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EDI EDITORIAL

As We See It

Pensions and More Pensions— -

Certain Neglected End Results

~Additional and bigger “pension plans” as .con-
cessions to organized labor are being ‘announced
almost daily. Here apparently is ‘one" of ‘those’

“movements” which knows no halting, at least

so-long ‘as times-are ' good and the unions.are in’

the saddle. On previous occasions' we: have’ been
' at pains to set forth cur own beliefs, and.indeed

what appeared ‘to. us"and: what still appear to us.:

to be plain facts about ‘this matter.  There-are,’

-+ however, certain consequences and certain:prob--- -
: lerns which deserve further-analysis at this time. -

As a basis for such an analysis, it is well, per-
hapa to bring clearly into focus the more impor-

tant procedures and techniques employed in these
One -of the:common practlces is for”
‘the employer ‘'who “grants such pensions” to buy
coverage from an insurance company or; com-
the:

programs.

years to come under the contract with the union.
Another plan rather closely. related to tHis one
is to set'up a trust fund into which the employer
pays moneys which presumably, along with earn-
ings therefrom, will meet future. obligations
arising under contracts entered into by the em-
ployer.

panies which assume the liability arising F

Alternative Methods

Or, of course, an employer may estimate for
himself the “present value” of the liability as-
sumed, charge it against current operations, and
carry his own “insurance” or liability. The “re-
serves” accumulated under such an arrangement
may be employed in any of several ways, de-

Continued on page 39

The Montana
Power Company

.-change control, import prohibitions, licenses, quotas, raw

ERP versus Recovery

‘ By HENRY HAZLITT*
Contributing Editor “Newsweek”
Author “Will Dollars Save The World?”

Economist calls it “an economic -and political scandal”
that we are still subsidizing totalitarian devices like ex-

material ‘allocation, and other ‘techniques introduced by
Russia and Hitler, :which. kill : incentives ‘and - strangle

‘recovery and production.. Advises (a) immediate .curtail-
'ment of ERPprogram to end it in equal.proportional
cuts: by’ 1952; (b) terminating ECA bureaucracy and

tarning aid program over.te Export-Import Bank; and/or:

‘ (c) forgiving our loan-te:British Government in lleu of

farther ERP advances.’

for which :1, :among ‘others; recommended. that - special

provision be made. This abnormal food shortage has now:
ceased to exist. ‘At that time, also, a serious situation was
‘brought ‘about - by - the pegging of

European exchange: rates at highly "

. fictitious valuations. “These fictitious
.. valuations, I"pointed out, increased

Europe's trade’ deficit and' so-called
“dollar shortage” by stimulating Eu-

. ropean imports and discouraging or
_preventing . European exports.

The
fictitious valuations have nowx been
in great part corrected. ;

No Basic Change

But basically the situation has not *
greatly changed. In January, 1948,
I stated that the decisive factor in
‘European recovery in the following
four years would not be the amount
of American governmental aid, but
the economic and political policies adopted by the gov-
ernments of Europe themselves, This has been true.in

the last two years, and it will be true in the next two.

Continued on page 46

Henry Hazlitt

*Statement by Mr. Hazlitt before the House Committee on Foreign
Affairs, March 15, 1950.

IN ADDITION to Mr. Bird’s article on the cover page, we preséift in this issue, starting on
page 12, other special articles and reports pertaining to Puerto Rico’s economy.

In: 1948 there was: a severe food shortage in Europe~

*.$340,000,000 - annual
- - merchandise shipped from the main-

Survey of Puerto Rico’s
Financial Position

By ESTEBAN BIRD

Vlce-President Government - Development Bank
for Puerto Rico

" Puerto Rican Government Bank executive, hailing return «
. of the Island’s Government in the New York capital mar-

ket: with an" $18 million bond . issue, to be: offered ‘on -
March’ 28, . recounts - financial. progress that: has been '
made: in recent -years: largely -with. the ‘help . of  capital -

" from' continental. U. S. Cites -present sound: financial :
. position of Insalar. Government, despite-large -appropria- -

tions. for: public works, education..and. health services.
Holds present insular' debt extremely low. - -

For the first time m nearly, 15 .years, the -péople of
Puerto Rico are back 'in the New.York.market with' a

* bond issue of $18,000,000 to be sold.on March 28.. Many

things have happened :in Puerty  Rico m that perxod
Since then; the Island of Puerto’

Rico has become a million dollar a"

'day - market - for American goods, a

‘purchaser of

land. The extent and trade of Puerto
Rico has risen in those 15 years from
around $200,000,000 a year to $550,-
000,000 a yéar. Puerto Rico has be=
come the largest per capita consumer

. of American goods. Bank assets have

been multiplied ten fold; bank debits,

an index of the turnover of bank de-

posits, have been increased = four

times; bank loans have been in-

creased five times; cement produc- -

tion has been multiplied six times; .

the value of building permits has Esteban Bird
been increased seven times; electric power production
has been doubled as has motor vehicle registration. The
assessed value of property has been increased almost
five times and public indebtedness has been reduced by
over 50%. The insular debt has been lowered by over
60% and the municipal indebtedness by some 40%. Sig-
nificant' changes, therefore, must have taken place in

Continued on page 21
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The Security I Like Best

* A continuous forum in which, each week, a different group of experts
in the investment and advisory field from all sections of the country
participate and give their reasons for favoring a particular security.

GEORGE C.- HANNAHS

Partner, Hannahs, Ballin ‘& Lee
New York City

(Municipal . Bonds)

The Municipal Bond which I
like best is the one which pro-
duces-the most return on a full
faith and credit obligation of an
established l
Community, I
realize this |
statement
covers a mul-
titude of
questions that
are prevalent
in these mod- '
ern days and 1
which I think
are sometimes
over - empha-
sized. After
all the his-$
toryofthe
United States ",
Mun icipality !
inthepast
fifty years for the eventual pay-
ment of principal and interest on
its bonds is so exceptionally good
that the market has increased
tremendously. Some attribute this
almost entxrely to tax ‘exemption
but security is still a most vital
factor,

If the unconditional promise to
pay of. our Public Government
units which are to continue to
function 'is not good, our whole
system of Democracy is seriously
involved.

Due to' the fact that. many dif-
ferent types oL buyers have be-
come interested in State, City,
County, School District and other
Municipal obligations, many ques-
tions have naturally arisen which
are reflected in a wide differen-
tial in price. It is obvious as
Commercial Banks purchase these
bonds, smarketability as well as
security. enters into the picture,
Maturity also becomes an impor-
tant factor in so many-cases as a
protection against future market
depreciation and we see new is-
sues of bonds offered to yield
from 34 of 1% in one year to 214 %
or 2% % in forty years. As an
old municipal bond man, I feel
some of these differences in price
are over-done and I could never
pay 1% more to buy -a bond due
in 1985 than for one due in 1986 of
the same issue. There are certain
sound and practical reasons for
many of the prices paid on vari-
ous maturities, ratings or current-
ly popular municipal issues, but it
is quite obvious that some, of the
differences are absurdly. exag-
gerated, I can remember when
Detroit was considered about the
highest grade City obligation in
the country and sold at much
lower interest rates than Rich-
mond, Virginia, or San Francisco,
Calif. “Fads and Fancies” which
govern prices in women’s hats
should have little mﬂuence in
municipal finance.

Aftér all, the promlse to pay of
an estabhshed Community with
unlimited powers. to levy ad va-

MU LT LT LT
Trading ‘Markets

G. Hannahs

Ametican Fuinitire Co, ~
. Bassett - Furniture .Ind.
Dan River Mills
—k—

Scott, Horner &
Mason, Inc.
Lynchburg, Va.

Tele. LY 83 - 1D 33/
IIII,IIIIIIIlIIlllllllllllllllllllllllllIIII

lorem taxes on all taxable prop-
erty within its confines is the real
security.

Water, sewers, schools, street -*

paving, fire and police protection
and many other ordinary services
are required by our Municipalities
by the public almost everywhere,”
and without municipal credit it is
quite difficult to see how they
can be adequately provided. In
England the credit standing of
the various Cities and Municipali-
ties has tended for many years
to become more and more equal.

‘and- the rates of interest quite

similar,

The average United States Mu-
nicipality has -learned from ex=
perience through two wars, stock
market excesses and depressions
that its credit is absolutely essen-
tial to its continued operations in

‘the necessities of American life.

G. FREDERIC HELBIG

Partner, Baron G. Helbig & Co.,
New York City

(Mt. Vernon-Woodberry Mills)

When writing on such a subject
as the title of this series,  one
must immediately  qualify ' his
thoughts with conmderatnons as to
whether the g
security to be
featured shall
be in any one
of several -
dozen cate-
gories, ie., its
degree of
safety, its de-
gree of return,
its growt
nossibilities,
etc. ete. I can~
not ‘help but
conclude that
others; like
myself,
eventually de-
cide upon a security whose favor-
able characteristics, be what they
may, have been, in our respective
opinions, - less adequately ' ap-
praised in the open market than
most other securities,

Similarly, I suspect that the
readers. of this column are. in-
terested from much the same
point of view, so I shall assume
we are on mutually sympathetic
ground as to our objective.

With all this in mind, therefore,
I offer Mt. Vernon-Woodbérry
Mills common as my contribution.
This stock was listed on the N. Y.
Curb about 1% years ago, since
which time it has had very
limited trading activity and is’
currently quoted around. 25.

Mt. Vernon-Woodberry is a
textile, and as such suffers from:.
the general feeling of antipathy:

G. Frederic Helbig'

- with which that industry is looked

upon by investors. But let me
hasten to note that this is an “in-
dustrial” textile and as such is

“not to be confused with the great:

bulk of its industry. The company .
is one of the largest manufac-(
turers of cotton duck and similar
products. in the world. These are
sold under some of the -oldest

‘Turner Halsey Co,,

‘This Week’s
Forum Participants and
_ Their Selections

Municipal Bonds — George Han-
nahs, Partner, Hannahs, Ballin
& Lee, New York City.

Mt. Vernon-Woodberry Mills —
G. Frederick Helbig, Partner,
Baron G. Helbig & Co., New
York City.

Standard Oil Co. of California—
. Sidney . L. Schwartz, Partner,
Sutro & Co., San Francisco,
Calif.

Polaroid Corporation—Allan Lo-
- pato, Allen & Co., New York
City.

Keystone Funds—William A. Stin-
. son, Security Analyst Philadel-
phla Pa.

trademarks in the country through
its selling
agent. ]

While 'some of its Mills date
back to 1844, the present company
was separated in 1915 from the
old and ill-fated “Duck Trust”
known as the International Cotton
Mills.' The new management im-
mediately tackled ‘the job of
weeding  out a large number of
obsolete mills, “ replacing ‘the
wornout and’ outmoded equip-

ment in the remaining mills, re-

tiring heavy 7% debt and 7% pre-
ferred stock, and writing off al-
most $3 million of “good-will.”
Today, there are three groups
of mills located in Tallassee, Ala.,
Columbia; S. C, and Baltimore,

, Md., with approximately 130,000

spindles - and over 2,000 looms;
employing- around 4,500 opera-

i tives.

Common dividends were in-
augurated for the first time in
1946 when-the equivalent of $1
was paid on the present shares
in December of that year. This
was followed in 1947 by $2 out of
earnings of $11.72, $4 in 1948 out
of $17.05 earned, and $3 last year
out $3.87 earned in a very bad
textile year.

Comparisons are always one
method of evaluation, and in this
respect the tremendously success-
ful West Point Mfg. Co. is ap-
propriate to use, as it is Mt.
Vernon’s chief competitor and has
likewise built its record primarily

upon the manufacture of indus- }

trial duck.

West Point was never burdened
by problems of run-down mills

and financial millstones such as |

Mt. Vernon inherited from the
old “Duck Trust,” and .as a result
West Point boasts a record of over
60 years of continuous diyidend

 payments.

West  Point, like Mt. Vernon,
paid $3 per ehare last year. It is
currently ‘selling around 37. Its
book value, including reserves,
was $29.17 at Aug. 31, 1949, its
latest fiscal year-end, whxch com-
pares with a book value of $49 27
for Mt. Vernon. ?

Mt. Vernon's -working capltal
at” Dec. 31, 1949 was $8,953,030,
equivalent to $17.35 per-common

Continued on page 43
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The Smother Technique

“Free-riding” in underwriting and primary sale of securities a
misnomer. System result of custom, trade practice and usage.
Administrative bodies’ attempts at new definitions of fraud.
Usurpation of non-delegable legislative functions. En camera
activities of SEC. Control of NASD which is hamstrung by

" Maloney Act. Need for surbing SEC powers. '

“Free- rldlng,” an inept appellation, but a well recog-

- nized handle, is currently occupymg the attention of the
‘securities field. -

The Securities ‘and Exchange Commission in 1ts re-
lease’ No. 2955 issued on' Nov. 16, 1943, expressed- the
opinion of the Director of its Tradmg and Exchange Divi-
sion, James A. Treanor, on this subject affecting the de-
bentures of “X Corporatlon ” ‘We quote certain portions
of that opinion which are self-explanatory.

“When_an underwriter -or selling-group member is

- still engaged in offering the security, he is inducing the
purchase of that security by others.. Transactions by.the.

underwriter at that time which create excessive trading
activity in the security or which raise the price thereof,
are illegal, regardless of whether they are characterized
as ‘tradmg or ‘stabilizing’ transactions.

“In this connection, I wonld like to point out that
purchases above the offering.price; while the distribution
is going on, would be unlawful, in'my opinion, even though
1ndependent quotations and transactions at a higher price
may be feund. Such transactions are obviously not neces-
sary to facilitate the dlStI‘lbllthn and would: be considered
as creating excessive trading.”

The general effect of M¥. Treanor’s posmon was
that the distribution. of the particular debentures
through  the underwriters’ .trading department at
prices in excess of those heing accepted by the retail
dcpartment of an underwriter (the fixed public offer-
ing price) was per se 1mproper because both these
determinations were agencies of the same firm.,

This was aimed at “free-riding”- as a target. How-
ever; apparently not content with this determination and
behevmg that a rule of some kind was necessary to ac-

» complish this purpose, the SEC on April 16, 1946 issued

its release No. 3807 i in connectlon w1th the Securmes Ex-
change Act of 1934. :
\ ¢ In that release it said in part

- “The study to date discloses-the following:

“(1) On the initial public offering date certain under-

writers and selling group members have placed a substan-
tial*number of shares in the accounts of their partners,
officers and key employees. In many cases such shares
were almost immediately resold by the partners, officers
and employees at prices higher than the specified public
offering price, frequently before any payments were made

. therefor.- (2) In other cases members of the- selling group

on the initial date of the offering: placed a substantial
portion of their allotted shares in their firm’s trading
account. Such shares, instead of heing offered at the pub-
lic offering price, were sold at higher prices in the Street,
i.e., to other brokers and dealers on a professional trading
basis. (3) Certain dealers who were not members of either
group, having acquired shares at the public offering price
less a dealer’s concession, without making any attempt
to distribute the shares to their ctistomers at the specified
price, withheld them for their own accounts. These shares
were within a very short time sold in the Street at higher
prices. (4) Some firms were found who placed their al-
lotted shares in the firm trading account for resale in the
Street at the same time they were accepting purchase
orders from customers. They ‘executed the customers’

orders by purchasing from dealers at prices higher than-

the specified public offering price instead of supplymg
the stock from their unsold allotment.”
“The effect of such actions is to mislead the public

Continued on page 47
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So. Pac. 3's of 1960—Convertible

Investment

Opportunity

By THEODORE PRINCE, LL.M.*

Mr. Prince, in discussing the new issue of convertible bonds
of Southern Pacific Co., cites advantages accruing to investors
because of convertibilty of bonds into stock. Says it offers
investor opportunily of “having his cake and eating it too.”

