre-
sponding quarter of 1947; in the
first quarter of 1949, new housing
starts were 5.7% below the first
quarter of 1948; in the second
quarter of 1949, new housing
starts were 5.6% below the sec-
ond quarter of 1948. In May, 1949,
new housing starts for the first
time since August, 1948 were
larger than in the same month of
the previous year.

The backlog of demand for
housing is very large. The pro-
portion of families living doubled
up is still abnormally high. Much

of the demand during the last
three years has been met by tem-
porary housing or by subdividing
existing houses. Neither method
is more than a stop-gap solution
to . the housing problem. The
number of marriages is falling,
but even in 1949 will be slightly
above normal. The survey of
consumer buying  intentions by
the Federal Reserve Board indi-
cates that about a million spend-
ing units plan to buy new houses
in 1949, This is slightly in ex-
cess of the number of new houses
that will be built. A strong de-
mand’ for housing is likely for
several years, especially if the
price of houses can be moderately
reduced,

Public construction is the
brightest part of the construction
outlook. In the first half of 1949,
the value of public construction
put in place was 37% above last
year, and, in the three months
ending in May, contract awards
for public construction were also
37% above the corresponding pe-
riod of 1948. A volume of public
construction considerably above
the level of 1948 is assured for
the rest of 1949. The backlog of
needs is enormous. The -country
needs to spend huge amounts on
new schools, hospitals and public
institutions. Most of its system
of main highways has been ren-
dered obsolete by the increase in
the number of cars, buses, and
trucks and by the increased use
of each car. The country needs
to plan a highway system for a
much larger car and truck popu-
lation than the present one.

(3) Durable manufactured goods.
—The principal doubts about the
short-term business outlook arise,
as I have indicated, from the pos-
sibility that there will be a fur-
ther substantial drop in the out-
put of durable manufactured
goods. The present level of
business depends to an unusual
extent upon the demand for au-
tomobiles and for industrial
equipment. In 1948, for example,
the output of durable producers’
goods represented 7.9% of the
gross national product in compari-
son with 6.2% in 1929 and 5.2%
in 1939. :

The urgency of the demand for
passenger automobiles has been
dropping for some time and will
continue to drop. For over two
years the prices of cars were too
low to equate supply and demand.
It remains to be seen how much
longer the present output of cars
can be sold at present prices. My
guess is not much longer. Either
output or prices will have to be
cut. The number of over-age
cars, however, is still very large.
The average age at which cars are
scrapped is about 12.5 years. In
midyear 1948 there were 5.2 mil-
lion cars over 12.5 years of age
and 2.6 million more within a
year of this age. Furthermore, the
scrappage of cars in 1948 was
only about half of normal. Hence
no great collapse in the demand
for cars is imminent. = Moderate
price reductions in the near fu-
ture would be of great use in
maintaining the demand for cars
and thus in maintaining a high
level of employment in the
economy.

The present and recent high
rate of buying of industrial equip-
ment will not continue indefi-
nitely, but no large early drop is
likely. In the first place, there
were a number of years during
the depression and the war when
expenditures on equipment were
less than the consumption of
equipment. These deficiencies
have not yet been made up. In-
deed, the total equipment and
plant of industry has been in-
creased only about one-fifth be-
tween 1929 and 1949, but the non-
agricultural labor force has in-
creased by 41%. In other words
there is less equipment and plant
per worker .in 1949 than there
was in 1929. In the second place,
during the period that replace-
ments were below normal, much

progress was being made in im-
proving the equipment available
for installation. In the third place,
the fact that the hourly earnings
of factory workers have risen
109% since 1940, the level of
wholesale prices exclusive of farm
products and foods by 74%; and
the price of manufactured goods
by 86% creates both the need and
the opportunity to use more ma-
chinery and less direct labor in
making goods. Consequently, the
time has not arrived when most
business concerns can afford to
make drastic cuts in their expend-
itures for the purpose of cutting
their operating costs. The fact
that supplies in most industries
are becoming more abundant and
competition is becoming more
vigorous will encourage manage-
ments to look more searchingly
than ever for opportunities to use
cost-reducing equipment.

The prospect that a large drop
in the output of durable manu-
factures will increase the sever-
ity of the recession and retard the
upturn would be diminished by
an early increase in the output
of non-durable consumer goods.
The prospect is good, as I have
indicated, that the output of non-
durable goods will begin to rise
before the end of the third quar-
ter in 1949. During this quarter
the expenditures of business con-
cerns on.equipment and plant will
be well sustained. Reports from
enterprises to the Department of
Commerce and the Securities and
Exchange Commission indicate an
intention to spend at the annual
rate of $18.5 billion on plant and
equipment during the third quar-
ter of 1949 in comparison with
expenditures at an annual rate of
$19.3 billion in the.third quarter
of 1948 and also in the second
quarter of 1949. ¢

Although a substartial drop in
the production of durable goods
is a possibility and although it
would deepen and prolong the re-
cession, its seriousness should not
be exaggerated. Less than one
out of every seven employed per-
sons works in the durable goods
industries at the present time
and the output of producers’ dur-
able goods in the first quarter of
1949 represented only about 7.8%
of the gross national product.
Hence a fairly large drop in the
output- of durable goods, though
unfortunate, would not be catas-
trophic.

v

How complete a recovery from
the present recession is to be ex-
pected? The high level of busi-
ness activity in 1948 was partly
made possible by an addition of
$6.5 billion to inventories. No
comparable increase in inventories
can be expected to accompany a
normal recovery. Hence in order
to attain the level of business ac-
tivity of 1948, the total absorption
of goods by consumers, by the in-
crease of industrial plant and
equipment, by the increase in resi-
dential building, by net investment
abroad, and by government pur-
chase of goods and services will
need to be increased by about $6.5
billion above the level of 1948. In
addition, of course, the country
must absorb the output of a slight-
ly larger labor force (by 1950 about
700,000 greater than in 1948) and
of a more efficient labor force.
Output per manhour in 1950
should be from 4% to 6% above
1948. Full recovery would re-
quire a gross national product in
1950 of approximately $270 bil-
lion at present prices. Such a
recovery would mean that un-
employment would again be re-
duced to the average of 1948—
approximately 2 million. What
are the prospects of achieving
such a recovery?

The absorption of goods and
services by the local, state and
Federal governments may be ex-
pected to run slightly above the
present rate—say about $45 bil-
lion. Net foreign investment is
difficult to predict, but will prob-
ably be below 1948, when the
amount was almost $2 billion. Let

us put the figures somewhat ar-
bitrarily at $1 billion, which is
well above the rate during the
first half of 1949. This leaves
$224 billion to be absorbed by
consumption, by residential build-
ing and by the replacement and
expansion of industrial plant and
equipment.

If output per manhour is 5%
above 1948, if the labor force is
slightly more than 1% larger than
in 1948, and if no substantial
changes are made in taxes, the
amount of incomes after taxes
ought to be about $197 billion.2
The proportion of persoral incomes
after taxes spent on consumer
goods will depend upon the dis-
position of individuals to save. If
saving occurs at the rate of the
second quarter of 1949, namely
9.3% of personal incomes after
taxes, savings will be $18.3 bil-
lion and expenditures on con-
sumption will be just under $179
billion—namely $178.7 billion. If
saving is at the same average rate
as prevailed during 1948, namely
77% of income after taxes, sav-
ings will be $15.2 billion and con-
sumption will be $181.8 billion, If
saving is at the average rate of
1947, namely 5.1%, savings will
be $10 billion and consumption
will be $187 billion.

The rate of saving and the rate
of consumption are important be-
cause they determine the volume
of expenditures on housing and
replacement and expansion of
plant and equipment which is
necessary to give full recovery.
If savings and consumption ‘are
at the rate of the third quarter of
1949, expenditures on housing
and industrial plant and equip-
ment (gross private investment)
will need to be $45.3 billion; if
saving and consumption are at
the 1948 rate, gross private in-
vestment will need to be $42.1
billion; if saving and consumption
are at the 1947 rate, gross private
investment will need to be $37
billion. In the second quarter of
1949, private investment in hous-
ing and industrial plant "and
equipment was at the annual rate
of a little more than $36 billion.

An investment rate of $45.3
billion or even $42.1 billion on
housing and industrial plant and
equipment could hardly be at-
tained. The former rate would
mean that there would be only
$5.96 of gross national product for
each dollar of investment in
housing, plant, and equipment;
the latter rate would mean that
there would be only $6.41 of gross
national product for each dollar
of investment. Even in 1948 and
1929, when confidence was high,
there was more gross national
product for every dollar of in-
vestment in housing, plant, and
equipment — $6.86 in 1948 and
$7.33 in 1929. In years when con-
fidence was lower, as in 1939 and
1940, the dollars of gross national
product per dollar of outlay on
housing, plant, -and equipment
was higher — $9.63 in 1939 and
$8.69 in 1940.

It is not unreasonable to ex-
pect that the accumulated needs
will be great enough and confi-
dence high enough to permit a
dollar of gross investment in
housing, plant, and equipment for
about every $6.75 of gross na-
tional product. This would mean
that an annual rate of gross in-
vestment of $40 billion would ac-
company a gross national product
of $270 billion, This rate of in-
vestment would be about 10%
above the annual rate of outlay
for housing, plant, and equipment
in the second quarter of 1948. It

2 This figure is based upon the fact
that if the labor force is 1% larger and
5% more efficient than in 1948, the pur-
chasing power of personal incomes de-
rived from production ought to be about
6% greater than in 1948. This assumes
that dividend distributions rise in propor-
tion to corporate profits. In terms of
1949 prices, personal incomes derived
from production ought to be about $206.5
billion, If personal incomes not derived
from production are about the same as in
1948, namely $11.1 billion, total personal
incomes would be $217.6 billion. Per-
sonal tax and non-tax payments would
be about $20.6, leaving personal income
after taxes of $197 billion.

(Continued on page 22)
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would be close to the same ratio
between gross investment and
gross national product which pre-~
vailed in 1948 when one dollar
was spent on housing, private
plant and equipment to every
$6.86 of gross national product.

Gross private investment of $40
billion would probably be mod-
erately higher than the economy
could expect to maintain in the
long run. There is considerable
uncertainty, it is true, as to how
rapidly housing, plant, and equip-
ment will need to be replaced.
The replacement rate depends
partly upon the rate of technologi-
cal, progress, which will be r?plq.
Furthermore, if half of America Is
to be rehoused in the next 15
years (as should be done) an-
nual expenditures of $40 billion
would be too small. - Gross in-
vestment of $40 billion a year
would probably permit the hous-
ing, plant, and equipment of the
country to be expanded by 5% a
year. It is doubtful whether a
rate of more than 4% a year can
be maintained in the long run. If
government purchases of goods
and services was $45 billion, net
foreign investment $1 billion, and
gross private investment $40 bil-
lion, an outlay of $184 billion on
consumers’ goods would be needed
to produce a gross national prod-
uct of $270 billion.

Can gross private investment
on housing, plant, and equipment
be raised within the next. 12
months to $40 billion a year and
the rate of consumption to $184
billion a year? Neither goal seems
outside the range of practical
achievement, The required rate
of investment is not far above the
present rate, - Despite the fact
that this recession has not been
accompanied by a significant drop
in expenditures on housing, plant,
and equipment, a moderate ex-
pansion of investment may be ex-
pected to accompany the revival
of business. Raising consumer ex-
penditures to $184 billion out of
personal incomes after taxes of
$197 would require a drop in the
rate of personal saving. In the
second quarter of 1949 personal
consumption expenditures were
running at the annual rate of
$175 billion and personal savings
at the rate of $18 billion though
there is reason to doubt that the
rate of saving was in fact so high.
Consequently individuals  would
need to be persuaded to increase
their purchases of. consumption
goods by $9 billion a year, or
5.1%, and to cut their rate of sav-
ings by possibly as much as $5
billion a year, or, 30% In 1948,
when personal incomes after taxes
were $190.8 billion, personal sav-
ings were $12 billion, or 6.3% of
incomes. Personal savings of $13
billion out of incomes of $197 bil-
lion would represent almost the
same rate—6.5%. Perhaps indi-
viduals can be persuaded to cut
their savings back almost to the
rate of 1948—particularly in view
of the fact that the present rate
of saving may not be as high as
the figures indicate and may re-
flect in part the involuntary ac-
cumulation of inventories by un-
incorporated enterprises.3 Raising
consumption to $184 billion while
cutting personal savings to $13
billion obviously requires that

3 The question naturally arises: How
can gross private investment of $40 bil-
lion a year be financed if personal sav-
ings are only $13 billion a year? About
$13 billion would come from business de-
preciation allowances, about $3 billion
from capital outlay charged to current
expense, and about $11 billion from un-
distributed corporate profits. The last
figure is somewhat smaller than undis-
:rsi:uted corporate profits in 1947  or

8,

Bt L4

Savings would not be needed to fi-
nance a budget deficit, as a gross na-
tional product of $270 billion would yield
at present tax rates slightly more than
the rates of 1948 yielded in that year
when the surplus was $8.4 billion. Ex-
penditures of $45 billion on goods and
services by the local, state and national
5wer ts would d their exp
itures for these purposes in 1948 by
about $9.5 billion, thus eliminating the
surplus which existed in 1948.
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business do a good job of offer-
ing consumers more attractive
goods at more attractive prices,

If consumption cannot be raised
and savings reduced to the re-
quired levels, other ways of
achieving complete recovery need
to be developed. An increase in
expenditures on housing and pri-
vate plant and equipment above
$40 billion a year would be only
a stop gap solution which would
create as many problems as it
would solve because it would
raise gross investment too far
above the probable long-term rate.
A solution of the problem of full
recovery might be achieved by
larger dividend disbursements by
corporations and less reliance by
corporations upon plowed-back
earnings for financing expendi-
tures on plant and equipment. In
1948 over $13 billion of private
gross capital formation was fi-
nanced by undistributed corporate
profits. Larger dividend dis-
bursements would mean some-
what larger personal incomes af-
ter taxes, (though the share of
the tax collector would be large),
larger expenditures for consumer
goods, and greater reliance by
corporations upon personal sav-
ings to finance their expenditures
on plant and equipment. . /

v
What should be done to miti-
gate the severity of the recession
and to accelerate recovery?

Since ‘there is good reason to
expect the depression to be mil’d
and to believe that the upturn is
near, drastic action is unnecessary.
1t is important, however, to avoid
certain mistakes, such as raising
taxes, or raising wages under the
mistaken notion that raising the
price of labor is a way to sell
more labor, It is possible, how-
ever, to stimulate business by
simultaneously cutting govern-
ment - expenditures = and taxes.
Most important of all, it is possi-
ble by price cuts to stimulate the
demand for goods and to acceler-
ate the reduction of inventories
and thus to pave the way for an
expansion of production,

The proposal that taxes be
raised in order to keep the budget
of - the Federal government in
balance is now dead and requires
no discussion, Certainly a period
of business contraction is no time
to increase taxes. The proposal
was never properly formulated.
Mr, Truman recommended that
the administrative budget be bal-
anced, overlooking the fact that
a balance of the administrative
budget, which treats many non-
cash items and intra-govern-
mental settlements as receipts
and expenditures, would mean a
surplus in the cash budget. It is,
of course, the cash budget which
measures the effect of the gov-
ernment’s fiscal operations on the
economy. It is doubtful whether
taxes should be increased even
after expansion is well under way,
because the rise in incomes will
raise the yield of taxes and, at
the present level of expenditures,
will bring the cash budget into
balance.

Some persons who are opposed
to raising taxes have urged that
the budget be kept in balance by
cutting government expenditures.
Elimination of ill-planned and
wasteful  expenditures is always
desirable, If reductions in govern-
ment outlays are made at a time
when business is contracting,
however, the cuts in expenditures
should be promptly offset by re-
ductions in taxes. A period of
recession is no time for the gov-
ernment to strive for a balance
in its cash budget. As a matter of
fact, reductions in expenditures
which make possible cuts in taxes
would stimulate production. The

drop in government expenditures
would be offset by larger outlays
by consumers and business con-

cerns made possible by lower

taxes. In addition, lower tax rates
would improve the long-run pros-
pects of business,

The recession should not be ag-
gravated by making general wage
increases — they are quite as
much out of place in a period of
contraction as are increases in
taxes. A fourth round of wage
advances has recently been urged
by trade union representatives as
a method of halting the contrac-
tion of business. This, however, is
Alice-in-Wonderland = economics.
It amounts to saying that the way
to sell more labor, and thus to
reduce unemployment, is to
charge more for labor.

The argument of the union
spokesmen  is simple, ‘“Raise
wages,” they say, “in  plants
where higher wages would not
diminish employment very much
and thus would mean larger pay-
rolls, Since business is more or
less depressed, employers could
not pass on higher wages in the
form of higher prices. Conse-
quently the higher payrolls would
buy more goods. Greater pur-
chase of goods would mean more
production and more employment.
Hence the way to stop a recession
and to sell more labor is to
charge a higher price for labor—
that is, to raise wages.”

The argument seems too good
to be true. Certainly if recessions
can be halted merely by raising
wages, there is no need to have
any more recessions. Why have
economists overlooked this simple
method of keeping the economy
stable? There is obviously a
catch. The union spokesmen over-
look the fact that larger payrolls
with no increase in selling prices
mean that the income of enter-
prises after meeting payrolls
would be diminished. Income after
meeting payrolls is used for some
or all of the following purposes:
(1) to increase the enterprise’s
holding of cash and securities;
(2) to buy raw materials; (3) to
buy plant and equipment either
for replacement or expansion; (4)
to repay debts; (5) to pay divi-
dends and interest. The concerns
which were compelled by wage
increases to disburse larger pay-
rolls would have to cut some or
all of these uses of income or to
find new methods of financing
some expenditures, Some of the
effects of higher payrolls would
be stimulating to business, as the
union spokesmen believe. For ex-
ample, higher payroll disburse-
ments would reduce the rate at
which some firms increase their
cash or securities, would retard
the rate at which some firms pay
their debts, would compel some
firms to sell securities or to bor-
row in order to keep up their ex-
penditures on new plant and
equipment. All of these effects
would be favorable to employ-
ment, On the other hand, larger
payroll disbursements would re-
duce the demand of all concerns
for raw materials, would force
some concerns to liquidate in-
ventories more rapidly in order
to pay their debts or to keep up
expenditures on plant and equip-
ment, would induce some con-
cerns to repay their debts more
rapidly, and most important of
all, would cause many firms to
protect their liquidity by cutting
their expenditures on plant and
equipment—making replacements
and improvements more slowly.
Although the increasing competi-
tiveness of industry is making
management reluctant to postpone
any replacements or improve-
ments, larger payrolls at the ex-
pense of profits would leave most
managements no alternative. All
of this second group of results
would be deflationary, and there
can be little doubt that in a period
of recession they would occur
more frequently than the infla-
tionary results of wage advances.
Consequently, so long as business

is contracting, wage

increases:

should be avoided. Incidentally it
should be pointed out that the
rise in real hourly earnings dur-
ing the last year has been con-
siderably greater than can be ex-
pected to prevail in the long-run.
Since output per man-hour can
hardly be expected to rise by
more than 3% a year, real wages
cannot be expected to increase in
the long-run by more than 3% per
year, During the last year the rise
in the purchasing power of hourly
earnings has been 6.6% in manu-
facturing, 4.6% in retailing 6%
in bituminous coal mining, 7%
in building construction—in other
words, from one and one-half to
more than two times the long-run
rate.

The most effective way to limit
the recession and to hasten the
upturn is to cut prices and to of-
fer consumers better and more
attractive goods. The precise
economic problem created by the
recession is to get individuals to
spend a larger fraction of their
incomes for goods and to get busi-
ness concerns to cease reducing
their inventories. For example,
if individuals could be persuaded
to spend as large a proportion of
their income for consumer goods
as last year, the level of consump-
tion expenditures (at present
prices) would rise by nearly $5
million a year.  There is no mys-
tery about the way to get people
to buy more goods. It is to offer
goods at lower prices or to offer
better goods at a given price. The
actual drops in prices thus far
have been gerater than the over-
all ~ indexes of prices indicate,
partly because some prices (such
as rents), which have been arti-
ficially repressed, are still rising.
Although the index of consumer
prices is down 3%, retail food
prices are down 6.6% from the
postwar peak and both apparel
and house furnishings are down
47%  Nevertheless, managers
should realize that business has
done only a fairly good job of
limiting the recession by reducing
prices and that the community on
another occasion will probably
not tolerate such conservative
price cutting as has prevailed in
the last year. For example, in the
future when an enterprise lays
off men in order to reduce in-
ventories of finished goods, the

¢| community will probably insist

that it accelerate the process of
reducing inventories and reduce
the length of the layoffs by mak-
ing large cuts in prices.

Reducing prices and improving
quality to limit the depth of the
recession and to hasten the recov-
ery is censistent with the policies
needed to raise consumption suf-
ficiently to produce a full and
sound recovery.

VI

The conclusions of these re-
marks may be summarized as
follows: :

(1) The recession thus far has
been remarkably mild and has
taken the form in the main of the
efforts of business concerns to
adjust their inventories to the
new relationship between supply
and demand. Retail sales, ex-
penditures on housing, plant and
equipment, and profits have held
up remarkably well.

(2) No substantial additional
drop in productior and employ-
ment is likely, unless new and
unforeseen deflationary influences
develop. The outlook for non-
durable goods and construction is
good; there is some unce
about the outlook for durable
goods.

. (3) The bottom of the reces-
sion is not far away.

(4) Since the rate of invest-
ment in housing, plant, and
equipment is already about as
high as can be indefinitely sus-
tained, recovery should take the
form, in the main, of substantially
larger expenditures on consumer
goods.

(5) Since the boom in 1948 was
based in large measure on the ac-
cumulation of inventories, full re-
covery will require a substantial-

ly higher rate of consumption
than prevailed in 1948. Hence
the achievement of full recovery
requires ‘that business - concerns
offer better goods at more attrac-
tive prices.

(6) A fourth round of wage in-
creases at the present time would
do more to retard recovery than
to assist it and, in consequence,
would be contrary to the interests
of employees as a whole, Wage -
Increases during the last year
have considerably exceeded the
amounts that technological prog-
ress will make possible without a
gradual rise in the price level.

(7) The most effective way for
business concerns to limit the re-
cession and to accelerate the re-
covery is to persuade consumers to
buy more goods by offering goods
at lower prices and by improving
quality.

(8) For the year 1950, the coun-
try should set for its goal a gross
national product at present prices
of about $270 billion with $45 bil-
lion of goods and services by the
local, state and Federal govern-
ments, a billion of net foreign
investment, $40 billion of gross
private investment, and consumer
expenditures of $184 billion.

Garl Apponyi With
Hexter & Go. in L. A.

(Speclal to THE FINANCIAL CHRONTICLE)

LOS ANGELES, CAL.—Carl E.
Apponyi has become associated
with Hexter & Co., 6363 Wilshire
Boulevard., Mr. Apponyi was
formerly Los Angeles manager for
Blair & Co. and prior thereto was
with Edgerton, Wykoff & Co. and
Bogardus, Frost & Banning.

Joins Kuemmerling Staff
(Special to THE FINANCIAL CHRONICLE) Y
CINCINNATI, O.—Mrs. Ann
Ulmer has joined the staff of Don
D. Kuemmerling, Union Trust
Bldg., member of the Cincinnati
Stock Exchange. Mrs, Ulmer was
formerly with Browning & Co.
and Edward Brockhaus & Co.

Westheimer Adds Two

(Special to THE FINANCIAL CHRONICLE)

CINCINNATI, O. — Ray P.
Harten and Luis A. Perdomo have
become affiliated with West-
heimer & Co., 326 Walnut Street,
members of the New York and
Cincinnati Stock Exchanges.

Waddell, Reed Add in Fla.

(Special to THE FINANCIAL CHRONICLE)

George B. Ditewig, Merl D.
Fountain, Mrs, Sue Mattson, Paul
J. Rasor, Edward Stanley, and
Harvey M. Wiggins, all of Florida,
are row connected with Waddell
& Reed, Inc,

H. O. Peet Co. Adds
(Special to THE FINANCIAL CHRONICLE)
KANSAS CITY, MO.—Harvey
Rechnitzer has become associated
with H, O, Peet & Co., 23 West
10th Street, members of the New
York Stock Exchange,

With Waddell & Reed, Inc.

(Special to THE FINANCIAL CHRONICLE)

HEBRON, NEB.—Laurence H.
Peters has been added to the staff
of Waddell & Reed, Inc., of Kan-
sas City, :

Colvin Mendenhall Adds

(Special to THE FINANCIAL CHRONICLE)

SAN FRANCISCO, CALIF.—
David L. McKay has been added

ty to the staff of Colvin, Menden-

hall & Co,
Street.

With Bache & Co. Staff
(Special to THE FINANCIAL CHRONICLE)
CLEVELAND, O. — Oldrich
Jicha is now with Bache & Co.,
National City East Sixth Bldg.

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

Louis C. McClure has been added

to the staff of William S, Beeken

220  Montgomery

Co., Harvey Building,
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Cites Progress Toward Gurrency Converlibility

Bulletin of Institute of International Finance of New York Univer-
sity, issued by Dean G. Rowland. Collins, Director and Marcus
Nadler, Research Director, says restoration of western Europe’s
economy will . create “prerequisites for ‘currency stability. Says
dollar shortage ‘is’principal financial problem and can be solved.
The current acute dollar shortage of the sterling area and the
controversy over 'whether devaluation -of ‘the pound sterling would

. remedy this situation have tended to overshadow ‘the great strides
:* that have been made in restoring the economies of Western Europe

and in laying the foundation for
the ultimate removal of exchange
restrictions  and ' the restoration
of free-convertibility of curren-
cies, according to a bulletin ‘en-
titted ‘“The Outlook for Converti-
bility of Western European Cur-
rencies” issued on Aug. 15 by

- - ———-

Geo. Rowland Collins Dr. Marcus Nadler

Dean G. Rowland- Collins, Director
and © Marcus ' Nadler, Research
Director, of the Institute of In-
ternational Finance of New York
University.

In considering the dollar deficit
that now confronts many coun-
tries, the bulletin states, the ele-
ment of time needed to restore
economic health and to create the
prerequisites for currency stabil-
ity and free convertibility is too
often overlooked. An' analysis of
the various factors involved in-
dicates that, if the present rate
of progress can be maintained
and the cooperation of the United
States is continued, the present
difficulties may solve themselves
and that by the time the Euro-
pean Recovery Program termi-
nates the western European cur-
rencies may - again be freely
convertible into one another and
into dollars.

Strides Made in Postwar
Recovery ' -

Summarizing the strides made
in postwar recovery, the Institute’s
bulletin points out that the out-
put of commodities in western
Europe has increased fairly
rapidly. Much of the damage sus-
tained - during the war has been
repaired. In the principal coun-
tries, with the exception of Ger-
many and Italy, industrial pro-
¢ duction is larger at present than
in :1938. In fact, the comeback
- after the Second World War has
been faster than after the First
World ‘War. - Transportation and
power facilities. today are more
abundant. than those - available
before the war.  Rapid strides
have been made in restoring the
~ merchant marines, an important
- source.of .earnings of foreign ex-
- change. Slower, but nevertheless
notable, progress has been made
in agriculture as well, and acute
- food “shortages: no- longer ‘exist.

The - balance = of trade -of the
wvarious countries has shown a

reduction in the gap between im-

ports and exports. Exports of the

ERP countries increased by a

fifth last year while receipts from

invisible items, ‘especially ship-
ping and tourism, are mounting.

The forces of inflation hav: been

largely curbed.

The principal international fi-
nancial problem confronting the
world a: large, and western Eu-
rope in particular, the bulletin
continues, is the dollar shortage.
In .essence, this means that. the
rest of the world is too dependent
on commodities from the United

- States and has too little mer-
chandise of acceptable price and

quality to offer to buyers in this
country and elsewhere, especially
in view of the loss in -earnings
from invisible items since the pre-
war period. This situation is not
surprising. Whereas the economies
of westerr: Europe were hard hit
by the war, the productive ca-
pacity of the United States was
greatly increased: In'addition, the
European countries " have’ been
handicapped by the adverse inter-
national political situation, which
brought about the split between

{| eastern and ‘western Europe, - by

the elimination of Germany as anr
important economic factor in Eu~
rope, and- by the loss of. foreign
investments, --which = in prewar

|| years.  contributed ~materially -to
{ | the balancing of the international

accounts of the principal western
European countries,

But in this respect, too, evi-
dences of steady improvement are
accumulating. The net current ac-
count deficit of western Europe
with the United States was re-
duced from $5.7 billion in 1947 to
$3.5 billion in 1948. Coatinued
shiftinrg of purchases to nonaollar
countries, by means of trade con-
trols ‘and bilateral agreements,
will further reduce the deficit in
the period ahead.

Dollar Shortage—A World
Problem

The dollar shortage, however, is
not ‘merely a western European
problem. It is equally an Amer-
jcan problem and can be solved
only by close co-operation be-
tween the United States and other
countries. The dollar deficit car
disappear only if the United
States is willing to see its exports
shrink materially, or if American
imports increase substantially, or
if large expenditures are made by
Americans for invisible imports
and capital investinents abroad.
With regard to.these problems,
also, encouraging trends and ten-
dercies may be noted,

Despite the heavy tax burden
resting on the people, the United
States = Government, since V-J
Day. has placed at the disposal a
foreign nations more than $25 bil-
lion. In all probability, Marshall
Plan aid will continue up to 1952.
If prices of commodities in the
rest of the world, and particularly
in western Europe, decrease as a
result of an increase in the effi-
ciency of management, equipment,
and labor, or a readjustment in
the exchange value of overvalued
foreign currencies, or’ both, im-
ports into this country and other
dollar areas are likely to expand.
American tourist experditures are
on the increase. Although the In-
ternational .. Monetary :Fund: and
the World Bank have been over-
shadowed by the ERP and their
activities have not come up to
expectations, they - have made
available "about $1.5 billion to
member countries and the coming
years' may - well witness a sig-
rificant increase in the role of
these institutions in promoting
world trade and currency stabil-
ity. The program outlined in Point
4 of the President’s inaugural
message should stimulate -a sub-
stantial revival of American di-
recl investments abroad.

The -fear of war, which was so
pronounced last year, is disap-
pearing, While the interrational
situation is still far from satis-
factory, the efforts being made to
restore East-West trade in Europe
are a promising sign of increased
political and economic stability.
The restoration of western Ger-

many’s economy has been more
rapid than was, generally antici-
pated. The  eliminatior: of this
vacuum created by the war should
have a salutary effect on Eu-
ropean and world trade.
Nevertheless, the Institute’s
study states, there has been thus
far insufficient evidence of will-
ingness -on the part of western
European countries to co-ordinate
their economies as. a means of
speeding up -ecoromic recovery
and the development .of multi-
lateral trade. The lagging of in-
tra-European trade, which 4is still
far below the prewar level, is one
of the basic: causes of the serious
dollar deficit. It is questionable
whether the western European na-
tions, standing alone and follow-
ing nationalistic policies, ofter: at
the expense of their meighbors,
can: ‘become :self-supporting. - An
increased realization on:their part
that the policies of exaggerated
economi¢ nationalism followed be-
fore the Second World War are
outmoded and the " adeption - of
more vigorous measures to inte-
grate their economic plarning and
activities would go ‘a long way
toward solving the European. dol-
lar shortage. Such action could
eventually lead to a western Eu-
ropean econoric and - currency
union. Similarly, a clearer under-
standing on the part of the Amer-
ican people that in order to export
it is also recessary to import, be
it merchandise of services, would
contribute materially to the res-
toration of free convertibility.
In discussing the dollar crisis of
the sterling area, the bulletin of
the Institute of International Fi-
nance points out that Great Brit-
ain has made notable progress in
increasirng production and trace,
curbing inflation and reducing the
deficit in her balance of interna-
tional payments, = The fact re-
mains, the bulletin declares, that
the pourd sterling, like practically
all other-European currencies, is
considerably overvalued and that
a readjustment in its exchange
value may have to take place in
the future. With the seller’s mar-
ket rapidly being converted into
a buyer’s market, the British are
encountering increasingly greater
competition in world trade and
the high prices have further in-
tensified the dollar problem. While
a reduction of the excharge value
of the pound would mean: higher
costs  for ‘imported’ commodities,
British export prices in-terins of
dollars would be lower and the
competilive - position of Great
Britain increased.
. Despite all its vicissitudes, the
pound sterling remains a vital key
currency. If free convertibility of
sterling balances arising out  of
current transactiors could be re-
stored the problem of western Eu-
ropean convertibility would be
greatly simplified. “The British
Government is not likely, how-
ever, to consider the abolition of
exchange, price, and wage con-
trols until Greai Britain’s inter-
national balance of paymenrts has
come closer to equilibrium and a
better balance exists between the

demand for and the supply of|@

commodities.

Measures Increasing European
Trade

The bulletin outlines the va-
rious measures taken to increase
European - trade, culminating in
the new intra-European payments
agreement concluded by the ERP
nations on July 1 of this year.
Although operating within a com-
paratively limited scope, the bul-
letin states, the new scheme may
be regarded as a breach in the bi-
lateral trading system -and a
promising step in the direction of
broader competition ard multi-
lateral trade among the countries
of Europe.

Similarly, the bulletin points
out, progress has been made in
closing the rift between eastern
and western Europe, which has
been an important factor con-
tributing to the decline in irtra-
European trade and the increased

.ment and, in the case of Southern

dependence of Europe on the dol-
lar era. Despite the -political ob-
stacles, the basic economic' needs
of the {wo areas are gradually
bringing about more extensive
trade relations through a network
of agreements calling for con-
siderably larger shipmenrts in both
directions. Some of these treaties
provide for compensating former
owners of . nationalized: eastern
ZEuropean  properties, thus -paving
the way for the:solution of one
of the most difficult problems in-
volved in the development of east-
west trade. .The partial-agreement
reached at ihe conference cf the
“Big Four” foreign ministers at
Paris ii: June, 1949, which laid
the foundation for the resumption
of economic intercourse between
the industrialized western zones
and the largely agricultural east-
ern.. part -of> Germany,. . thereby.
accelerating = the . country’s - eco-
nomic , rehabilitation, may ‘also
prove 1o be a turning point alorg
this road.

Dollar Deficit Not Insurmouniable

Judging by the balance of: pay-
ments of the United Stalés during
tane interwar period, according to
the Institute’s study, the problem
of the European dollar deficit does
not appear, to be insurmountable.
From 1919 to 1930 the excess of
current credits ~over debits of
about a billion dollars a year was
met primarily through the flota-
tion of foreigr loans in the United
States, and to a smaller extent
through an inflow of gold. Dur-
ing the thirties, the United States
was, on the whole, a capital-im-
porting country,: largely because
of the flight of capital from Eu-
rope, which was financed mainly
through the shipment of gold.
Eliminating both the movement of
gold and the capital flow into this
courtry, the . international ac-
counts of the United States during
the peried 1931-1939 were not far
out of balance. In the nine years,
the excess of credits over debits
in current transactions averaged
$231 million a year. The favor-
able balance of the United States
in merchandise trade was to a
considerable extent offset by the
deficits i “invisible - items, such

-some -quarters,

' grants
short-periods; The revival of pri- ..
vate foreign direct invéstments by .’

shipping.

Should the balance of payments
of the United States continue to-
show.a large excess of credits ovep
debits. after the ERP, the -bulletin
continues, the  convertibility of
European currencies will depend
largely on the willingness of the
United ‘States 4o :cortinue exten-
sive ‘grants ‘or .Jeans, The pro-
longation-of Marshall -Plan .aid is
a spossibility -already discussed ~ix
In view «of -the
heavy ‘tax ~burden :already “borne
by - Ameriecan -taxpayers ‘and -the
prospeciive ~continued heavy ex—
penditures -for wmilitary spurposes
and -social -welfare, such a pre—
posal -is not -likely to get wide
acceptance, although the govern-
ment might make small-loans or
in individual cases for

as tourist travel, remittances, and

Americans ‘probably- offers: better
prospects, particularly: in connee-
tion: with' the Administration’s
proposal to develop economicabky
retarded - areas. ; i

The . attainment of free con-=
vertibility of European currencies
will- deperd largely on'the prog-
ress made during the coming years
in the integration of western Eu~
rope’s economies,  the.  bulletin
states.  If the.first steps in this
direction are gradually extended,
they might eventually result #m
the establishment of a western
European currency bloc in whiel
the currercy of each member
country would be frecely converti-
ble into- those of the-other mem-
bers and the settlements would -be
cleared through -one center, Sueh
a unit could contribute substan—
tially to the development of Eu-
ropean and world trade and the
restoration of free convertibility
of the currencies into dollars. Om
the other hand, if it were hemmed
in by exchange restrictions ‘it
could be a powerful weapon for
discriminating against the trade
cf nations not members of - the
bloc. Such a development, eof
course, ' the - bulletin = concludes,
would nct ‘be in the irterests of
the United Stales or-of world trade
in : general,

Export-impert Bank Granis New Loan to Mexice

The, Directors of the Export-
nouncedon Aug. 4 authorization

Import ‘Bank of Washington -am-
of ~additional credits in' the total

amount:*of - $17,900,000 for the rehabilitation: and -development of

‘Mexican’railroads. Two credits were extended, one of $12,900,000 te

Nacional Financiera, S.A., for®
the improvement of government-
owned National Railways of Mex-
ico, and the other of $5,000,000 to
the Southern Pacific. Railway of
Mexico, 'a wholly-owned subsid-
fary of the = Southern Pacific
Railway of the United States.

Both credits carry the full guar-
anty of the Mexican Government
and the Southern Pacific credit
represents a sharing ‘with this
private enterprise of funds pre-
viously earmarked for Mexican,
Government projects.

The credits are to be amortized
over a 12-year period and bear
interest at the rate of 3% % per

nnum,

The dollar funds are to be used
only for the purchase in the
United States ‘of equipment, ma-
terials and services for the reha-
bilitation and development of the|
two railways. They will be sup-
plemented by peso funds to be
supplied by the Mexican Govern-

Pacific, by that company.

“The improvements in the Mex-
ican railway system contemplated
under these credits,” said Herbert
E. Gaston, Chairman of the Ex-
port-Import Bank, “are part of a
general program of railway reha-
bilitation in Mexico for which the
Bank has previously lent $62 mil-
lion, of which $22 million have
been repaid.

“The combined dollar and peso
expenditures to be made on the
National Railways - will include,
besides the provision of new mo-
tive power and other equipment,
the .rehabilitation of roadbed anfl
service facilities so as to permit

more rapid traffic and more effi-
cient use of rolling stock, partiew—
larly on the main "international

lines from Mexico City to the ber—

der ‘at' Nuevo Laredo and frosa
Queretero to Juarez,

“A feature of ‘interest in con-
nection with this credit is that of—
ficers .and - engineers of the Na-
tional Railways ‘have-been work-
ing closely with the economic and
engineering staffs -of the Bank %o
plan the most efficient use of the
funds. = This . collaboration will
continue during - the . execution -&f
the improvements:on the railway™

-'There will be similar collabora-
tion, :Mr. Gaston -said, - with re~
spect to'the Southern Pacific im~

'provements, which include no me~

tive-power-or-+other rolling stoek,
but . are :confined ‘to -track -amd
roadbed rehabilitation, shop ard
signal equipment and other serv-
ice installations.

The Southern Pacific of Mexieo
serves the west-coast from Nogales:
(Sonora -and Arizona), where
junction is made with the South-.
ern Pacific of the U. S., 700 miles
south through a rapidly progress—
ing region to Guadalajara. Hs
traffic, which includes wintexr
vegetables as well as minerals for
American markets, has been grow-
ing in volume in recent years.

This is true also in the case of
the network of 7,300 miles of the
National - Railways, fotably the

lines from Mexico City to andy ™

through the industrialized regions
of North Mexico and to the
United States-border, 6% g

Y
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Fourth Round Wage Increase Means More Inflation

(Continued from page 4)
and rightly, an increasing share of
the savings through better tech-
nology, and a corresponding in-
crease in buying power or;frue

' wages.

What Standards For Wage
Increases?

It is a sad thing that the series
-lof post-war wage increases
granted by industry to workers
since the end of the war have not
provided more real benefits to

- labor than they have. The basic
difficulty is that wages do govern

- costs and that an increase secured
' by the steel industry is likely to
“sweep the.  boards” and go

~ through the whole economy. The
* result is that when one group re-

. --ceives ‘higher wages, others re-

ceive -similar increases, so that
when the first group comes to
buy the product of.the second,
the buying power of its increased
wages 'is no greater than it was
before the wage increase was re-
ceived. There isn’t any reason to
speculate -about what will happen
should a wage increase be granted
at this time. There is plenty of
experience on which to draw for
a judgment in this field.
Since 1946, as a layman, I have
. followed the arguments used in
support of the various rounds of
wage increases. Of these argu-
- ments the following stand out:

(1) Take-home pay.
(2) Purchasing power,
(8) Cost of living.

(4) Capacity to pay.

Taking up these arguments in
turn:

(1) The argument of take-home
pay was advanced immediately
after the end of the war to take
care of the sudden loss of over-
time and the shrinking work
week, Prior to the end of the
war, with Bernard Baruch I was
asked by James F. Byrnes, then
Director of War Mobilization, to
prepare a- report on -War and
Post-War Adjustment Policies. In
our report, Mr. Baruch and I
flatly predicted that far .from a
depression, as so many feared, the
post-war period ‘would bring “an
adventure in prosperity,” and that
the problems of the -post-war
period -would be inflationary in
character. During 1946, however,
certain government officials be-
gan issuing dire forecasts of 8 to
10 million unemployed. Need I

_yemind you how far “off the
beam” were these expectations of
government economists?

(2) From the fear of unem-
ployment and the fear of reduc-
tion .in current income from ‘the
shortened work week, the ad-
vocates of wage increases adopted
the purchasing - power theory
originated by Lord Keynes. The
idea was that the nation at that
time needed an increase in pur-
chasing power. Then as now,
ghete_was arecord volume of sav-
Ings in the ‘hands of the people,
The experience of the last three
years has gone far to discredit
Lprd Keyne_s and his theory. To
“glven an increase- in pay- ,to
workers in one industry — em-
ploying 3 .or 4% of the people
engaged in production—to be fol-
lowed by increases to other people
to a total of possibly 509% of the
labor force, with the result of
increasing costs to the other 50%,
provides a benefit to the first
group and takes from the second
group the same amount in the
process. Even if it had resulted as
expected, there would have been
no gain in real purchasing power.

(3) The high cost of living has
been used at other times when a
plausible case could be made out
that wages had lagged behind the
cost of living because of inflation,
It is noteworthy, however, that

~ whenever wages advance faster
than the cost of living or when

e cost of living drops, then the
argument is not used. The argy-
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ment is not being advanced now.

(4) As to the matter of capacity
to pay, I find that argument very
strongly advanced mnow. It was
certainly mnot advanced in' 1946
but was utterly disregarded. Why
was it disregarded? In the second-
half of 1945 the steel industry
failed by $65 million to earn the
amount of -profits used as ‘a
standard by the O.P.A. In other
words, capacity to pay is the basis
of the argument when the facts
support it and capacity to pay-is
not -even considered when it does
not support an advance in wages.
At this time the argument of ca-
pacity to pay is being urged very
strongly because of allegedly ex-
cessive corporate profits. I readily
admit they are large by compari-
son with the submerged level pre~
vailing in prior years, but I would
point out that still over a period
they -are -not -large enough in a
cyclical industry for a - sound
economy. If wage levels are to be
raised because of profits passing
any certain standard, then quite
obviously they should be lowered
when profits fall below the ac-
cepted standard. I have never
heard the latter argument ad-
vanced by any labor leader,” and
I do not believe it would be in
the long-range interests of labor
to have such a principle adopted.

Every year since 1946 the prob-
lem of wages in the steel industry
has been raised for consideration,
Such' of the above arguments as
suited the advocates for higher
wages were used as each occasion
demanded, and the other argu-
ments were not even considered.
There ~has been no attempt to
weigh all the above arguments on
every. occasion, much less to
weigh the factors affecting the in-
terests of the other elements of
the population. Over the years
there has been no set of principles
established on a sound  consistent
basis by which to judge the fair-
ness of wage rates,

To arrive at fair wage standards
it is essential to clear up certain
misconceptions of the nature of
profits and to bear in mind the
problems facing American busi-
ness, as well as workers and
farmers and other groups.

What Are Profits?

The first of the misconceptions
that becloud the issue is‘that the
public does not understand - the
general nature and size of 'busi-
ness profits. There is a general
public impression that corporate
earnings are revealed in a single
figure at the bottom of the in-
come account, when in reality this
figure is not a fact at all. By its
very nature it can be only an
estimate depending - upon ‘the
judgment of the man or men who
present the figure.

On the whole, corporate ac-
counting is excellent and has
served a useful purpose. It was
not developed, however; so -as to
provide a full understanding and
to afford a basis of judgment in
a period of inflation, such.as we
have had over-late years. Almost

|all the concepts on which corpo-

rate accounts are now. based were
developed in periods of compara-
tive price stability. The account-
ing profession has been wrestling
with the problem for the past sev-
eral years and .carnr find no ideal
solution.

A further part of the problem
arises from tax laws and regula-
tions because .of the need of de-
termining corporate income for
tax purposes on a yearly basis.
Basically the problem is that the
people expect the income figure
to be a cold, calculated fact—
when by its very nature it can be,
at best, only a -good judgment.

Depreciation
. One of the great difficulties lies
in the fact that, for tax purposes,

depreciation is figured as an an-

nual charge designed to cover the
original, historical cost of the

plant or equipment over the esti-
mated life of the property. That
‘was perfectly .adequate in a pe-
riod of relative price stability,
but it disregards the realities in
a time of inflation. I understand
from engineers that in the steel
‘industry a ton of ‘ingot capacity
could be created for -an invest-
ment of about $70 in pre-war
days.'I am also informed that the
present cost would be $300 per
ton, These plants do not:fold up
like-a one-horse shay. Parts of
the plant have to be renewed over
their entire life and no one can
make any even reasonably accu-
rate statement of their ‘probable
future life. And that creates the
difficulty of determining the
amount to be charged .to earn-
ings in any short period, to cover
the destruction of values of plant
which occur in the production
processes.

Every going. business has the
first objective of maintaining its
existence and yet it knows that if
it accumulates only enough cash
to represent the original, histor-
ical cost during the life of the
original equipment, it will cease
to be in business, following a pe-
riod of inflation, at the end of the
useful life of the equipment.

As a matter of simple logic, de-
preciation charges should be bas-
ed on the best judgment as to the
value of the property destroyed in
the period—not the original, his-
torical cost of the equipment, but
rather the present value, prob-
ably best represented by the cost
of replacement. Though the tax
laws do not recognize this sound
principle, some companies do try
to give the public their best judg-
ment as to their true earnings.

Any attempt to establish a true
trend of earnings for any com-
pany wherein this matter of ade-
quate depreciation is an important
factor is futile in a period of ex-
treme inflation. The simple fact
is that earnings are overstated in
an inflated economy under pres-
ent accounting practices.

Inventory Profits

Inadequate charges for depre-
ciation are not the only cause of
overstatement of corporate profits.
Few people understand the unreal
character of so-called Inventory
Profits, In a period of rising
prices, inventory profits are
bound to occur and to remain hid~
den- in ‘corporate income state-
ments. I

In order to explain the nature
of inventory profits, let us take a
simple illustration, Let us suppose

that a business owned one thou-~'

sand bags of coffee worth -$17 a
bag, or a total of $17 thousand, on

Jan. 1, 1946, and that every month:

thereafter the business sold a
thousand bags of coffee and re-
placed the inventory by an equal
purchase. If this process had con-
tinued uniformly over that period,
the business would find itself on
Jan. 1, 1948, as still having a

,thousand bags of coffee, but be-

cause -of inflation the value has
become $35 a bag, or $35 thousand
in total.--That mere difference.in
the price tags on the coffee would

result in an inventory profit of

$18 ' thousand, but the profit is
represented by coffee and. not
cash. 1Incidentally that profit

would be taxable at the 38% cor-|

porate tax rate, and on the stated
facts, the corporation would ac-

tually have to borrow $6,840 in

order to pay its income taxes.
Quite obviously 'these profits
would not be in the form of cash
and, therefore, could not be paid
out in wages to workers or in
dividends to stockholders or for
additional plant facilities. That is
a.curious kind of profit and it is
no wonder that the general public
does not understand it. The De-
partment of Commerce has ‘at-
tempted to make this plain. In its

reports upon national product
over recent years, it has made an

| the business. Just as fast as the

‘| increasing volume. Profits- may.

adjustment to exclude
ventory profits.
Another ' interesting -effect of
“changes in the price tags” -on the
coffee is that this little business
has to have more working capital
invested in order to handle :as
many bags of coffee as before.
This increase in working capital
may take the form of a higher
inventory investment or a larger
amount invested in accounts re-
ceivable. In addition, . as- .com-
modity: prices rise, the risk from
possible price declines is marked-
ly increased. . g

such in-

Surplus Misunderstood

Another confusion regarding
corporate aceounting arises
around the term “surplus” or “re=
tained earnings.”. Many people
think - that this figure is truly a
cash  surplus -beyond -the com-
‘pany’s neeéds.” It is' really only a
bookkeeping figure  which. shows
the source of funds invested in

accumulated - earnings - are in-
vested in the husiness, they are
no longer available for either
wages or dividends. In fact, as
they-are spent for property im-=
provement, they: go in large part
to labor. In the steel industry par-
ticularly, and its history proves it,
the earnings retained by the steel
companies  are _invested in new
plants, themselves largely con-
sisting of the products of the
workers in the steel industry.

Profits Depend Mainly on Volume

The foregoing -concludes-. the
discussion of those aspects of the
problem which are primarily of
an accounting nature. May I now
proceed ‘to a discussion of the
problem - from essentially the
business aspects, dealing with the
business problems rather than the
predominantly -accounting prob-
lems. o

It was not worth while in the
limited time I had available be-
fore my appearance here to at-
tempt to establish a forecast of
production. I assume this will be
a factor in the presentation by the
industry itself.

It is clear that the most im-
portant element having to do with
profits is volume. The problem
is too extended to cover except
in a few highlights. In this field of
thinking, business likes to cal-
culate upon the volume necessary
to reach a break-even " point.
Quite “obviously ‘ many _costs . of
production are more or less fixed
in their nature,- regardless of
volume, and a small volume cer-.
tainly results in a loss. Other
items of cost which are more or
less variable with the volume are
naturally not such a" governing
element. 0 }

I know only enough about the
steel industry to recognize that its
multitude of products, their
diverse character, and the size of
its production runs make it im-
possible to arrive at a dependable
and stable break-even point for
any company. These factors in the
steel business would make such a
calculation a pure speculation. To
explain merely the theory of the
break-even point, let us assume
that a-business has to produee and
sell the tonnage represented by
75% of its capacity in .order to
break even. If it sells less than
this .amount in actual perform-
ance, it will be losing money. As
it passes this break-even point,
profits . will. accumulate quite
rapidly because these fixed ex-
penses will be spread -over an

seem very high on the last ele-
ments of-the high volume. As a
rule of thumb, it would be ex-
pected that in a company with
75% of capacity as its break-even
point, profits would be twice as
high if operating at 95% capacity,
as if operating at 85% - capacity.
This may .explain the true nature
of "corporate -profits which are in
large part a by-product of several
items, of which volume is normal-
ly. the most important., This also

explains the risk that a business
faces a sharp diminution of profits
when it cannot attain a volume
near its capacity,

It might be stated another way:
that profits do not yary directly
as volume varies, but do vary al-
most in relation to the excess vol-
ume over the calculated break-
even point previously referred to.
I know I have oversimplified the
problem but I hope I have made
it clear. that it is this volume over
the break-even point that makes
profits, and-the loss of it which

.| makes - such profits vanish. The
|risk of ‘the loss of this volume

Is'a very important factor in de-
terminations such as you have to
make, Unless one can feel satis-
fied that current volume is going
to .continue, .one. must. not assume
that current profits will continue.

, A Rolling:Recession

During the past 9 months ‘this
country has been going through a
rolling recession, resulting -in -
some unemployment. As certain
inventories were liquidated, prices
and profits in the affected indus-
tries fell. This merely proves that
the. consumers boss the economy.
Of course we had gone through a
great war effort with tremendous
civilian shortages, During a great
part of the war, production went
to other purposes and not to serve
the public needs. Quite naturally,
at the end of ;the fighting war,

consumers’ home stocks of goods

were at a minimum and almost no
goods were stored up in the cus-
tomary distribution channels. As
the "accumulated demands were
met by a tremendous increase’in
production from 1946 through
1948, -and as the. previous short-
ages were replaced by adequate
supplies, people then surmised
that wartime and inflated costs
would disappear and that they
would be able to buy their current
needs at lower prices. As a re-
sult of the sharp curtailment ‘of
purchasing -in most industries,
particularly in the consumer
goods field, -production has been
cut back very sharply. This ad-
justment process has gone on /in
one industry after another, !
The steel ndustry on the con-
trary is stilBliving on orders re-
celved - many months ago and re-
sulting from the limitations on .
building construction during the
war, the unavailability of many
items . ‘of -equipment -during the
war, and ‘the. prospects for. im-

-proving -business- which created a

feeling of confidence from the end
of the conversion period following
igza war -until -about the end -of

Business Capital Expenditures

Throughout a large part of in-
dustrial management a great deal
of the industrial -expenditures
planned prior to a year or so ago
are now in process of completion
and current expenditures are pro-
viding a -good volume of business
in the building field and in the
equipment field; but. incoming or-
ders in these industries, in gener-
al, are declining. There has been
a period of uncertainty for some
months past. Projects under way
are being completed but there are
almost no decisions to appropriate
funds for future expenditures.
These appropriations will not be
resumed, in my opinion, until the
future prospects for business can
be seen more clearly and until
business confidence is restored:

There is no mystery about this
matter -of business confidence. ‘I
exists whenever the hope of a rea~
sonable profit- exists. "If one were
to study. the “relation between
business expenditures-and the na=
tional income, he would come to

.the conclusion-that in the past the

economy has been healthy when-
ever 10% or more of the national
product is being spent for business
purposes. In every case a marked
depression has existed when less
than this amount was being spent
for this purpose. ;

I would not venture when the
current decline in business confi-
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dence will impinge upon the vol-
ume of steel production, but I am
quite certain- it will impinge upon
it as soon as the: projects now
-under: way. are completed. Our
steel industry met the demands of
the great war, and in four short
years since, has met all accumu-
lated needs, I cannot believe it
will run at full capacity or near
it over any extended period.

Some Steel Demands Abnormal

It must be apparent that margi-
nal volume is very necessary. for
the  industry. The prospects for
Toreign business are also, at best,
uncertain and are probably dxs—
couraging. Nearly  all foreign
countries ‘are reporting a short-
age of dollar exchange, which of
course limits their ability to buy
American products. If the costs of
Amerjcan products are increased,
that will .be a still further limit-
ing factor. On the foreign side of
the picture, there are recurring
'reports of probable devaluations
of foreign currencies- which will
-educe foreign costs of production
%-as to make these foreign costs
competitive.

It is fair to assume that some
day this ‘country will end or cur-
tail’ Marshall Plan aid and will
likewise cut 'its own  armament
program. No one can forecast
when these steps will be taken. In
the meantime, there will be a
moderate demand for steel crated
by our preparedness actions and
possibly - also by the proposed
Military Aid Program under  the
Atlantic Pact. In all probability,
steel gets'a part of its present
volume from these situations,
Whenever this buying ceases, steel
profits will ‘decline faster than
does volume.