In the proposed issuance of
$37,725,600 Southern Pacific de-
bentures, due 1960, bearing a 3%
coupon and convertible into the

" common stock
at $55, the in-
vestor has an
opportunity
(if the writer
might indulge
in a financial
aphorism) of
“having his
cake and eat-
ing it too.”
This is be-
cause:

(1) The de-
benture or
bond assures
him of the re-
paymentof his
investment

Theodore Prince

within 10 years.

(2) It offers him an opportunity
with a minimum of risk to obtain,
in substance, over 10 years the
same amount invested with in-
terest at 3% per annum, or obtain
in exchange therefor (durir:2 said
period) an equity participating in
a growing and prosperous rail-
road at the cost of a small pre-
mium (less than 10% of the price!
of the common stock).

Therefore, this 3% convertible
bond should be compared with
the debenture 4%s of ’81, selling
at 921, (without any convertible

- privilege) on 4.97 basis and the
2Ys of '81 selling at 2.62 basis,
which is almost the, yield of U. S.
long-term Government bonds. A
company that can command this
credit even on a, first mortgage
has. a standing that entitles price
maintenance even for their de-
bentures. :

Moody’s Stock Survey of the
13th of March, 1950, states that
thes«_e debentures in view of their
medium term maturity .should
hold around 94, based on present
mar](gt levels, ‘even if Southern
Pacific common stock declines
materially in price;

Furt'hermore, it is the earliest
maturity except for regular serial
equipments and a small $622,000
mortgage issue of 1951. Also, the
maturity of bonds fall due before
the Southern Pacific 1st mortgage

*Theodore Prince is an economist, in-
vestment counsellor and lawyer specializ-
inz‘ In corporate practice and taxes and
a financial circle figure for 30 years, and
was for 20 years head of the Stock Ex-
change firm which bore his name~~Ed,

bonds, the $21,405,000 of 2Y;s of
1961 which in a sense protects this
debenture issue.

These convertible debentures
have a 2% % annual sinking fund
subject to be reduced by an
amount of debentures retired
through conversion. They are re-
deemable (except for operations
of the sinking fund) from 1950 at
102 and 4 less each succeeding
year,

The purpose of the issue will be
used to reimburse the treasury
for amounts heretofore expended
therefrom in connection with the
retirement of outstanding funded
debt. Also, the 1950 expenditures
for road and equipment are esti-
mated at about $107 million for
which $30,245,000 of funds from
previous equipment financing are
available, It is expected that pro-
ceeds of the debentures will be
applied toward this 1950 program
and other corporate purposes.

The convertible privilege is a
valuable privilege, In this ap-
praisal the question of cost of the
privilege or call is important. In
that connection, emphasis must be
laid on buying the debenture
around par for that is the amount
of money the company is bound
to repay. i :

These bonds have been under-

7y 1949-50 Low
/Consolidated Edison 3s. 1960, convert-

ible at. $25 per share
Westinghouse Electric 2.65, 1973. Each
bond’ convert. into 30 shs, of stock_.
American Tel, & Tel, 3%s, 1961. Zonvy.
at par plus $30 per $100 of bond..
Dow Chemical 2nd preferred., Conv. at
$45.18 per share through 1957___.
American Cyanamid $3.50 preferred.
Convertible at $42.50 through 1957

Note must be taken where con-
version is by multiples into the
senior security, the common ap-
preciates more rapidly, .

Let us analyze the conversion
of the Southern Pacific deben-
tures into stock. The holder at
rate of conversion of $55 would
receive 1.8181 or 1.82 shares per
$100 bond which is simplified by
the process of conversion which
requires $10 per share to receive
these 2 shares of stock. However,
to obtain a fair approximation of
the computed rise in the bond,
from a rise in the stock, 1.8 shares
of stock is-taken as a base for
every $100 of bonds; this would

indicate that a price of $55 for

the stock would mean a price of -

€1 BROADWAY
Tel. DIgby 4-4933 -

SOUTHERN PACIFIC CO

Convertible Debentare 35 — Due 4/1/60

Memorandum on request

 McGINNIS & COMPANY

Members New York Stock Exchange

_+Bell System Teletype NY 1-310

‘NEW YORK 6, N. Y.

written at par by the bankers,
subject to the stockholders sub-
scribing for them at the rate of
$10 a bond for 1 share of stock
through March 31, 1950. Some of
these bonds have meanwhile been
released by the bankers and are
now selling around 102. If the

largest part of the issue of $37,~ .

725,600 is subscribed for by the
stockholders, the bankers may sell
the balance at a raised premium.
In any event, this price of $102
requires only a premium of $21%
at a price 'of 52'% per share of
common stock of Southern Pacific
at $55 and $2 additionally for the
other 45/55 of a share that will
mean a $4% premium at present
prices per share. This is very rea-
sonable for a call held over a 10-
year period invested in this boand.

For example, Atlas Co. War-
rants now selling at 5% have a
perpetual call of the stock which
is selling at 24%. The holder of
this call has the privilege of buy-
ing The Atlas Co. at $25 a share
that would mean 30% or a six
point premium above the present
price. This is $6 against $4% on
the Southern Pacific selling at
twice the price of Atlas Corp.
which former should thus require
a higher premium than $4% above
stated. For the difference between
10 years and a perpetual right
does not bear weight in the face
of such discrepancies and present
operations for a limited period of
years. To obtain parity, Atlas
stock must rise 25% or 2% times
the rise required in a stock of
Southern Pacific which only needs
a rise of 10%. This conversion
privilege is attractive and could
compare favorably with other
convertible stocks and bonds of
which a few. are selected as set
forth below.

1950

1950 High Appreciation

Bonds Stocks Bonds BLOclgs Bonds Stocks
102%
100
106%
101
99

21Y% 125% * 32%
347

150%

23%
10%

11
20% -110%

138

13%

120% 16

43 136% 64 35%
35% 134% 57% 35% 22%

par or $100 for the bond; $60 for
the stock would mean a price of
$108 for the bond; $65 for the
stock would mean a price of $117;
$70 for the stock would mean a
price of $126 and $75 for the stock
would mean a price of $135 for
the bond. .

This illustrates the almost 2 to
1 rise from par that would follow
in this Southern Pacific bond is
well illustrated in the above table
where similar rises have taken
place since about June, 1949 to
date from the par of bond and of
preferred stock which is intended
to be emphasized; namely, a 10%
to 30% appreciation in a fairly
short period in excellent senior
securities possessing 'conversion
privileges of promising stocks.

The Southern Pacific is one of
the largest railroad systems of-
12,485 miles of road with a well
diversified traffic. Citrus and
other fruits, -fresh vegetables,
petroleum ' products, lumber  and
minerals are important, while
manufactures and miscellaneous
goods normally contribute about
one-half of freight revenues.
Average haul is long and much of
traffic is in the higher-rate
brackets. Agricultural products
provided 21% of 1948 freight
revenues; forest products 17%;
manufactures and miscellaneous

12%
21

.47%; minés 8%; animal products

3% and l.c.l. 4%. Passenger busi-
ness provided 10% of gross.

It reaches from Portland, Ore-
gon to Los Angeles and thence to
New ~ Orleans and dominates
Pacific Coast traffic. With the
Union Pacific it forms part of.the
“Qverland Route” and runs from
San Francisco. to. Ogden, Utah.
Also, with ownership of 88% of;

. Continued on page-38

Securities Business Primer

By GEORGE F. SHASKAN, JR.*
" Partner, Shaskan & Co., Members New York Stock Exchange

In lecture to women investors, Mr. Shaskan describes in ele-

mentary fashion the way in which securities are bought and

-sold. Explains stock exchange, over-the-counter and investment

banking functions, and the difference between broker and

dealer activities. Cites exchange listing regulations and inci-
‘ dence of Federal regulation.

Having discussed the various
types of securities, we must de-
termine how such securities may
be purchased and sold. Securities
are traded,
that is bought
and sold,
either on an
exchange or
over~-the-
counter. . Se-
curitiestraded
on an e x-
change are
bought and
sold through
a broker who
is a member
or such ex-
change and
:gcetni i?lse:er_l Geo. F. Shaskan, Jr.
cuting the orders of a customer. A
broker buys and sells for the ac-
count and risk of his customer
and possesses no interest or own-
ership in the securities which are
bought and sold. For his services
he charges a commission.

Over-the-Counter Transactions

Securities which are traded
over-the-counter may also be
bought and sold through a broker
but more likely are bought from
or sold to dealers. A dealer dif-
fers from a broker in that he ac-
tually owns the security which a
customer buys or purchases a se-
curity from his customer, and his
compensation, therefore, does not
take the form of a commission but
is in the form of profit (or some-
times loss) representing the dif-
ference between the price at
which he purchases a security and
the price at which he sells such
security. In over - the - counter
tranasctions 'a firm can at one
time act as a broker and at an-
other time act as a dealer; in each
case the firm’s status in the trans-
action must be disclosed to its
customer.

The principal significance of
this difference between broker
and dealer—to the investor at
least—is that where the firm acts
as a broker it discloses the amount
of commission it has charged for
handling the transaction; on the
other hand, where it acts as a
dealer, the investor has no way
of knowing exactly how much
above the market he may be pay-
ing or how much below the mar-
ket he may be receiving.

The Stock Exchange

An exchange is nothing more
than a convenient market place
where securities can be traded.
Exchanges occupy buildings, al-
though up until recent years some
of them still operated right in the
street — hence the name of our
second largest exchange, the New
York Curb Exchange. Any one
wishing to purchase a security
listed on the exchange can
through his broker make a bid for
that security; and if some one who
already owns the security is will-
ing to sell it at that price, pur-
chase it. In the absence of an
exchange he might find it an ard-
uous and costly matter to find a
prospective seller, but when both
buyers and sellers know that a
security is traded on an exchange
they can meet each other through
their brokers at a central place.

There is at least one securities
exchange in every large city al-

*Transcript of the third lecture of a
series on “Investment. Planning for
Women,” given under the auspices of
Shaskan & Co., at the Hotel Barbizon,
New York City. The subsequent sessions
will _similarly . be - published in the
“Chronicle”—Editor.

though recently several of the ex~
changes in a number of Midwest-
ern cities combined to form a new
and large single exchange called
the Midwest Stock Exchange.
Since the New York Stock Ex-
change is the biggest of all secur-
ity exchanges and undoubtedly
the best known, we will use this

Exchange as an example in our
; study of exchanges.

The New York Stock Exchange

The New York Stock Exchange
is located at the corner of Broad
and Wall Streets. In the next
few weeks we shall have the op-
portunity of visiting this exchange
and seeing how it operates. As
previously stated, it is the largest
of all the exchanges, handling ap-
proximately 85% of the transac-—
tions on all registered exchanges.
In its busiest year, the New York
Stock Exchange handled some 1,~
126,000,000 shares. A normal day
now for the Exchange is about 1,~
000,000 shares, There are approxi-
mately 1,400 securities traded on
the New York Stock Exchange
and the total- value of these is
today probably in the neighbor-
hood of $100 billion.

The New York Stock Exchange
is a voluntary association of indi-
vidual members, There are some
1,375 members. A membership is
technically known as a “seat” al-
though as you will see on your °
visit to the exchange very few of
the members actually have seats
to sit on. These seats “that aren’t”
have at times been extremely ex-
pensive — exceeding $500,000 in
1929 but has fallen as low ag
$17,000 in 1942. The present price
for a “seat” is approximately $50,-
000. Broadly, a ‘“seat” gives a
member and his firm the right to
execute orders on the exchange;
that is to buy and sell securities
for customers, charging them a
commission. For a firm to be a
member of the New York Stock
Exchange at least one of its part-
ners must own a ‘“seat” How-
ever, not all owners of a seat on
the New York Stock Exchange
operate member firms.

Classes of Exchange Members

More specifically, members of
the exchange may be divided
roughly into five classes. About
one-half of the members are com-
mission brokers who handle the
purchase and sales orders on the
floor of the exchange for the gen—
eral public for a commission.
About one-quarter of the mem-
bers are specialists who restrict
their trading activities to one or a

Continued on page 36
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Incorporated by Royal Charter 1727 -
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Steel Production
Electric Output
Carloadings . -
Retail Trade
Commodity Price Index
Food Price Index
Auto Production
Business Failures

The o
Staie of Trade

and Industry
' J

Coal was the key to increased industrial output the past week.
As coal stocks piled up over-all production for the country as a
whole reflected a slight advance above the level for the similar
week of 1949 for the first time in some months. ‘

The extent of the recovery of the nation’s soft coal mines was
quite marked following the setback suffered by the industry in
the recent coal strike.

To illustrate the scope of its progress more than 13,000,000
tons of soft coal poured from the pits in the week ended Marech 11.

The National Coal Association estimated bituminous produc-
tion in the week ended March 11 at 13,200,000 net tons. Output
the week before was 3,075,000 tons. The strik«_e ended on March 6.

When UMW members were on strike, soft coal output aver-

. aged a little over two million tons weekly. When UMW members

worked a three-day week during the recent coal dispute, output
averaged a little over seven million tons a week.

Production of soft coal in the corresponding week last year—
when the mines operated a full five-day week-—was 10,682,000
tons.

% % . 0%

In keeping with higher coal output steel production rose the
past week over 16 points to 89.8% of capacity and this week it
is scheduled at a rate of 95.5% or the highest level since the week
of April 11, 1949.

Commenting on the steel market, “Steel” magazine states that
sentiment is definitely bullish, pointing out that in the wake of
the sharp snapback in steelmaking following the coal strike settle-
ment, consumer specifications have spurted. It also notes that
stronger demand affects virtually all products. Even slow moving
items. such as plates and shapes, are under increased pressure.
Demand improvement has attained a point where some market
authorities regard it as a trend rather than a temporary adjust-
ment from the coal strike setback. They see it as a movement
which may well continue into summer in view of tighter supply
conditions and expanding requirements of manufacturing industry
in various directions.

# £ %

Automotive production showed further expansion the past
week as a result of Saturday work in Ford assembly plants and
a step-up in daily schedules by the various divisions of General
Motors Corp. Willys Overland also contributed \to the week’s
gains.

“Ward’s Automctive Reports” points out that a weekly pro-
duction record could have been achieved the past week had it not
been for the Chrysler strike. The company’s plants, it added,
would have contributed some 35,000 units, bringing the total well
above the 53,000 record set last July.

% Ed #

In the matter of pensions the United Automobile Workers
Union, it was learned last week, has for the present suspended its
effort to require the Ford Motor Co. to pay 8% cents an hour per
worker into the employees’ pension fund without change, even if
the benefits provided under Federal social security are increased.
This was revealed in the details of an agreement between the
United Automobile Workers Union and the company on interpre-
tation of the settlement they reached last September. The agree-
ment specifically permits Ford to reduce the payment if social
securify benefits rise. Earlier last week, the union signed a con-
tract with Nash Motors under which the company will pay seven
cents per hour into the pension fund without change during the
life of the agreement.

STEEL OUTPUT SET AT 95.59 OF CAPACITY—HIGHEST
SINCE WEEK OF APRIL 11, 1949

This week steel demand is as great as it has been for many
months, according to “The Iron Age,” national metalworking
weekly, in its current summary of the steel trade. Although it
was harder to obtain steel during the strike last October or during
the coal crisis last month, the pressure from steel users was no
greater than it is now. This pressure will probably ease off during
the second half of the year.

What was true during the steel strike last October appears to
be true today. During the coal crisis last month steel people
believed that some orders on their books were a hedge against

Continued on page 48

‘Dealer-Broker Invest-

ment Recommendations
% A n

and Literature
It is understood that the firms

mentioned will be pleased to send
interested parties the following

“literature:.

Annual Reports—Review of the
1949 annual reports of a group of
companies in most of the major
industries*—Eastman, Dillon & Co.,
11\15 YBroad Street, New York 5,

Bank Stock Analyzer—Tabula-
tion as of Dec: 31, 1949—Geyer &
Co., Inc., 63 Wall Street, New
York 5, N. Y.

Also available is a tabulation
of . preliminary operating results
for Insurance Stocks for the 12
months ended Dec. 31, 1949,

Over-the-Counter Index—Book-~
let showing an up-to-date com-
parison between the thirty listed
industrial stocks used in the Dow-
Jones Averages and the thirty-
five over-the-counter industrial
stocks used in the National Quo-
tation Bureau Averages, both as
to yield and market performance
over an eleven-year period—Na-
tional Quotation Bureau, Inc., 46

Front Street, New York 4, N. Y.

Puts and Calls—Booklet—Filer,
Schmidt & Co., 30 Pine Street,
New York 5, N. Y.

Railroad Income Bonds—Dis-
cussion, in monthly market let-
ter—Goodbody & Co. 115
Broadway, New York 6, N. Y.

In the same issue are lists of
stocks which the firm considers

.interesting for income and specu-

lation.

Steel Stocks—Analysis of out-
look—Disfributors Group, Inc., 63
Wall Street, New York 5, N. Y. '

L) L] *

Airfleets, Inc.—Analysis—Stan-
ley Pelz & Co., 40 Exchange
Place, New York 5, N. Y.

Amerex Holding Corp.—Report
—New York Hanseatic Corp., 120
Broadway, New York 5, N. Y.

Anglo-Iranian Oil Co.—Special
report—Model, Roland & Stone,
76 Beaver Street, New York 5,
N. Y.

Bingham-Herbrand Corp.—An-
alysis—Penington, Colket & Co.,
123 South Broad Street, Philadel-
phia 9, Pa.

Continental - Qil Co.—Annual
report—Continental Qil Co., 10
Rockefeller Plaze, New York 20,
N. Y.

Walt Disney Productions—Anal-
ysis—Batkin & Co., 30 Broad
Street, New York 4, N. Y,

Walt Disney Productions—Cir-
cular—William A. Fuller & Co.,
209 South La Salle Street, Chi-
cago 4, I1L

Equitable Life Assurance So-
ciety of the United States—Presi-
dent’s Report to' the Board of Di-
rectors—Equitable Life Assurance
Society of the United States, 393

Continued on page 58
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Observations . . .
=By A. WILFRED MAY
The Credit Crusade Goes Into High Gear

At their- inception the various devices for extending the
‘United States postwar help -abroad, such as the British Loan,
the Marshall Plan and even the International Bank, aroused con-
siderable misgivings over our ability to foot the bills. But those
earlier “lavish” programs, as weli as the mere
hundreds-of-millions of dollars being negoti-
ated by ECA Administrator Hoffman, now
seem to be merely “odd-lots” in the world in-
vestment market as it is being promulgated.

“Going to town,” Mr. James Warburg,
economist and banker, has proposed the annual
outlay of $9 billion; the Public Affairs Com-
mittee wants $500 billion spent over 50 years;
and Senator- Briem McMahon has broached-
his widely-heralded plan calling for our ex-
penditure of $50 billion during the next five
years in a “stupendous” new program of. inter-
national “investment” to help all nations, in-
cluding the Soviet. &

The Newest Credit-Away Program

Whereas many of these plans are readily’
discountable on the score of dreamy idealismi
or political motivation, a brand-new proposal far and widely sur-
passing the others in scope, is now being unabashedly put forth
by a sophisticated corporation lawyer, as developed in consultation
with one of the nation’s most hard-headed and wise business lead~
ers, and carries the endorsement of the United Nations. The
lawyer is Benjamin Javits, prominent New York and Washington
attorney; the business man is Charles E.‘Wilson, President of the
General Electric Company and former executive head of the
War Production Board. It is all spelled out in detail in a cur-
rently-issued book:—“PEACE BY INVESTMENT.”—By BENJA-
MIN JAVITS. A United Nations World Book. 242 pp. New York;
Funk and Wagnalls Co., $3.50.

Dwarfing the McMahon thesis, Mr. Javits wants to buy pros-
perity and peace everywhere in the world for two trillion dollars
—in installments of $20 billion per year during the coming half-
century,

Javits conceives his vast lending program as an investment
operation. “Investmment means credit,” he says, “And we owe in
large measure our good society of free enterprise and democracy
and our own high living standards to the invention of ‘paper’
credit and the uses to which we have put it. ... . Economically the
United States has been built on credit quite as much as, politi-
cally, it has been built on the Constitution. . .'. Investment by |
means of credit in today’s world is more than an economic method
for enlarging man’s ability 10 produce. It is also ‘an expression of
faith in his ability to banish want and insecurity, those primary
causes of anarchy, violent revolution and war.” :

Mr. Javits makes obeisance to the need for practicality by
citing the test of productive purpose. Our thesis is: “Debt and
investment for productive purposes only,” on which he elaborates
as follows: “No great business enterprise has ever prospered with- )
out constantly going into greater and greater debt, even if that
‘debt’ was in the form of common stock or equity money. ... It
is up 1o us as the only-alternative toward chaos and the probable
extinction of the human Tace to invest and invest again in the
natural resources, in the human skills, and in the strivings toward
a free man’s freedom among other peoples. On a scale hitherto
almost beyond imagination, we must provide money, machinery,
and engineering and managerial talents from Philadelphia to
Paris, from Chicago to Calcutta, from New York to Nanking. . . .
only when we foster industrial development on this massive scale
can we raise living standards both at home and abroad,” concludes
his credo. ' )

On the major premise that existing plans for helping the
world are inadequate, Mr. Javils maintains that we must fearlessly
increase in geometric progression our capital-extension in all areas
of the world, to prove to undecided populations that capitalistic
democracy can provide the means of good living better than can
communism, *

The Dollar vs. the Bacteria Weapons

The dollar is the universal monetary unit today, says theb
author. But unless we use our economic power to insure tae
peace, our planet will be dissolved into motes of atomic dust drift- :

¥ Continued on page 50
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49 Wall Street
under his management.
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The Frear Bill: A Trap to Ensnare

Little Business

for Big Business

By THOMAS GRAHAM~*

President, The Bankers Bond Co., Inc., Louisville, Ky.

Chairman, fnvestment Banking Committee, . .
Conference of American Small Business Organizations

Asserting there is no need for legislation such as Frear Bill,

Louisville investment banker and spokesman for sm.all businei;s i
organizations, denies measure is for protection of investors in

unregistered securities as SEC
pand SEC regulations beyond

contends. Says bill would ex-
scope of interstate commerce

and is therefore invasion of state control. Sees in bill an instru-

ment for strangling arteries of small business capital, and calls

for reform of existing SEC legi‘slation.

It is confounding to those of us
who have contributed our finan-
cial, spiritual and physical
support to the Democratic Admin-
istration in
Washington,
and to Ameri-
can. small
business that
this Adminis-
tration should’
be found
fighting
on the same
front with
Wall Street in
support of the
Frear Bill
(S.2408). The
principal sup-
porters are
the New York
Stock Exchange, New York Curb,
and other organizations dominated
by New York banking and finan-
cial interests; also, the Securities
and Exchange Commission, some

*A statement filed by Mr. Graham with
the House Committee on Interstate Com-
enerce and Senate Banking and Currency
Committee, and constituting the sub-

| stance of Mr. Graham’s report before the
(ion!erence of Small Business Organiza-
tions.

Thomas Graham

# from Wall Street.

of whose membership must have
sold the Executive Branch of the
government a “bill of goods.”
Timeo danaos et dona ferentis. .

Such an alignment, although
the measure is sponsored by the
Securities and Exchange Commis-"
sion, seems singularly strange in’
view of the Administration’s
many declarations of dedication’
to the cause of small business and
industry. Those of us who are
opposed to the passage ‘of the
Frear Bill, and its companion bill’
in. the House, the Sadowski Bill,

§ oppose it not in principle, but in

its- ullimate considerations. We'
are fighting to save “Main Street”
For it is the/
small business and industry along,
many a Main Street in America
that the Frear Bill, if enacted,
will damage. The Senate Bank-
ing and Currency Committee’s
subcommittee -has been holding
hearings on this bill and some
amendments have been agreed
upon in principle. But these.
amendments are mere exemptions
which do not begin to touch the
real threats inherent in this legis-
lation, ]
The bill is authored by Sen. J.
Allen Frear, Delaware Democrat,

From

Ahead

?Vashington

of the News

By CARLISLE BARGERON

The country is certainly being confronted with a paradox in

the Republicans’ charge that the Administration is harboring com-

' munists and fellow travelers while at the same time that same
- Administration is at ideological or diplomatic war with communists
everywhere else. Is the country to be led to

believe that the. spending of billions to “con-

tain communism” in Eastern Europe and the

spending of additional billions to maintain a

military establishment to defend ourselves

against an expected Soviet.attack are - pure

hokum and that the bitter exchanges between

the two governments are mere pretense?

Could it be possible that two mental giants,

Truman and Stalin, have a secret agréement to

use fear of the other country as a meang of

holding their own people together? Or is it

that the Administration is just as innocent of

the Republicans’ charges as a new-born babe,

that the Republicans are motivated by ‘des-

perate political expediency and nothing else.

Carlisle Bargeron

It certainly seems like one of
set-ups ever presented to a people,

the screwiest

L The fact is that none of these propositions
is true. It is simply that a wierd, almost unbelievable.situation
does exist. . The Republicans have plenty of basis for their charges.

Whether Senator McCarthy’s charges would stand
to develop them,
he is being hamstrung at every turn and

he were permitted
The truth is that

up in court, if
I am not prepared to say.

heaped with denunciation by leftist. commentators and editors just

as everyone before him has

years charges of the Administration’s
ment have been made and up until a few
were almost exclusively the property of

been

treated. For almost 15
communist involve-
years ago the charges

Democrats, not Re-

publicans, and.the charges and their authors have invariably

been met with derision. It is amazing that

even in the face of

such things as the Hiss conviction, the leftist journalistic chorus

here in Washington and in New York, never

let a man finish his

Presentation before jumping all over him. You would think they
would be inclined to move more cautiously. But no, thé journal-

" istic rewards to a “liberal”
* it very strong, indeed.

are high and the urge to attain them

There, is no questioning, though, the Administration’s bitter-
ness towards Joe Stalin. There is no sham about it. He has made

Continued on page 58

Chairman of the Senate subcom-
mittee, Its companion in the
House is sponsored by Represen-
tative George Sadowski, Michigan
Democrat.
its companion measure, would
extend and expand the powers of
the SEC far beyond the intent of

‘the lawmakers when they enacted
the so-called “truth-in-securities”.

legislation in. 1933. It would
bring within the scope of control
and operations of the SEC nu-

- merous small businesses and in-
. dustries which formerly have not

, been subject to SEC scrutiny and
. control,

The bill would extend
SEC authority over all such enter-

- prises having $3,000,000 in assets

and 300 or more security holders,
even though such securities were
not transacted on the national se-
curities exchanges.

Invades Intra-State Field of

! Control

In brief, the SEC would invade
the intra-state field of control.
The SEC would have the virtual
power of life and death over such
small enterprises through dic-
tating of information required in

The Frear Bill, and :

proxy forms. It would require
detailed reports from small tirms
at great expense .and great bur-
den to them. ¢ !

This legislation conceivably
would subject to SEC control any
business with $3,000,000 or more
assets, even though that company
might be completely one-family
owned, if such a business owed

‘any indebtedness that was spread

among 300 or more security hold-
ers, Thus, a closely-held business
with only two or three actual
shareholders which was expand-
ing or operating on assets bor-
rowed, for example. from an in-
surance company, could be called
to accounting by the SEC. Without
actually selling a share of stock on
a national exchange, or even a
local exchange, such a small busi-
ness could be required to submit
to SEC control and regulation.

In Kentucky, there are many
small enterprises formerly exempt
from SEC regulation which would
come under SEC control. This
would burden them with addi-
tional expense of maintaining and
furnishing the SEC with informa-
tion and would weaken their
ability to compete with larger

companies, The officer-director
rule on stock purchases would,
for practical purposes, destroy our
Kentucky and Louisville invest-
ment markets, g ; (

Information on the ownership
and operation of such small enter=
prises is, and always has been,
available to prospective purchas-
ers of stock or securities. Most
states require by statute that it be
furnished, but where it is not so
required, courts uniformly have
held that the common law applies
to the right to obtain it, for a
reasonable purpose. Largely,
however, such companies recog~
nize the importance of giving out
such information, if it is not to
be " used = unfairly or illegally
against the company by a com-
petitor. An interested prospective
purchaser of stocks or securities
of a company can always get ade-
quate information before he buys.

There is no need for such legis~
lation as the Frear Bill, if the
SEC’s motive is pure. The SEC

has contended that this legislation
is needed to achieve safeguards
for investors in unregistered se-
curities. Courts have held gener-

Continued on page 30
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The Problem of 'Old_ Age Security

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

Associate Chairman, Advisory Council on Social Security,
Senate Committee on Finance

Professor Slichter, reporting conclusions. of Advisory Council
of Senate Finance Committee, advocates a Federal system of
contributory social insurance, related to prior earnings without
a means test. Holds present system is not adequate, due to:
(1) many who need protection are not receiving it; (2) the
average old-age pension is inadequate and has not kept pace
with rise in living costs; and (3) pensions granted are not
adjusted to earnings and living standards of recipients. Points
out means of preventing premature retirement of workers.

I

My purpose in appearing before
you is to report to you on the
work of the Advisory Council on
Social Security, appointed by the

Committee on
Finance of the
United States

Senate, 8§0th-

Congress, un-

der authority

of Senate Res-

olution 141,

and to answer

your questions

about the rec-

ommendations

of the Council.

The Advis-

ory - Council

consisted of 17

Prof. 8. H. Slichter S
various walks

. jof lifeand

from different parts of the coun-
try. The first full meeting of the
Council was held in Washington
on Dec. 4 and 5, 1947. Its recom-

mendations on old age and sur-’

vivors’ insurance were sent to
Senator Milliken, the then Chair-
man of the Committee on Finance,
on April 8, 1948. Between De-
cember, 1947, and April, 1948, the

*S t of Prof ¢ Slichter before
" the Senate Finance Committee, Washing-
" ton, D. C., March 20, 1950.