If it be true, as I-believe, that
business ‘ confidence is shaky at
the present time, that business ex-
penditures are: likely to lessen in
the future, and that abnormal de-
mands for steel for the defense
program and for export are likely
to "dwindle—then it is probable
that the rolling recession " will
_catch up with steel. In short, steel
bas yet to take the “bath’” already
taken by other industries.

" 'The Investor and the Growth of
the Steel Industry

The subject of the future profits
of the steel industry cannot very
well be dropped without raising
the question of how a substantial
rise in wage costs, and a conse-
quent decline in profits, would
. affect the investor, the technolog-
ical progress of the industry and,
in the long-run, the worker him-
~ self. Just where does the investor
come into this picture?

An inflation period such as the
present puts a great strain upon
the working capital’ of - industrial
corporations. Inventories require
more money and, in an advancing
inflation, still more. Accounts re-
ceivable tie up additional funds.
‘When the. concern hasn’t capital
itself to meet such needs, they can
generally be financed'to some ex-
tent by short-term bank loans.

Beyond this, however, corpora-.

tions can. secure their require-
ments for capital investment only
from:two sources: either through
(1) investors who are willing to
put up the funds, or: (2) the re-
tention of earnings.
~~When ' the - corporation desires
to secure funds from' public in-
vestors it incurs obligations in the
form of either a debt structure or
some- form of equity. In general.
the debts bear such a low rate of
interest - that - investors in ‘their
search for security place a very
definite limit upon the amount
that a company can borrow. As
- the equity securities bear the en-
tire risk of failure, they must pay
a higher return in keeping with
the public’s appraisal of the risk
involved in the particular com-
pany. That appraisal -will depend
largely on the established earning
capacity. There isn’t any reason to
burden you with details in this
regard, but it is substantially ac-

curate to say that the pubhc is not
interested at this time in steel
equities. In general these equities
are selling in the public market
on the Stock Exchanges at prices
substantially below the historical
cost and obviously’far below the
replacement costs of the assets.

As of the early part of Aug. 11
steel stocks were currently ap-
praised by public opinion at an
average of approximately 58%. of
book value, figured on historical

costs as of the end of last year.|.

In terms of earnings and divi-
dends, the lack of investor con-
fidence in the steel stocks is fur-
ther revealed by a few figures
comparing steel companies with
companies in the drug and tobacco
industries, using the latter merely
as examples. Relating prices in
the early part of August to the
annual rate of earnings shown for
the first-quarter of 1949, the latest
quarter -available, 11 steel -stocks
were selling at only 2.2 times such
yearly . earnings, 10 drug stocks
were selling at 9.2 times earnings,
and 9 tobacco stocks were selling
at 11.3 times earnings. These same
11 steel stocks showed a yield on
market value of 8.3%; whereas
the. drug stocks showed a yield
of 4.8%, and the tobacco stocks
a yield of 5.9%. It is quite evident
that a yield of over 8% is required
to attract investor interest to steel
stocks, obviously because of the
fear that these dividends will not
be continued. The same fear is
what governs the low pnce-earn-
ings ratio of 2.2 prevailing in the
case of steel stocks. Thus, steel
stocks at a yield of 8.3%, with the
current market price representmg
only 58% of the historical invest-
ment, are no more attractive to
investors than drug stocks and to-
bacco stocks, though the latter
yield much less and sell at a
much higher relationship to cur-
rent earnings.

The desire for security has be-
come so widely spread that there
is little interest in taking risk.
Strangely enough, it seems that
the desire for security ‘has - de-
stroyed the desire for securities.

" Stockholders’ Position

Stockholders as a group have no
political power with which they
may protect themselves. The
stockholder is truly the forgotten

man in recent years. His securi-|

ties have gone down in value dur-
ing the inflation starting in 1946,
The increase in cash income which
stockholders have received
through dividends does not ap-
proach the increase in cash in-
come which many other elements
of the population have received.

The market price of equity se-
curities, particularly in-the steel
industry, reflects the publi¢ doubt
that corporations will be able to
maintain a volume much beyond
their break-even point. The pub-
lic expects that, on top of the al-
ready high break-even ‘point in’
all American - corporations, - the
great clamor for still higher-wages
will raise break-even points- still
higher and that profits will be
still further reduced, with cor-
responding reductions in
dividends and a still more limited
buying - power inherent m these
smaller dividends.

This is a situation basxcally un-,
fair to investors, and not in the
long-range mterest of the country

nor in the long-range interest of.

its workers. One class may gain
temporarily at the expenses of
another, but over the long run
business can succeed only if it
treats fairly with three elements:
the consumers who use-its prod-
ucts, the investors who supply the
needed funds, and the production
workers. - There is no way of co-
ercing the user to buy or the in-
vestor to invest, and yet if they
do not willingly cooperate by sup-
plying the demand for the prod-
ucts and the funds needed Tor
growth, companies cannot grow
and there cannot be full employ-
ment.

The need is for a fair decision

all three elements involved in
production — stockholders, work-
ers and consumers. If one class
gets ‘more than its share, the
others must get less than their
share, although all are needed to
cooperate in the joint venture,
This is what I mean by recog-
nizing the essential mterdepend-
ence of all of the elements in-
volved in production.

The Requested Wage Increase
To summarize my position. on
the question now ' before . this
Board I wish to state, flatly and
without reservation:

(1) The granting of an increase
in steel wages would lead to a
national “pattern” of another
round of wage increases;

(2) To increase wage and sal-
ary payments for all workers by
the 30 cents an hour requested by
the steel unions would increase
total la:or income and costs by
more than $25 billion;

(3) This $25 billion would have
to come from somewhere:

(a) If it were to come out of
corporate proflts before taxes,
as the union is suggesting that
it should in the steel indus-
try, it would completely wipe’
them out. It is hardly necessary
for me to spell out what a cat-
astrophe this would create. In
the first place, income tax re-
ceipts from this source :-would
be wiped out. In the second
place, businesses would neither
have any money to spend for
further capital expansion nor
any incentive for spending it, if
they had it. It is only too obvi-
ous that under such  circum-
stances the economy would be
plunged promptly into a de-
pression.

(b) On the other hand, if this
$25 billion were added to
the sales prices. of corporate
products, the.  burden of the
wage increase would be passed
on to the American consumer.
Then we would, of necessity, be
‘“off to the races” on the fourth
leg of our post-war inflationary
binge, assuming, of course, that
consumption would continue at
present high levels in the face
of  such a pronounced increase
in prices. Should the Ameri-
can consumer balk at a further
substantial rise in his cost of
living—in other words, if the
price increases in question were
to put the products of Ameri-~
can industry beyond the reach
of the American consumer—we
would be faced with the specter
of increasing unemployment

. and rapid recession, °

These wage demands confront
the nation with the unlovely al-
ternatives of either a substantial
rise in the cost of living, or a
serious increase in = unemploy-
ment. We cannot for a moment
countenance either.

The question at issue here is not
whether  corporations can pay
higher wages—though it has been
made to appear so. The question
is: Is it wise to attempt to com-.

pel business to pay higher wages’

at a time when the interests of
the country require a general
lowering of costs to stabilize our
economy and maintain full em-
ployment? =

In a period in world history
when a strong America is essen-
tial to the continuity of our way
of life, to risk undermining the
entire business = structure, = and
even the national  security, for
transitory gains to a small portion
of the total population is inde-
fensible national policy.

Bache Co. Adds

(Specia] to THE FINANCIAL CHRONICLE)
CHARLOTTE, N. C.—Philip D.
Small has become associated with

among the respective interests of  Bache & Co., Johnston Building.

Says Federal Reserve Can Supply
‘Unlimited Credit

Annual Report of Board of Governors of the Federal Reserve Sys-
tem, covering operations for 1948, holds problem of credit expan-
sion as well as credit restraint centers in supply of bank reserves,

over -which Board now has

almost complete authority.

The Annual Beport of the Board. of Governors of the Federal
Reserve-System covering its operations during 1948, which was sub-

mitted. by Chairman Thomas B,
recently released and,

McCabe to Congress, has been

in addition to reviewing Federal Reserve

policies ‘and
recent ~devel-
opments - dur-
ing the ‘year,
discusses the
situation in
the: light of
recent ‘read-
justments
{rom ar: mﬂa-,

‘tionary " to a’

deflationary
economy.,
According
to the Report:
“The bank-
ing system
has emerged
irom the long
period 'of ' inflationary pressures
exceptionally well equipped to
meet changed conditions, - Banks
have a large proportion of their
assets in liquid and riskless form.
Loans are close to record volume
but cash and goverrment securi-
ties - constitute -about two-thirds
of all assets of commercial banks.
This is a somewhat larger pro-
porticn than in 1939 and more
than twice that for 1929. - The
volume of highly speculative loans
appears much smaller than has
often been the -case in the past.
Mortgage loans,” which have ex-
panded rapldly on the basis of
high property -values, are gener-
ally on a betier amortization basis
thar. was previously customary,
and a large portion of them are
insured by government agencies.
“The I'ederal Reserve System is
also much better equipped than
ever before to meet the credit
needs of the economy in a period
of downward readjustment.
Through open ‘market operations,
the System has virtually unlimited
means of supplying the money
market with additional reserves,
if the situatior should call for
such action. The Reserve Banks
have -apout $23 billion of gold
certificate reserves, only half of
which are currently need to meet
gold reserve requirements.  Ac-
cordingly, the System could more
than double 'its note and deposit
liabilities. Furthermore, the Bank-
ing Act of 1935, by removing some
of the technical limitations on the
lending furctions of the Reserve
Banks, placed them in a position
to lend to member banks on any
assets considered to be acceptable
as security for advances. 'This
makes possible a liberai lending
‘policy on the part of the Reserve
Banks. Also, the Reserve Banks
have authority to make so-called
Section 13b  loans . for working
capital purposes to busiress and
industry when other credit is un-
available,
- *“Although the Federal Reserve
System ‘has substantial powers to
act for the purpose of counter-
acting contraction of credit, -the
System continues to lack adequate
means of coping with a recurrence
of strong inflationary pressures.
This country has a virtually un-
limited potential for further ir-
crease in deposits and bank re-
serves as well as for a more rapid
use of money. The volurae of de-
posits and currency outstanding is
nearly three times the maximum
prewar level, and the turnover of
bank deposits is currently less
rapid than it has been in previous
periods of high economic activity.

Spendirg for all purposes could
be considerably expanded through
more active use of the money sup-
ply alrcady outstanding.

“The problem of exercising

Thomas B. McCabe

credit restraint in the United

States, or of encouraging expan-
sion, centers on the supply of bank
reserves. While individual banks
obtair or lose reserves largely
threugh the shifting of deposits
among banks, the banking system
as a whole acquires reserves- in
tbree major ways: imports of gold,

tion, and purchases of governmeng

 securities by the Federal Reserve

Banks. If credit expansion, during
a period of inflation, is to be held
in check, additioral reserves aris-
ing principally from these sources
have to be absorbed or unmobil-
ized,

“Commercial banks alone hold
more than $60 billion of market-
able government securities, which
‘they can convert at will into re-
serves capable of supporting am
enormous credit expansion, The
exceptional and assured liquidity
of the barking system, which is an
element of strength in a period of
recession, can be a source of dan~
ger in a period of boom. Alse,
sales of securities to the Federal
Reserve from the large volume of
nonbank holdings can create ad-
ditional reserves.

“As the Board has pointed out
in. previous Annual Reports and
other siatements, large-scale sell~
irg of government securities ‘to
the Federal Reserve increases the
supply of money and of bank re-
serves and thus accentuates in-
flatlonary pressures . when pro-
duction is insufficient to satisfy
demand. Continuous market trans-
actions aggregatlng large amounts
are irevitable in view of the large
volume of marketable government '
securities outstanding and the
wide distribution of their owner-
ship. Ther: efore, regular and active
participation in the market by the
Federal Reserve is necessary for
the maintenance of orderly con~
ditions and the vrevention of un-~
necessarily: \Vlde fluctuations n
prices.,

“In earlier periods when tbe
public debt was a relatively smalk
part of the debt structure, there
was litlle or no need for support—
ing the market for government se~
curities and, therefore, no prob~
lem of ‘dealing with additional
bank  reserves created through
support operatiors. Fecderal Re~
serve policies could be and were
directed - primarily toward the
maintenance of ' the volume: of
bank reserves and the cost of ob~
taining reserves at levels that
conformed 10 the current needs
of the economy, With a large gov-~
ernmeit debt which is likely to
be a dominant part of the debt
structure for many years, the Fed~-
eral Reserve has to cope with the

orderly government security mar-
ket and ‘exercising control over
the volume of bank reserves.”

With Stewart, Scanlon Co.

(€pecial to THE FINANCIAL CHRONICLE) g

SAN FRANCISCO, CALIF.—
Thomas J. White has become con-
nected with Stewart, Scanlon &
Co., 216 Montgomery Street, mem-
bers of the San Francisco Stock
Exchange. He was previously with
King Merritt & Co. and First Cali-
forria Company.

With Hannaford & Talbot
(Epecial to THE PINANCIAL CHRONICLE) '
SAN FRANCISCO, CALIF.~—

Harold H. Domeny has been added

to the staff of Hannaford & Talbot
519 California Street,

return .of currency from circula~ -,

dual problem of maintaining an -
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ed in many lines at virtual capa-
‘city levels, it was not uncomi.on
_to find that businessmen and oth-
ers looked upon the situation as
an abnormal one, They recognized
that it was brought about by a
combination of such forces as the
large backloges of consumer and
business demands, a substantial
inflation of the monetary stream
during the war and postwar years,
and the expansive atmosprere of
a period of inflation that induces
businessmen to increase their
stocks of goods and materials and
expand their operations. In other
. words, most businessmen realized
that sooner or later a charge from
conditions of inflation to deflation
would occur and that when the
turn came there would be an ad-
justment of values and production
to levels more nearly approxi-
mating those that they conceived
as “normal.” The decline that has
taken place in manufacturing and
mining activity represents, = at.
least in part, the type of adjust-
ment that businessmen antici-

< pated.

Although it is possible that the
adjustment may have proceeded
farther in some lines during the
past six or eight months than was
either desirable or necessary, it is
unlikely even at this time that the
process has been completed. For
example, the automobile industry
hag avoided a postwar adjustment
to date, but it is improbable that
it can be avoided indefinitely;
there are indications that the steel
industry, manufacturers of ma-
chinery and major durable goods,
and numerous other industries
still may be vulnerable to further
adjustment. At the same time,
‘however, there are industries,
- such as crude oil production, cer-
tain types of cotton and wool fab-
rication, and.some of the minor
durables, which shows signs of at-
taining a somewhat better degree
of balance and stability. More-
over, elements of support may de-
velop from the operation of na-
tural economic forces and may be-
come factors in shaping the over-
all situation.

In appraising the trend of pro-
duction it is important that con-
sideration be given to develop-
ments affecting inventories, be-
cause ‘inventory policies and the
level and condition of stocks of
goods have a direct and deter-
mining influence on manufactur-
ing output. Since the first of the
- year the volume of consumer ex-
penditures and the physical vol-
ume of goods moving through re-
tail trade channels have compared
rather favorably with figures of
the comparable period of 1948, al-
though the physical volume  of
goods manufactured has declined
sharply. Obviously, the goods
which have been passing on to
consumers have been drawn to an
increasing extent from the stocks
of manufacturers, wholesalers,
and retailers rather than from
new production, as sellers have
followed the practice of “living
off their inventories.” Inventory
.. figures reveal the fact that fac-
.. tory output has not entirely re-

placed or offset inventory con-

sumption, for the book value of
manufacturers’ inventories de-
clined during the first five months
_of the year by $1,239,000,000;

wholesalers’ mventones $643 -
000,000; and retailers’ inventories,
by $357 000,000. Duting the same
period, sales of manufacturers
and wholesalers showed declines
of only 3% and 1%. respectively,.
while sales of retailers increased
by about $90,000,000.

As soon as it became apparent
that the general economic trend
was pointed in a deflationary di-
rection, businessmen at all levels
of distribution began to take

-positive measures to reduce
stocks, not only to bring inven-
.. tories in better relationship to an
anticipated lower sales volume

but alsp to minimize inventory
depreciation resulting from de-
declining prices. Consequently,
buying policies changed promptly
from comparatively long.forward
commitments to hand-to-mouth
buying on a carefully selective
basis, while orders placed for ad-
vanced shipment were cancelled
in substantial amounts. . This
development of caution in busi-
ness buying was reflected in a
shrinkage of demand for, new pro-
duction and, consequently, ex-
erted a direct impact on manu-
facturing activity. On the other
hand, consumer demand, which
continued comparatively strong
but very selective, was met by
retailers who drew on their in-
ventories. . Moreover, - increasing-
.y aggressive merchandising poli-
cies, especially at the retail level,
tended to stimulate consumer ex-
penditures. Store-wide clearance
sales, special promotions, and
featured markdown offerings
have been received very favorably
by consumers, who have exhibited
an effective demand for goods but
who have become extremely

value-conscious,

Inventory Adjustments Completed

It is not probable that business-
men have completed their inven-
tory adjustments and have
bought their stocks of goods down
to the desired levels. On the
contrary, reports seem to indicate
a further inventory liquidation for
the next few months, despite the
progress made in improving the
situation during the second quar-
ter of the year. It is significant,
however, that production has
been falling below consumption—
this -is attested by declining in-
ventories at the different levels
of distribution. This condition of
new factory output running at a
level lower than is warranted by
current sales to consumers will
continue only until businessmen
believe they have reached a point
of balance in their inventories,
both from the standpoint of quan-
tity and quality. At that time,
replacement buying in amounts in
line with the then existing sales
volume will reappear and check
or possibly reverse the declining
production trend. How long this
process of adjustment of inven-
tories will require will depend in
a large degree on the success of
businessmen in maintaining sales.
If consumer expenditures can be
maintained at approximately the
level of the second quarter of this
year, and if recent success in re-
ducing stocks can be continued,
much of the inventory adjustment
may be completed comparatively
soon,

The importance of vigorous ef-
forts by businessmen to maintain
the flow of goods and volume of
consumer expenditures in the
neighborhood of levels reported
during the first two quarters of
this year is very great as a factor
in determining the orderliness of
the progress adjustment. Personal
consumption expenditures were
at an annual rate of $176,600,000,-
000 during the first quarter of
1949 and $175,000,000,000 during
the second quarter as compared
with ' $172,500,000,000 and $177,-
300,000,000 dumng the same pe-
riods of 1948, Although the
trends during the two periods
are in opposite directions, the
comparison nevertheless is very
favorable and reflects both a con-
tinuing demand for goods and
services and a substantial avail-
ability of purchasing power in
the economy.

It has been stated that con-
sumers have become increasingly
value conscious and critically
selective in their purchases  of
merchandise and services. = This
attitude developed gradually as
capacity  production increased

supplies to the point that back-
logs of pressing demand were
eliminated and urgent buying no

longer was necessary and as un-
balanced price increases priced an
increasing number of consumers
out of the market for goods and
services, at least temporarily. Just
as it is a difficult, time-con-
suming, and sometimes painful
process to reduce excessive inven-
tories, so is it a painful ‘and slow
task to restore a sound state of
balance to the price structure. To
a considerable degree the adjust-
ment through which the Nation
is passing is a price adjustment,
and consequently the problem of
how to meet the price situation is
proving to be one of the most
vexing problems confronting busi-
nessmen,

Although there have been ex-
ceptions with respect to a number
of individual materials and prod-
ucts, the decline in prices from
the peak levels reached in 1948
has been surprising orderly. Even
the sharp declines in the prices of
agricultural products late in
January, 1948 and again in Janu-
ary, 1949 and the more recent
break in the prices of certain
nonferrous metals did not spread
in full degree to other areas to
set off a typical postinflation price
crash. On the basis of general in-
dexes, the decline in prices has
been most marked in the 28 basic
commodities, which declined by
the end of June, 1949 to 231.9%
of the 1939 average from 329.7%
in June, 1948, the level to which
the index has recovered follow-
ing the break in prices that oc-
curred during the preceding Janu-
ary. Wholesale prices reached a
peak in August, 1948 at 169.8%
of ‘the 1926 average, and then
moved downward steadily and in
June of this year were 154.0% of
the base year average. The cost
of living as measured by the
B.L.S. index also reached its high
in August, 1948 at 174.5% of the
1935-39 average and since that
date has moved downward very
gradually to 169.8% in June. In
brief, during these roughly ap-
proximate periods, average prices
of basic raw materials declined
29.6%; wholesale prices showed a
decline of 9.3%; and the cost of
living 2.7%. =

These figures indicate that the
usual lag in price movements
from one level of production and
distribution to anothér has char-
acterized price trends during the
past 12 months. Of course, it is
not to be expected that wholesale
prices would necessarily show the
same proportionate - decline as
prices of raw materials or that
the decline in retail prices should
of necessity keep pace with the
movement of wholesale  prices.
The marked differences in rate of
decline, however, seem to forecast
a further adjustments at' the
wholesale and retsil levels; in fact,
some further decline in raw ma-
material prices is also a possi-
bility. The question is hardly
whether the downward price
trend will continue into the next
few months but whether such a
decline will continue to be grad-
ual and orderly.

Businessmen may feel that, con-
fronted as they are with a high
wage structure and declining de-
mand at current prices, their pric-
ing problem is well-nigh in-
soluble, However, it should be
recognized that the pricing ad-
justment will be made one way
or another—either by voluntary,
farsighted pricing actions by re-
tailers, wholesalers, and manufac-
turers, or through the pressure of
natural economic forces resulting
from declining sales and reflected
in more intensive competition and
finally price-cutting, regardless of

the consequences. During recent

months there have been several.
developments which seem to indi-’

cate that voluntary corrective
pricing actions may prevail and
that the economy may be sparcd
the strains of the. more drastic

course, although this is by no
means a certainty.

Trend Toward Lower Production
Costs

Favorable factors which may
induce wvoluntary price adjust-
ments are an outgrowth of a
number of developments pointing
toward lower ' production costs
per unit of output. First, raw
material prices have experlenced.
sharp reductions and, as high-
priced inventories are worked off
and replaced with lower priced
stocks, material costs will shrink.
Second, as a result of production
cutbacks, expensive overtime
wage rates are being eliminated
rapidly. Third, the cost-saving
benefits of new equipment in-
stalled during the postwar period
are beginning to be reflected in

an -improved efficiency of pro--

duction. Fourth, businessmen
confronted by this cost-price ad-
justment problem are actively
seeking ways to improve the ef-
ficiency of their operations by
eliminating wastes which no
longer can be tolerated. Fifth, the
more intense competition in vir-
tually all lines of business is forc-
ing the adoption of better sales
and production methods. Sixth, as
the labor market has tended to
weaken somewhat—for instance,
in manufacturing industries and
in ' construction — workers have
become more concerned as to
their job security and, hence have
improved their work attitudes and
and their labor efficiency.

Unfavorable possibilities in the
cost-price situation, on the other
hand, include the fact that some
businessmen are reluctant, even
under circumstances such as pre-
vail, to undertake to move mer-
chandise at prices involving a
smaller than normal mark-up or
possibly some loss until forced to
do so by the pressure of economic
circumstances. Then too, con-
sumers and business purchasers,
realizing that the price trend is
downward, may reduce or defer
their purchases as they wait to
buy at the very bottom of the
price movement, There is certain
to be a cautiousness in purchas-
ing under prevailing conditions,
but sales developments of recent
months seem to support the view
that realistic price reductions
may help to support sales volume
by uncovering new layers of de-
mand but that trifling and’.ob-
viously insignificant price reduc-
tions fail to attract buyers. In
fact, they may have the effect
of discouraging purchases, as
buyers decide to wait for the real
price reduction which they feel is
sure to follow eventually. Finally,
there is the ever-present danger
of - wage rate increases which
might have the effect of increas-
ing production costs and thus
tend to prevent price reductions
which might otherwise be made.
The gains obtained from improve-
ments in productivity should be
reflected in wage rates of the
wage earner and in lower prices
for the consumer; however, unless
wage rale increases can be ab-
sorbed - by greater productivity,
they tend to add to production
costs. - Under - ‘existing  circum-
stances ‘neither management nor
labor should increase production
costs. On the contrary, they
should bend their efforts toward
the -objective of achieving lower
costs through' more productive
management and labor.

Large Agricultural Production

In the important area of agri-
cultural production, estimates at
midyear indicate that the volume
of crops and livestock that will
be produced during 1949 will ap-
proximate the unusually large
production of the preceding year.
Large planted acreages—slightly
larger than those of 1948 — to-
gether with generally: favorable
weather conditions over most of
the country, seem to assure a very
large volume of production. To
some extent the large . acreages

planted in 1949 are the result of a
generally favorable price outlook
for agricultural products and at-
tempts on the part of farmers to
establish favorable bases for acre-
age allotments, if such should be\
established in connection ‘with
production control programs for|
the year ahead. The Nation’s/
problem in connection with agri-
cultural production certainly? is
not one of shortages in any of the
major crops or in livestock prod-
ucts but, on the contrary, is one
of over—supply and surplus pro-
duction.. This fact, of course,
tends to magnify the xmportance
of a sound solution to the agn—
cultural price problem,

Although weather condltlons,
insect damage, and other unpre-
dictable developments may influ-
ence the production of major crops
during the growing season, rough
estimate - point toward a cotton
crop of some 15,000,000 to 16,000,
000 bales—possibly even large,
—in 1949, as compared with
crop of -about 14,800,000 bales:
1948; a corn crop of more tha
500,000,000 bushels or only sligM®
less than the record-breaking crop
of last year; a very large wheat
crop estimated in the neighbor-
hood of 1,200,000,000 bushels, as
contrasted with a wheat crop:in
1948 of approximately 1,300,000,-
000 bushels; oat production esti-
mated to be about 100,000,000
bushels less than the 1,500,000,000
bushel crop of last year; and a rice
crop of about 86,000000 bushels,
about 5,000,000 bushels in excess of
last year’s crop. Itisexpected that
during the. remaining months :of
this year cattle and hog market-
ings will be very large, but de-
spite this probability the live-
stock population at the end of this
year should compare favorably
with the number of livestack
farms and ranches at the begm-
ning of the year.

From the short-run point ‘of
view, the agricultural price situa-
tion does not appear to be seri-
ously threatening. Prices of vir-
tually all of the major agricul-
tural crops are now so near to the
support levels that, assuming gz
continuance of effectlve suppért
during the months ahead, there ix
little probability for a further
substantial decline. This does not
mean, of course, that agrlculiural
pnces would not decline to lower
levels if it were not for the sup-
port program, but there is nothing
in the picture at present that in-
dicates a policy on the part of the
government 10f permitting subt
stantially lower support prices
during the remainder of this year.
Livestock prices, which rose dur-
ing the Spring months, are ex-
pected to show -declining ten-
dencies during the last half of the
year as increased marketings
exert their effect on the price
structure.

Since agricultural production
probably will compare favorably
with the production obtained in
1948, the trend of farm' income
will be influenced primarily by
the extent to which agrlcultural
prlces decline during the remain-
ing months of the year. Cash re-
ceipts from farm marketings for
the country as a whole during the
first six months of 1949 were
about 6% below the same period
in 1948. At the same time, how-
ever, farmers’ production . ‘ex-
penses showed a slightly smaller
decline, with the consequence that
farmers’ net income for the first
half of the year perhaps was in
the neighborhood of 10% below
that received a year ago. Viewing
the year as a whole, it is believed
that farm net income will be
somewhere in the range of from
7% to 10% lower than the very
high level of income received in
1948.

Developments during the fu'st
six ‘months of this year in the con-
struction industry resulted in a
somewhat larger volume of con-
struction than had ‘been  antici-
pated. Itis true that private con-
struction declined from levels of a
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‘year ago, but this decline was off-
set by increases in public, con-
-struction by Federal, state,.and
other governmental agencies. To-
t3l private construction in June is
. estimated at approximately $1,240,-
050,000 as compared with' $1,348 -
000,000 in June a year- ago; but
figures for public :construction
‘during the two comparable
months rose from $406,000,000 to
. $518,000,000. As a result of these
. developments, total new. construc-
tion in- June of this year- was
fractionally above the volume re-

ported during . the comparable |

month in 1948,

. A comparison of new construc-
tion expenditures during the first
six months of 1948 and the first
six months of 1949 shows a total
of $8,453,000,000 during the latest
period as compared with $7,720,-
000,000 during the earlier period.

' A steady, strong demand for vari-
ous types of construction, together
with somewhat lower construction
costs, much better availability of
materials, and a more adequate
and somewhat more efficient la-

par supply, all have combined to

~wring about this unexpectedly fa-

vorable development in the con-
struction area. .

- During the remadining: months

...of this year, estimates seem to in-
dicate - that. private construction-

“will continue to run at a some-
‘whatlower level than last year
but that this decline will be offset
by. further increases in public

“construction; consequently, the to-
tal volume of construction in 1949
should approximate and possibly
may exceed slightly the total re-

" ported for the préceding year.
Therefore, as a source  of income-

and as a factor in the demand for
labor, it is possible that activity
in the construction area of the
economy - may continue to give
needed supvort at -a time when
“trends in other areas of the econ-
omy are shifting downward.

« No Credit Excesses Apparent

" One of the features of this pe-
riod 'of economic adjustment is
that it was not preceded by a
*-period of credit excesses, either
in the banking field or in the
‘security markets. Consequently it
/ has not been necessary to face ex-
treme or severe liquidation of past
¢redits. Since the first of the year
there has been a steady decline in
fotal loans of the weekly report-
irg member banks in leading
cities of the country, largely as
a result of a steady shrinkage in
the volume of commercial, indus-
trial. and agricultural loans, The
decline that has occurred, how-
ever, has been orderly and has not
been caused by credit stringency
at the banks of the nation but,
instead. has been the result of a
declining demand for loans by
businessmen - who have found
-their need for bank credit less
strong than it was during the in-
flationary period. ¢
The fact that an overextension
of credit, was avoided during the
upward phase of the business
eycle has contributed a consid-
erable element of strength to the
economy during this period of
economic adjustment because it
has not been necessary to subject:
businesses to forced credit liqui-
dation. The banks of the country
are in an exceptionally strong and
liquid condition and are able to
meet any reasonable financial re-
guirements that might arise in the

business, industrial, or agricul-
. tural sectors of the economy dur-
*ing the months ahead. Moreover,
money rates continue at com-
paratively low levels and recent
announcements of the monetary
and credit authorities show that
eredit- policy during this period

. will be directed toward the end

of making available an adequate
supply of bank credit to prevent
that factor from being restrictive
in any sense. ; )

The "“Chronicle” ‘has' received
a copy of the Bill .(S.2408) intro-
! auceda by sen-
ator J. Allen
Frear, -Jr.
" (Dem = Del.)
and noted in'
last week’s is-
sue, p.25. This
measure
would extend
the power of
the Securities
and Exchange
Commission so
as to require
reportsand
data from
concerns,
whose securi-
v ties are not
listed on any registered exchange,
the same information, that is now
required from registered corpora-
tions. The bill would exempt com-
panies . wifh less than $3 million
of assets or having stockholders
fewer than 300.

The complete text of the Bill

follows:
: A BILL

To amend the Securities Exchange
Act of 1934, as amended.

. Be it enacted. by theSehate-and’

Sen. J. A Frear, Jr.-

United States 0f :America in Con-.
gress assembled, “That:section. 12
of the Securities Exchange:Act of
1934, as.“amended, - .is...hereby
amended by adding thereto a new
subsection (g) reading as follows:

“(g) (1) Every issuer whichy.is
engaged in interstate commerce or
‘in.. business . affecting - interstate
commerce,- or the securities of
which are regularly traded by use
of the mails or any means or in-
strumentality of interstate com-
merce, shall file with the Commis-
sion, with respect .to each of its

statement containing such infor-
mation and documents as may be
required in respect of an applica-
tion to register a security pursuant
to subsection (b), and such sup-
plementary and periodic informa-
tion, documents, and reports as
may be required pursuant to sec-
tion 13 of this title in respect of a
security so registered. Whether or
not a registration statement has
been filed pursuant to this sub-
section, the provisions of sections
14 and 16 of this title shall apply
with the same force and effect as
if all the securities of any such
issuer were registered pursuant to
subsection (b)

“(2) The provisions of this sub-
section shall not apply in respect
of any security issued by—

“(A) Any issuer which has
less than $3 million in assets;

“(B) Any issuer all the se-
curities of which are held di-
rectly or indirectly by fewer
than three hundred persons;

“(C) Any issuer all the se-
curities of which are exempted
securities;

“(D) Any issuer which is a
bank;

“(E) Any issuer organized
and operated exclusively for re-
ligious, educational, benevolent,
fraternal, charitable, or reform-
atory purposes and not for pe-
cuniary profit, and no part of
the net earnings of which inures
to the benefit of any private
shareholder or individual.

“(3) The provisions of thig sub-
section shall not apply in respect
of any issuer, security, transac-
tion, or person which ‘the Com-
mission may by rules and regula-
tions exempt, either uncondition-
ally or upon such terms and con-
ditions as may appear to be neces-
sary or appropriate in the public
interest or for the protection of
investors, as not  comprehended
within the purposes of this sub-
section. The Commission may- so
exempt any issuer, whether or not
it is engaged in interstate com-
merce or in business. affecting

~ The Frear Bill to Amend SEG Act

securities not registered pursuant,
to subsection (bj, a registration.l:section’ (b).

tially- all " its ‘securities are held |
within a"single” State. In respect
of ‘fore.gn-issuers, considerations
relevant: to the granting of such
exemption 'may include the extent
to rwhich' the" provisions -of  this
subsection. are’susceptible of en-
forcement with respect to such is-
suers,” and  the ‘extent' to which
there may exist a substantial in-
terest in the securities of such is-
suers . among investors . located
within’ the United States or any
State. '

“(4) The provisions of section
14 of tnis title shall not apply
to any solicitation of a proxy or
consent or authorization in respect
of any security not registered pur-
suant to subsection (b) where all
the securities in respect of which
the solicitation is made are held
directly - or indirectly by fewer
than turee hundred persons. Fail-
ure to comply with tne provisions
of section 14 of this title in re-
spect of any security not register-
ed -pursuant to subsection ‘(b)
shall not' invalidate any corporate
action, but the provisions of this
paragrapn shall not be construed
to prevent the granting of injunc-
tions in any proper: proceeding,
or to exempt any person from any
‘penalty “or - prohibition provided

House, of -Reprecentatives. of .thek by ¢his titlemwith respect to viola-

tipns. of . thjs title or of any rules
or..regulations thereunder, or to
alter-or modify any rights or rem-
:edies:which would otherwise ex-
ist ‘at law or in equity.

“(5) The rules and regulations
tofthe~Commission shall provide
that an issuer may adopt in com-
pliance with the registration and
reporting requirements of this
subsection information, docu-
ments, and reports filed with the
Commission under any statute and
substantially - equivalent to. that
required of an issuer having a se-
curity, registered pursuant~ to sub-

*(6) This subsection shall re-
ma’n applicable in respect of any
securily registered hereunder un-
til the Commission, upon its own
motion or upon the application of
such an issuer, by order cancels
such registration, The Commission
shall enter such an order, subject
to such terms and conditions as it
may deem necessary to impose
for the protection of investors, if
it finds, after appropriate notice
and opportunity for hearing, that
by reason of change of circum-
stances since the date of registra-
tion or otherwise the issuer is not
subject to this subsection.

“(7) The Commission, for the
purposes of this title, may by
rules and regulations define the
phrases ‘less than $3 million in
assets’ and ‘held directly or indi-
rectly by fewer than three hun-
dred persons’, and any portion
thereof.” ;

Sec. 2. Subsection (f) of section
12 of the Securities Exchange Act
of 1934, as amended, is hereby
amended as follows:

(a) By inserting between the
fourth and fifth sentences of the
second paragraph of that subsec-
tion the following new sentence:
“The issuer of any security which
is the subject of an application to
extend unlisted trading privileges
pursuant to clause (3) of this sub-
section shall be given an oppor-
tunity to appear as a party and be
heard on such application; and, if
the issuer so appears and opposes
the application, it shall not be ap-
proved unless the Commission
finds that the continuation or ex-
tension of unlisted trading privi-
leges pursuant to such application
is necessary or appropriate in the
public interest or for the protec-
tion of investors notwithstanding
any showing of detriment to the
issuer which may be made.”

(b) By amending the second
sentence of the fourth paragraph
of such subsection to read as fol-
lows: “On the application of the
issuer of any security for which

exchange have been -continued or

extended: pursuant fo this subsec-
tion, or of any broker or dealer
who makes or creates a market
far such security, or of any other
person having a bona fide interest
in the question of termination or
suspension. of such unlisted trad-
ing privileges, or on its own mo-
tion, the Commission shall by
order terminate, or suspend for a
period naot exceeding twelve

ate. notice..and opportunity for
hearing, that by reason of inade-
quate public distribution of such
security in the vicinity of said ex-
change, or.by reason of inade-
quate public trading activity or of.
the character of trading therein
on said exchange, or by reason of
detriment to the issuer, such ter-
mination or suspension is neces-
sary or appropriate in the public
interest or for the protection of

months, such unlisted trading
privileges for such security if the
Commission finds, after appropri-

investors.”
Sec. 3 This Act shall become ef-
fective six months after approval.v

Securities Salesman’s Corner|
By JOHN DUTTON

Everybody likes a bargain! But when you are selling securities
you must not only be able to offer a PRICE VALUE but it is vital
to your continued success in the. investment business that even
your bargains should be of such good quality that you do not have
future complaints. Of course it is all in the way you present your:
bargain. There are excellent investment opportunities among the
Fire and Casualty stocks; some with unbroken ‘dividend records for
a half a century. Yet they can be pought today at from 60% to 70%,
in some instances, below statutory liquidating value.. When you
can purchase $1 worth of a cross section of good securities for 60
and 70 cents on the dollar, without giving any value at all to the
very substantial assets represented by years and years of good will
and an established insurance ‘business, with agencies gathering pre=<
miums daily and sending them in to these companies from all parts
of the country, you have something worthwhile to offer in the way
of a good investment and a BARGAIN. '

You might pick out one good issue that you like—there are
many of them—and write a letter. to a selected list of .clients and
prospects. The story may he an old one to you, but your clients
do not have the information that you can attractively present to them.
Show the long record of dividend payments, mention the liquidating
value and the current price. Explain a bit about the broad diversifi-
cation of securities in the investment portfolio, and add a line or
two about the high rating of the company in its industry. Tell your
clients and prospects that you believe you have uncovered a real
INVESTMENT bargain and that you believe it to be to their interest
to have full information and all the details. ‘

A good Fire or Casualty stock lends itself to newspaper adver=
tising. First, of all the conservatism of the offering speaks well for
the advertiser. The ad need not be large, sometimes a single column
two or three inch ad placed every other day for a period of several
weeks will be much more effective thah one or two larger pieces of
copy. Something along the following lines should bring interested,
inquiries.

5%

An Investment Opportunity

Dividends paid every year for the
past Fifty years on this stock.
Total Assets $50,600,000.. No bonds
or preferred stock.
Book value $40. Can be acquired at
today’s offered price of $32 per
share.

For further details

write .or phone

—_—— y

The Fire and Casualty Stocks also lend themselves for a short
talk concerning investments. The other evening I was with a group
of people and they were all interested in finding some investments
that would pay them a steady income and freedom from worry about
the safety of their investment. Most of them did not want to “play
the stock market” as they called it. One fellow said, “I want some
investments like A. T. & T.” When people who haye these ideas can
be shown that they can buy a diversified portfolio of the finest in=
vestment securities, under expert management and government regu-
lation, and they can buy these securities at a discount of as much
as 30% and more, they will be interested. These are real investment
customers and the only worthwhile type of account is such a client,
as far as the retail security dealer is concerned. Once you sell high
grade, dividend paying investments to'people whose main desire
is steady income, most of your worries are over, The stock market
can go up and it can go down, but your clients go on receiving their
dividends and you don’t have to walk across the street when you
see them. ‘ :

e

due the Equitable Life Insurance
Co., the remainder of a credit of
$650,000 originally extended by
Equitable.

An' independent engineer’s re-
port estimates oil reserves at 1,-
873,260 . barrels in the company’s
present 29 producing wells. It is
also estimated that 15 additional
wells can be drilled on the com-

Yancey-Harris Stock
Offered by Luckhurst

Luckhurst & Co., New York, are
offering (as a speculation) at $1
per share 298,500 shares of class A
stock (par 50 cents per share) of
Yancey-Harris Co., Inc., of Dallas,
Texas, a producing oil company.

The stock receives preferential
treatment as to dividends up to
6% per annum; and in liquidation,
up to $1 per share. The net pro-
ceeds may be added to the work-
ing capital for: general corporate
purposes or may be applied to re-
funding a portion of the $537,857

pany's 965 producing and 250
proven acres. - In addition, there
are more than 3,000 acres of non-
proven leases.

The company’s oil run for the
fiscal year of 1948 and the first
nine months of the fiscal year of
1949 was just -short of $250,000,

interstate cofnmerce, if substan- unlisied trading privileges on any
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" The Problem of Industrial Concentration

. :(Continued from page 9)
than one-half of all corporate
assets in 1933. Other studies indi-
cate that these concerns received
33% of the total net income of
our non-financial corporations in
1920 and 43% of such income in
1929, Similar and even more
striking figures are available for
«certain key manufacturing indus-
iries. However, there are no
regular statistical series which
show the concentration of control
over all manufacture or over par-
ticular manufacturing industries.
The nation is operating in the
dark ag to such questions as the
rate at which concentration is in-
creasing and the relative impor-
tance of the problem in different
industries. We have reason to
believe  that concentration is. a
cumulative process, but, not know-
ing its pace, we do not know how
much time we have left to cope
‘with it,
* The fact that a large part of
American industry is controlled
by a few corporations has a sub-
stantial impact upon our way of
life. It has led to a barrage of
complaints addressed to Washing-
ton by individual small business-
men and by associations organized
to ‘represent small businessmen.
In the aggregate, these complaints
challenge most aspects of the
structure and practice of large en-
.terprises and assert that the sur-
vival of independent small busi-
ness is in jeopardy. Some of the
complaints, of course, will not
hold water, whereas others point
to grave abuses. In considering
them it is easy to get lost amid
details. But figures which the
Federal Trade Commission now
obtains each quarter as to the
profits of large and small cor~
porations suggest very per-
suasively that the size of a busi-
. ‘mess ‘enterprise is a .significant
element in determining its profits
.and its chances for survival, . In~-
formation is available by quarters
and by size groups as to-the rates
of profit of manufacturing cor-
porations during -1947.and 1948.
- 1t -is apparent that'the profits ‘of
corporations’ with assets of less
than - a quarter-million dollars
move quite differently .from the
profits of larger enterprises, = The
profits - of the small corporations
show a drop in the fourth quarter
«of 1947 jand .agajn in:the fourth
quarter of 1948, In‘part, this drop
is: known to be due to year-end
adjustments, which are more
.prevalent among the smaller cor-
porations. From. our present in-
formation, however, such adjust-
‘ments do not. appear to- account
for the whole of this seasonal
movement in small corporation
profits. We are watching the fig-
ures carefully in the hope of
explaining’ these quarterly
changes.

" Profits of Small and Large
Concerns

* ‘We have also compared the an-
.hual rates of profit in 1947 and
"} 948 for different-size groupings.
For manufacturing industry as. a
wpole the rate of profit increased
slightly in 1948. The profits of
“the largest corporations, - those
with assets of $100 million. and
over, were wholly responsible for
this increase. . The rate of profit
in these concerns went up sub-
stantially. ~For all-size groups
below. $100. million the rate of
profit went down, and the sever-
ity of the decline was greater for
the smaller corporations. - Where-
-as, in 1947, the middle-sized cor-
porations, with assets of from $1
million. to $5 million, had the
highest rate of profit and the
large corporations had the lowest,
in the following year the rate of
profit rose ' steadily from -the
smallest. corporations to the larg-
est. It is evident that the for-
funes of large and small business
are sufficiently different that
neither the rate of profit nor the
trend of profit for enterprises of

one size may be taken. as repre-
sentative of that for enterprises
of a different size, Moreover, it is
a different size. Moreover, it is
evident that theé smaller corpora-~
tions have borne the brunt of re-
cent changes in business condi-
tions.

Among the many problems for
which the grewth of large busi-
ness is primarily responsible, five
are - of outstanding -importance,
The first is the problem of mar-
ket competition. American policy
toward busiress has been. based
for nearly 60 years upon the anti-
trust laws, and in spite-of under-
enforcement these laws have had
a substantial effect in preventing
American enterprises from basing
their business policies upon re-
strictive agreements such as have
been supported ir custom and law
in some other parts of the world.
With the growing concentration of
control that is evident in manu-
facture, to prevent restrictive
agreements is no longer suffi-
cient. Large enterprises readily
adopt a ljve-and-let-live policy
toward their ‘large rivals. They
compete less readily by price re-
ductions and more readily by sales
effort. 'The results of a busiress
oligarchy-—or, as economists call
it, an aligopoly—resemble those of
restrictive conspiracy but are
much harder to destroy than an
ordinary loose agreement. If con-
centration should continue to
grow. the result would be a series
of monopolies obviously incon-
sistant with our anti-trust policy.

Problem of Personal
Independence

A second problem is that of
personal independence.’ In' the
community of small individual
enterprises which shaped Amer-
ican thinking about the relation
of the individual to freedom, en-
‘try into- business for one’s ‘self
was regarded as a fundamental
guarantee of all forms of freedom.
As large ‘parts of American busi-
ness have become typically and
recessarily corporate, this concep-
tion of personal freedom has come
to " be inapplicable to growing
segments -of our population, So
long . as business enterprises are
relatively small, however, it can
be supplemented or replaced by a
conception of  personal freedom
which rests uponavailability of
alternalive opportunities and wide
diffusion of resporsibility within
a ‘world of small enterprises.
Numerous potential jobs and
bosses. give the employee con-
siderable freedom of choice as to
his conditions of work and as to
his associates. The simple organi-
zation of the small concern makes
the climb to a place of responsi-
bility a short one, A large num-
ber . of separate managements as-
sures.. participation - in . policy-
makirg responsibilities for a rela-
tively large part of the personnel
engaged in business. As business
enterprises grow in size and de-
cline in number, these safeguards
tend to disappear. The gulf be-
tween  eraployee and - executive
becomes wider. The positions at
the top become relatively few.
The alternatiye opportunities
available at the bottom become
fewer. A larger part of the work
force is confired to jobs of limited
responsibility and limited - free-
dom. New insecurities arise and
new problems.of morale appear,
both. in the labor force and: in
the lower. ranks of the executive
personnel. )

A -third ‘problem ‘is opportunity
for:the anpearance ‘of new busi-
ness. enterprises, Americar: busi-
ness methods and ‘American tech-
nolegy ‘have been protected from
stagnation- by the. fact. that. the
field was open for the mnew:con-=
cern. Vested interests in. obsolete
€quipment, in obsolete-industrial
locations, ard in antiquated ways
of doirg things have succumbed

-to the business pioneer, and estab-

' T g o

lished - concerns have survived
only so long as tihey could retain
the pioneer spirit. As enterprises
become larger and fewer, the
chance for a new concern to do
business or equal terms with its
established rivals becomes pro-
gressively smaller. Disparities in
size and power tend to be decisive
against the new veanture. It took
a war, plus the full support of tne
Federal Government, to enable
new enterprises to enter aluminuimn
manufacture. Wherever the new-
comer cannot get a foothold, vig-
orous industrial progress reces-
sarily depends upon the willing-
ness of established enterprises to
experiment in defiance of their
own vested interests, and the ab-
sence of competition from new-
comers reduces the incentives for
such experimentation,

A fourth problem created by
bigress is the drying up of the
sources of capital. New under-
takings are risky business. They
flourisk  best where they can be
started on a limited scale by small
groups of persons wiho have and
are wiiling the risk the necessary
resources. It is difficult to be
venturesome with funds toward
which one has a fiduciary rela-
tionship. In the great corporation
the management occupies a posi-
tion of trust for the stockholders
and must hold its verturesomeness
within the limits that can be jus-
tified by a steward of other peo-
ple’s funds. 'Truly speculative
stock {intations on the part of
Jarge corporations are becoming
rare.. Corporations are increasing-
ly financed out of retained earn-
nings, but even these are likely to
be cautiously used. Moreover, in
the typical case a great corcern
expands in a field related to its
existig activities rather than in
unrelated new fields of business.
The small funds' of individuals,
no - longer sufficient. to finance
business  ventures, are accumu-
lated in the hands of life insur-
ance companies and other institu-
tional investors, which must be-
have even more circumspectly as
trustees of other' people’s. money
than do the managers of manufac~
turing corporations. .

Organized scientific research
applied ' for industrial purposes
and high pressure developmert of
technolngy under the spur of war
have done much to offset the ten-
dency away from new business
ventures by encouraging some of
our great corporations to experi-
ment with new products and
processes. Nevertheless, the trend
of our business structure is such
that we are increasingly deperd-
ent upon the venturesomeness of
a few boards of directors who are
increasingly subject to influences
that make it difficult for them to
be venturesome,

Bigness in Government and
Labor Unions

A fiftk prcblem created by big-
ness in business is bigness in gov-
ernment and bigress in labor or-
ganization. I do not wish to be
understcod as saying - that the
cause-and-effect relationship runs
all in cne direction. Big govern-
ment may strengtnen big business
by makirg it difficult for any
small enterprise to keep track of
the laws and administrative deci-
sions that affect its fortunes, and
big. labor may strengthen big
business by wage policies that en-
courage mechanization, by provid-
ing incentives to create larger bar-
gaining units, and ir various other
ways. But big business in.turn
makes government  organization
and. labor .organization ' larger.
The great union is the natural
answer fo the great industrial
combine. Government regulation
is the- logical response to the
changes which concentrate indus-
trial power and limit personal
opportunity. As spontaneous-busi-=
ness’ adjustments break down,
government planning to adjust

business-arises. Big- ‘business, - big

o d

labor, and big government go to-
gether, each insisting ‘that it is
merely the inevitable response to
%he problems created by the other
wo.

Problems of this magnitude can-
not be met by simple blame or
praise of particular business en-
terprises or particular business
personalities. What is at stake is
not the narrow question wihether
or not a specific great concern is
abusing its powar or whether or
not it should be controlled, dis-
solved, or let alone. Even those
of us who like irdustrial concen-:
tration most can think of in-
stances where it has been abused.
for anti-social purposes, and those
of us who like it least can think
of cases where it has served a use-
ful publie purpose.. Disagreements
about the propriety of “particular
instances of ' concentrated eco-
nomic power are inevitable, but
not of major importance. The sig-
rificant problem is economy-wide
in scope; whether or not.we shall
permit the concentration move-
ment to go so far that the organi-
zation of business becomes incon-
sistent with our economic ‘and
political institutions. This is an
issue which cannot be disposed of
merely by adopting an attitude of
sympathy or antagonism -toward
particular large eaterprises.

Policies for Dealing with Eco-
nomic Concentration

Broadly speaking, two lines of
policy are available in dealing
with the conceniration of eco-
nomic power. The first is to accept
that - concentration as typically
natural, inevitable, ard perhaps
desirable, and to use public au-
thority to regulate its effects
where there is danger that they
may be objectionable. The second
is to oppose concentration and to
seekk to hold it within relatively
narrow limits. Under the first pol-
icy, the impairment of competi-
tion by concentrated control of
industry would become the basis
for regulatior: of prices and qual-
ity designed to give the consumer
whatever .degree of protection he
might need. The disappearance of
personal independence in business
would become the basis for public
guarantees of individual security
and for whatever devices might
prove feasible to select the most
able people to:be trained for posi-
tiors of great responsibility. The
disappearance of the opportunity
to laun:ch new enterprises and the
drying up. of -venture . capital
would be met by programs of pub-

 lic research and -development and

of publicly financed investment

| where private enterprise lags, The

relations = between = government,
labor, and  business would. come
increasingly to be delined by some
combiration of regulatory statutes
and organized bargaining.. At the
very least, development along
these lices would give us an econ-
omy subject to elaborate regula-
tion by a state that takes detailed
responsibility for the public wel-
fare. At most it might edge us
out of the private enlerprise econ-
omy into a system - of state so-
cialism.

There is no blueprint for this
kind of system,“for no state that
values and seeks to preserve a
democratic political orgarization
has yet built very elaborately
along these lines. Socialistic gov-
ernments in England and Sweden
have posed some of the-problems,
but they do not pretent to. have
achieved yet the pattern which
they are trying to establish. We
know . of ‘a- few of the scattered
devices which have been used for
control of industry. There is, for
example, the public utility device,
which - substitutes detailed * regu-
lation of prices; services, profits,
and investment- for the competi-
tion prevailing in ordinary mar-
kets. - There is the board "of di-
rectors jointly“ representative ‘of
busines; and government, which
has been used .in various foreign
countries, for example in joint

ventures of business and-govern-
ment in the petroleum field. There

’

is. explicit socialization, such as
-the British Government contem=
plates undertaking in the steel in-
dustry., The proposal to accept a
continuing trend toward greater
corceniiation of cortrol over in=
dustry is necessarily a proposal to
experiiment with devices of this
kind as substitutes for the com=
petitive checks and balances upon,
which our public policies have
been based. It is not probable that
if we take this road the choice
will be "dramatically and con-
sciously made. We are much more
likely to let things drift and’later
to adopt piecemeal ‘remedies for
the problems created by. concen-
tration when these problems have
become acute and when no rem-
edy but regulation or socialization
is any longer possible. But- our
failure to foresee or desire the re-
sult will not be sufficient to
avert it, :

Preservation of our free enter=
prise system requires that we
choose the other alternative—ac-~
tion to check the concentration of
economic power. An effort tog
limit concentration entails a cor:
tinvation of present policies, bu
with = better instruments and
greater vigor. There are four parts
to such a program. The first is
action designed to prevent large
enterprises from following poli-
cies that tend to destroy their
smaller competitors. This involves
proceedings against price dis-
crimirations which may be used
by a large seller as a means of
bludgeoning his small rivals in
their home markets or which may
be used by a large buyer as a
means of obtaining a decisive ad-
vantage over other buyers who
do not enjoy the berefiis of the
discrimination. It involves pre=
vention of such devices as full-
line forcing, through which a
concerr: ' that controls one com=
modity  may ‘refuse' to ‘supply it
unless, the customer will buy other
commodities* also, thus diverting
trade “from the competitors who
produce them. It involves an ef-+
fort.to identify and prevent other
abuses of the economic power of
great - enterprises. -Work . of this
kind is important in reducing the
impact of large size, but the means
of vonverting- size:into-business
advartage. .are so’' numerous and
many of them .are:so subtle that
this type.of -activity alone.cannot
be expected to be enough to pre-
vent undue concentration.. More=
over, proceedings directed. against
the way large enterprises buy and
sell have the effect.of making it
necessary for. the government to
take responsibility for mary. de=
tailed business decisions, at least
to the extent of preventing. these
decisions from . being taken along
certain specified lines. . Limited
governrnent action of 'this type
appears to be inevitable, but if
such a.program -should be made
comprehensive it would be scarce-
ly distinguishable from compre-=
hensive regulation of price poli=
cies. "

The second way of limiting con«
centration is to dissolve great cor=
porate combinations ‘where ‘they
have acquired so much power as
to be clearly objectionable, The
longer ‘we neglect the concentra-
tion problem ‘the greater burden
of dissolution. we will necessarily
carry if we are to restore com-
petition. . O a. piecemeal ' basis,
as - anti-trust. - proceedings - have
shown, dissolutions can “be suc=
cessfully undertaken.  Even uncer
the most favorable conditions,
however, they ‘are slow-and-hard
fought. - They make it necessary
for. the government to take ‘the
responsibility- of deciding how an
industry ‘should be -organized. -
They entail -a certain--amount of .
unsettlement and waste in. the
process -of reorganization. - For
these reasons, a broad -and .com-=
prehensive program. to dissolve
great combines looks less feasible
than a sporadic¢ and selective onex
There is probably some limit
beyond which dissolution. pro-
grams can’be pushed, and if con- .
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" centration. is allowed .to. proceed

~well” beyond this limit’ the “proc-
ess. of concentration is likely to
‘prove irreversible.