A

members. from.

Council met for two full days each
month and an Interim Committee
of the Council met for one full
day between Council meetings.
Between meetings the members of
the Council did a large amount
of home work analyzing memo-
randa prepared by the staff and
the Interim Committee. On the
average 15 of the 17 members at-
tended each meeting of the’Coun-
cil.

The Advisory Council reached
three basic conclusions concern-
ing the problem of old-age
security:

(1) That the foundation of the
country’s system of old age secur-
ity ought. to be a Federal system
of contributory - social insurance
with ‘benefits related ‘to prior
earnings and awarded without a
means test.

(2) That the present Old-Age
and Survivors’ Insurance Act is
failing to perform adequately the
job that it was expected to do.

(3) That the present Old-Age
and Survivors’ Insurance Act is
sound in principle, and that its
failure to do the job expected of it
is attributable to three principal
defects in the act, all of them
easily remedied.

In order to remedy the defects in
the- Old-Age and Survivors’ In-
surance Plan, the Advisory Coun-

cil made 22 recommendations for
changes in the act.  On 20 of these
recommendations the Council was
unanimous.

My remarks will be divided into
four principal parts. First of all,
I wish to explain to the members
of the Finance Committee why
the Advisory Council believes that
contributory social insurance re-
lated to prior earnings ought to
be the foundation of the coun-
try’s system for old-age security.’
In the second place, I wish to ex-
plain why the Council believes
that the present Old-Age and Sur-
vivors’ Insurance Act is not doing
the job expected of it. In the

third place, I should like to ex~ .

plain why the Council believes
that improvements in the act

along the lines indicated by its 22’

recommendations would enable
the act to become the foundation
of the country’s system of social
security. Finally, I wish to dis-
cuss briefly the problem -of pre-
venting the premature retirement
of workers and to show the bear-
ing of this problem on the cost of
old-age security. : -

n

Why should Federal contribu-
tory social insurance -related to
prior earnings be the foundation
of -the country’s system of old-age
security? v Rk

The 17 members of .the Council
—employer members, labor mem-
bers, and public members—were
unanimous in believing that con-
tributory social insurance should
be the foundation of the country’s
system of old-age security. Fur-
thermore, the same . conclusion
was reached by each of the two
previous advisory councils—the
Council: on: Economie . Security
which helped draft the original
law of 1935 and the Advisory
Council appointed in 1939.- There
are four principal reasons why the
Advisory Council - of 1947-48
reached the 'poqciusion that a

.contributory system of old-age
pensions should be the foundation

i

=
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of the nation’s system
security.

In the first place, the pensions
provided by a contributory insur-
ance system are not charity. No
means test is used; but pensions
are awarded as a matter of right.
Furthermore, the cost is met from
the worker’s own production in
the form of a tax on payrolls paid
by the employer and a tax on
wages paid by the worker. Hence

for old-age-

-the dignity and the self-respect of

the worker are shown considera-
tion. .After. alifetime of work,
it is not right that men should be
dependent upon charity for in-
come. :

In the second place, old-age in-
surance encourages self-reliance
and thrift instead of discouraging
them. A man by being thrifty
does not diminish the amount of

Continued on page 40

Our Asiatic Policy and

~ United States-Soviet Tension

By HON. DEAN ACHESON*

Secretary of State

Secy. Acheson, after exposing Soviet Russia’s ‘intentions in
China and denouncing violation of China’s integrity by treaty,
warns Communist China must not engage in aggression against

- neighboring countries. Says U.

S. is aiding in solving problem

of free peoples of Asia, and cites economic and military assist-

-ance already given and in process. Commits U. S. to work

within framework of United Nations, and upholds a positive

program in dealing with Russian aggression. At University of

California talk, he lays down formula for ending cold war
with Russia.

'T am' going to talk with you to-

day about  our, foreign policy
.toward Asia. Since. my time is:

short, I must stick to the main
thread.

First of all,
let me remind
you that the
foreign policy
of a free na-
tion in rela-
tion to other
free nations
should be
rooted. in the
fundamental
,attitudes of
the peoples on
both sides,and
in the facts as
they exist.

So far as we
are concerned, we know that we
are interested in the peoples of
Asia as people. We want to help
them as people. We-do not want
to take anything from them for
ourselves. We: do not want to
deny them' any opportunity, any
freedom, any right. We do not
want to use them fa ! any purpose
of our own.

On the contrary, we want to
help them, in any sensible way
we can, to achieve their own goals
and ambitions in their ownh way.
We want to do this, becayse we
believe that what the peoples “of
Asia earnestly désire will make
for the kind of a free and produc-~

Dean G. Acheson

. tive world in which we and they

-can live out our lives in peace.
We know that this is our atti-
tude and we say this without
qualification of any sort. But we
must understand that others will
judge us and our intentions not
by what we say but by what we

do. Actions have always -spoken-
Today, amid’

Jouder than words.
the welter of distortion which
hostile - propaganda pours out

about us, actions best proclaim

. our purpose and our intentions.

So it is vitally important that
our actions are clear reflections

of our purposes. It is vitally. im-:

portant that muddied or emo-
tional thinking should not result
-in equivocal and mistaken courses.
We: may know that such actions
spring from good hearts, but con-
fused thinking. - To others they
will be unmistakable proof of ul-

terior "purposes. = And have mo.

doubt that there will be no lack
of willing tongues to further that
message. The-end result will be
the loss of the priceless asset we
have—the confidence of hundreds
of millions in our integrity. =~

*An_ address “delivered by ' Secretary
Acheson,. before' the Commonwealth Club
of California, San Francisco, Calif., on
March 15, 1950; followed by a second
.address made .at the University of Cali~
fornia, Berkeley, Calif., March 16, 1950,

‘two dominant ideas.

Now what are the fundamental
attitudes of the Asian peopies?
And what are the basic facts in
Asia?

Asia in a2 New Era

.We must understand that a new
era is in full course in Asia. That
whole great Tegion, containing

more than half the population of
- the world, is changing profoundly.

The significance of that change,

‘the reason the change is irrevoc-

able, is that it is brought about by
a deep and revolutionary move-
ment of the peoples of Asia.

Now that movement, that pow-
erful conviction, is made up of
The first of
these is revulsion against misery
and poverty as the normal condi~
tion of life. The second is re-
vulsion - against foreign domina-
tion. These ideas meet and fuse
in the positive conception of na-
tional independence. This is both
the symbol of aspirations and the
means by which they may be
achieved.

The 'desire for national inde-
pendence is the most powerful
spontaneous force in Asia today.
It is the common tie among the
diverse peoples of  Asia, the tie
between them and the free peo-
ples of other countries, including
the United States. Since the end
of the war, more than 500 million
people have achieved national in-
dependence and self-government
—in the Philippines, India, Paki-
stan, Ceylon, Burma, Southerm
Korea and Indonesia. The people
of Indo-China are also moving
along this same road, developing
with the French a new relation-
ship expressive of their own na-
tional aspirations and resting se-
curely on a basis. of mutual con-
sent. ‘We welcome- this develop-
ment and shall continue in the
future as in the past to encourage
it.. -

In China the same strong long-
ings of the people have reached
a different end. Since before the
overthrow of the Manchu dynasty
in 1912, the Chinese people also
bhave striven for freedom from in-

.fringement on their sovereignty,

and for improvement of their
lives.  For years they struggled
with unbelievable courage, endur-
ance, and patience against the ad-
versilies of nature; against in-
ternal division and strife; and
against foreign enemies, until the
end of the war seemed to bring
almost within their grasp the
achievement of the hopes for
which they had been striving.
Then. the failure of their gov-
ernment to respond to their needs,
its ineptitude and blindness de-
stroyed all their confidence and

Continued on page 54
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Merchandising

Secutities

At Merrill Lync

By ROBERT A. MAGOWAN~

Partner, Merrill Lynch,
Members of the New

Pierce, Fenner & Beane
York Stock Exchange

Mr, Magowan, Division Director of Sales, in describing secari-
ties merchandising as practiced in largest concern dealing in
securities, points out value of advertising and sales promotion
in maintaining and enlarging business. Stresses importance of
dissemination of educational literature among public and keep-

ing them informed of developm

ents in securities. - Holds public

desires knowledge regarding investments, and contends -adver-
tising is one of most useful tools in bringing in new customers.

In speaking to you this morning
about advertising, sales promo-
tion and the merchandising of
securities, I want to make it clear
at the outset
that my views
on these sub- -
jects- are de- -
rived . from
experience in
just-one firm -
in this great-
industry. And -
I -realize that
my firm, with
58 general
partners and
100 offices
scattered all
over the coun-
try, has little
outward
similarity to any firm that may

be represented in this room.

-~ Still, T believe that some of the
lessons we have learned, some of
the eicperiences we have had, are

Robert A. Magowa;n .

worthy of your consideration and
‘may possibly be adaptable to your
business regardless of its size. .
I hope it ‘will not seem. im-
modest if I talk so much about
MLPF&B. There is not.the slight-
‘est. reason for.any member of my
firm; to..feel .over-satisfied  or

- :complacent. about anything' that

has happened in the past. For one
thing it is. a sobering thought. to

j -wake " up .in ’the, morning and

realize that'we must také in over
-$70,000 -each -business "~ day just

.to- break- even. : Furthermore; we
~’have had:our share of disappoint-
' ments,
. downright - failures. -The - most

frustrations . and even
serious failures, as we look back
on them, ‘were the human ones.
The - ink -was ‘hardly -dry- on -our
first . partnership ~agreement in
1940 when -one of our partners
was - discovered to:have -violated

*An address by Mr. Magowan before
the Eastern Pennsylvania Group of the
“lnvestmeént Bankers Association of Amer-
ica, Philadelphia, ‘March 8, 19,50

This is under no circumstances 1o be consirued as

offer 1o buy. or as a solicilalion of an

The offer is made only by means of the Prospectus.

NEW ISSUE

400,000

an offering of these securilies for sale, or as an
offer to buy, any of such securilies.

.

March 22, 1950

Shares-

Texas Utilities Company

Common Stock

Without P

ar Value

Price $25 per share

Copies of the Prospecius may be obtained from any of the several under-
wrilers only in stales in which such underwriters are qualified to act as
dealers n securities and in'which such Prospecius may legally be distributed.

The First Boston Corporation
First Southwest Company  Rauscher, Pierce
Central Republic Company
(Incorporated)
Dittmar & Company
Underwood, Neuhaus & Co.
Creston H. Funk & Co. Rowles, Winston
Moroney, Beissner & Co.

Louis Pauls & Co.

Russ & Company .
Rotan, Mosle and Moreland
Walker, Austin & Waggener

R. A. Underwood & Co., Inc.
Edw. Lowber Stokes Co.

Blyth & Co., Inc, -

& Co. Inc. + Dallas Union Trust Company
Schoellkopf, Hutton & Pomeroy, Inc.
Dallas Rupe & Son
Fridley & Hess
Schneider, Bernet & Hickman
Foster & Marshall
Sidle, Simons, Roberts & Co.

& Co.

R.S. Hudson & Co., Inc. b Robert E. Levy & Co. Moss, Moore & Co.  Binford & Dml;p

William N. Edwards & Co.
Lynch, Allen & Company, Inc. Frank Miller

The Ranson-Davidson Co., Inc.

EMHiott & Eubank

* Lentz, Newtor & Co.

& Co. J. R. Phillips Investment Co., Inc.

Roe & Company . Md S. Stewart & Company

==

jitized for FRASER
b://fraser.stlouisfed.org

/

N

the rules of the New York Curb
Exchange. He was expelled and
‘resigned from -the firm and, one
year later, another partner was
guilty of a .defalcation. Both of
these events were duly recorded
in our Annual Reports, the latter
incident on the same page that we
mourned the death of our beloved
partner here in Philadelphia, Joe
Wear. . There are.other examples
of frustration which I will touch
on a little later in this talk.

Charles Merrill
In a great many businesses you
are. apt to find an outstanding
personality. In Merrill Lynch that
personality 'is* Charlie Merrill.

Most of you know that his success :

as an investment banker stems

from his early interest in chain’

~stores. He ' was associated 'so in-
timately with that industry that
he ‘gained recognition as a mer-
.chant himself. He had a-profound
_influence in -establishing: mer-
. chandising policiesin several of
these mass  distribution: organiza-
‘tions and . it° was :the knowledge
“acquired -in that ‘business. which
‘became .the ‘foundation - for ‘our
present policies' at Merrill- Lynch,
Pierce, Fenner-&:Beane. - .

_ 'Our.firm as' it is presently :con-
‘stituted = actually: commenced op-
‘erating - April;.1,..1940-—with -the
merger of Merrill Lynch & Co.
with E. A. Pierce-& Co. and -with
Cassatt & ‘Co. - Of course, the
Pierce firm - actually - started as
A. A. Hausman . in 1886, and
another firm which joined Haus~
man was Gwathmey which com-
menced in 1820. - But our modern
history dates from.1940.

You will remember that 1939
was 'a. period of almost unprece-
dented: low volume on the New
York Stock Exchange. Most firms
were losing money, and the firm
of E. A. Pierce was no exception.
The ‘decade between 1930 and
1940 was a difficult one for all

Continued on page 50

‘How America Is Being Socialized

By ROBERT S. BYFIELD

Member, New Yo

rk Stock Exchange

Commenting on chjectives of the “Welfare State” as expressed

by Senator Hubert Humphrey

, Mr. Byfield calls it Socialism

“by the back stairs.” Lists as components of its price:
(1) irresistible bias toward inflation; (2) government manip-

ulation of money market; (3
ment regimentation; and (4)
. ment and concentration

“Every reform is only a mask
under cover of which a more
terrible reform which dares
not name itself, advances.”—
Emerson, Journals VII, p. 205.

In the social science textbooks
of a generation or so ago Socialism
would have been defined as a type
of national economy in which the

-government
owned the
factories or
the- means of

sproduction..
sToday this

‘would be a

iconfusing
rover-simplifi-

.cation.. Just.as. .
ithere. .are .

great . .differ-

-ences- in-. the

capitalisms. of |

England,.

France, pre-

war Germany .

and the United

States, there

are .various. forms of socialism

and American socialism. has .cer-

tain characteristics which. are pe-
culiar to the genius.of our.peopie,
their political . history and the
form of our government. In this
atomic and billion dollar age, the
technique of socialism has. been
modeirnized and .readered more
subtle. There is the «socialization
of incomes under which the gov-

ernment takes a major share of

§ | than th

‘a

# and. misleadicg labels.

- Robert S. Byfield

) stifled initiative and govern-
liquidation of local self-govern-
of power in Washington.

your income and spends it for
you and others. Therg is the so-
.cialization of economic decisions
such as government planning, and
thirdly, there is the classic type
of socialism which means .the
actual taking over of property or
assets. This type of socialism or
nationalization may be the very
last of a.series of related acts or
moves. It may be the end rather-
ie beginning of a chain re--
action. )
. ..The 'bottles: with socialism in
3 them have lilzewise acquired new-
‘ Among
‘them are such well known ones
as”“a-planned. society,” “a man-
aged economy” or “a directed
economy.” We must likewise dis-
7 tinguish between “front door” so-
rcialism * which' boldly -walks in-
. under "its tight name and “back
-door” socialism which walks in
small steps up the rear stairs.

What Is the “Welfare State”?

The: “welfare state” is a new
phrase for an old theory of gov-
‘ernment under which government
officials assume responsibility for
‘the ‘material ‘welfare of the peo-
ple. Its most attractive sales ar-
gument is that it promises people
“economic security.” It removes
from them the necessity of wor-
rying about their personal finan-
cial problems., The best way to
expla.n how people live under the

"Céfitinued on page 52
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lnvestmg in Securities
And Investment Trusts

By HARRY

L. SEBEL*

Midwest Vice-President, Hugh W. Long and Company, Inc.

Mr. Sebel explains various types of investments comprised in.
each of two general groups: (1) Dollars Constant Investments,
and (2) Dollars Variable Investments, Outlines functions and
merits of shares of Mutual Funds Companies as investments, '
and provisions of the Investment Company Act which safe-
guard and protect investors in Mutual Funds, Calls attention to

idollar depreciation in relation to investments.

45
I should jlke to start by point-
ing out to jou that there are but
two basic fundamental investment
considerations. One has to deal
with Dollars
Constant. In-
vestments,and
the other has
to do with-
Dollars Vari-
able Invest-
"~ ments. Now I
know what
you are think-
ing—this fel-
low is sup-
posed to talk
in under-
standable
terms and at
the very out-
set he intro-
duces such
mystenous things as Dollars Con-
stant and Dollars Variable. But
I'am going to try to explain just
what is meant by those terms and
I do hope that I succeed because,
unless these two things are per-
fectly clear to you, I am afraid
you will miss much of the point
of this discussion.

‘Dollars ‘Constant - Investments
have to do with these investments
which offer a definite repayment
date of a fixed sum of money at a
specified rate of return. They are
oftent called fixed income invest-

Harry L. Sebel

*A ‘lecture by Mr. Sebel before the
Women’s Finance Forum of the Fourth
National Bank of Wichita, Wichita, Kan.,
Mar. 6, 1950.

.

ments and, in general, they are
the things with which you are
more familiar because they in-
clude such things as savings bank
deposits which are perhaps the
very ‘best type of Dollars Con-
stant Investment that you can
make., A savings -account, as you
know, especially in a bank which
is a member of the ‘Federal De-
posit Insurance Corp., provides a
government guarantee up to $5,-
000 and is repayable’ on demand,
with a small but certam interest
rate.

' Next, we come to a considera-
tion of insurance annuities. These
provide for the deposit by you
with an insurance company of a
certain sum of money and, in turn,
the insurance company will'repay’
you a stipulated amount at regu-
lar intervals with asmall com-

pounded interest accumulation. -

An annuity usually provides
merely ‘to-return your money to
you together. with about 2% com-
pounded interest.

Then there are mortgages which
are a lien upon real estate, either
city property, or farm land. These
are in the amount of the sum in-
vested and run a period of years
and carry a specific interest rate,
which nowadays is generally from
3% % to 4%% depending upon
the duration §f the mortgage, the
percentage of the loan and the
type of property itself.

Finally, we come to the matter
of bonds. This term includes var-

Continued on page 53
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How Safe Are ngh
Grade Preferred Stocks?

By BRADBURY

Analyst, Minch,

K. THURLOW
Monell & Co.

Members New York Stock Exchange

. Conteuding preferred stocks, at

today’s prices, because of their

fixed income basis, are vulnerable to decline in market value
. in event of further inflation, Mr., Thurlow. mentions as another
fundamental objection to preferred. stocks as sound invest-
ments, their tendency to fall in value along with common stocks

We have believed consistently
during the past several months
that common stock prices were
gomg very much higher in the

next few
wq‘ years and that
the force
which was
going to put
them there
was inflation,
This has not
been “institu-
tional bullish-
ness” on our
part. We do

not regard
common
stocks merely

; as beneficiar-
‘B. K. Thurlow ies of a coming
speculative

boom, but, and this is much more
unpox:tant, as bona fide invest-
ments offering the best presently
available protection against a
further decline in the value of the
dollar which now seems inevita-

f ™

In coming to this conclusion it
has, seemed proper to survey
other fields of investment to
determine whether there'was any

Jgitized for FRASER
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alternative to common stocks. In
the course of this survey one
class -of security presented itself
as being so vividly umattractive
and vulnerable to attack if our

general theory is correct, that it:
‘seemed wise to draw attention to .
it. This class is mainly composed :
of prime quality, high grade pre- -

ferred stocks

Under previous conditions of
inflation . and deflation here or
abroad these issues have sold to
yield between 4.3% “and 7.0%.
Today a typical high grade, non-
callable preferred (American Can)
-sells at-188 and pays $7 to yxeld
3.7%. There can.be no serious
misgivings over the security of

the dividend for the immediate -

future, but we question its in-
vestment “soundness” at this
price. We have been brought up
to regard as “sound “investments’
those . securities which afford
stability of, income and principal.
Under - post-1933 - conditions we
should be inclined ‘to amend the
definition to state-that a sound
investment is .one which will of-
fer income and principal stability
in relation to the cost of living,
since it is quite clear that gov-

ernment bonds bought in 1938
and held 10 years were not “sound
investments.”

How do preferred stocks today
measure up to these standards?

We have already allowed that
the dollar income on good pre-
ferred stocks is safe, although it
is clear under our definition that
the inability of increasing that in-
come in the event of inflation
casts some doubt on their being
“sound investments” cost-of-liv-
ing-wise. This objection can be
made against all forms of fixed
income - securities and is com-
pensated to the extent that a
fixed income will automatically
increase in value (purchasing
power) in the event of deflation.
Therefore, as long as the direction
of our economy is in doubt (and
it still appears in doubt today to
many millions), this objection to
preferred stocks will not be
particularly convincing.

There 1is, however, another,
more fundamental objection to
preferred stocks as “sound in-
vestments” at today’s prices. They
are by nature neither obligations
nor equities, although they share
the disadvantages of both. When
common stock prices fall, pre-
ferred stock prices fall too. For

example, witness the recent-close .

(purely coincidental) correlation

"Industrial

in price between the Dow-Jones
Averages (common
stocks) and our above mentioned

.American Can preferred. In 1946
.the Averages made a high of

212.50, the preferred stock .of
210%. By the end of 1947 the
Averages -had fallen to 163 and
recovered to 177 and the pre-
ferred - stock was - gelling around
166. In the meantime the pre-
ferred stock had paid $7 and the
“Average” stock . $9.21. It seems

.quite clear from this observation

that good common stocks were a
sounder
preferred stocks during the post-

‘war stock market decline, Should

this decline be resumed, it does
not appear illogical that high
grade -preferred stocks might re-

turn to their prewar levels of 150

(4.7% yield). This would involve
a principal loss of .over five
years’ income from present prices,

Finally, we should consider
what ;might happen if our ideas
explained in the opening para-
graph . should prove -correct.
Should. common ' stocks rise be-
cause of ‘inflation, the holders of

preferred stocks might be doubly

penalized. In addition to losing
the extra income required to off-

‘set .a rising cost of living, they

might  easily lose much of their
principal value as investors liqui-

investment than good

dated them in search of better
protection. Recently it has taken
ylelds of 10%-12% to bring buy-
ing into common stocks when
there was widespread fear of de-
flation. It is not inconceivable that
it might take yields of 6%-7% to
bring investment buying into high
grade preferreds in the .face of
widespread fear of inflation. The
1946-47 = experience was proof
enough. that preferred - stocks
could decline in price. A 6%-7%
yield basis would mean a decline
of 30%-40% from today’s pre-
ferred stock prices.

No matter what is going to
happen in tomorrow’s stock mar-
ket, it seems clear that prefer'red
stocks at today's prices are
vulnerable to a decline. In our
opinion, they are not sound in-
vestments for individuals - and
should be sold. The holder has the
option of buying Savings Bonds, "
which yield only 1% less and are
guaranteed in price, if he is afraid
of deflation. If he is afraid of in<
flation, he can' buy -such sound
common stocks as General Motors,
Montgomery. Ward, Standard Oil °
of New. Jersey, and "Youngstown
Sheet- & Tube at prices which
appear fantastically 'deflated, if
inflation is ahead of us. In either °
instance he might be wise to act |
while there is-still time. o

.

March 22, 1950.
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Tactorsin Approaching Depression

By CLINTON DAVIDSON, JR. :

President, Fiscal Counsel, Inc., New York City

Contending basic causes of depression of 1930s have developed
again, Mr. Davidson furnishes statistical evidence that we are’

approaching a depression in worse condition to weather than
in 1929. Does not set date of downward turn, but advises
watching trend of retail sales of durable goods for a clue.

»- . The following analysis indicates
i that the basic causes of the de-
. bression in-the 1930’s have de-
. veloped again to a more danger-
ous degree, If
- this analysis
- is_ correct, a
cdepression :
will be diffi-
cult, though:
i not necessar- -
"ily impossible,
,toprevent.
Our govern-
ment has
pledged the
. emp loyment
of’its re-
sources to "
prevent a de-
pression, bu't
~these re-
~sources  have
-been impaired' by abnormal ex-
penditures, high'tax rates and a
very high debt. This may explain
- why during ‘the past year long-

’ Clim;m Davidson Jr.

term investors have reduced: their-

holdings of common stocks and
long-term speculators have sold
short the leading stocks in “cy-
" clical” industries, while tempo-
rary high yields have enticed
short-term investors such as stock
exchange partners and buyers on
“margin” to add to their holdings:

Causes of Depressions

Many economists have stated
- that the prosperity of the late
1920’s could not be maintained be-
~ cause it was based.on abnormally
" large expenditures for consumer
durable goods on credit and for
producers equipment. As these
expenditures declined, the result-
ing depression was aggravated by
liquidation of excessive mortgage
debt and bank loans, by surplus
. farm ‘production of - the wrong
. commodities, and by dislocations
. in international trade. ‘It is en-
lightening, though discouraging, to
" compare the magnitude of these
maladjustments today with 1929
and 1937.

Non-Sustainable Expenditures
for Durable Goods

Consumer durable goods are
used for 5-15 years after purchase.
" Because they are purchased in
cycles, their replacement demand
also moves in cycles. Consequent-
ly large purchases in the 1920’s
were not sustained by ‘replace-
. ment demand in the early 1930’s.

In the last three years such pur-
- chases have again been abnor-

mally large. Recently they have

constituted 10% of the Gross Na-
_ tional Product compared to 8% in

1929,

" Most government economists

believe. consumers must spend a
- larger portion of their incomes

on durable goods in the future

than they did in the past if full

employment is to be sustained. A

rising trend of durable goods

purchases could accordingly be
. -considered a healthy sign. Indeed,
it would be healthy . if more dur-
* able goods were bought for cash
" by families that can afford then.

: In the 1920’s the wealthier fam- ;

. ilies, instead of buying - more
themselves, indirectly lent their
savings to poorer families who

- ‘then bought things they could not

. .afford .to pay.cash for. Since low-

. income. families -could not con-

tinue indefinitely to increase their '

" debts, such purchases inevitably
‘ Had to decline. In recent months
- total purchases. of consumer dur-
.able goods have run above a year
..ago- because the poorer families

have bought more on credit. Cash

purchases, however, have run sub-
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. $2,500 constituted 40%

‘Product.

‘in several domestic
‘now enjoying temporary export
~markets.

stantially .below a year. ago be-
cause the middle-income : and
high-income families are not buy-.
ing so much. The following:an-
alysis of consumer credit indicates
the unhealthy history of the 1920’s -.

" is being repeated.’

‘Consumer credit was used éx-‘j
cessively in the late 1920’s by low-
incomefamilies to purchase” dur-

-able :goods which' they could not
_afford. As consumer debt got too

large in relation to income, these

‘families had to reduce their pur- '

chases - drastically. In the “last:
three years consumer credit"has
again ‘been used excessively, €s-
pecially by families earning" less

than $3,000 a"year. ' Recently the

increase in’instalment - credit ‘has

" ‘constituted 1.2% . of. Gross “Na-

tional . Product-compared to 0.5%
in'. 1929." 1t has_accounted. for
13% of ‘durable goods purchases
compared to 5.3%. The amount of
instalment debt outstanding now
constjtutes 6% of Disposable, In-
come compared to 4% in 1929.
To summarize, consumer debt is
rising more rapidly than in 1929

and is already a greater burden to -

bear. The almost inevitable re-
sult should be a severe decline in

.the demand for consumer durable

goods. .

In 1948, the Federal Reserve
reports, families earning less than
of our
population, and as a group they
spent more than they earned. Also,
these same families, as well as the
20% of families earning about
$3,000, spent as large a percentage
of their incomes on durable con-
sumer goods as did families earn-
ing over $5,000. These statistics
mean that the large demand for
durable consumer goods in recent
years has not been entirely the

iresult of high wages but to a large

extent the result of people de-
pleting their savings and going

‘into debt to live beyond their

means.

Producers equipment (including
farm machinery and trucks) is
used for 10-20 years after pur-
chase. The replacement ‘demand
has also moved in cycles. The
large purchases in the late 1920’s
accordingly were not sustained by
replacement demand in the 1930’s.
In the last three years purchases
of. producers equipment’ have
again been abnormally large, Re~

cently (even after last year’s de-

cline) théy have constituted 7.4%
of Gross National Product com-
pared to 6% in 1929. -In view of
the fact that manufacturing

'profits are declining and the ratio

of manufacturers’ cash to current
liabilities is below prewar, these
abnormal expenditures can be ex-
pected to decline further, -

4Exports and Purchasing Power

Net exports (exports minus im-
ports) measure the immediate im-
pact of foreign trade on purchas-
ing power. In 1929 private foreign
investment stimulated net exports
equal to 1% of Gross National
Recently (even after a
60% decline from 1947) they have
constituted 1.6%. Just as the stop-
ping of foreign investment elimi-

inated - net. exports for -several
years after 1929, so-the prospec=""
‘tive decline in foreign aid. will

reduce net exports in the future, .

Export trade also faces substan- .
tial readjustments which will re- .
duce employment and investment
industries’

In the 1930’s chronic
dislocations in international trade
engendered by World War I and

nationalistic economic policies
were «I:efle‘cted in foreign finan-
cial crises and currency devalua-

- tions, The chronic dislocations in

international trade are. now far
worse. The Marshall Plan has
not . prevented some financial

‘crises and currency devaluations,

and-the worst is yet to.come.
Before® World War. I Western

Europe ,sold manufactured goods

to,~and-invested in, the undevel-

. oped areas, which ‘produced- raw
‘materials .for . sale .to .the. ‘United

States, who then sold -goods to
Europe.” Now - Europe’s net -in-
vestments . in these -areas are
greatly reduced, the United States
competes with Europe in selling
manufactured goods to- these

-areas, and has developed ‘domestic
:substitutes. for some of the-raw

materials  imported. Obviously.
we ‘can’t continue displacing
Europe “in her prewar ' markets

and expect her to earn -enough’
dollars ‘to pay for our present,

volume "of exports. We. are not
taking steps to restore the prewar

pattern of trade, and we have not
"'devised a new workable pattern.