Preventing Types of Concentration

The limitations and difficulties
attendant upon these two ways of
attackirg the concentration prob-
lem empinasize the importance of
a third method- of attack, that of
‘preventing types of concentration
‘that are - undesirable. The barn
doer should be locked before ‘the
horse-is stolen. For this purpose,

however, our present law is in-|

sufficient. - Its - most obvious' gap
is‘the fact that Section 7 of the
Clayton Act, which prevenils one
corporation from acquiring stock
in arother if the result is to sub=
stantially ‘lessen -competition,
leaves corporate mergers and
other forms of acquiring corpo-
-rate assets completely unchecked,
The Sherman Aect has not yet
proved adequate to prevent the
creation of business oligarchies by
a process of slow accretion, With
the Clayton Act incomplete, there
1s. no adequate preventative of
concentratior. For over two dec-
ades the Federal Trade Commis-
sion has recommended that this
gap in the law be filled, and in
recent years bills for this purpose
have been introduced in each Con-
gress.- In the last Congress, one
such bill was favorably reported
but nct passed, and in this Con-
gress the same bill is row pending.

A fourth way of coming to
grips with the concentration prob-
lem is by creating an environment
more favorable to the rise and
growth of small business than that
we now have. In this, as in the
first three methods of attack, the
government can do a good deal.
‘But this is peculiarly the method
that can be used by private in-
terests. If the vigor of small
business can be maintained pri-
marily by business action, there
will be a corresponding reduction
-in the need to let the defense of
.the free enterprise system depend
upon the use of the powers of
- government, With the rise of big
‘business, there has been a tend-
ency to organize industrial mar-
-kets, transportation systems, and
methods of financing so that they

: .are increasingly appropriate for

great organizations and increas-
ingly *difficult for' small' enter-

‘prises to use effectively. The cap-|.,
ital''markets illustrate the point.|--

We have no financial machinery
which is appropriately designed
for raising small amounts of
equity capital, and, in conse-
quence,. the cost of equity financ-
ing for small businesses is likely
‘t0 be prohibitive, Yet small en-
terprises still do a large part of
‘America’s = business, - undertakes

 .many of its most promising new

ventures, make some of its best
profits, and furnish by their very
numbers and variety a diversity
-of risks capable of providing. a
kind of automatic risk insurance
.in a broad financial program.
Within the last 20 years,  farm
credit has been revolutionized by
joint " action of 'the government
and the financial community, In
.the same period, residential. fi-
pancing has been revolutionized,
and among the leading ‘inventors
.of the. techniques by - which this
has been done have been some of
‘the great life insurance compa-
_nies, - It may not be too much to
hope for a revolution in the fi-
nancing of small business in
which those who administer the
‘nation’s larger loan funds will
take an active part.

..« If it is true, as most of us be-
lieve, that a private enterprise
system is more productive, more
-progressive, and more consistent
with human freedom than one run
by thestate, then it is also true
that all of us have much to gain
.from an effort to keep the control
of business activity diffused. Un-
checked -concentration of - eco-
nomic power points toward mono-
lithic private monopoly and, in
the reaction from that, toward
monolithic state control.
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The State of Trade and Industry

(Continued from page 5)

The increase in steel demand has been general though not big
enough to promise anything approaching capacity operations for the
rest of the year. A few months ago business coming into steel sales
offices would hardly have supported a 75% steel ingot operating rate
for August. Aside from heavy consumer hedging against a September
steel strike there are.several other reasons for the recent pickup:
(1) fear of higher prices, or at least less chance of price .cuts; (2)
inflationary trends; (3). better demand than manufacturers antici-
pated, and (4) sharp inventory reductions, which in some cases.went
a little too far.. o

Steelmaking scrap prices continued their advance this week and
foundry grades were very strong. The top price on No. 1 heavy melt-
ing steel was up $2 a gross ton at Pittsburgh, Detroit and Birmingham.
it was $1 a ton higher in Chicago, New York and Cincinnati and
50 cents stronger at Bhiladelphia. “The Iron Age” scrap steel compo-
site (average delivered price of No. 1 steel scrap at Pittsburgh, Chi-
cago and Philadelphia) scored its biggest jump of the year, advancing
this week to $21.17 per gross ton. This is a gain of $1.17 for the week.

Purchasing agents are beginning to fear that steel prices may if
anything go higher if steel companies should lose their fight against
higher labor costs in steel and in coal. Sensing the change in the steel
price picture, some buyers are stepping. up orders.: The sudden ad-
vance in delivery dates surprised many buyers and some got rather
testy during the past week on learning they couldn’t get steel as
quickly as they could a few weeks ago, this trade authority notes.

Regardless of the recommendations of the presidential fact-
finding board, steel shipments in the second half of September will
not approach first-half figures. But there are signs that steel has re-
turned to a “normal” seasonal pattern, Barring a strike, it is possible
that October will show a normal seasonal pickup, but on the whole
the odds are that the fourth quarter will be poorest of the year for the
steel industry, “The Iron Age” concludes. : :

The American Iron and Steel Institute announced this week
that the operating rate of steel companies having 949, of the
steel-making capacity of the industry will be 83.59% of capacity
for the week beginning Aug. 15, 1949, as against 82.3% in the
preceding week, or an increase of 1.5%, or 1.2 points.

This week’s operating rate is equivalent to 1,539,300 tons of
steel ingots and castings for the entire industry, compared to
1,517,200 tons a week ago, 1,443,500 tons, or 78.39, a month ago,
and 1,712,400 tons, or 959 of the old capacity one year ago and
1,281,210 tons for the average week in 1940, highest prewar year.

CARLOADINGS OFF 1 POINT FOR WEEK ENDED AUG. 6, BUT
18.49% BELOW LIKE 1948 PERIOD

Loadings of revenue freight for the week ended Aug. 6, 1949,
totaled 716,824 cars, according to the Association of American Rail-
roads.. This was a decrease of 6,986 cars, or 1% below the preceding
week. 'It represents a decrease of 161,823 cars, or 18.4% below the
corresponding week in 1948, and a decrease of 188,420 cars, or 20.8%
under the similar period in 1947. :

ELECTRIC OUTPUT HIGHER FOR WEEK AND CORRESPOND-
ING PERIODS IN 1948 AND 1947

The amount of electrical energy distributed by the electric light
and power industry- for the week ended Aug. 13, was estimated at
5,530,090,000 kwh. according to the Edison Electric Institute. This
represented an increase of 64,086,000 kwh. above the preceding week
212,266,000 kwh. or 4.0% higher than the figure reported for the week
ended Aug. 14, 1948, and 607,090,000. kwh. in excess of the output
reported for the corresponding period two years ago.

AUTOMOTIVE PRODUCTION REDUCED IN PAST WEEK BY

CONTINUED HEAT WALKOUTS

According to “Ward’s Automotive Reports” for the past week,
motor vehicle production for the United States and Canada was held
down to an estimated 144,078 units from 142,718 units (revised) in the
previous period. .

While the total is slightly higher than last week’s revised
figure, U. S. output was off 2,483 units, The gain in the over-all
total for the week was due to the resumption of operations by
General Motors and Chrysler in Canada following a two-weeks’
vacation closing, ~ 1

The total output for the current week was made up of 118,223
cars and 21,640 trucks built in the U. S. and 2,900 cars and 1,315 trucks
in Canada.

Output a year ago was 112,342 units and, in the like week of 1941,
it was held down to 45,550 units due to model changeovers.

Production for the year to date is estimated by Ward’s at 31,105,~
608 cars and 768,255 trucks for the U, S. and 106,133 cars and 62,832
trucks for Canada. In the like period of last year, the figures were
2,308,084 cars and 885,402 trucks for the U. S. and 87,353 cars and
61,800 trucks for Canada.

BUSINESS FAILURES -CONTINUE TO RISE WITH INCREASE FOR
WEEK HEAVIEST IN RETAIL TRADE

Commercial - and industrial failures increased slightly to 176 in
the week ended Aug. 11 from 171 in the preceding week, Dun & Brad-
street, Inc., reports. Although casualties were considerably above the
comparable leveis of 1948 and 1947 when 103 and 60 occurred, respec-
tively, they were approximately two-thirds as numerous as in the
same week of prewar 1939 when 252 were reported.

Failures involving liabilities of $5,000 or more increased to
132 from 123 and compared with 79 a year ago, Small casualties,
those with losses under $5,000, dipped to 44 from 48, but contin-
‘ued to be almost twice the number of a year ago,

Retail failures rose to 92 from 67 a week ago and construction
advanced to 15 from 11. Other industry and trade groups reported a
decline in casualties. In both manufacturing and retailing, casualties
“;ezig‘i glightly more than double that of the corresponding week
[ .

New England, the Middle Atlantic States, the East North Central
States, and the South Atlantic States had fewer failures than in the
previous week. The number of failures in the West North Central
States was unchanged from a week ago. Casualties were more nu-
merous than last year in all regions except the New England States,

WHOLESALE FOOD PRICE INDEX ADVANCES FOR FIFTH
STRAIGHT WEEK

Rising for the fifth stréight week, the wholesale food price index,
compiled by Dun & Bradstreet, Inc., stood at $5.89 on Aug. 9. This

marked an increase of 4.1% above the year’s low of '$5.66, and the
highest level for the index since Jan. 25 when it registered $5.91.
The current figure represents a drop of 18.0% from the $7.18 of a

year ago, - ‘

WHOLESALE COMMODITY PRICE INDEX CLOSED SLIGHTLY
LOWER LAST WEEK '

. Following a sharp rise in the early part of the week, the daily
wholesale commodity price index, compiled by Dun & Bradstreet,
Inc., moved. gradually ‘downward to close at 238.99 on Aug. 9. This
compared with 239.87 a week.earlier, and with 280.22.on the corre—
sponding date a year ago. s wm LENE v

Grain markets on the Chicage Board of Trade -continued te’
be irregular. Price changes were generally narrow with all grain
futures except corn showing advances for the week. S
* Cash wheat was fairly active and prices showed little net change
for the week. Corn displayed independent weakness, Support was
lacking due to reports of continued hot and dry weather over the belt.
Domestic demand for hard and soft wheat bakery flours was.at a
greatly reduced level last week following the very heavy bookings
recorded a few weeks ago. Interest in other flours remained slow.

Cocoa continued to edge higher, aided by scattered trade buying
and a lack of offerings for shipment from primary markets, With sup~
plies still tight, coffee prices moved up to new high levels as the week
closed. Butter was off slightly for the week. Consumer demand for
butter was still Jagging but the market was stimulated by record pur-
chases under the government support program. Domestic and export
demand for lard was good with prices firmer. Cold storage stocks of
lard showed a decrease during July contrary to trade expectations. In .
the Chicago livestock market, hogs were steady to slightly higher.
Lambs declined $1.50 for the week; cattle prices developed a weaker
trend due to increased receipts of grain-fed steers. e

Cotton prices moved in'a narrow range and trended mildly down-
ward during the week. e

There was a slight upturn in values in the final session fol-
lowing publication of the first government estimate on this year’s: 4.
crop which placed the total yield at 14,805,000 bales, or about
300,000 bales lower than was expected.

Inquiries and offerings showed some increases in most areas of
the belt.” There was some improvement in mill demand. with some
mills reported covering through December. Export inquiries were
light and sales for export remained small in volume. '

Supplies were reported getting tighter in many textile lines”
with premiums being offered for some spot deliveries, aig? =B

1
RETAIL AND WHOLESALE TRADE CONTINUES MODERATELY
BELOW THE LEVEL OF THE CORRESPONDING PERIOD

OF 1948 %

Although very warm weather in many parts of the country-in the
period ended on Wednesday of last week discouraged many shoppers,
total retail trade was very close to that of the previous week. Aggre-~
gate dollar volume, however, continued to be slightly below that of a
year ago, Dun & Bradstreet, Inc., reports in its latest summary of
trade. Consumer demand continued to center on moderately priced
goods. ) <,

The customary between-season lull in the demand for apparel-
continued last week. There were many reduced-price offerings
of Summer wear, but they attracted less attention than in previ<
ous weeks. ;

Among the items which continued to sell well were women’s
dresses, bathing suits and men’s sportshirts. There was a rise in the
interest in Fall apparel in scattered localities, but overall demand
remained scanty. Promotions of back-to-school clothing evoked mod~
erate response. % RO Jre T e R

Retail food volume did not vary appreciably from that ‘of the
preceding week with total dollar velume slightly: below the com-
parable 1948 level. ‘ :

Housewives bought less meat than in the preceding week. Among
the most popular foods were cold cuts, dairy products, fresh fruit and
beverages. Interest in canned goods rose slightly, "

Despite many aggressive promotions, the retail volume ‘of ho}gxe
furnishings dipped slightly. It was reported that high temperatures
adversely affected shopping in many sections. Refrigerators, wash~
ers and curtaing were in large demand in some parts, e

Total retail volume in the period ended on Wednesday of lask
week was estimated to be from 3 to 7% below a year ago. o

Regional estimates varied from the levels of a year ago by -
the following percentages: New England, South and Southwest
—4 to —8, East —1 to —5, Midwest —6 to —10, Northwest —3 to
—17 and Pacific Coast —4 to —8.

As many merchants placed orders for their Fall needs, the total
dollar volume of wholesale trade increased slightly last week and
continued to be moderately below that of a year ago. The number
of buyers attending many wholesale markets dipped slightly in the
week, but. was somewhat above that of the similar week in 1948.- 3

Department store sales on a country-wide basis, as taken from

the Federal Reserve Board’s index for the week ended Aug. 6, 1949,
decreased by 13% from the like period of last year and compared with.
a decrease of 11% in the preceding week, For the four weeks ended
. Aug. 6, 1949, sales registered a decrease of 11% from the correspond-
ing period a year ago and for the year to date a decline of 5%.

Retail trade here in New York last week was again adversely. .
affected by record temperatures which in part resulted in depart~
ment store sales dropping, according to estimates, by about 159
or more below the like week of 1948, ;

According to the Federal Reserve Board’s index, department store
sales in New York City for the weekly period to ‘Aug. 6, 1949, de-
clined by 14% from the same period last year. In the preceding week
a decrease of 13% (revised) was registered below the similar, week -of
1948. For the four weeks ended Aug. 6, 1949, a decrease of 12% was
reported under that of last year. For the year to date volume de-
creased by 7%, ‘ -

NOTE—On another page of this issue the reader will find the
most comprehensive coverage of business and industrial _statistics o
showing the latest week, previous week, latest month, previous year,
etc., comparisons for determining the week-to-week trends of tondi-
tions by referring to “Indications of Current Business Activity,” a

VRt i

regular feature in every Thursday’s issue of the ‘“‘Chronicle.”
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Tomorrow’s
Markets
Walter Whyte
Says—

=By WALTER WHYTE

Market obstacles so apparent
that reversé market from cur-
rent levels would not be sur-
prising.

First off let me say that I
still don’t like this market.
Maybe I feel this way because
I missed it. But whatever the
reason the signs of bigger ob-
stacles to further advances
seem to be. more prominent
almost daily.

* * *

Having told you how I feel
about the market I must now
say something that’ll sound
almost completely different.
Anybody with a nose for tech-
nical market patterns has
seen what appears to be the
inability of some stocks to get
through certain levels. If
it is plain to me it is
equally plain to others; maybe
to hundreds or thousands.
This makes it one of the best
advertised resistance points in
recent market history.

* * *

Experience has taught me
that what is obvious to oth-
ers—many ot her s—is per-
haps an indication in itself;
an. indication of reverse ac-
tion. In other words the pat-
terns formed now seem so
typical of a pending reaction,
the chances are it will not
come; or if it does, will be so
long delayed, it will look like
something. completely = new.
Something that has no rela-
tion +to 'present ' and recent
markets. kL

* * *

If that's the way I feel,
you're probably asking your-
self, why don’t I advise buy-
ing stocks? The answer is that
the stocks I like have already
made - sharp advances -and I
prefer not to buy, or advise
others to buy, at prices that
may later prove to be a “lock-

in” level.
*

* *

A “lock-in” is a market

range where there’s consider-

able public interest and great-
er than average public buying,
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ready'been reflected in recent

from which stocks may later
recede. Such a recession may
be the result of too much in-
telligent unloading to an over-
enthusiastic public.  When' a
decline occtirs from such: con-
ditions the buyers are ‘“lock-
ed-in,” waiting to get out
even.
* * *

All of the fears mentioned
above may later prove
groundless. I don’t know. If I
did, I know what I'd do. But
I do know that certain condi-
tions do exist. And when that
occurs I try holding on to my
bankroll.

I'm quite aware of the
changing business tides. I've
also read the speech of Thom-
as B. McCabe, Federal Re-
serve Board chairman, urging
Congress to do something to
make equities more attractive
to investment capital. The bet-
ter business, however, has al-

tions of Chairman..McCabe
won’t be acted on in this ses-
sion of Congress. I may be
wrong on both counts.-That is
a chance I take: It is a chance
any trader takes. However;
I'm cautious enough to want
as many odds on my .side as
possible when I put up money.
* * #*

A Miami reader has written
me a longhand letter I'd like
very much to read: I’'m.there-
fore requesting that he type
the letter and send it again to
me. Incidentally, I.do not
write letters to readers of this
column. But if anyone has. an
inquiry I suggest it be typed
and be short, and if merits a
reply, it will get it through
this column.

More next Thursday.
—Walter Whyte

[The views expressed in this
article do mot necessarily at any
time coincide with those of the
Chronicle. They are presented as

market advances. The sugges-

those of the author only.]

What More

(Continued from first page)

that the readjustment period will
be short-lived. This may well
prove to be the case, but my con-
cern lies in the fact that when
something like this starts, no one
knows how far it will go or how
long it will last. Obviously there
are tempering or supporting fac-
tors present, but there are factors
also which are not reassuring.

The Hazards of Managed Money

It is interesting to note that just
as in 1920, 1929 and 1937, when
the Federal = authorities played
with the credit and money sup-
ply, their shrinking of credit and
the money supply over: the last
year or two was again a forerun-
ner to the drop in the business
activity. Historically, the authori-
ties tend to delay until the infla-
tionary force or boom is about ex-
hausted and ready to correct or
reverse itself before they put on
the “squeeze.” This is one of the
hazards of a managed economy,
when the judgment of one person
or a small group of persons is
substituted for the collective judg-
ment of all of us.

Also, at some point the cumu-
lative * financial. and economic
abuses of the last 15 years be-
come a threat-to our financial
and economic. health. There must
be .a point . where the economy
gets - satiated -with -ecredit -and
when the economy ceases to be
particularly or immediately stim-
ulated by the ‘mere introduction
‘'of more. credit. = I feel. sure that
we have not reached such a con-
dition. as yet, but I suspect that
the recent steps taken by the Fed-
eral Reserve authorities to ease
the credit situation will be both
disappointing and delayed in their
effects on business activity. ;

Employment is the key to gov-
ernment policy and as unemploy-
ment passes the 4 million mark,
increasingly aggressive steps to
bolster the economy can logically
be expected.

Healthy Investor Interest Lacking

All this tends to explain in-
vestor cautiousness of the last
several years and their unwill-
ingness to pay high prices for the
flush earnings of the last few
yvears. The buyers’ conservative
appraisal of these earnings was a
good thing in many respects. Wild
price fluctuations are.not desir-
able and only leave scars in their
wake. In my opinion; stock prices
have fluctusdted too widely in the
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past, so widely in- fact that the

‘The Investor \Vant?

‘Does

investor at times is bewildered to
fird or to see a security change
drastically in market price in a
very short time. I hasten to add
that there is such a thing as
healthy investor interest without
which the private enterprise sys-
tem cannot live, and when the
private enterprise system passes,
democracy must inevitably pass
with it. :

Actually there is not a healthy
investor interest at this time and
we are, all aware of the factors
that have brought this tragic con-
dition about. The proof of the
health of the security markets is
best summed up by my widely
quoted phrase, “Americar indus-
try is worth more dead than
alive.” If “industry is worth more
dead than alive,” and there is
wholesale evidence of the accu-
racy of this statement, then it
follows that * good investment
values, as measured by ' historic
standards, are present. .

Industry.Is Worth More Dead -
Than Alive

It has been estimated that
American industry is carried on
the books for less than 40% of its
replacement cost, However,. the
common stocks of a great host of
companies are selling considerably
below book value ard therefore at
a fraction of their redl value as
measured by cost. ‘Innumerable
issues sell below the amount put
back:into the business in the last
half dozen years; and others be-
low net working capital. Earnings
and dividends could shrink con-
siderably and still suggest. a real
satisfactory investment at current
prices.

With a new steel capacity cost-
ing $200 to $300 a ton, steel equi-
ties sell for less than $20.to $25 a
ton; bank stocks sell for about
two-thirds to' three-quarters -of
their book value and bigger. dis-
counts from - their liquidating
values, and at only half of what
it would cost to replace them; and
the same applies 10 the capital
stocks of leading insurance com-
panies. - Many strongly  situated
comparies sell for less than their
net'working capital. The shares of
leading integrated oil companies.
sell for around 60% of a conser-
vative valuation of their oil re-
serves alone with no value being
given to their tremendous other
assets. And so on down the list.

Bonds and Cash vs. Common

let us: analyze the liquid savings
of the couniry. Some $141 billion
of individual savings is in cur-

ious types.. on which an average
return of only about 1 to 2%. is
probably being. received. About
$70. billior: more is in U, S. Gov-
ernment bonds, including savings
bonds, on which the average yield
iz less than 3%. In other words, of
this $211 billion of individual cav-

another’ segmert is earning .1.to
2% on average and ihe balance is
earning less than 2.9%. .

The question-as to the relative
investment value of common
stocks thus becomes one of de-
termining whether American in-
dustry will have sufficient future
average earning power to pay the
inrvestor more than the nominal
rate they are getting on their sav-
ings as now placed. It would seem
inconceivable that they wiil not
achieve this with plenty of room
to spare, particularly in view of
the fact that investment equality
common stocks sell at fractions of
book value or replacement costs

12/31/38
$155
$4.98
$6.01
62%
99
3.05
$100
*2%
$100
nil

Price of common stocks
Dividend from common stocks
Earnings on common stocke..
% Dividend of earnings
Price of high grade bonds....
Yield from high grzde bonds.
Savings accounts Z >
Yields from savings accounts-
Cash

The -important thing to note
from the foregoing is that because
of the inflation, the real value of
government bonls, savings and
cash ' is down to about 59% oi
their 1938 * value  and income
is o-ly 55% of what it was
in 1938. I am sure that many peo-
ple who think common stocks are
ursafe, do not realize how unsafe
cash and bonds really were in the
inflation of the last decade or
what really havpened to them,
They have experienced a capiial
levy without realizing it in the
form of a depreciztion of about
40% in purchzs.ng power since
1938.

While the market prices of
common stocks did not give full
protection - against the inflation,
the earnings and dividends in-
creased more than enough to com-
pletely offset the change in pur-
chasing power of the dollar, not-
withstandirg the: fact that divi-
cends were the lowest pércentage
of earnings in history. It is evi-
dent that quality common stocks
represented a far safer place for
savings than. did- bonds or: cash
over- the last decade. §

The impairment in reai value of
bonds, cash and savings: and-in
the “ircome received from these
groups js permanent to the extent
that-the infiation is permanently
frozen into the economy. In con-
trast, by .plowing back earnings,
‘book ,values of .leading .common
stocks are up about 65% .and re-
placement costs. suggest ever
higher real values,
Folder has had better protection,
but of equal or greater importance,

reflected in ‘quoted values in the
future. The holder of cash or
bonds has no basis for hepe, he
has been “taken.” 3

“What More Doexz the Investor
: Want?” ;

In my opinion, the investors is
“shell-shocked.” I am old-fash-
ioned -enough to believe in the
biblical saying “As you sow, $0
chall you reap.” It looks to. me
as -though- the country-is reaping
the rewards, ir the form of shat-
tered ' investment  confidence, of
vears of anti-business propaganda,
acts and policies.. Confidence in
industry,.in industrial and finqt}-“
cial leadership ard in the working

Stocks

To bring the basic’ problém of
investment values irto better focus

of the private enterprise system
‘has not been permitted ‘to. returh,
nor. have -the scars.and the ‘mi$-

and to permit a better perspecti&e,'

rency and in'bank dcposits' of va-,

ings, a portion is earning nothing,;

The - -stock-

he has a basis for hope that the.
real value of his property will be|

and at low .priceé-éarnings ratios.
1f ‘it is not valid to assume that
industry will earr: enough to pay. -
more than 2 or 3% on common’ .
stocks -boiight ‘at’ current levels -
and that future quotations will be
at this level or higher at least
some of the time, I suspect it will
probably be because we have em- |
braced state capitalism either de-~ -
liberately or because ar extended .
period -of _declining business ac-
tivity, - sizeable. ‘unemployment,
public spending,: deficit spending
(inflation), - efc.;. has brought ‘on’
government controls to stem the
inflationary -forces -released in an
effort ‘to stimulate: the economy.

Even under these conditions, it
is ‘difficult to visualize the own-
ersaip * of businesses (coramon
stocks) being a less desirable hola-
ing ir the long run than the
ownership of cash, savings de- 4
posits and fixed income securities.
The record . of the last- decade
bears out this reasoning and viv

idly shows that commcn -stoci
with all their shortcomings we
a'much sounder place for.savihgs
than were cash or bonds.

1Adjusted for

Deprec.ation

of the Dellay
$103
$6.71

Change

+14%
+130%
+282%

12/31/48
$177

$11.50
$23.07
50%
101
2.90
8100
*1.70
$100
nil

*Average rate for year in major new York City savings banks.
1Based on U, S. Bureau of Labor Stati tirs, Cost of Living Index.

j takes of the past been permitte:]
'to blend into history. And, cf
course thinking people are con-
cerned by the trends toward so-
cialism in this country, perhaps
failirg to realize that the trends
are much slower than they seeim
from the headlines. In additirn,
the fear of a major decline “in
business ctivity has been kept
so alive as to be in itself a major.
force affecting investment confi-
dence. !