What will happen? Nothing pleas-.

ing to anyone'except Russia. :

- w /

solve their dollar shortage is the
‘production of more agricultural
commodities in their empires to

replace U, S. farm products. This

will aggravate our farm problem
of how to correct.surplus produc-
tion of ‘the wrong commodities
stimulated by uneconomic price
supports, *

Population Cycles and Residential
. Construction

During the '1920’s the population
reaching .marriageable -age was
cyclically large. This was one of
the basic causes -of the ‘boom in
residential building and in the
demand for home furnishings. In
the 1930’s there was a cyclicgl de-
cline in-the “marriageablé” popu-
lation-and a low level of home
building. In the 1940’s marriages

.reached. a.new cyclical peak.’
‘They are now declining, .and

population forecasts of the Census
Bureau indicate marriages in the
1950’s will be fewer than in the
last decade. If this forecast is cor-
rect, it bodes ill for the building
‘boom. st 8

Government ‘spending ‘was in-
creased in the 1930’s to compen-
-sate ‘for declining private spend-

' " ing. When the government started
;One :'step being takén . by thef
Marshall Plan countries to helpl

anti-depression spending, the
- Continued on page 38

Lucien Hooper fo Speai( |
At Boston Invest. Club

L. O. Hooperv

BOSTON, MASS.—Lucien O.
Hooper, market analyst for W, E.
Hutton & Co., members of the
New York ‘Stock' Exchange, will
address the Boston Investment
Club on Wednesday, March 29, on
“Solving the Stock Market’'s Mys-
teries.” The meeting will begin
at 5:30 p.m, and dinner will be
served. Mr. Hooper ‘is 'a past
President of the National Federa-
tion of Financial Analysts' Socie~-

ties, ' v

)

Y
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offer to buy, any of such Debentures. The offering is made only by the Circular. This
adertisement is published on behalf of only such of the Underwriters as
are registered or licensed dealers or brokers in this State.

$37,727,600

Southern Pacific Company

3% Convertible bebgntureg "

Rights, evidenced by Subscription:Warrants, 1o subscribe for these Debentures at 100%,
of their principal amount and.copies of the Circular have been mailed by the
Company to its stockholders. The subscription privilege will expire
Mayrch 31, 1950, as more fully set forth in the Circular,

The Underwriters have agreed to purchase any Debentures not
subscribed for by the Company’s stockholders or their assigns.

Copies of the Circular may be obtained from the under-
signed only by persons to whom ihe undersigned may legally
offer these securities under .applicable securities laws.

Baker, Weeks & Harden
Johnston, Lemon & Co.
Ball, Burge & Kraus

Emanuel, Deetjen & Co.

DeHaven & Townsend, Crouter & Bodine
Farwell, Chapman & Co.  J.J.B. Hilliard & Son  Kirkpatrick-Pettis Company
* Irving Lundborg & Co. - Martin, Burns & Corbett, Inc.~ Pacific Northwest Company

Stix & Co.

C. F. Cassell & Company, Inc. ~ Henty F. Swift & Co."  Jenks, Kirkland & Co.

B

Zuckerman, Smith & Co. -

Sélomon Bros. & Hutzler
Hornblower & Weeks

Butcher & Sherrerd  Byrd Brothers
Elwor;hy & Co. - Roger S. Palmer Co. - Sutro & Co. Granbery, l\garachg & Co.
Bateman, Eichler & Co.

¥

v ragt

Due April 1, 1960

Dean Witter & Co.
Clark, Dodge & Co.
McDonald & Company
The Illinois .Con‘npany

Hill Richards & Co,

Minsch, Monell & Co.
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Revnew and l'oreéasl of v’lﬁdn'shial
Development in Puerto Rico

By R. RODRIGUEZ-LAZARO

Assistant to the President
Puerto Rico Industrial Development Company

Stressing need for further industrialization of

Puerto Rico to meet challenge of an increasing

population and disparity between their produc-
tion capacity and purchasing power, official of
recently established government sponsored
Puerto Rico Industrial Development Company
recounts briefly steps already taken and in pros-
pect to foster the Island’s economic growth.

The beginnings of the indus-
trialization - program in Puerto
Rico sprang from the vicissitudes
‘of war. In 1942, submarine war-
fare in the Caribbean had been
'systematically cutting into the
supply lines of the island. Its
sugar lay dead in mill warehouses
and the much needed victuals
from the North were: consistently
.ending in the sea. .

The situation called for belt-
buckling, sound thinking, and
courageous action. Surely, if
Puerto Rico was to produce one
‘crop — sugar — and sell it to the
mainland in exchange for every-
thing else: food, clothing, shelter,
living ... communications had to
be maintained at all costs. The
Armed Forces did a noble job, and
the islanders did not starve after

all, but the die was cast. Puerto
Rico, in some manner, kad to
complement its agricuiture with
industry. And many of the prud-

ucts it was then and even now is
buying elsewhere, perhaps some-
day could be secured from a local
source.

Moreover, the war had brought
into sharper focus the disparity
between productive capacity and
purchasing power, between popu-
lation and land. Nowhere in the

Western Hemisphere was the land-

man ratio more tipped against
man. On an island 3,500 miles
square, 2,000,000 humans were
faced with possibly the biggest
challenge in their history—indus-
trialize or quit.

It was, and still is, a stinging
challenge. Reality however bleak,
was staring Puerto Rico in the
face. Puerto Rico choose to “tough
it out.” And its Industrial Devel-

opment Program was born.

The instrument was, and is, the
Puerto Rico Industrial Develop-
ment Company; but the dynamic,

germinating force is in the Puerto

Rican people. PRIDCO was re-
quested . to develop this human
resource, and -the island’s eco-

- nomic: resources -as- well. A big
. job, indeed! ' And as suc.r it - was

tackled.

New Plants Established
Private capital, then tied up'in
the war effort,. was beyond Puerto
Rico’s reach.  Yet, the challenge
could not wait. PRIDCO, there-

. fore, dug into its own resources

and acquired a cement plant, then
Federal ‘property.- Glass, paper-
board, and clay blocks followed
in quick succession. The latter had
to be built from scratch. All were
efforts at breaking the icicles
around the core of private capital.

"A shoe plant followed. Then
textiles came up for study: a cot-
ton textile mill loomed in the
drafting rooms of the company’s
engineers, In the figures and
charts of its economists it was a
“patural.” Then, with the war
coming to a sudden end, the icicle-
breaking began to show results.
Textron Southern liked the idea
of a mill on the island. It saw the
economic reasoning, the logic of
the thing. And the first private
mill was born.

Objective No. 1 had been at-
tained. Industrialization through
private enterprise became the key-
note, and PRIDCO directed its
energies accordingly. Everything
it had been training for lay ahead.

After Textron came Beacon and

blankets, then Plaza and rayons,
Crane and dinnerware, Ilaskins
and plastics, Nash and .leather-
ware, Tele-Tone and radios, Gus-
tave and -slippers, Beller and
sportswear, St. Regis and paper
bags, Claussner and hosiery,
Charms and candy, Farnsworth-

Reed and men’s wear, and so on.

The big-and .the small—pioneers +

all!

Then, Joyce of California took
over the shoe plant. The march
was on. - A new frontier, indeed.

This time, without the psychology .

of “boom.” It was pure economics.
A frontier whose riches are not {o

be had by just picking a rock, or *°

sinking a well, but by solid busi-
ness thinking and careful sched-
uling. It is no place for the get-
rich-quick or the inefficient. The
“prospector” of old will find
Puerto Rico disappointing. The
businessman of goodwill, with a
good head on his shoulders, will
find it pregnant with industrial
possibilities.

In the field of North and Soutn
American relations. Puerto Rico
may well be the training ground.
For Puerto Ricans, though Latins
in origin, are Americans in think-
ing. President Truman’s Point IV
has opened a remarkable vista in
that direction — a corollary 1o
F. D. R.’s “good-neighbor policy,”
indeed, and a field in which Puerto
Rico could undoubtedly excel.

: The old concept of “natural re-
sources” is facing a serious change
in Puerto Rico. Where it had “peo-
ple,” it now has “manpower”;

where it had “distance,” it now -

has “location”; where it had “iso-
lation,” it now has “understand-
ing.” In a world that has split the
atom, “natural resources” are
where the heart is.

Sixty industries, of all sizes,
adding a potential annual wealth
of $50,000,000, have found Puerto
Rico a good situs for progress in
the postwar. Their establishment
has entailed skillful guidance,
alert management, precise coordi-
nation, and piain, old-fashioned
hard work.

Dated:

$ 47,000 ADJUNTAS
82,000 AGUADA
£0,000 ARECIBO
20,000 BARRANQUITAS
137,000. CAGUAS
125,000 CAMUY.
48,000 COAMO

MATURITY

Interest exempt in our opinion from all present Federal and State Income Taxes

$1,895,000

by

Refunding

Jan. 1, 1950

Various Puerto Rico Municipalities

3% Bonds -

Due: Serially Juiy 1

Coupon bonds in denomination of $1,000 registerublé as to principal and interest.

Principal and semi-annual interest (January 1 and July 1), payable at the
Chemical Bank & Trust Co., New York, N. Y.

This offering of bonds is composed of the separate obligations of the
following municipalities in the amounts listed. Maturity schedules of

any individual issue will be supplied upon request.

. $ 28,000 DORADO
42,000 GUAYANILLA
25,000 GURABO
46,000 HATILLO
244,000 HUMACAO
66,000 JUNCOS
17,000 LAS PIEDRAS

MATURITIES AND YIELDS

YIELD

MATURITY

YIELD MATURIT

$ 90.000 MANATI
20,000 MAUNABO
278,000. PONCE
156,000 SALINAS -
50,000 SAN GERMAN
- 60,000 SAN 'JUAN
134,000 YABUCOA

YIELD

March 16, 1950

1950 .
1951
1952
1953
1954
1955
1956

Banco de Ponce

Ponce, Puerto Rico

%2 F ;A’Brittain,KenneJ

- .75%
1.00%
1.25%
1.50%
L%5% -
1.90%
2.00%

1957
1958
1959
1960
1901
1962
1963

1964 -
1965
1966

- 1967

968

-~ 1969

2.10%
2209,

- 2309
2.40% -
2,509
2.55%
2.60%

Legality approved by Mitchell and Pershing, Attorneys of New York

~Ira Haﬁpt & Co‘.v

Boston,. Mass.. -

Paul Frederick & Company
y & Co. - |

'

.03

- 2.70%
- 2.10%

* Seasongood & Mayer .-

 Cincinnati, Ohio'-~ . :

2.60% .
2.65%
" 2.65%

2.70%

bopes. 7
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TEODORO MOSCOSO, JR.

Mr. Moscoso -is President and
General Manager of the Puerto
Rico Industrial Development

Company | :

Thus, it is being done, and will
continue to be done.

Wh_at Puerto Rico’s Industrializa-
tion Means to U, S. Business

To the mainland manufacturer
any increase in Puerto Rico’s pur-
chasing power represents a direct

increase in his sales. For every
dollar added to the island’s in-
come, 50% goes for purchases on
the mainland. The island is now
buying $1,000,000 a day worth of
goods here. It is the U. S. largest
per capita customer in the world.
The ceiling could be the sky. And
the correlation is inexorable. His-
tdry has joined Puerto Rico and
the U. S. A, together. Their des~
tinies are the same.

At present, U. S. Federal taxes
do not apply on the island. With-
out representation, taxes are im-
possible, - Yet, not being an in-
corporated territory, the U. S.
does not contribute to the costs
of the island’s Government. The
latter, therefore, levies and col-
lects its own taxes. Borrowing a
page from its brethren already in
the Union, Puerto Rico has ex-
empted from its own taxes most
of the new industries locating on
its soil: a sincere investment in
their future, in reciprocity for
their faithin its own. As Governor
Munoz indicated recently, this be-
ing but a temporary measure (it’s
scheduled to end ‘in 1962), the
time has come to revise it, incor-
porating its underlying principle
—aid- to industry —into a more
permanent fiscal policy with ex-
emptions for none and sharing for
all. This means a policy where
“production” will receive the ben-
efit of incentive taxation, thereby

. compensating for the higher risks

involved.

i '_I‘he story of Puerto Rico is but
beginning™to be told. Its indus-
.trial program. is but a babe in
.arms. - Yet its physical limitations
are such that, should it ever be
saturated industrywise, its share
of U. S. production would scarcely
reach 2% of the huge Arfierican

_industrial establishment, ' But that
- sharé, however small, would also

be a proud share in the happiness,

:|} liberty. and :standards of. a' people
|} with whom Puerto Ricans—Amer-
+ ;|| icans all-~share so many attitudes,

|} 56 many" thoughts,

e

and 'so many .
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 BOND ISSUES CF THE

NO DEFAULTS — NO DELINQUENCIES

" None of the 77 municipalities of Puerto Rico have ever defaulted or been delinquent in the payme*xt
of their obligations.

TAX EXEMPTION AS PROVIDED BY

THE ORGANIC ACT OF PUERTO RICO

The bonds and obligations of the municipalities of Puerto Rico are exempt from taxes by the Govern-
ment of the United States of America, or by the Government of Puerto. Rico or of any political
or municipal sub-division thereof, or by any state, territory or possession, or by any' county,
municipality or other municipal - sub-division -of any state, territory or possession of the United
States, or by the District of Columbia. y

STATUTORY DEBT LIMIT

Municipalities of Puerto Rico are restricted by statute to a net debt incurring power of 59, of their
assessed property valuation, with the exception of the cities of San Juan, Ponce, and Mayaguez.
These have a legal net debt incurring power of 10%,.

FULL FAITH, CREDIT AND TAXING POWER =~ TEom

The bonds and obligations of the 77 municipalities constitute yalid and binding obligations, payable
from general funds, from any special funds which may be available for the payment of the principal
of and the interest on any gengral obligations of said municipality evidenced by its bonds or notes, and
from any unobligated revenues of said municipality, and for the payment of which. the full faith,
credit and taxing power of said municipality are irrevocably pledged.

. FURTHER CONTROLS ONMUNICIPAL DEBT

Municipal public debt may be authorized only through a ‘municipal ordinance having the approval
of the Executive Council of the Insular Government. Such approval is contingent upon certification
by the Auditor of Puerto Rico that a disposable debt incurring margin is availgble, and by ‘a report
of the Treasurer of Puerto Rico. embodying individual reports of the various departments of the
Insular Government recommending the desirability of the projected expenditures, and making his
own recommendations on the method of financing. No specific surcharge tax is levied and pledsed
to any particular bond issue but the debt service of bonds issued by the municipalities of Puerto Rico
is protected by taxes levied for the purpose of creating a special redemption fund to be used for the

purpose of paying any general obligations of said municipality evidenced by bonds or notes of said .

municipality including the interest and principal thereon and any or all premiums that may be required
for their redemption prior to their maturity. Furthermore, the Treasurer of Puerto Rico has the
power at any time to exercise a preferential lien during the rest of the fiscal period against cash on
hand and on the balance of uncollected taxes. Moreover, the Treasurer of Puerto Rico is authorized
to make advances from insular general funds against uncollected municipal taxes to cover cash defi-
ciencies in the payment of principal and interest. o

GOVERNMENT DEVELOPMENT
 BANK ror PUERTO RICO

SAN JDA_N " PUERTO RICO

MUNICIP?‘,, ,"‘LITIES OF PUERTO RICO U., S A

bitized for FRASER
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Government Déﬁelopmenf Bank
For Puerto Rico Blazes the Way

By LEONARD BOURNE

Mr. Bourne describes organization and func-

tions of Government Development Bank for

Puerto Rico, which now serves as Fiscal Agent

for the Insular Government, as well as central

authority for aiding and promoting industrial
"~ development.

Puerto Rico has by-passed the
¢ automobile age in the field of
, government financing and has

plunged from the ox-cart to the
| jet-propelled era.
¢ Spearheading this movement is
the Government Development
Bank for Puerto Rico, of which
: Rafael Buscaglia, former Treas-
- arer of Puerto Rico, is President,
- This institution initiated opera-
tions late in 1943 through appro-
priations from the Insular Legis-
Iature amounting to $20,500,000.
i Its principal objectives are fo
‘ help the industrialization of the
{ Island through loans to new or
éstablished industries, and to
gerve as Fiscal Agent for the Gov-
ernment of Puerto Rico and all
i of its agencies and instrumental-
j ities. It is in this latter role that
the Bank is setting a new pattern
of behavior in financing. It serves
! 48 an excellent example of what
Y can be accomplished when gov-
i ernmental fiscal matters are cen-
, tralized and administered through
‘a well integrated and smoothly
functioning organization.

¢ + Through its “Operation Boot-.

f strap” the Government of Puerto
; Rico is helping the people to help
! themselves raise their standards

*of living to a level comparable

¢ with that of an American main-
¢ land community. As an aid to the
- industrialization of the Island, the
“major force in raising living
* standards, the government has
" created several agencies aimed at
developing natural resources, such
_ as the production of hydro-electric
- power, and providing services of
i a public nature such as transpor-
- tation, water and sewage disposal.
i , As financial advisor to the In-
i sular Government, the Bank is
' charged with the responsibility of
" studying capital requirements for
- all such agencies in addition to
those of the government itself.
Toward accomplishing this job,
the Bank establishes a priority of
needs. Then, when the advisabil-
ity for capital improvements in an
agency has been determined, the
Bank makes an exhaustive study

of its financial situation. Before
the Bank recommends the float-

ing of a bond issue, it must be

. RAFAEL BUSCAGLIA
+ Mr. Buscaglia is President of
the Government Development
Bank for Puerto Rico.

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

catisfied concerning the ahsolute
soundness of the proposition.
From there on, the Bank han-
dles all the details. It determines
when and how an issue should be
floated. The investors’ point of
view is the prime consideration in
setting the Banks criterion in this
phase of the work. By following
this procedure in all cases, the
Bank has been able to raise to
unsuspected high levels the cred-
it of both the government and its
agencies.
“'The Bank also realizes that the
money market is in need of con-
stant and up-to-date information.
Data covering the financial status
of those ‘agencies  whose bonds
have already been issued is. con=
stantly being - supplied upon re-
quest. More detailed informatiori
is being supplied in the prepara-
tion of new prospectuses, The

Bank welcomes inquiries from.in-

terested parties concerning. any
and all phases of the financial
status, plans and developments of
any gowernmental agency, whose
;bonds have been sold or are to be
‘sold in the American market.

Rehabilitation of
Puerlo Bico’s Coffee
Indusity in Progress

Spurred by world shortage of
- commodity, Insular Government-
is providing incentives to- encour-
age soil and water conservation
techniques.

The impact of the world coffee
shortage, intensified by the high
prices it has induced, has thrown
into bold relief the need for re-
habilitating the Puerto Rican cof-
fee industry. .

Under Spain, during the crop
year - 1897-98, Puerto Rico pro-
duced 68,000,000 pounds of coffee
and exported 60,000,000 pounds
to Cuba and Europe. Coffee was.-
the number one crop. . It netted
the Island over $12,000,000 a year
in those days.

But with the change of flags,
the Puerto Rican. coffee growers
lost the tariff protection they had
from Spain. The United. States
tariff policy for coffee was not

prodectionistic. " This factor, plus

a_disastrous hurricane in 1898,

plunged the Puerto Rican coffee

industry into.depression. .
Since. the .middle thirties the

output has seldom exceeded 30,- :

000,000 pounds, a: yield which has
not covered local needs.. By 1947,
the island was a net coffee im-
porter—consuming about 8,000,000
pounds of foreign coffee a year. -

A few weeks ago coffee became
scarce -on the island. Growers
were reportedly holding their cof-
fee back for higher prices. But
this situation merely highlighted
the need for rehabilitating the
coffee farms which occupy hilly™
land in southwesternh Puerto Rico,
not -ad#btable to-other crops.

The Insular Government in 1945
set up a $5,000,000 hurricane in-
surance program for coffee grow-
ers and in 1946 appropriated
$800,000 to launch a program of
mgentives to encourage needed
soil and water conservation tech-
niques. This year it is appropriat-.
ing over $1,000,000 for the job,

Resident Commissioner Antonio
Fernos-Isern has been working

with the Agriculture and Interior
Departments to get maximum
participation Puerto Rican coffee
growers in existing Federal soil
conservation programs,

Puerto Rico’s Food Bill

The Puerto Rican Trade Council
states that Puerto Rico bought
$105,238,000 worth of food from
the U. S. mainland " during the
year ending June 30, 1949. .

Because of lower farm prices,

this was slightly below the $112,-

018,000 spent on the mainland for
food in fiscal 1948. )

But the food bill is big. It rep-
resents a third of the Island’s total
purchases from the mainland.
These were $326,295,000 the past
fiscal year and $337,256,000 the
year before.

It ran to more than half of the

.value -of .all Puerto Rican goods

shipped to the mainland. This was
$194,903,000 last year, $186,592,000,
the year before.

The cost of food offset over 83%
of the retirns from the sale of
sugar products to the mainland.
Sugar, rum and molasses ship-

ments to the mainland were
worth $130,306,000 to Puerto’ Rico
during fiscal 1949. o ety
The annual food bill is a heavy .
contributor to the Island’s con-
tinual - trade ‘ deficit. This was
$131,392,000 during the past year.
In fiscal 1948, when mainland
farm prices were higher and :
sugar prices lower, Puerto Rico ;
bought $150,664,000 more good
than it shipped out. by
The Insular Government’s
drive to start new industries and
to expand and diversify existing |
ones, is aimed at narrowing the .

gap between imports and exports,

London: e

Havana .

| for business — for pleasure

The Chase National Bank
' in San Juan

You are cordially ‘invited to make the Chase
~San Jaan branch your banking headquarters in
Puerto Rico. Every banking service for exporter,
importer and ;‘;rlzﬂfg']/e_r will be at your disposal.

" THE CHASE NATIONAL BANK
OF THE CITY OF NEW YORK

HEAD' OFFICE: Pine Street corner of Nassau

. Member Federal Deposit Insurance Corporation

Frankfurt/Main ~ »
San Juan
Offices of Representatives: Mexico, D.F. ¢
THE CHASE BANK: Paris .

OU’LL - find the, Chase
: N?tional Bank a real help
' 'to you, whatever your interests
“in -P"'uenxjto Rico'may be. -
For /finany years, the Chase
has had a branch in San Juan,
capital city of the island. This
branch is now conveniently
located in new, more modern
and enlarged quarters at the
cornei - Tetuan-and Cruz
Streets. Its officers and staff
members - are thoroughly fa-
" miliar with both the trade ac-
tivitieq and tourist attractions
of Puerto Rico.

|

.
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OVERSEAS BRANCHES

Stuttgart . Tokyo
Cristobal .
Rome + Cairo . *
Hong Kong

= Osacka
Balboa
Bombay

Heidelberg .

. Panama . Colon .
s

Buenos Aires =

Shanghai .
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{
A unit of the self-liquidating electric power system, ¢
financed by Puerto Rico Water Res\_:’urces Authority
bonds, ‘to. serve the Island’s expanding industry.
y E

THE GOVERNMENT OF PUERTO RICO HAS CONTRACTED AN OBLIGATION . . . TO
CAREFULLY EXAMINE THE BALANCE BETWEEN WHAT IS NECESSARY TO INVEST
AND WHAT MUST BE SPENT', TO INCREASE THE PRODUCTIVITY OF PUERTO RICO

i From the message delivered by Gov. Luis
Munoz-Marin before the 17th Legislature

Development of an integrated system of electric generating stations

serving more ‘than 185,000 residential, commercial, industrial and

wholesale consumers is possible only by investments to serve the
growing needs of a progressive community

2,

PUERTO RICO WATER RESOURCES

SAN JUAN, PUERTO RICO ..

pitized for FRASER
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Achievements and Plans of Puerto

Rico Water Resources Authority

~By ANTONIO LUCHETTI
Executive Director, Puerto Rico Water Resources Authority

Island now produces 500 million kwh. Demand
grows at average rate exceeding 10% per year.

SAN JUAN, PUERTO RICO—
Puerto Rico now surpasses Brazil,
powerful Argentina and Chile in
per capita production of electric
power. This
is .the result
of hydro-
electric power
development
undertaken in
Puerto Rico
since 1908 and
vastly stimu-
lated in recent
years by the
Puerto  Rico
Water Re-
sources
Authority. 5

The Water s S
i lel :g ]'01 : lctf;f Antonio Luchetti
a government agency charged
with the fullest development of
Puerto Rico’s power resources,
has taken over the integrated
operation of all the principal
power-producing units on the
Island.

Today, electric power produc-
tion in Puerto Rico is above
500,000,000 kilowatt-hours yearly.
This is the output of more than a
score of hydro-electric installa-

tions and steam generating plants.
But Puerto Rico would like to
hold to a minimum the generation
of electricity by steam since fuel
burned in the Island for power
generation must be imported.
However, due to the rapid in-
crease in demand for electric
power, the Authority has found
it necessary to supply a substan-
tial portion of this demand by
steam generation. The new San
Juan steam plant, with an initial
capacity of 60,000 kw., is being
built to supply this need.

A major source of present elec-
tric-power consumption is pro-
vided by two recently-completed
hydro-electric projects, Das Bocas
and Caonillas, Both are located
in the mountainous central west-
ern section of Puerto Rico where
the annual. rainfall reaches 100
inches. They point the way to-
wards ultimate realization of a
tatal potential hydro production
of 700,000,000 kw. a year of elec-
tric power through like projects
in other parts of the Island.

Das Bocas, near Arecibo, forms
a lake five miles long just below
the junction of the Arecibo and
Caonillas Rivers, in the Arecibo

Electric Power fo Meet Demands of Industry

T e

_CAONILLAS DAM, shortly before completion and flooding of

valley between San Juan and Ponce which it has transformed into
< < reservoir,

The $10,000,000 project, built by the Puerto Rico Water Resources

Authority, was financed in part by the Government Development

Bank for Puerto Rico. It has added 50,000,000 kwh. of hydroelectric

power yearly to Puerto Rico’s

600,000,000 kwh. yearly.

Plant development is now under way to increase power production .

power Tresources, now totaling

; by over 300,000,000 in the next few years. This program will add

: 30,000 acres' to irrigated -areas
1 pewer output.

-

pitized for FRASER
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as a-by-preduct of :hydroelectric

“Fhe-Government Development. Bank . for-Puerto. Rico is -playing a
vital part-in the development of these and-other:industrial-resources.

basin. It was completed in 1943.

Its storage ‘capacity in terms of

electric energy amounts to 2,400,-
000 kw.

Caonillas Dam is turning out
50,000,000 kwh. a year.. Located
in the mountains between San
Juan and Ponce, the 230-foot high
barrier stores flood waters for
power . production during the dry
season,

An important feature of the
Caonillas project is a concrete
pressure. tunnel nearly two miles
long and eight feet in diameter.
This tunnel, driven through solid
rock, conveys the reservoir’s
waters by means of additional
steel pipe line to the power
house, two and a half miles down-
stream, It provides a power-head
of over 500 feet. The dam, reser-
voir and power plant were com-
pleted in 1949 at a cost of
$10,000,000.

An additional 36,000,000 kwh.
will be added to the Island’s total
with the completion of a series of
four more dams. This undertak-
ing, known as the Caonillas
Extension Project, will add 30.7
square miles of drainage area to
the Caonillas system.

The largest hydro-electric proj-
ect of all is still in the plans stage.
While Carl A. Bock, Chief Engi-
neer for the Water Resources
Authority, has ventured no de-
finitive estimate of its electric
power capacity, he has stated that

140. Broadway

Fifth-Ave.. at 44th St.

London *

its cost-may reach $25,000,000 and
require seven years’-work to com-
plete,

The water source for this de-
velopment is located in a rugged
and ‘mountainous area north of
Ponce, on the Island’s south
shore, This Lajas Valley Project,
as it is known, calls for the con-
struction- of 12 miles of tunnels
and the building of three large
and two small dams.

Waters impounded.by the dams
will be used for generating power
and then for the irrigation of some
30,000 fertile but dry acres on the
south shore, where rainfall is
relatively scanty. At the present
time, cultivated areas on the south
shore are being irrigated with
water from wells and small
streams.

While at present a large part of
Puerto- Rico’s power for indus-
trial use is being distributed in
San Juan, Ponce and Mayaguez,
where industries have sprung up
in recent years, the electrical
transmission and distribution sys-
tem of the Authority has already
extended to all parts of the Island,
making it possible to place new
industries in any convenient loca-
tion. %

With continued extension and
improvement of its generating fa-
cilities and distribution system,
the Water Resources Authority
sees itself in a position to ade-
quately meet the power need of

For Your Puerto Rican Trade
COMPLETE BANKING SERVICE

| ¥ mport Letters of Credit
- Export Letters of Credit
Collection of Drafts

Guaranty Trust Company of New York
Capital Funds, $370,000,000 ' :

.~ Madison Ave. -at 60th St.
" Brussels

" Paris

Member Federal. Depbéit ln‘surance‘CorporatiQﬁ‘_ e R a8, ol ,

the. Island and to substantially
further' the economic growth ‘of
Puerto Rico.

U. S. 0Ks New Health
Genters in Puerto Rico

SAN JUAN, Puerto Rico—
The U. S. Public Health Service
has approved the building of four
new health centers and hospitals
in Puerto Rico.

Surgeon General Leonard A.
Scheele gave the green light ‘to
planning the following projects
under the Federal hospital pro-
gram initiated in 1948:

(1) A $156,000 health center in
Camuy, with the Insular Govern-
ment paying $52,000 of the cost.

(2) A 38-bed general hospital
and health center in San German,
with one-third of the $300,000 cost
coming out of insular funds.

(3) Alterations of the existing
health center and construction of
a 22-bed hospital in Vega Baja.
Insular funds will cover one-third
of the $180,000 cost. '

(4) A new health center in
Hormigueros. Insular funds would
make-up $37,500 of the total $112,~
500 cost.

These are among the 2,506
projects expected to be approved
for construction across the nation
during the two years ending June
30, 1951,

. Rockefeller Plaza at.50th St. {

i
§
i
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Without any program of economic aid or out- We're increasing empigyment. building per-
v

right financial gifts from the Federal Govern- manent payrolls, improving housing, high-
ment, Puerto Rico is improving its standard ways and other public services, thereby
of living solely on its credit and through its adding our power to the smooth ‘running

own efforts. = v machinery of world economy.