The over-regulation of the secu-
rity markets and the inadequacy
of our investment barking and
brokerage - machinery under the
changed investment conditions is
a ‘much more serious handicap
than generally realized, as is the
tax structure.. And, of course, tie
investor is nof unmindful of a
growing tendercy by management
to place the stockholder’s interest
near the bottom of the list. If
space permitted, I should liketo
have discussed each of these ele-
ments in detail as they each hdve
a very important but varying ef-
fect on equity prices. i

As. important 'as they are,’in
my. opinion, - what the . investor
needs and wants more: than any-
thirg else-is a background that
permits confidence, a more friend-
ly and understanding environment
for private capital and the private
enterprise system. The other thing
that has worried him .most is-in
ihe process of being €liminated, or
resolved, and. I.refer-to. the- fear
-of a Dbusiness decline. ard the -
-presence. of ‘many economi¢ ab-
normalities. s 5

. In the Long Run— \

_In the back of my mind lies the
knowledge, or -should I say the
conviction, that the public is not
likely to sit complacently by in-
definitely and  watch  the true
value,. the putrchasing power, of
their savings go down ard down
without “making some effort .to
protect theniselves. Perhaps this
is not a factor to be weighed
heavily during the present busi-
ness’ unsettlement, ~ but rather
something to consider when fhe
inevitdble deficit financing is in
| full swing again. . What is more
likély wher: the visibility clears
up a bit is that the investor will
see- values that are irresistible,
but it is a bold person’ who will
say ‘just when the public’s indif-
ference . will run- its course -or
when 4he .inevitable flight from
bonds and-cash will take place.-
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The Real Position of the Steelworker

(Contmued from page 17)
ductivity in  the  steel industry,
Mr. Nathan alleges was at least
one and a half times as great as
the long-term trends which have
been estimated to have developed
in-this industry prior to 1939.

Such fragmentary  data as are
available on changes in output per
man-hour since 1939 for industry
generally show a considerably
smaller rate of gain than that ex-
perienced before the war.

No' direct evidence has been
presented to this Board to support
thée assumption that the steel in-
dustry has been increasing output
per man-hour one and a half or

: more times the prewar rate, while

<or all industry, the rate of in-
¢rease during the past decade has

I f2leatbelow the hlStOrlC rate of

gm‘»\@n
Productnvnty and Wage Changes
There has been no direct corre-
latlon between the rate of increase

in - productivity in specific inaus-
tries and the changes in wages in

' such industries.

If wage increases were deter-
mined primarily by the rate of in-
crease in productivity in particu-
lar - industries, we - would soon
have a chaotic wage structure.

#Likewise, it does not follow
from the fact that increases in real
wages over the years have accom-
panied rising productivity in the
economic system as a whole, that
a similar correlation has been ap-
plicable to a particular industry,
espec1a11y over short penods of
tim

.In the last few years wage in-
creases have outstripped produc-
tivity increases no matter how the
latter are calculated. Thus, from
1939 to April, 1949, average hourly
earnings for workers in blast
" furnaces, steel works and rolling
mills rose 94%. Even on the basis
of ‘Mr. Nathan’s high estimates,
productivity increased 49.5%, or

only a little more than half as

" much as the rise in hourly earn-
_ings. In terms of the estimated

actual “tise in’ steel productivity
since 1939, the discrepancy be-
tween increases in productivity
and hourly wages has been much
more marked. Since during the
past decade hourly earnings have
risen an average 6.9% a year, unit
labor costs in the steel industry
have risen sharply.

“The rise in hourly wages has
mbore than exceeded the rise in
unit labor costs which in turn be-
cdme a factor in- raising steel
prices.

Clearly one of the elements
which has played a significant
role in the modest increase in pro-
ductivity during the war and post-
wiar years has been the tremen-
dous expansion in output by the
steel industry. As compared with
an operating rate of about 65% for
1939, the industry averaged 94.1%
ir '1948. Continued at that level,
and of course they have recently
declined by some. 14 .percentage
points, then it would follow that
part of the past small increase in
productivity - would be. reversed
and such a reversal has taken
place recently.

Labor Shares in Various Ways

Higher wage rates constitute
only*one of many avenues by
which the worker has participated
in -productivity advances. Other
forms have included: lower prices,

product. improvement; paid vaca:

tions, rest periods, shorter hours
thout income loss, and various
welfare plans.

“In effect, gains in productivity
provide a fund out of which a
company can -either increase
wages, decrease prices, increase
profits to the stockholder, or fol-
low a policy which involves a
combination of any two or three
of these alternatives.

‘If part of these gains is taken
in the form of greater welfare
fund payments, the gains cannot
alsn be obtained in the form of
higher wages.
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Summary of Productivity
Situation

There . is clearly no evidence,
either in the past or recent trends.]
in output per man-hour in theé
steel industry to  support the
union’s demand for a package in-
crease of 30 cents an hour (189%)
or a general wage increase of 3214
cents an hour (7%4%). The com-
parisons between past increases in
real . hourly earnings of =steel-
workers and changes in produc-
tivity have no relevance<to the
question of worker participation
in past gains in productivity  in
this industry. When the.appropri-
ate comparison is made; namely
between increases in money wages
and increases in output per man-
hour, it is found that all of the
wartime gains in productivity—
and much more—hav& been re-
flected in the 949, <ncrease in
hourly earnings. This statement
applies even to the highly in-
flated productivity gains shown
by Mr. Nathan for the past decade.

The modest antual gains in
product1v1ty prov;de the source
for all increases m i labor costs.

# *A, &
ABILITY-TO PAY

The ability to pay argument is a
highly opportunistic one which
cannot be and will not be widely
apphed by labor.

! The dommant theme of both of
the Nathan reports is that indus-
try has tremendous profits and]
that, therefore,-“corporations as a
whole can afford a substantial
wage increase.” He qualifies: this
gleneral statement by recogmzmg
that

u

-

. many fﬁms and industries
are bemg squeezed espec1ally the
smaller compaiiies’’ s 7a uru
form round of-identical wage, in-
creases is not” justified, -because
there  is no uniform ability to
grant increasess

“He uses abili{yto pay not: on]y
as reflected in current profits but
in terms of the high profits’that
he says should prevail if we have
full employment.: Mx: Nathan does
not appear to be concerned by the
fact that many companies could
go broke under’the 1mpact of the
higher wage costs_ o G

Usefulness of ,the Ability to Pay
Criterion -

(1) Wage incréases on the basis
of ability to' pdy” Wwould create a
chaotic wage structure, Wage rates
within an industry or a-.com-
munity have ‘evolved over the
years as a result-of economic
pressures supplen'rented by collec-
tive bargaining, -atrbitration, and
government regulation. They Xe-
flect various economic pressures|-
including the relative importance
of wages to costs, the growth pat-
tern of the mdustr the type of
labor required, the,nature of oper-
ations, etc. Any aitempt t{o base
wages upon abilty .to.. pay must
result in sharp chafiges in these
relationships and “act as a dis-
turbing influence ta the effective
utilizatior of resources. It is dif-
ficult” to understdfid how Mr.
Nathan’s professed} objective "of
full employment can ‘be obtained
when wage relationships are
thrown into chaos.

Strictly adhered toythe ability
1o pay doctrine would mean that
the most profitable firms would
pay. - a . differential as compared

‘with :other | firms” and-“lence be

able to obtain the most efficient
members of the labor force.

The fact is that while ability to
pay is a very useful opportunistic
argument to use urder some cir-
cumstances, it is quickly and ¢/n-
veniently overlooked where it has
no application. If wages are in-
creased in key industries such as
steel or automobiles on the alleged
basis of sbility to pay, other unions
in other industries would quickly
adopt as their sloganl the need to
obtair for their members the “na-

tional wage pattérns” established
in the “key bargain” industries. -

Any attempt to determine wages
on the basis of ability to pay with-
in any industry also would con-=
flict with the avowed objective
of most unions to secure equal
pay for equal or. similar work.
The Steelworkers Union long has
proclaimed this objective.

(2) Corporate savings repre-
sect one of the chief sources of
capital and profits are the source
of such savings. Moreover, profits
on the " expectation of future
profits are the means of attract-
ing venture capital to industry.
For many industries, undistrib-
uted profits represent the most
important source of these savings.
Workers have nothing to gain and
everythirg to lose from. a wage
policy that tends to hold down
profits and hence to retard new
investments, This is particularly
true of steelworkers and other
workers in industries making cap-
ital goods. A reduction in profiis
will mean a reduced demand for
plant and equipment ard that in
turn will mean a smaller demand
for steel.

When steelworkers advocate a
cut in profits they are at the same
time advocating a reduction in the
number of job opportunities avail-
able to them.

- (3) Unions do not want to ap-
ply the ability to pay criterion
corsistently and uniformly even
now, since it cuts both ways and
would lead to wage reductions
wherever profits are non-existent
or inadequate.

(4) The wage rates established
on the basis of abiltiy to pay by
any company or industry in the
abnormally good years would re-
main to block cost and price re-
ductions when, as and if we have
poorer years,

We are row in the period when
the bottlenecks have been elim-
inated and the backiog of demand
has been substantially met. Higher
costs in the form of higher wage
rates al this time will make it
more difficult to effect any -re-
quired adjustments in tne future.

(5) Rates of profit vary widely
in different industries and among
companies in the same industry.
There is ro e¢cientific standard
that can be used to determine
when profits are excessive,

(6) Under the ability to pay
theory, the principle is the same
as a backer asking each customer
how much she can afford to pay
and charging her accordingly.

(7) Production is not automatie,
It must be induced.. The most ef-
fective incentive known is a high
rate of profits. If that opportunity
is weakered or destroyed .entre-
preneurs will be discouraged from
establishing or expanding enter-
prises, the demand for labor will
diminish, and employment will be
raduced.

(8) There is no necessary rela-
tionship between the profits of the
past and the ability-to-pay wages
in the future.

The large number of companiés
which showed sharply reduced
earnirgs in 1948 and 1949 furnish
additional evidence on this point.
Reported corporate profits before
taxes declined from an annual
rate of $34.5 billion in the fourth
quarter of 1948 to an annual rate
of $25.5 billion in the second quar-
ter of 1949. While $4.7 billion of
this $9.0 billior: decline in the an-
nual rate of profits reflected in-
ventory losses, there still remained
a decline of $4.3 billion reflecting
the modest decline in business
activity during this period.

(9) Ability to pay has had little
significance in wage determina-
tion in recent years.

(10) Profits fluctuate very
widely over the years. If wages
are to be made deperdent upon
profits, they too will fluctuate
erratically and the ability of in-
dustry to set aside reserves for

bad times will be impeired.

[ g
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- Heserve Board Ilpposes En!argmg IIFG I’ower

S.R. Carpenter, Secretary of Board, in letter to Senator Maybank,

Chairman of Senate Committee on Bankmg and Currency, presents
view commerclal banks have ample available funds to meet business
credit requiréeménts.

S. R. Carpenter, Secretary of the Board of Governors of the

Federal Reserve System, on Aug.

aybank, Chairman of the Senate Commlttee on Banking and Cur- '

rency, a letter in which he gwes
the seven-man board that no fur-@

8, transmitted to Sen. Burnet R.

the apparent unammous stand of

ther expansion of the lending
power or functions of the Recon-
struction. Finance Corporation is
required, since the credit facilities
now offered by the commercial
banks are ample to meet current
business needs.

The text of Mr.
letter follows:

“This is in response to your
letter of Aug. 2, 1949, requesting
the: views of the Board of Gov-
ernors with respect to the bill
S. 2344. The principal effects of
this bill would be to remove all
maturity limitations on loans
made by the Reconstruction Fi-
nance Corporation and to increase
the aggregate amount of such
loans that may be outstanding at
any one time to $5 billion.

“The Reconstruction Finance
Corporation ' was established in
1932 as an emergency organiza-
tion. In that ‘capacity, during the
economic depression. of the 1930’s
and again during the war period
the Corporatlon performed a very
useful service to the government
‘and to the nation. The Board feels
that the Corporation should con-
tinue to be regarded as essentially
of an emergency character. In
ordinary peace times the lending
functions of the Corporation, if
continued at all, should be held to

Carpenter’s

a minimum and it should not be-

aggressive in soliciting or accept-
ing loans. Even in such circum-
stances the Corporation should
avoid as far as possible competi-
tion with private credit sources.

“In his recent Economic Report |,

the President suggested legislation
to extend the maximum maturi-

ties of loans by the Corporation to’

permit financial assistance to
business ventures which are eco-
nomically sound and urgently
needed in an expanding economy
but  which require long periods
of time to develop -and produce
earnings which will permit order-
ly amortization of debt. It is the
view of the Board that the present
10-year limitation on - ordinary
business loans by the Corporation
is entirely adequate and that in
the types of cases referred to by
the President the limitation could
well be fixed at 15 years but
should not be removed altogether.
The Board concurs with the view
expressed by the-Secretary of the
Treasury that there be regular
amortization of loans having ma-
turities in excess of 10 years.
“The Board is not in accord
with - the - provision of the bill
which would increase the aggre-
gate limitation on loans made by
the Corporation. The Board is in
sympathy with the poli¢y of
stimulating employment at this
time, through the encouragement

of necessary financing of business | -

enterprises, particularly small
business. However, it believes that
such financing ~of enterprises
worthy of credit should be en-
couraged to the greatest extent
possible through regular private
banking channels and that financ-
ing by the government should be
undertaken only when financing
is not available on a reasonable
basis from the "usual ¢redit
sources. In the case .of ordinary
business loans, the Board feels
that the use of the private credit
system can best carry: out the
ob]ectlve of the President’s state-
ment in his recent Economic Re-
port that the Government’s policy

should be ‘to encourage banks and |-

other institutions to maintain and
expand their productive lending
activity.” Commercial banks have
available ample funds to meet the

financing requirements of busi-

9
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ness, and there appears to be little ;

evidence that sound credit is un«
avoidable on reasonable terms to
an extent that would call for. in-
creasing the ‘'aggregate dollar

amount of authority for Recon= .

Corporation
loans.

“It should also be noted that
loans thade by the Corporation in-
volve the use of government funds
and that a further enlargement of
the aggregate lending authorlty
of the Corporation would thus in-
crease the amount of the prospec-
tive government deficit.

“Since the bill is now the sub-
ject of hearings before your Com-
mittee, time ‘has not permitted us
to take the matter up with the
Bureau of the Budget.” . :

lowa So. Utilities
Preferred Offered by
First Boston Group

The First Boston Corporation
headed an investment banking
group which offered to the pub-
lic on Aug. 17 80,000 shares of
Iowa Southern Utlhtxes Co. (of
Delaware) 515 % series cumulative
preferred stock at par ($30 per
share) plus accerued d1v1dends The
new preferred stock is convertible
on or before June 1, 1959, into
common- stock at a bas1c conver-
sion rate of two shares of com-
mon for each share of preferred.

The proceeds from the sale of
these newly issued shares will be
applied in part toward the cost
of the company’s congtruction
program and payment of $1,143 -
780 of bank loans incurred for
construction purposes. Theé bal-
ance of proceeds will be used to
reimburse the company for con-
struction expenditures already
made. The company estimates
construction expenditures ‘for
1949.-at approximately $3,000,000
and for 1950 at around $2,900,000.

The preferred stock is subject
to redemption at any time at
$30.75 per share if redeemed on

or before June 1, 1952 and there- -

after at prices scaling down to $30
per share after June 1, 1958. It
also has the benefit of a purchase

fund under which  the company, '
beginning in 1960 and in each':

year thereafter, will set aside out
of net profits 3% of the aggregate
par value of the shares of pre-
ferred stock outstanding on Dec.
31, 1959.

Bond Club of Pillsburgh
Culing Date Changed

PITTSBURGH, Pa.—The Bond
Club of Pittsburgh has announc-
ed that their annual fall outing

has been changed to September

30th, from September 23rd.

Three With Cruttenden Co. ;

{Snecial to Tac FINANCIAL CHRONICLE)

CHICAGO, ILL. — Norman J. "

Hickey, Albert R. Schwartz, and

Torben H. Sorensen have become '

affiliated” with Cruttenden & Co.,
209 South La Salle Street, mem-
bers of the New York and Chicago
Stock Fxcharges.

King Merritt Co. Adds

(@rarial to I'HE 'FINAN!XAL éHRONlCLE)

SAN FRANCISCO, CALIF.—
Edward J. Peck has joired. the
staff of King Merritt & Co., Inc,,
220 Montgomery Sireet. He was

previousily with Denault & Co.
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promise utopia—clearly an American counterpart to the at-
tempted off-hand dismissal of Mr. Churchill by the spend-
thrifts in the United Kingdom who apparently look to us to
finance their grandiose schemes as well as our own.

The fact is, however, that Mr. Hoover today reveals
a far clearer understanding of the requirements of sound
_economic and social progress than do those who take
the liberty of scoffing at him. He now, moreover, shows
an excellent grasp of the basic causes of our present
day aberrations and of the only possible remedy for a
situation which we as a people simply must not permit
to continue very much longer., How distressingly true
are these words: .

. “We have a few hundred thousand Communists and
their fellow-travelers in this country. They cannot destroy
the republic.” They are a nuisance and require-attention.
We have doctrinaire Socialists who peacefully dream along
about their utopia.

“But there is a very considerable group of fuzzy-minded
people who are engineering a compromise with all of these
European infections. They fail to realize that our American
system has grown away from the systems of Europe by 250
years. They have the foolish notion that a collectivist econ-
omy -can at the same time preserve personal liberty and
constitutional government. That cannot be done.”

And his explanation of how it happens that the Amer-
ican people who do not, for a moment, believe in all this
remain complacent, or at all events not effectively active,
in the face of it is definitely to the point. Here it is:

“Now most Americans do mot believe in these com-
promises with collectivism. But they do mot realize that
through governmental spending and taxes our nation is
blissfully driving down a back road at top speed.

“In the end these solutions of mational problems by
spending are always the same—power, more power, more
centralization in the hands of the state. And along this road
of spending the government either takes over, which is
Socialism, or dictates institutional and economic life, which
is fascism.

- “We have not had great socialization of property, but
we’re on the last mile to collectivism through government
collection and spending of the savings of the people.

“You must give it thought.

“And the device of these advocates of gigantic spending
is the manipulation of words and phrases and slogans to
convey new meanings different from those that we have long
been used to. The maligned distortions drug our thinking.
They drown it with.emotion. For instance, we see govern-
ment’s borrowing and spending transformed into a soft
phrase called ‘deficit spending.” And the slogan of the ‘wel-
fare state’ that has emerged as a disguise for a totalitarian
state by the exact route of spending.

- “And out of these slogans and phrases and new mean-
ings of words come vague promises and misty mirages—we
had ‘the security from the cradle to the grave.’ But in action
these frustrate those basic human impulses to production
which alone make a dynamic nation.”

Earlier in his address, Mr. Hoover had laid out in
impressive fashion the degree in which government has
spread its tentacles out and is now absorbing appalling
portions of the efforts of the people at large. He had
presented jn a striking way the proportion of the people
now working for government, and the days we all must
work: to support them and government. He is obviously
well aware that not only does all this constitute a severe
drain upon the production of the population, but that it
has other direct and indirect consequences which in-
evitably tend to shrivel up production and to channel it
into lines which are of lesser usefulness.

It Would Be a Great Service

But if he succeeds in persuading the rank and file to
heed his words about the final, and in a sense the sole respon-
sibility for all this, and hence the only real cure, he will
have on this account served his country as few men have
pe;en_ privileged to do in this or any other land at any time
in history. He warns the individual that he cannot with
warrant or justice sit back and lay the blame for such things
on elected officials or legislators. These are representatives
of the voters, and in order to remain in office must be regu-
larly seeking reelection. They- are subject to all the pres-
. sure that innumerable groups with purely selfish interests
can bring to bear upon them, and this pressure is. great be-
cause these groups have wide support from large segments

hope of salvation lies in the people themselves and in no
one else. : ; JERT '

The question is, of course, how to arouse the rank
and file to their danger. There is good reason to believe
that here, too, the ex-President has at least an inkling
of the difficulties involved and of the precise nature of
at least some of the obstacles to be surmounted. .The
fact is that far more than many of us realize the “ad-

. vanced thinking” of European revolutionaries, and of
a good many untrained but highly influential figures
in our own midst, has seeped deep into the thinking and
the reactions of the American citizen. For this we have
in substantial part to thank the persuasiveness of Frank-
lin D. Roosevelt, Vastly developed and improved trans-
portation and communications—especially the radio—
have immensely helped this movement along—as have -
huge sums from the Treasury of the United States
where they would “do the most good” in accomplishing
this transformation. Unfortunately, the-jingling of the
Guinea ‘mot only heals the hurt that honor' feels, but
may have a good deal to do with the mental processes
of people.

Our Real Problem
Old and honored precepts founded upon centuries of
experience have lost their hold on the minds of men; new
untested, sometimes patently silly, notions have all too fre-
quently ‘replaced them in the esteem of the rank and file.

had already once taught them.

Our real problem is how to attack this situation.
What we must all hope is that it will not take decades,
even centuries of hardship, to reteach men what centuries.

Collective

must be based upon sound eco-
nomics.

Unless labor and management
accept intelligent economic cri-
teria as a guide to baragining
actions there is trouble ahead for
us all. What those criteria should
be, I know, would bring argument
from all directions. But we need
such argument, such discussion
of basic premises if collective bar-
gaining is to flourish.

Basic Principles

In my opinion five principles
form the economic foundation of
constructive collective bargaining
Let me submit them to you.
Principle Number One — Labor
and management must believe in
capitalism, and help to make it
work.

Number Two—Labor and man-
agement must believe in ever-
increasing productivity, and must
work to achieve it.

Number Three — Labor and
management must believe in the
importance of the managerial
function,

Number Four—Labor and man-
agement must make decisions on'
the basis of economic fact, not
economic power.

And Principle Number Five —
Labor and management must ac-
cept their primary responsibility
to the community.

Now let me discuss these five
principles one by one. When I
say that both sides must believe
in capitalism, I mean that they
must believe sincerely and whole-
heartedly in the competitive free
market economy and must devote
intelligent effort to make it work.
Theoretical agreement on this
basic premise of our economy ‘is
not much of a problem.

But I have the feeling that all
of us could help narrow the gap
between belief and practice.

Management and labor leaders
make economic decisions daily
which affect the growth of our
economy. Are they ready to make
decisions in the spirit of an ex-
panding - capitalism? Are they
ready to reject decisions which
limit production or restrict com-
petition? Does the labor leader

who believes in a profit and loss

of the voters of the country. To make a long story short, the

economy accept the - role of

Foundations of Sound

Bargaining

(Continued from page 11)

profits? Does he agree that profits
are good—necessary to investment
and expansion? Does the manager
whaq, believes in a mass production
economy accept the relationship
of volume to price? Does he agree
that the constant lowering of
prices can build volume and
that this is fundamental to our
kind of capitalism? Does the man-
ager agree that the interests of
business - as a whole are best
served by passing on a substantial
part of the savings flowing from
higher productivity ir the form
of lower prices and higher wages?

And finally if both manage-
ment and labor believe in demo-
cratic capitalism do they resist
the temptation to preserve tem-
porarily their economic positions
by the use of restrictive practices
aimed at each other or, in collu-
sion, at the consumer?

The American public has come
to expect a steady improvement
in living standards. The quest for
material progress is one of our
most distinctive characteristics.
We are determined that our
children shall be better off than
we have been. .

Under this philosophy the
standard of living—the material
well-being of most people—has
increased in the United States
more rapidly than at any other
time or place in the history of
mankind.

Here are the facts. Since 1850
population has increased six
times while national income (in
constant - prices): ‘has increased
more than 25 times. The real in-
come: per. person rose more than
four-fold. The record indicates
that the American capitalism has
been and is the most productive
in the world.

This enormous increase of pro-
ductiveness has been translated
into higher living standards in a
variety of ways—shorter hours of
work, longer years in school and
earlier retirement, higher wage
and salary rates, lower prices,
new products and improved qual-
ities, and more public services and
bepefits.

The rising standard of living of
the past_cegztury, in the sum of
all these forms, was made possible
basically by the great expansion

in the capacity to produce—pri-

marily through the accumulation
of capital invested in plant and
equipment. = Sy

Critical Importance of
Investment

The ' critical - importance of in-
vestment in machinery and capital
goods is illustrated by the fact
that in 1850 a worker typically
had one one-half of a horsepower-
to help him. 'By 1940, however,’
each worker was assisted by 27"
horsepower. Thus the amount of
horsepower per worker was mul-
tiplied 54 times between 1850 and
1940. -In 1850 for each worker in
manufacturing it is estimated
there were $557 (in 1850 prices)
worth of capital equipment. In
1940 the figure approximated $6,«
000.. Since prices had almost
doubled, . that represents about
$3,000 in terms of 1850 prices—or
a  six-fold increase in capital/
equipment. These statistics pro+
vide some indication of the in-
crease in the quantity of capital
goods combined with labor serve
ices to increase the productives
ness of the economy.

America = enjoys the highest.
standard of living in the world’
because its capitalism—in spite of
some defects—has delivered. And
it can deliver far more than it
has. The standard of living of
the American family can be
doubled in the next 25 or 30 years.
This is a practical objective for
the common effort of management
and labor. It is a necessity if this
generation is to meet its responsi
bilities. !

The record of the last century
has been impressive. The prob=
lem for the future is to keep our
capitalism dynamic—continue to
raise living standards and yet to
reduce, as much as possible, the
human costs as reflected in inse«
curity and instability.

But the point I make is this:
We can accomplish as much, or
more, in the future as we have in
the past only if labor and manage-
ment: adhere to the basic eco-
nomics of capitalism.

Practically, what does this
mean? ' Let me give one example,
Labor and management have ‘a
stake in securing a sufficient
stream of funds, particularly ven-
ture funds, for new plants and
equipment. We have seen the
critical role which, those expen-
ditures played in raising living
standards in the past. To raise
real wages four-fold, capital per
worker in manufacturing had to
rise six times. Over the past
century about 20% of our gross
national product has been used
annually for capital formation.

The present tax system discrim-
inates in important ways against
risk bearing investment—by limi-
tations on the spreading of losses
through time, by penalizing those
with irregular incomes, by ex-
empting state and local governe
ment bonds from Federal taxa-
tion, by double taxation of cor=
porate dividends, and by very,
steep rates of progression in the
individual income tax. If we are
to maintain the rate of invest-
ment which made our past growth
possible it would seem obvious
that labor has as a big a stake as
management in working to core
rect these tax inequities. T

Threats of Wage and Price
Inflation ¢

Self-serving pressures that con-
tribute to inflation — in times
when inflationary pressures are
strong—provide another example
of an area demanding greater at-
tention to the basic economics of
capitalism — and less lip-service,.
Real danger to our economy arises
from the threat- of continuing
wage and price inflation under
conditions of high employment,
The widespread growth of labor
unions establishes the basis for
powerful upward pressure on
money wage rates. When there is
a strong demand for goods and a
tight labor market, wage demands
are hard to resist and easy to
grant. Under these circumstances,
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there is real danger that unions
may force up wages. at rates
which 'exceed productivity gains
and necessitate increases in prices.
Similarly, .in these circumstances
some businessmen find it too easy
to inflate profit margins. And
then we find ourselves on the in-
flation highway. Inflation brings
with it the danger of subsequent
depression, with widespread waste
. of manpower and productive fa-
cilities and depressed real incomes
for.all groups in the population.
Neither . the alternative = of
widespread 'unemployment nor of
- direct government controls over
. economic activity is acceptable in
a democratic capitalism as a check
against such inflation. Yet can col-
lective bargaining in this coun-
try, under conditions of high em-
. ployment, restrain wage settle-

_ “ments within limits which are not

ationary? - The answer may
well be decisive for the future of
Our economy. 1

I have emphasized that our
capitalism requires constant
changes in management tech-
niques, processes and skills. Such
changes, while contributing to
general progress, inevitably mean
hardship for some firms and
workers. ' These  are temporary
layoffs. Some jobs are perma-
nently lost. Old skills become
obsolete. The new jobs may arise
in different localities- or require
very different skills. There is
danger that collective: bargaining
may become so concerned with
security that we will fail to pro-
vide for the readjustments re-
quired for rapid increase in living
standards,

Security and Progress

There is need to keep in mind
the double objectives of security
and progress. I don’t think it’s
possible to have complete security
without sacrificing progress and

“thus drying up the well-spring
which makes security possible. On
the other hand progress provides
the foundation for increased real
security— not only its level but
its - distribution as well. More

“Jprogress means more security, for
more people. But it still should
be possible to mitigate the per-

adjustment and yet secure a high
rate of increase in living stand-
ards. - Can collective bargaining
adjust to this problem?

Increasing Productivity Essential
Principle Number Two — Labor
and management must believe in
ever-increasing productivity and
must work to achieve. it.
" Productivity is the basis of the
- modern industrial society.  In-
creased productivity, more output
per man - management - machine
: hour, is the heart of our industrial
- body. Any permanent stability in
the workshop will have to be in
harmony with this fundamental
fact.
There are two general ways in
. which groups in our society may
~seek to' improve -their economic
- Jot. -One method is to take away
income from others. A company
may raise its prices relative to
other prices. A union may push
up .the wages of particular work-
ers more rapidly than others. Po-
" litical action may be used to sup-
port particular prices, profits or
wages. at abnormal levels, That
is one way—at the expense of
each other. It is the unsound
way—the uneconomic way.

The other way of improving
living standards of a group is for
that group to participate in in-
creasing the total output—help-
ing to produce a bigger pie. That
is what I mean by believing in
and practicing a philosophy ‘of
dynamic capitalism.

The tons of the dealings be-
tween union and management or-
ganizations will condition the
morale ofs the workers and, in
turn, the quality and amount of
their output. An understanding
and sympathetic attitude on the
part of management tends to be

- reflected ' in the- interest and ef-
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ficiency of the work force. Sim-
ilarly, the union organization af-
fects productivity by the attitude
it engenders among its members,
1f the union officers show no in-
terest in production and disparage,
criticize and oppose all programs
to - increase = productivity, - the
workers are likely to act accord-
ingly. On the other hand, a sym-
pathetic attitude on the part of
union leaders will be reflected in
the performance of the rank and
tile.

Distribution. of productivity
gains, which stimulate business
owners and managers to increase
productive efficiency, has kept the
economy dynamic and  progres-
sive. It has served, in turn, fo
distribute rapidly throughout the
population the gains resulting
from economic progress.

In highly progressive industries
wages have, in general, increased
somewhat more rapidly than av-
erage, and profits have tended to
be relatively high, but most of the
productivity gains . have been
iransmitted to consumers in the

. form of lower prices and im-

proved quality of product. In-in-
dustries experiencing little or on
increase in . productivity, wages
have increased less than average,
profits have tended in general to
be low, while prices have in-
creased.

Continued productivity will de-
pend greatly upon labor’s attitude.
Labor cannot continue to have
the power is does and not hurt
the economy as a whole unless it
exercises its power in the direc-
tion of increased productivity,

I'am not unmindful of the dif-
ficulties in = getting collective
bargaining dedicated to produc-
tivity. It is not easy to convince
men that increased productivity
is not so much a matter of work-
ing harder as it is a matter of
working better,

Our troubles at home are the
heavier through the weight of our
troubles abroad. But the diligent
pursuit of mounting production
will help to 'solve them. It is
nothing new to say that nigh pro-
ductivity makes more jobs, main-
tains jobs and makes for better
jobs, But it never needed retell-
ing more emphatically than now.
Let me tell it in terms of a hub-
cap.

One day in 1938, the officials of
a ‘motor company called in a
skilled craftsman and said to him:
“Jake, do you think you could
make a hubcap shell by hand?”

“Sure,” he replied, “but there’s
no sense to it.”

“We just want to see how long
it takes,” they told him, and so
Jake went to work.

Jake was no slouch, and by the
stop-watch his, time was -good.
But while he was hammering out
one hubcap shell, an -automatic
press turned out. 2,160 of them.

In material cost, plus his pay,
Jake’s hand-made shell  cost
$2.50, -

. The machine-made shells cost a
little over 12 cents apiece,

With Jake’s sample as a starter,
the company went on to calculate
that to produce an entire car by
hand wculd cost $17.850. Perhaps
not 50 cars a year would be sold
at that figure.

There wouldn’t be an automo-
bile industry as we know it, with
its hundreds of thousands of jobs
There wouldn’t be any jobs in
filling stations and in rubber
plants and  drive-in Testaurants
which those automobile-making
jobs have generated.

I could have used a safety razor
blade or a light bulb instead of
a hubcap shell, perhaps. - The
point of the story is the same.
Productivity has given us all we
have and can remultiply it end-
lessly. But will it? It can if
labor and management believe in
ever-increasing’ productivity and
work to achieve it.

The Managerial Function
Now let’'s examine Principle
Number Three—Labor and man-
agement must believe in the im-

portance of the managerial func-
tion.

It is now obvious to all that the
union has an important role in
our industrial life. It has a voice
in decisions and the power to
back up what it says. ‘lo an in-
creasing extent it has moved  in
on the traditional preserve ot
management to make decision.

This  has ‘been developing for
the last 20 years. During this pe-
riod, collective bargaining in our
factories has been increasingly
concerned with the issue of how
much the union should have to
say in running the show. The av-
erage American on the sidelines
of the labor-management arena
has watched labor’s struggle with
an indulgent and sympathetic
eye. He has often been inclined
to wear labor’s . colors and- to
cheer its gains. He has often
largely identified himself with
its cause,

Good pay, good working con-
ditions and fair treatment are de-
sirable ends which everybody
wants and understands. But at-
tention ‘to these ends has caused
many to overlook the importance
of efficient management.

Management’s function is' dif-
ferent from the function of own-
ership.  In effect, management’s
function is as impersonal as traf-
fic rules. The right-of-way on
the public highway is not a per-
sonal privilege. 1t is there for the
sake of order.

Nor are-the functions of man-
agement something confined to a
capitalist society such as ours.
They prevail in all societies, so-
cialist and communist as well as
capitalist. Whether the workers
own the plant, whether the gov-
ernment owns it or stockholders
own it, there must be manage-
ment.

Our natural inclination toward
the human, understandable and
rightful objectives of labor have
caused us to underestimate the
importance of management’s func-
tion in our modern industrial so-
ciety. We have taken its accom-
plishments largely for granted.
But it has been management
which has brought labor, capital
and raw materials together, It is
management which fix the stand-
ards of efficiency for the one
and calculate the most productive
use of the others. Management
must adjust the outward flow of
the finished product. Our high
standard of living is owed in no
small part to the high caliber of
our management.

Through the years the concept
of the managerial function is con-
stantly being modified and
charged as the production en-
vironment changes, In the past it
was generally consideréd man-
agement’s prerogative to formu-
late all factory law. This included
all rules and regulations, hours of
work, -working conditions, and
wage payments, Take the prob-
lem of layoff. Twenty years ago
management was in sole charge of
whom to lay off if business re-
ceded. Now there are seniority
lists in all organized and most
unorganized plants. Management
has conceded. that layoffs should
be governed by. agreed rules. It
is a rare management today that
argues that it alone should de-
cide who shall remain at work.

But there is a basic right, if the
economy is to function efficiently,
that labor must concede to man-
agement and that is management'’s
authority to direct the business.
There must be no .infringement
by labor on this basic managerial
function—direction and adminis-
tration of the enterprise.

Can collective bargaining meet
this challenge? Can it resist short-
circuiting and -undermining the
managerial function? For if it
does not, neither collective bar-
gaining .nor our economy will
survive, On the other hand, can
collective bargaining reinforce the
managerial function? It can if
labor and management believe in

the importance

of the managerial
function. ’ :

Economic Fact vs. Economic
! Power

Now to Principle Number Four
— Labor and management must
make decisions on the basis of
economic fact and not economic
power,

. Every collective bargaining ses-
slon eventually resolves itself.
down .laregly to the issue of
labor’s share of the sales dollar. |
And that is as it should be. Labor
costs are vital to labor and man-
agement. To labor it is the heart
of collective bargaining. To man-
agement it is often the hell of
collective bargaining.

For the great weakness in col-
lective bargaining today is the
unwillingness — often of both
sides — to rest one’s case upon
economic facts that pertain to
the enterprise involved. There is
a tendency to use either economic
power or propaganda power to
force decisions which . are not
economically - sound. Collective
bargaining - cannot ' survive that
kind of practice,

Take the propaganda front.
Both labor and management are
prone to use yardsticks which suit
their purpose ‘rather than eco-
nomic fact.

In periods of inflation labor will
use the cost of living argument.
In ‘periods  of deflation labor
drops theé cost of living argument.

In periods of deflation manage-|

ment will use the argument of
losses but will ignore the argu-
ment of profits in'a period of in-
flation. ‘This refusal to find the

facts and hold to them always re-.

minds ime of the’'classic couplet:
et

Give me what I haven’t got and
take me where I'm not.”

What I am driving at is the!

need for both sides to honestly
grasp the economics of the par-
ticular industry and of the par-
ticular business and to base their
collective bargaining decisions on
those facts. :

The wage structure of the coun-
try is now set, in the main, by
collective bargaining. That makes
it imperative that economic fact
guide labor and management in
tixing wages. The nation has an
interest in the kind of wage struc-
ture which is developed because
rates influence the movement of
capital and workers and thus the
growth of the economy.

Labor and management must
also recognize ' the relationship
that exists between real wages
and productivity, The only im-
portant way in which real wages
can, be raised is through increases
in productivity. Attempts to raise
wages generally faster than pro-
ductivity increases results in in-
creased prices, decreased employ-~
ment, or both. On the other hand,
as I have indicated, most of the
productivity gains of the past
century have gone either to:labor
in higher wages or to the con-
sumer in lower prices. This is as
it should be.

There is an urgent need for
labor and management to resist
the temptation to use economic
power and use reasoning power
based upon economic fact instead.

Can collective bargaining meet.

this challenge? It can if labor and
management believe 'that deci-
sions should be made on the basis
of economic fact and not economic
power, i

Joint Responsibility to
Community

The last of the five = inciples
I listed a few moments ago is:
Labor and management must ac-
cept primary responsibility to the
community, i

Collective bargaining, like
democracy, is a technique, It can
be good or bad. If the technique is
used by men who act in the pub-
lic ‘interest then collective bar-
gaining is constructive. If not, it
can be destructive.

Labor and management owe it

to, themselves and to America to-

develop patterns of living to-

gether.. They cannot use their
power—power derived from the
right to associate and incorporate
—to tear the economy apart. After
all, -the. right of association,
whether into .corporations = eor
unions, is a right granted to in-
dividuals by the community. This

| right carries with it a social re-

sponsibility. And it is govern-

ment’s duty to enforce that social

responsibility. To the extent that

these associations accept their

public’ “ obligations, government

can stay out of their affairs,

Where the group does not prac- -
tice public responsibility, govern-

ment steps in.

Qur society, to remain demo-
cratic, must continue to grant the
right of freedom of association,
but it must, at the same time, in~
sist that autonomous economie
groups -assume 'social responsibil-
ity. And it must do this without
destroying the group itself. It is
one of the primary problems of
modern, democratic government
to mold these great interest-
groupings into the economic and
political structure of a free society
without destroying either group
or individual rights. This is the
great; long-term problem raised
by the growth of the corporation
and the union. We refuse to ae-
cept either the alternative of rule
by the power blocks or, a dan-
gerous extension of governmental
power.

To serve themselves best, man-
agement and unions must recog-
nize their mutual interdependence
and their responsibility to the
community. This is the great im-
perative of our time. It isi’t a .
question of lip service to social
idealism, It is a question of down-
to-brass-tacks appraisal of our
economic necessities,

We know that isolationism can
be dangerous in an interdependent
world. We are learning that iso-
lationist conduct: by ‘any -one -
group in our modern society is
dangerous to our interdependent,
interwoven economy. There is ne
better place to begin to end eco-
nomic isolationism than in‘ the
collective bargaining process.

The Committee for Economie
Devolpment has repeatedly stated
that it believes in free collective
bargaining. But - collective bar-
gaining is a relatively ‘new tech-~
nique. It is still on trial with the
American people,- And it will be
on trial until labor-and manage~-
ment  demonstrate that they ac-
cept their responsibility to the
community.

Let me summarize,

Collective bargaining is now
accepted -as public policy. It is
part of the warp and woof of our
social fabric. But it needs con-
structive development. That means
putting it on a sound economic
foundation. In my opinion that
foundation has five pillars:

An energetic belief in-capital-
ism. :

Constant effort to increase pro-
ductivity.

Recognition of “the importance
of the managerial function.

Decisions based on economic
fact. i e

Acceptance of responsibility te
the community, -

These principles, I submit, can
form the basis of sound economics
of collective bargaining.

| With Lamson Bros. & Ce.

(Special to THE FINANCIAL CHRONICLE) -

PEORIA, Ill.—John F. Gaynor
is now connected with Lamson
Bros. & Co., 141 West Jackson
Boulevard, Chicago, members of
the New York and Chicago Stock
Exchanges. . :

Burgess & Leith Adds

(Special to THE FINANCIAL CHRONICLE)

BOSTON, Mass. — James A.
Hodder, Jr. has become affiliated
with Burgess & Leith, 30 State
Street, members of the Boston

Stock Exchange.
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- Stockholder

(Continued

tal appreciation has a simple and
easy story. These ‘corporations
will hold their stockholders and
will not find it difficult to raise
capital through them. New cor-
‘porations and less successful cor-
porations have a more difficult
job, and they must offer a greater
appeal in the form of a larger re-
“ward for capital. This is not as
difficult as it sounds. Corporations
that do not have a successful rec-

~ord behind them undoubtedly,

have lower priced equities rela-
- tive to assets, and the stockholder
is not different from any other
individual. He is always hoping
- to find a winner.

The Economic Services and the
Financial Page

There are many economic serv-

ices that publish and analyze the

financial records of corporations.

The value of these as historical

¢ ‘accounts showing what has been |

. accomplished 1is indispensable to
. the analyst and the prospective
" buyer of stocks. Through the fi-
nancial press current news of a
financial interest is reported from
time to time, but this is seldom
.enough for the holder of a large
block of stock or a prospective
« buyer. He wants to know what

the company is planning to do. |

He wants to know what the poli-
cies of the company are—whether
it ‘expects to expand into new
. /markets, add new products, find
some new ways of cutting the
costs of producing and selling the
products. Information and adver-
. tising circulars seldom provide
..the .stockholder with the under-
standing necessary to enable him
to make a decision as to whether

he shall buy the stock of one!

manufacturer or another, or
whether he shall buy the stock of
a bank or an insurance company,
or whether he had better get out
of stocks altogether because busi-
ness depressions always come and
-the present period of prosperity
has lasted longer than usual, Itis
not possible for the individual
stockholder or most investment
managers or brokers to sit down
with the operating officers of a
corporation and sufficiently ab-
sorb enough information and un-
derstanding of the corporation to
answer these questions. = Because
of these limiting conditions, many
corporations have felt it necessary
to maintain someone thoroughly
familiar with the financial his-
tory and progress of the company
and its outlook and be prepared at
any time to furnish this informa-
tion to any and all stockholders or
 their representatives. It is quite
logical, of course, that such a
company, employee would be a
little biased in favor of the com-
pany, but stockholders and brok-
- ers can quickly discount that
. matter, Also, they are verv-keen
to sense whether or not the in-
formation is entirely open and
" above-board and honest or promo-
tion. No corporation can afford
“*to have a representative of this
kind who indulges in promotion
or making over-optimistic state-
ments about thé company. - Noth-
ing can be more damaging to a
stockholders’ ‘list than misinfor-
mation received from a company
representative. The company will
hold its stockholders better that
_furnishes accurate ~ information
““and errors if errors must be com-
mitted on the side of conserva-
tism. Such a representative of the
company who is accessible to
stockholders is of great value both
to the company and to the invest-
ing public. This representative
must be something more than a
mere news carrier. He must un-
derstand the economic and finan-
cial conditions of the business in
general he represents, as well as
. the particular company, and the
general economic conditions and
- trends. In short, he must be a
very able analyst offinancial and
economic data and trends affect-

Relationship

from page 6)

.ng business. An uninformed
representative can do a company
more harm than he can ever do
good.

The management of old, large,
well-established companies whose
stock is widely distributed and
held for investment and growth
may think that they do not have
a problem of stockholder rela-
tions.. But the management of
these companies must remember
that stockholders are not perpet-
‘ual like corporate characters. In-

vestment advisers can find new

opportunities offering more prof-
iiable employment of capital, and
if one of these old, well-estab-
| lished companies needs to raise
new capital they will find it much
easier if their stock is held in
i high repute and of confidence in
its future profitability has not
-been impaired,

' Stockholder Relations and Public
| Relations

i Stockholder relations are a spe-
) cialized form of public relations.
I'It is possible for a company to be
. highly respected by the general
| public who buy the products and
| still be in disrepute among in-

; vestors., It would not be difficult

| widely consumed and have been
for a long time and these compa-
nies are contributing valuable
goods and services useful to the
public just as their advertising
and publicity campaigns say they
are. But their management has
not been successful financially,
Stockholders have lost money and
no one capable of analyzing the
corporations from the standpoint
of its securities as investments
would recommend the stock to
either an investor or speculator.
These companies will find it al-
most impossible to raise new cap-
ital by stock. The reasons for
their financial failure may be very
difficult to place, but investors
are interested in financial results
favorable to them or they seek
other opportunities for their in-
vestments,

Management and Employee
Ownership of Stock

For the most part it is a mark
of confidence to find that the
management of a corporation has
its own money invested in the
company. If the management has
confidence to invest in the com-
pany they will undoubtedly have
more care in looking after the
welfare of the company and the
stockholders than a hired man-
agement that has no interest in
the welfare of thoge who con-
tribute the capital. When a man-
agement invests their own money
in the company and encourages
employees of the company to in-
vest their savings in the company
because they . know what the
company is doing and their mu-
tual interest in their own com-
pany will enable them to do a
better job .in managing their in-
vestments than they can do by
risking their investments in the
stock of companies whose busi-
ness they do not know. It seems
that any one who has an invest-
ment in a company, whether he
be an employee or an officer,
must have a greater interest in
the welfare of the company and
its successful operation which is
in the best interests of all stock-
holders. But no company can ex-
pect to encourage. its employees
to invest in the stock of the com-
pany unless it has established a
record of growing success with
good future promise, .~

The Stockholder and the
Management

Every ‘stockholder is interested
in the capacity of the manage-
ment to succeed in building up
his company and making his in-
vestment grow. - Successful man-
agement is ‘something -that can-

not be defined in" advance. In
other words, you cannot lay down
a prescription for successful man-
agement and hire some one to
carry it out. ‘It is a well-known
fact in business that some men
make a big success where other
men fail, Just what is the re-
quirement for success no one can
define or describe. Only experi-
ence and successful experience
produces confidence in a man-
agement. - Stockholders measure
successful experience by capital
appreciation and dividends or by
earnings. These are the only in-
ducements for stockholders to
risk their capital.

The Stockholder and National
Economic Policies

The stockholder is a necessary
factor in business enterprise.
Without the stockholders’ risk
capital creditors would be very
reluctant to risk their . money. It
is the stockholder who wins big
profits or all the losses. Profit
is the hope that induces him to
take the risk.  Profits may al-
ways be modest or even none at
all, but it is the hope of profits
that lures the stockholder on to
risk his savings. = When national
policies bring on conditions that
could end in inflation, causing
rising costs which may snuff out
all hope of profits or when gov-
ernments ‘threaten to increase
taxes and take away the possibil-
ity of profits, or go into business
in competition' with private capi-
tal, or nationalize successful busi-

nesses and pay of the stockholder
who made them a success in bonds
of questionable value, this is war
against. the stockholder. Under
these conditions present stock-
holders withdraw from the mar-
ket and new stockholders are glad
they have their money in the
savings banks or some other form
of fixed interest-bearing security
where they do not have the risks
of enterprise. f !

But remove these forms of
profitless investment and restore
confidence that there are profits
to be made and that the successful
enterpriser who can keep his costs
down and deliver the products to
the market that the consumers
will buy is entitled to the profits
he can make by his ingenuity,
skill and management, and the
market will take a new life with
investors seeking out these pro-
ductive enterprises with promise
of profitable results. The competi-
tion between successful manage-
ment for stockholders and  the
competition between investors for
the equities of successful corpora-
tions sometimes lifts the prices
of these equities far above their
merit. Some companies can suc-
ceed in making profits and de-
serve the high rating, while a
great majority in the competitive
struggle must get along with
much less profit or fail entirely.

Keeping stockholders informed
of the facts and not misleading
them will tax the ingenuity of
the ~most skilled financial and

economic analyst,

Schram Submits Tax Revision
Plan to Congress

(Continued from first page)

tunities are to be provided on a

scale proportionate to the require-
ments of our expanding national
life.”

The principal recommendations
presented in the study are: -

(1) An immediate attack or: the
problem of the double taxation of
dividend income by revising the
law to permit individuals to de-
duct from their income tax lia-
bility an amount equal to 10% of
dividends received on common
stocks, with the further recom-
mendation that the amount of the
tax credit be increased in subse-
quent years.

(2) A change ir the law to per-
mit capital losses to be offset
against ordinary income to the ex-
tent of $5,000 in the year in which
such losses occur plus an equal
amount in each of the five carry-
over years. (The present law al-
lows an offset of $1,000 in the year
in which a loss occurs plus $1,000
in each of the five carry-over
years.)

(3) The application of a flat
10% tax upon long-term capital
gains. (Under the law as it exists,
long-term capital gains taxes range
from approximately 10% when
the taxpayer is in the lowest tax-
able income bracket to a maxi-
mum of 25%.)

(4) A reduction to three months,
from the present six months, in
the length of time an asset must
be held before realized gain is
taxed as a long-term capital gain.

The study, which represents a
collaboration by Mr. Schram and
Franklir. Cole & Co., economic
consultants, says: “A limited tax
credit on dividend income is a
ready method of partially elim-
inating a serious tax injustice and
encouraging equity investment.
This approach involves essentially
a return to the tax treatment ac-
corded dividends ir the United

States between 1918 and 1936. The
10% tax credit for dividend~in:
come recently adopted in Canada
represents a similar ‘approach ‘to
the problem.”

It is pointed out that people of

moderate incomes would enjoy the

larger proportional reduction in
the rate of tax paid on dividend
income as “in the lowest brackets,
where combired normal and sur-
taxes take nearly 20% of additions
to income, the tax on dividends
received would be cut in half.”
Common stock dividends subject
to the personal income tax are
estimated at about $6,000,000,000
for 1948. The maximum reduction
in Federal tax receipts would be
approximately $600,000,000, and
the report points out that possibly
there would be no loss of revenue
because the tax credit would tend
to increase the amourt of taxable
income at the personal level by
encouraging larger dividend dis-
tributions and by incentive effects.

“The combined high corporate
and high personal taxes levied on
distributed corporate income.” the
study says, “leave little incentive
for present-day savers or for those
holdirg savings accumulated in
the past to invest in common
stocks. Under our suggestion for
attacking the problem of double
taxation, ‘the proposed-credit for
dividend income could be put into
effect quickly. It would stimulate
equity investment right now when
it must be stimulated if industry
is to grow in step with our in-
creasing labor force.”

It is rot enough, says the report,
that capital losses can be offset
against capital gains. An individ-
ual investor may have no gain at
all against which to cancel real-
ized losses. If, on the other hand,
he has participated in successful
ventures as well as unsuccessful
ones, he may find it difficult or
unwise to sell his irterests at a
particular time merely to establish
offsetting gains. ~Even after six
years (under the present law), the
taxpayer who suffered a large loss
can offset a total of only $6,000
against ordinary income. This rep-
resents, in effect, $12 000 of long-
term capital loss, a much less sig-
nificant sum than it was in 1942
wher: the present tax provisions

were adopted. A liberalization of |

loss ‘allowances would doa great
deal to remove one of the most
serious tax impediments to our in-
dustrial development and growth.

It would be of especial help, the
report emphasizes; in the uncer-
tain days ahead when the hazards
of enterprise threater to becom
accentuated. :
In commending a flat 10% tax,
the study states that the present
higher tax is a “hold over” from
the Revenue Act of 1942 when-it
was considered to be “only proper
that some additional tax should be
derived in this emergency from
capital gains.” (The maximum
rates in effect from 1933 to 1942
were 15% on gains from assets
held over two years ard 20% on
gains from assets held from 18 to
24 months.) s

“Our problem now,” the study
says, “is not to collect as much as
possible in taxes in order to com- Z
bat wartime inflationary prés-
sures; we must now think in ternfs
of stimulating risk investment/so
that our economy will retain-its
vigor. . . . If a flat rate of 10%’is
substituted for the present ar-
rargement, mot. only would the
flow of venture capital be stimu-
lated, but the sale of appreciated
assets wculd be encouraged, and
less ‘injustice *would be done to
people who have had purely il-
lusory gains that merely reflect
the inflationary trend of recent
years.”

The study points out that since
any gain from an investment held
less than ‘six months is taxed at
the high ircome tax rates now in
effect, investors are discouraged
from taking risks, “especially at a
time like the present when even
the near future is so unpredict-
able.” Under present conditions,
it adds, a helding period of three

|months would be a more logical

dividing line between tradirg and
investmer:t than the longer period
(of six months). :

The authors express firm belief
that the recommended changes of
law - affecting capital gains and
losses would not lessen Federal
revenue, that they would, in fact,
soon increase the flow of tax !
money into the Treasury. The:
more liberal treatment of losses
would. ultimately result in ih~ |
creased income ard other tax re-
ceipts because of the stimulus i, ]
would give to enterprise. Capital
gains, differing from income which
flows in a steady stream, are real-
ized only at the option of the tax-
payers, as the Ways and Means
Committee of the House of Repre-
sentatives recognized in 1942 when
it declared that “since the realiza-
tion of a capital gain is solely. a
matter within the discretion of the
taxpayer, a too high capital gairs
tax will lose rather than gain rev-
enue for the Government.”

In concluding the discussion of
the capital gains tax, the report
says: “There has been a great ap-
preciation in the value of tangible
assets and a lesser appreciation in
security prices over prewar years,
and we are convirced that the
high tax rate has now become a
serious barrier to the sale of such
assets and deprives the Treasury
of considerable amounts of poten-
tial revenue.” :

Summing up the benefits of the
recommended changes, the report
says: “Private industry can be re-
lied on to provide an ever-in-
creasing number of jobs ard the
tools necessary for such jobs when
tax laws permit the necessary
venture savings to be formed and
encourage -their constructive use.
The proposals we have made in
this report, if adopted promptly,
could provide the stimulus for an
era of economic growtn and in-
dividual economic progress even
greater than any we have thus far
achieved.”

]

Robt. Schweser Adds
(Special to THE FINANCIAL CHRONICLE) .
HASTINGS, ‘Neb.: — Fred C.
Barth and Walter Divan have be-
come associated with Robert E.
Schweser Company, 208 South

19th Street, Omaha,

gitized for FRASER
p./ffraser.stlouisfed.org/
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Indications of Current Business Activity
The following statistical tabulations cover production and other figures for the latest week or month available (dates
shown in first column are either for the week or month ended on that date, or, in cases of quotations, are as of that date) :
. Latest Previous Month Year ! Latest Previous Year
AMERICAN IRON AND STEEL INSTITUTE: Week Week Ago Ago Al Month Month -Ago
Indi teel {07k - (DErCOnt: Bf CEDROTITY ot futay Tinsthe g . ! 95.0 DEBITS — BOARD OF GOVERNORS .
mdx-:,;::lt::lesn fct oﬂ!em ons (percent of capacity) - oo Aug. 21 835 82.3 78.3 OF THE FEDERAL RESERVE SYSTEM-
. Steel 1ngo.s and castings (net tons) Aug. 21 1,539,300 1,517,200 1,443,500 1,712,400  Month of July (in thousands)—.—--——————-—- $98,484,000 $109,068,000 $102,940,000
AMERICAN PETROLEUM INSTITUTE: BUSINESS FAILURES—DUN & BRADSTREET
Cruae oil output—daily ‘average (bbls. of 42 gallons each)_.____. Aug, 6 4,669,700 4,676,600 - 4667750 5504550 |  INC.—Month of July: - 19
‘Crude runs to stills—daily average (bbis.) i Aug. 6 15,188,000 5,187,000 4,291,000 5,641,000 | . Menufacturing 188 o 3
‘Gasoline output (bbls.) Aug. 6 = 17,900,000 - - 18,058.000 15,862,000 17,669,000 olesale- number 17 - 1o
Kerosene  output (bbls.) Aug. 6 1,663,000 1,478,000 1,520,000 2,126,000 | Retail UMDY oo 344 374 a6
Gas, oil, and distillate fuel oil output (bbls.)____________________ Aug. 6 6,259,000 6,293,000 4,708,000 6,975,000 Consiriiction o 75 37
'Remgual fuel oil output (bbls.) Aug. 6 17,220,000 7,205,000 5,172,000 9,359,000 | Commerclal service number______ """ 77777 49
Stocks at re:ineries, at bulk terminals, in transit and in pipe lines— i
Finizhed and unfinished gasoline (bbls.) at.__ 6 108,444,000 = 109,964,000 ~ 96,914,000 97,838,000 Total :numbet 719 828
Kerosene (bbls.) at . "6 24)885,000  24547.000  23,204000 20,940,000 | Manufacturing liabilities —-----ooonoooooe $10,183,000- $12000.000° 87.209.000
Gas, oil, and distillate fuel oil (bbls.) at 6 72,222,000 , 70,878,000 56,179,000 55,568,000 Retglfs?igbiﬁ:iestes ----- ";féz;vggg G292 00  Zharony
Regidual fuel ofl. (bD18,): Mbiuicecmunivnunmsissbosamemmmmlncsss 6 67,281,000 67,166,000 31,299,000 49,788,000 Construction liabilities 1,845.000 2/476.000 iégg'ggg e
liabiliti 1,862,000 , i
ASSOCIATION OF AMERICAN RAILROADS: . cemmercial. service 1RbliHes L5000 :
Revenue freight loaded (number of cars)_____.________________ Aug. 6 716,824 723,810 595,321 878,647 Total liabilities .- e $21,804,000 $28,161,000 $13,876,000
Revenue freight received from connections (number of cars)_.___ Aug 6 567,143 564,852 456,614 694,436
\ CASH DIVIDENDS — PUBLICLY REPORTED
CIVIL ENGINEERING CONSTRUCTION — ENGINEERING ' NEWS- BY U. S, CORPORATIONS — U. S. DE-
RECORD: y : PARTMENT OF COMMERCE = Month of
“Total U. S. construction Aug. 11 $257,314,000  $239,245,000 . $190,346,000 - $197,861,000 June (000's omittéd) Zee---  $825,800,000 $193,300,000 $728,400,000
Private ‘construetion’ Ll sl T rE S b e r SRR e R T Aug. 11 = 135,745,000 100,250,000 61,468,000 71,810,000
_Public construction i Aug. 11 121,569,000 138,995,000 128,878,000 = 126,051,000 | CIVIL ENGINEERING CONSTRUCTION — EN-
e State and municipal : __...._Aug. 11 = 106,697,000 111,952,000 87,408,000 817,554,000 GINEERING NEWS-RECORD — Month of
Federal ____Aug. 11 14,872,000 27,043,000 41,470,000 38,497,000 July: .
Ly Total U. 8. construction...__ cooooic .- $619,442,000 ssss.li%.ggg sgégl.zg.ggg
= Private construction _ 221,502,000 436,7
COAL OUTPUT (U. S. BUREAU OF MINES): : 1202, ,740,000 1495,
Bituminous coal and lignite (tons)__________________ 6 7550000 7,360,000 4725000 12,175,000  FPublic construction - 897,940,000, 499,386,000 * 356,224,000
Pennsylvania anthracite (tons) 6 689,000 965,000 848,000 1,163,000 State and Municioal 292,101,000 1390:230,000, 1281538000
Beehive coke (tons) 6 8,000 7,700 16,900 141,900 £dera i L 22000 /800,
COTTON GINNING (DEPT. OF COMMERCE): ;
DEPARTMENT STORE SALES INDEX—FEDERAL RESERVE SYS- Running bales (exclusive of linters) to Aug. 1 297,843 - cailell 258,972
: TEM~-1935-39 AVERAGE=100___________.__.______.___________ Aug. 6 228 *209 201 261 s >
i EMPLOYMENT AND PAYROLLS—U, S. DEPT. g
‘ OF LABOR—Month of May: £ ,
EDISON ELECTRIC INSTIRUTE:- B e All manufacturing o 11,847,000 # ©12,129,000 - 12,738,000 | ¥
Electric output (in 000 kwh.) S s, SR Aug. 13 5,530,090 5,466,004 5,342,107 5,317,724 Durable goods —..-.. 6,002,000  *6,188,000 6,642,000
i Nolndurablel goods 5,845,000  *5,941,000 6,096,000
FAILURES (COMMERCIAL AND INDUSTRIAL)—DUN & BRAD- mployment Jridexes— :
STREET, INC. Aug. 11 176 171 167 103 All manufacturing ... 144.6 144.8 155.5
Durable goods 166.2 171.4 183.9
Nondurable goods ___________________ 127.6 129.7 133.1
IRON AGE COMPOSITE PRICES: Payroll indexes—
Finished steel (per 1b.) S R P LA H b 47 Aug. ' 9 13.705¢ 3.705¢ 3.705¢ 3.720c All manufacturing ___ 329.4 *336.1 346.7
Pig iron (per gross ton).___._______ 9 $45.91 $45.91 $45.91 $44.11 Durable goods 3€7.2 *379.3 390.8
_Bcrap steel (per gross ton/f 9 $20.00 $19.92 $19.33 $43.16 Nondurable goods , . _________ 292.4 293.8 303.6
Estlmatfd nuglber of employees in manufac«
turing industries—
METAL PRICES (E. & M. J. QUOTATIONS): All manufacturing _.________ 15,030,000 #15,332,000 15,892,000
Electrolytic copper— Durable goods ... 7,451,000 7,656,000 8,114,000
Domestic refinery ab._...__ Aug. 10 17.325¢ 17.325¢ 16.700¢c 23.200¢ Nondurable goods 7,579,000 ¢7,676,000 7,778,00Q
Export refinery: aboi - cop J2Ni 5 o S Sama ta & Aug. 10 17.575¢ 17.550¢ 16.925¢ 23.425¢ .
Straits tin (New York) at.________________ " """ Aug. 10 103.000¢ 103.000¢ 103.000¢ 103.000¢ | FACTORY EARNINGS AND HOURS—WEEKLY
Lead (New York) at__..._.____ i : Aug. 10 15.125¢ 14.750¢ 13.000¢ 19.500¢ AVERAGE ESTIMATE — U, S, DEPT. OF
Lead (St. Louis) at. —— _Aug. 10 14.800c 14.550¢ 12.850c 19.300¢ LABOR—Month of June:
.Zinc (East St. Louis) at -...Aug. 10 10.000¢ 10.000¢ 9.000c 15.000c | - Earnings—
‘ All manufacturing $53.68 *$52.86 $52.95
L)
“MOODY’S BOND PRICES DAILY AVERAGES: - Duzable, goods- .- ET.0% ki e
Nondurable goods 49.57 49.00 49.39
U. 8. Government Bonds qug. 16 103.76 103.77 103.46 100.73 Hours—
Average corporate - --ug. 16 114.66 114.46 :113.70 111.2¢ All manufacturing 38.9 *38.5 40.2
Adg . sl % 1ug. 16 120.63 120.63 119.82 116.02 Durable goods .. 393 39.0 40.7
Aa e == --\ug, 16 119.00 118.80 118.00 114.08 Nondurable goods 38.4 *38.1 39.8
A s S B S L e L TN \ug. 16 113.89 113.70 11256 11052 | Hourly earnings—
Baa .- = Ruo -~ \ug. 16 106.04 105.86 105.00 105.17 All ‘manufacturing ___.______.____.___._. $1.380 81,373 $1.317
Railroad GIoUp oo 109.42 109.24 107.80 107.27 Durable goods 1.465 #1457 1.385
Public_ Utilitles Group e 115.82 115.82 115.24 111.62 Nondurable goods 1291 #1286 1242
‘Industrials Group i 119.20 119.00 118.20 115.24 SLdEL g dad
: HOUSEHOLD VACUUM CLEANERS — STAND-
M%ogwg BOMD YIEBLD dDAlLY AVERAGES: éngl?l'lZEEtS(‘A“S(S:glililfol;llé:N(ﬁ'nJuMn:.NU' ] s
. 8. Government Bonds_ ... i ol 2.23 2.23 2,25 2.45 s I i
Average corporate 252 poa e 310 Factory sales (number of units) . ....____.___ 207,354 222,850 . 256,071
2.62 2.62 2.66 2.85 | HOUSEHOLD WASHERS AND IRONERS —
2.70 2.71 2.75 2.95 < STANDARD SIZE (AMERICAN HOME
2.96 2.97 3.03 3.14 LAUNDRY MANUFACTURERS’ ASSOCIA-
3.39 3.40 3.45 3.44 TION)—Month of June:
-Railroad Group o 3.20 3.21 3.29 '3.32 Factory sales of washers (units).. .. ... 272,200° 214,000 386,685
Public Utilities Group._ 2.86 2.86 2.89 3.08 Factory sales of ironers (Units) . .-.._._.. 20,600 19,000 32,767
Industrials Group ——-_.__..__._. 2.69 2.70 2.714 2.89
MANUFACTURERS’ INVENTORIES & SALES
MOODY’'S COMMODITY INDEX 337.4 342.2 341.0 427.3 (DEPT. OF COMMERCE)—Month of May
“ (millions of dollars): : ;
NATIONAL PAPERBOARD ASSOCIATION: : Inventories:
Orders received (tons).__.__________ 229,455 161,429 104,809 222,034 Durable ______..._.. $14,820 15,122 §13,780 :
Pl;roduction (tons) ____ 171,094 162,831 73,941 178,326 Nondurable 16,004 16,144 15,657 | s
ercentage of activity_ 82 35 90 .
Unfill Total $30,824 $31,266 $29,437
. Unfilled orders (tons) at 323,864 268,530 278,124 395,406 i 16150 16,463 16777
OIL, PAINT AND DRUG REPORTE et :
AVERAGE=100 B"l_’EUCE XVDEX _‘”26 168 12 128.7 128.2 128.0 144.6 | MONEY IN CIRCULATION—TREASURY DEPT,
"""" As of Aug. 31 (000’s omitted). ..______.____ $27,492,909 $27,506,730 $27,902,858
STOCK TRANSACTIONS FOR THE ODD-LOT ACCOUNT OF ODD- MOODY'S WEIGHTED AVERAGE  YIELD . OF
© LOT DEALERS AND SPECIALISTS ON THE N. Y. STOCK 200 COMMON STOCKS—Month of -July:
EXCHANGE—SECURITIES EXCHANGE COMMISSION: Industrials (125) - 6.78 7.22 5.62
Odd-lot sales by dealers (customers’ purchases)— July 30 15,699 16,162 13,389 19,747 | Railroads (25) - <l 8.97 9.23 . 5.60
Number of orders July 30 . 456,490 462,012 384,489 588,337 | UtIt1e8. (25) L0 i i s mm i it sy 5 e 6.17 6.33 5.80
Number of shares... -July 30 . $17,155,684  $17,148,809  $14,072,542  $23,475,672 | Banks (15) 4.70 4.76 4.72
Dollar value _.__ SR Insurance (10) _ 3.35 3.52 © . 3.53
_ Odd-lot purchases by dealers (customers’ sales) Average yield (200) - o 6.64 7.00 5.58
Number of orders—Customers' total sales._ 15,997 15,981 12,974 18,929 ]
Customers’ short sales.___ 141 188 154 125 | NEW CAPITAL ISSUES IN GREAT BRITAIN—
Customers’ other sales____ 15,856 15,793 12,820 18,804 | MIDLAND BANK, LTD.—Month of July.... - £25,151,000 £12,351,000  £6,676,000
Number of s.hares—cust,omers' total sales 3 July 30 436,867 441,561 352,153 530,122 .
Customers’ short sales 5,462 6,604 6,600 4,402 | UNITED STATES GROSS DEBT DIRECT AND
Customers’ other sales 431,405 434,957 345,553 525,720 GUARANTEED—(000's omitted):
Dollar value = .. .July.30 $14,092,163  .$13,898,415  $11,265,509  $19,640,622 | As of July 31 $253,902,387 $252,797,635 $253,428,940
Round-lot sales by dealers— ) General fund balance daomen 3,337,163 3,470,403 5,073,518
Number of shares—Total sales g July 30 159,990 141,010 123,730 149,720
- Short sales 2 FIUIB0 s e e e R i B A et M A e e T Net debt - $250,565,224 $249,327,232 $248,355,422
: = C:iﬂlle{ salm;l e LB July 30 159,990 141,010 123,730 * 149,720 |  Computed annual interest rate ... . ... 2.238% 2.236% 2.197%
“Round-lot purchases by dealers— '
N UNITED STATES EXPORTS AND IMPORTS—
; umber of shares - i July 30 167,310 185,550 162,630 220,280 BUREAU OF CENSUS —- Month of June °
000’s omitted) :
wuoll,frsml,s PRICES NEW SERIES—U. S. DEPT. OF LABOR— Exports y $1,104,000 #$1,078,400  $1,015,000
I26=100, : Imports ________ 526,100 540,500 . 624,817
All ¢ ities . _._.._l. 9 152.7 152.6 154.2 169.6
Farm products : 9 163.8 164.3 168.5 191.1 |y, 8. GOVT. STATUTORY DEBT LIMITATION
AHFODdS s sil 9 161.4 160.6 164.2 190.5 —As of July 31 (000's omitted):
Tcommo ities other than farm and foods 9 145.0 1449 145.1 153.0 Total face amount that may be outstanding
extile products _ 9 138.9 139.5 138.6 149.0 at any one time $275,000,000 $275,000,000 $275,000,000
Fuel and lighting materials 9 130.3 130.2 130.6 136.7| OQutstanding— "
Metals and metal products. 9 167.9 167.9 167.6 170.2 Total gross public debt. - com-wommeeemnn 253,876,874 252,770,350 253,373,752
Building materialg 9 189.9 190.0 190.1 202.8 Guaranteed obligations not owned by the
All other 9 124.3 124.0 124.8 134.9 Treasury e 25,512 27,275 55,188
8 1 ind Total gross public- debt and guaranteed
e = - feis A, s sabin OBHEAHINS. —ovemoomemmemmmmee e $253,902,087 $252,197,635 $253,428,940
Livestock 9- 211.2 2105 2088 971.6| Deduct—Other-outstanding public debt obli- 7321
Meats ___ 9 2248 2222 228.0 281.5 gations not subject to debt limitation. ... 764,750 769,922 - - 817,
Hides and skins -z 9 1848 184.9 179.5 . 215.1 Grand total outstanding : $253,137,636 $252,027,712 $252,611,613 W
*Revised figure. . fIncludes 438,000 barrels of foreign crude runs. - $The weighted flnished steel composite was revised for-the Balance face amount of obligation issuable
years 1941 to date. The weights used are based on the average product shipments for the 7 years 1937 to 1940 inclusive and under above authority 21,862,363  22972,287 22,388,386
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Securities Now in Registration

‘® American Listings, Inc.,, New York, N. Y.

Aug. 11 (letter of notification) 1,000 shares of class B
common stock. Price—At par ($25 per share), Under-
writer—None. Proceeds—For working capital, Office—
745 Fifth Avenue, New York 25, N. Y.

Anchor Steel & Conveyor Co., Dearborn, Mich.
July 21 (letter of notification) 10,000 shares ($1 par)
common stock, To be sold by Francis I. LeVeque, Dear-
born. Underwriter—Bradley Higbie & Co., Detroit.

Bondstock Corp., Tacoma, Wash.

Aug. 5 filed 300,000 shares ($1 par) common stock.
Underwriter—Frank Russell & Co.,, Tacoma, Wash,
Price will vary as market price -varies. Business—Non-
diversified closed-end management investment company.

Bradshaw Mining Co., Tonopah, Nev.

Oct. 8 (letter of notiiication) 1,500,000 shares (5¢ par)
gommon stock. Price—20 cents per share. Underwriter
—Batkin & Co., New York. To repair and renovate mine
of company and to exercise option to purchase processing
mill and move and erect such mill on the company’s
property and for working capital.

Buzzards Bay Gas Co., Hyannis, Mass.

July 26 (letter of notification) $220,000 334% Series A
25-year bonds, due 1971. Underwriters—To be offered
under competitive bidding and sold for not less than
par. For payment of outstanding notes.

California Water Service Corp. (8/24)
Aug. 4 filed 60,000 shares series E ($25 par) cumulative
convertible preferred stock, Underwriter—Dean Witter
& Co., San Francisco. Proceeds—For construction,

Carnegie Mines Ltd., Montreal, Canada g

April 27 filed 500,000 shares of common. Price—60 cents
per share. Underwriters — Name by amendment. Pro-
ceeds — For working capital, exploration, development
and other purposes. ‘
® Colombia (Republic of)
‘Aug. 15 filed $40,824,720 30-year 3% sinking fund bonds,
dated July 1, 1948 and due July 1, 1978, to be issued as
follows: $14,833,920 by the Department of Antioquia;
$5,534,400 by the Department of Caldas; $5,928,000 by
the Department of Cundinamarca; $1,080,000 by the De-
partment of Tolima; $5,190,600 by the Department of
Valle del Cauca; $1,491,600 by the Department of San-
tander; $1,260,600 by the Municipality of Cali, and $5,~
505,600 by the Municipality of Medellin. They will be
issued in amounts equal to 120% of the principal amount
of the bonds to be surrendered (in settlement of unpaid
‘principal .- and: interest) .with cash adjustments to be
imade instead of issuing-fractional bonds. The Schroder
Trust Co. of New York has béen named as the New
York agent for the new bonds which will bear the
guarantee of the Republic. The outstanding bonds (with
unpaid coupons) affected follow: Antioquia 7s, July 1,
‘due: 1945; Antioquia7s, due Oct. 1, 1957; Caldas 7%s,
-due ' Jan. 1, 1946; Cundinamarca, 6%s, - due Nov. 1, 1959;
Santander 7s, due Oct. 1, 1948; Tolima 7s, due Nov. 1,
1947; Valle del Cauca 7%s, due Oct. 1, 1946; Valle del
Cauca 7s, due June 1, 1948; Cali 7s, due May 1, 1947;
Medellin 7s, due Dec. 1, 1951; and Medellin 6%s, due-
Dec. 1, 1954. Sinking funds are to be created for each
issue of new bonds. The offer is made following nego-
tiations with Foreign' Bondholders’ Protective Council,
Inc. Underwriters—None,

® Comco Limestone Co., Inc., Ft. Worth, Texas
Aug. 10 (letter of notification) 200 shares of common
stock (par $100) and 1,000 shares of 6% participating

., breference stock, non-cumulative and non-convertible

" (par $100).. Price—At par.

i r. Underwriter—none.. Pro-
ceeds—For additional equipment and working capital.
Office—5936 Curson, Fort Worth, Texas.

:--. Consolidated Caribou Silver Mines, Inc.

March 30 filed 376,250 shares (no par) common stock.
Price—$2.50 per share. An additional 50,000 shares will
be sold to the underwriter at $1 per share for invest-
ment. Underwriter—William L. Burton & Co., New
York. Proceeds—To develop mining properties. Tem-
porarily postponed.

® Conéstlo.lidated Engineering Corp., Pasadena,
alif.

Aug 12 (letter of notification) 900 shares of common
stock (par $1).  Price—$5 per share. Offering—To be
sold as follows: 300 shares to H. W. Ruby of Pasadena;
400 shares to James B. Christie of Altadena; and 200
shares to Giles S. Hall of San Marino, all under option
agreements. Underwriter—None. Proceeds—For work-
ing capital. Office—620 N. Lake Ave., Pasadena, Calif,
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INDICATES ADDITIONS SINCE PREVIOUS ISSUE

® Consolidated Gas Utilities Corp.,

Oklahoma City, Okla.
Aug. 11 (letter of notification) 1,600 shares of common
stock to be offered at $11.75 per share for account of
the owner, Norman Hirschfield, President. Underwriter
—P. F. Fox & Co., New York, N. Y.

Cooperative G. L. F. Holding Corp., Ithaca, N, Y.
June 29 filed 44,088 shares 4% cumulative preferred
stock. Offering—To be offered at $100 to farmer and
non-farmer patrons of the G. L. F, Exchangz and its
affiliates. Underwriting—None. Proceeds—To replenish
working capital. ;

Cooperative Grange League Federation

Exchange, Inc., Ithaca, N. Y, ‘
June 29 {filed 1,200,000 shares ($5 par) common. stock.
Offering—To be-sold to members and -farmer patrons.
Underwriter—Non=, Proceeds—To be added to working
capital and used for geteral corporate purposes, includ-
ing payment of $12,693,000 in loans to an affiliate, Co=
operative G. L. F. Holding Corp. Price—At par.

Diesel Power Co., Pittsburgh, Pa.

July 28 (letter of notification) 25,000 shares of common
stock (par $1). Price, .$50 per unit of 50 shares each.
Underwriter—Graham & Co., Pittsburgh.

® Dougias Oil Co. of California

Aug. 12 (letter of notification) 10,000 shares of common
stock. Price—$3.30 per share. Proceeds—To Woodrow
G. Krieger, President (selling stockholder)., Under-
writer—Shearson, Hammill & Co., Los Angeles.

Edgewood Junior College, Barrington, R. I.
Aug. 3 (letter of notification) $182,800 6% first mort-
gage serial bonds. Underwriters—Pilgrim Land Devel-
opers, Inc., Cranston, R. I, and A. C, Beals Co., Inc,
Providence, R. I. To pay off mortgages.

Emerson Radio & Phonograph Corp.

June 7 filed 235,000 shares of capital stock. Underwriter
—F. Eberstadt & Co., Inc. The terms and price of the
offering have not yet been determined, but the stock
will not be sold below the market price on the New York
Stock Exchange at the time of the offering. Proceeds—
The shares to be sold are from holdings of Mrs. Benjamin
Abrams, Mrs. Max Abrams and Mrs. Louis Abrams, wives
of principal officers and directors of the company, and
do not invclve new finarcing by the company. Following
sale of the shares, the Abrams family will own approxi-
ntlatily 25% of the company’s 800,000 shares of common
stock.

® Engineers Waterworks Corp., Harrisburg, Pa..

Aug. 10 (letter of notification) $140,000 of series C 5%
debentures, due 1971, Price—$990 per ‘unit. Underwrit~
ers—C, C. Collings & Co., E. H. Rollins & Sons, Inc.,
and Battles & Co., Inc., Philadelphia, Pa., and Warren
W. York & Co., Allentown, Pa. Proceeds—To repay loan,
invest in additional public utility companies and for
working capital. Office—600 N. Second Street, Harris-
burg; Pa.

®  Frailey Industries, Inc., N. Y. City

Aug. 15 (letter of notification) 10,000 shares of A capital
stock (par $1) and 5,000 shares of B capital stock (par
10c) to be offered in units of two shares of A stock and
one share of B stock. Price—$10 per unit. Under-
writers—None. Proceeds—To expand sales and to in-
crease working capital. Office—11 East 44th Street,
New York 17, N. Y. y

® Gas Service Co., Kansas City, Mo.

‘Aug. 12 filed $18,000,000 25-year finst mortgage bonds

due 1974, Underwriters—Competitive bidding. Prob-
able bidders: Halsey, Stuart & Co. Inc.; Union Securities
Corp. and Harriman Ripley & Co. (jointly); Merrill
Lynch, Pierce, Fenner & Beane and White, Weld & Co.
(jointly); Blyth & Co., Inc. and Kidder, Peabody- & Co.
(jointly); Lehman Brothers and Stone & Webster Se-
curites Corp. (jointly). Proceeds—To be used to repay
$13,800,000 of 2% % to 3% notes, due 1950-56, and $1,~
000,000 of 2% notes due 1950, and the balance for the
company’s  construction program. Offering — Expected
in September. v

® Golden Ensign Mining Co., Salt Lake City, Utah
Aug. 10 (letter of notification) 300,000 shares of non-

- assessable common stock, Price—At par (10 cents per

share). Underwriter—None. Proceeds—For mining op-
gtatkllons. Office—309 Newhouse Bldg., Salt Lake City,
ah:

Gulf Atlantic Transbortation Co., Jacksonville,
Florida

Méy 31 filed 620,000 shares of class A pafticipating (31 !

par) stock and 270,000 shares:(25¢ par) common stock.

Offering—135,000 shares of common will be offered for *

subscription by holders on the basis of one-for-two at
25 cents per share. Underwriters—Names by amendment

& Co. Underwriters will buy the remaining 135,000
shares : plus . unsubscribed shares of the new common.
Offering price: of class A $5. Proceeds—To complete
an ocean ferry, to finance dock and terminal facilities,

to pay- current obligations, and to -provide working-

capital.

® Gulf Public Service Co., Inc., Lafayette, La.
Aug. 12 (letter of notification) 27,000 shares of.common
stock ' (par §4), Price—$11 per share. Underwriter—
Rauscher, Pierce & Co., Inc., Dallas, Texas. Proceeds—

‘For Federal funds, and to improve properties.

® Haedtler (Martin C.), Chicago, Il
Aug. 8 (letter of notification) to issue receipts to bond-
holders for $66,500 worth of outstanding Bernell first

P | Y .

-~

and may include John J. Bergen & Co. and A. M. Kidder '

mortgage bonds, issued by Bernell Building Corp., and
to reissue new Bernell first mortgage bonds. Urder-
writing—None. Office—1180. E. 63rd Street, Chicago, Il
Haimes Litho Laboratories, Inc., Wash., D. C.

Aug. 3 (letter of notification) 2,950 shares ($5 par)
class A common stock; 6,950 shares ($5 par) class B
non-convertible (preferred at 5% accumulative) and
1,749 shares of class A “voting stock.” The latter is to
be offered by Sidney S. Haimes, President and Treas- "'
urer, Price, all classes, $5 a share. Underwriter—Ed-
ward A. Jacobs, Washington, D. C. For additional equip-
ment and working capital. :

Hawaiian Electric Co., Ltd., Honolulu

- June 21 filed 150,000 shares of series E cumulative ($20

par) preferred and 50,00C shares of ($20 par) common.
Offering—Preferred will be offered to preferred holders
at 1-for-3 rate and common will be offered to common
stockholders at 1-for-9 rate. Underwriters—Dillon, Read -
& Co. Inc; and Dean Witter & Co. will buy unsubscribed *
preferred; unsubscribed common will be sold either at
public auction or to the uuderwriters. Proceeds—To pay
off short-term promissory notes and to carry merchan=
dise inventorjes and receivables or {0 replenish treasury
funds. The #alance would be used for other corporate
purposes or construction. ;

Heidelberg .Sports Enterprises, Inc.,
Pittsburgh, Pa.
June 25 filed 5,000 shares of class B common stock (par
$100). Price—$100 per share. Underwriter—None. Pro=
ceeds—3$600,000 to be used for spectator grandstand and
balance for related purposes.

Heliogen Corp., Mew York
Aug. 4 (letter of notification) 2,000 shares of capital
stock (par $5). To be offered present stockholders only.
Price, par. Underwriting, none. Corporate purposes, in-
cluding advances, maintenance of laboratory, etc, Office,
17 West 60th Street, New York.

Household Finance Corp., Chicago, Il
Aug. 10 filed 60,000 shares (no par) common stock.
Price—$23 each to employees, executives and certain
other persons. No underwriter. Proceeds — Working
capital.

idaho-Montana Pulp & Paper Co., Polson, Mont,
Nov. 23 (by amendment) 180,000 shares ($10 par) com=
mon stock to be offered at $10 per share and 20,020