An integral unit of the U. S. economy, Puerto Rico offers innumer-

able opportunities for expanding industrial investments. . . . Sixty

new industries have ‘established here since 1945, twenty-six' of
them in the past 12 months.

" To find out more about our advancing economy
and the opportunities for improving industrial
investments, write the

PUERTO RICO INDUSTRIAL DEVELOPMENT COMPANY
P. 0. Box 2672 & San Juan, P. R.

New York Office: 4 West 58th Street. ~ Suite 1301 . Chicago Office: - -120 SouthLaSalle Street  Room 1761 .

p:/ffraser.stlouisfed.org/



18 (1210)

THE COMMERCIAL & FINANCIAL CHRONICLE

"

Thursday, March 23, 1250

SAN JUAN, P. R.—A step in

e direction of the integration of
Puerto Rico’s economy with that
of the continental United States
is the recent
admission of
seven Puerto
Rican Dbanks,
i'ncluding
three major
ones, as full
members of
the Federal
Deposit  In-
surance Corp.
These banks
have been
examined
and found
sound and
fully quali-
fied for FDIC
membership
and, because of this, and because
of their subjection to the super-
vision and management standards
imposed on American banking
institutions, it is expected that
they will attract a larger share
of savings of the Puerto Rican
population and a larger portion of
the banking business of United
States and foreign countries.

The importance of the FDIC
guaranty of deposits up to $5,000
of each account, a limit soon to
be increased to $10,000, lies in its

A. M, Sakolski

feature of creating great confi-
dence on the part of the general
public in Puerto Rican banks.
The Puerto Rican banking situ-
ation can be described simply. In
the principal commercial and
savings banks there are now
about $300,000,000 of .deposits,
probably about a third of them
checking accounts and a larger
amount of savings funds. .
" According to recent estimates,
there are something under 50,000
checking accounts and .less than
100,000 savings accounts. The
number of accounts increased con-
siderably during recent years.
Many of the branches now oper-
ated by Puerto Rican domestic
banks take the place of independ-
ent institutions that formerly
existed, The FDIC membership
will increase the confidence of
the public in the banks and accel-
erate the use of these institutions.
Though foreign banks operating
in Puerto Rico do a large share of
the foreign trade financing, the
local banks handle, to a large ex-
tent, the financing of home affairs
and production. Credit inquiries
as to the home-chartered banks
have arisen not so much from
doubts as to their stability, but
simply from lack of knowledge of
their business and their balance
sheets,

rederal Government Supplements

Puerto Rico’s Low Cost Housing

" Puerto Rico Housing Authority and housing au-
thority of San Juan and Ponce recipients of initial
assignments by Public Housing Administration.

The Federal Public Housing
Administration recently made two
assignments to Puerto Rico under
Pyblic Law 171, the Public Hous-
ing Housing Act of 1949.

The PHA first assigned the
Puerto Rico Housing Authority
4500 houses, then an additional
3,900 houses to the municipal
housing authorities of the Island’s
principal cities, San Juan and
Ponce,

These were among the PHA's
initial assignments under the
Housing Act’s authorization of
$1,500,000,000 to build 810,000
units of low rent public housing
across the nation in six years.

Assignments under ' other sec-
tio__ns of the Act are awaiting ap-
propriations of the funds author-
ized. Puerto Rico hopes to par-
ticjpate in the Act’s Slum, Clear-
ance, Home Research and Rural
Housing programs.

Congress authorized $1,000,000,-
000 for loans and $500,000,000 for
grants to clean up the nation’s
slums. The Housing and Home
E;@ance Agency is seeking about
$3,000,000 to finance a housing re-
‘search program and the Farmers’
Home Administration about $27,-
000,000 to finance the first year
ofjits program of loans to help
farmers build or rebuild their
homes and farm structures. .

Until the Public Housing Act

along Puerto Rico had
md in two principal Federal
housing programs. The Farmers
Home Administration reports 740
loans, averaging $5,000 each, have
bebn*made in Puerto Rico since

gitized for FRASER
tp://fraser.stlouisfed.org/

the program of loans to buy farms
began in 1937.

Under the U, S. Housing Act of
1937, Insular and Federal funds
have been pooled to build 800
units in Mayaguez, 1,581 in Ponce,
831 in San Juan, and 2479 else-
where on the Island. Of these all
but 280 in Ponce and 200 in San
Juan are finished and occupied.
The program was delayed by war-
time shortages of materials,

Reports Puerto Rican
Population Rise

Despite the migration of 29,000
persons and the death of 23,000
others, Puerto Rico’s 'population
grew 35,000 during 1949, accord-
ing to insular government statis-
tics.

The death rate continued to de-
cline. The number of deaths per
thousand population stood at 10
last year, compared to 12 in 1948
and 18 in 1940, reported Jose L.
Janer, Chief of the Insular Vital
Statistics Bureau.

During 1949, Janer said, 87,457
births and 23,325 deaths were re-
corded. Births maintained a level
of about 40 per thousand people.

Between July, 1940 and mid-
1949, the Puerto Rican population
increased about 340,000 — from
1,878,000 to 2,220,000.

The widening gap between
births and deaths means more
persons for which the Island’s in-
dustrial development program is
expected ultimately to create jobs.

| Puerto Rican Banks Now in FDIC Puerto Rico Buiing

By DR. A, M. SAKOLSKI

Recent admission of seven leading Puerto Rican
banks to full membership in organization indi-
cates their soundness and is step in direction of
integration of Puerto Rico’s economy with ttat
1 of the United States.

New Air Terminal
$15,000,000 project to be

completed this year.

SAN JUAN, Puerto Rico—Look-
ing towards the time when present
airport facilities will be unable
to accommodate the greatly in-

creased air traffic between Puerto,

Rico and the mainland, the Puerto
Rico Transportation Authority.is

now constructing a new $15 mil-
lion airport on a tract of land
about 20 minutes’ drive from the
heart of San Juan.

The site has-already been
cleared and construction crews
are filling and leveling areas for
the landing strips, expected to be
completed by the end of 1950.
They will accommodate the larger
type passenger planes which are
expected to be used on the New
York-San Juan and Miami-San
Juan air routes.

According to ‘Salvator V. Carn,

General Manager of the Puerto
Rico Transportation Authority,
900 flights per month are now
being handled at the Isla Grande
Air Terminal in San Juan which
went into operation in April, 1949;
314,346 passengers have been
cleared since that time, an in-
crease of more than 15,000 .over
the previous year. Also, more:
than 18 million pounds of air
cargo were handled, a nearly
100% increase over 1948 when
operations were confined to a,
smaller terminal building nearby.

Puerto Rico Banks Get Federal Deposit Insurance Coverage

Gov. Luis Munoz-Marin (left) accepts the first certificate for the Puerto Rico banks
from H. A. Cook, Director of the Federal Deposit Insurance Company as the Insular
Treasurer, S. L. Descartes (far right) looks on.

PUERTO RICO’S economic and financial stability
was boosted greatly when seven financial insti=
tutions chartered under the banking laws of the

Island were granted certificates

the Federal Deposit Insurance Corporation. Hold-
ing virtually all the assets of banks in this class,

of admission to

totaling about $150,000,000, the Puerto Rico banks
now become integral units of the continental
U. S. A. banking system. Presidents of the banks,
members of the government as well as of the
Puerto Rico business world attended the cere-
monies at Fortaleza, residence of the Governor.

44 yedﬂrs in PUERTORICO

The Royal Bank of Canada has been doing business in Puerto Rico continuously
for 44 years. San Juan branch has been in operation since 1906; other branches
were opened in Mayaguez and Santurce in 1911 and 1941 respectively. These
three branches form part of a wide network which extends throughout the whole
Caribbean Area and Central and South America. They provide complete domestic

banking service; in addition, they offer Puerto

Rican businessmen banking facilities on a world-

wide basis through more

the Royal Bank in Canada and .abroad, and
correspondents the world over.

3 branches in Puerto Rico

than 730 branches of

SAN JUAN
SANTURCE
MAYAGUEZ

. HEAD OFFICE, MONTREAL
New York Agency, 68 William Street

THE
ROYAL

BANK
OF CANADA

°

e

Over 730 branches through Canada, in the West Indies, Central and South America. Offices in New York, london and Paris.

ASSETS EXCEED $2,334,000,000




Volume 171 Number 4892 | THE COMMERCIAL & FINANCIAL CHRONICLE (1211) 19

. . .‘l ‘ g l
: . : ; . 3 Wl i Al
- Y ' ¥ -
A
“ No Defaults | i 4
“ No Delinquencies |
1
’/ [y
Exempt From Federal, State and Municipal Taxes |
: e A
. ' 3
v Statutory Debt Limitation
G ' e
¥ Payable From Unlimited Ad Valorem Taxes J
y 2 . ' J : ]
f v Sound Fiscal Practices and Controls |
¥ American Political Methods and Ideals 8
1 . . l‘
» Balanced Budget - i.
: : i
{ FA “ph” AT ¢ L 4 Po sy 4
bt 208 N Rating s #0 ¢ ST N 3 T R 2% o
y s 3 1
L4 }\ ;’
. W . j
4t e
1 i
i N
e !
= A 1
R
g.
: i
PUERTO RICO has never defaulted nor heen Jelinquent in the payment -of its t
obligations. Its bonds are exempt from taxation’ by. the Government of the . United {
. States of America, or by the Govermment of ‘Pucrto Rico, or.of -any: political or
municipal sub-division thereof, or by any state, territory or posscssion, or by any . t
county, municipality or other: municipal sub-division of any state, territory, or D
E possession ‘of the United States, or by the District of Columbia. There are no il
problems of foreign exchange since Puerto Rico is an American community within
the American political and - economic system. The extent. of its debt incurring
power has been limited by law of the Congress of the United States to 10% of its
assessed property valuation, while there is no limit on its power of taxation to meet
obligations for which the full faith, credit and taxing power has been pledged.
Methods of budget control; auditing, accounting, 1ax assessment and collection are
in accord with the best practices prevalent in mainland United States.
e ; : A ‘ g :
: . SAN JUAN  PUERTO RICO . :
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:Pnerto Rico’s Vocational
- Training Program Highlights

" Trend Toward Industrialization

More than 3,000 students now attending trade
schools and program of diversified occupations
is now being followed.

SAN JUAN, Puerto Rico—The
vocational trade and industrial
education, program of Puerto Rico
has a great responsibility to meet
in -the preparation of adequate
personnel to broaden the base of
Puerto Rico’s industrial economy.

Important steps have been
taken by the Insular Government

. toward this end. The present
program comprises, in part, seven
schools at San Juan, Caguas, Hu-
macao, Guayama, Ponce, Maya-
guez and Arecibo with a total en-
rollment of 1093 students, which
is about one-half the number of
applications. Tuition is _free.
Training is being given at these
schools in auto mechanics, elec-
:tric wiring and electric motors,
plumbing and pipe fitting, ma-
; chine shop, radio, printing and
linotype operations, furniture
making, carpaentry, dressmaking
and sewing machine operation.

Part-time and evening courses
were offered last year in these
schools to 362 students.

Diversified Occupations Pro-
gram: The diversified occupations
program was offered by 18 co-
ordinators in 14 high schools of
the Island, with an enrollment of
364 students. These students are
-receiving training in a highly va-
ried list of occupations including
factory management, watch-re-
pairing, dental mechanics, radio
communication, X-ray techmque
welding, drfftmg and telephone
operation, Ty

Veteran’s Training: Special
classes for the training of vet-
erans are being held in the seven
vocational and trade schools and
in four veterans’ vocational trade

schools at Cayey, Utuado, Farjado
and . Aguadille. Students, as of
July 30, 1949, numbered 1,776. The
regular courses are being offered,
and include refrigeration me-
viding high-grade technical  in-

The Industrial Arts School .at
Rio Piedras: This institution, pro-

viding high-grade technical. in-
struction for 2,000 students, is a

unit of the Umversity of Puerto
Rico. It is financed by a revolv-
ing fund created by the Univer-
sity of Puerto Rico and the In-
sular Legislature.

Construction of the Industrial
Arts School started in 1947. Al-
though not as yet completely fin-
ished, the plan at this time con-
sists of a magnificent administra-
tion building and fourteen class
and shop buildings of structural
steel. The smallest buildings are
60 by 120 feet and have a floor
area of 7,200 square feet. The
largest of the shop buildings is 80
by 400 feet. This is the machine
shop.

Equipment at the Industrial
Arts School is valued at about
$15,000,000, and compares with
that found in the most modern
and complete schools of this type
on the mainland. - The school is
entirely supported by students’
tuition fees.

International Function of the
Rio Piedras School: While the
Industrial Arts School at Rio
Piedras was founded principally
to serve the growing industrial
development of the Island, a sec-
ond objective was that it should
become a main reservoir of tech-
nical training for all Latin
America. The Caribbean Confer-
ence has established 30 scholar-
ships for Spanish speaking stu-
dents at the school.

The techniques and methods
taught there are a continuing
source of interest to visitors from
Latin Amegican countries.

Plan fof an Expanded Voca-
tional Tr3ining Program: In
order to increase the effec-
tiveness and widen the scope “of
the vocational trade and indus-
trial education program, the fol-
lowing plan has been prepared.

Three regional or area trade
schools will be constructed ‘at
Arécibo, Mayaguez, and Ponce.
These schools, at the end of the
six year plan, 1955, will have an
enrollment of 1,000 students each.
Students from the cities men-
tioned and the nearby towns will
attend these schools. Transporta-
tion and cafeteria facilities will
be provided.

A second group of schools, with
enrollment of 300 students will be
constructed at Aguadilla, Caguas,
Guayama, and Humacao.

A third group of schools, with

Vocalional Tiaining 1o Meet Needs of Industry

enrollment of 200 students each
will be constructed at Cayey and
Utuado.

The design of these buildings
deserves special mention. The
factory type of building construc-
tion is being used for the shops of
these schools.” 'These buildings. so
designed, besides being cheaper
per area cost than the traditional
ornamented school buildings, re-
semble more the industrial build-
ing in which the trainees will go
to work when they: finish their
training at the vocational schools.
The floor area of the Arecibo,
Mayaguez, and Ponce Vocatlonal
Schools shall be 100,000 square
feet; that of the Aguadllla Ca-
guas, Guayama, and Humacao
shall be 33,600 square feet and
that of Cayey and Utuado shall
be 17,600 square feet,

Funds for Vocational Education:
To get a clear picture of the in-
crease in funds for all the fields
of vecational education let us get
a look at some pertinent figures,
On April 23, 1931, the Insular
Legislature on accepting the bene-
fits of the Smith-Hughes Act ap-
propriated the sum of $113,000 to
match the $105,000 provided by
the Act. In 1941 this sum was in-
creased to $130,000 and in 1942 to
$160,000. In 1937 the benefits of
the George-Deen Act were ex-
tended to Puerto Rico. To match
the $280,449.91 provided by this
law, the Insular Legislature ap-
propriated $292,449.91; this sum
being increased in 1941 and 1942
by $30,000 and $25,000 respective-
ly. On Aug. 1, 1946 thelamount
appropriated to Puerto Rico by
the George-Deen Act was in-
creased by the George-Barden Act
to $358,575.90. On March 2, 1948
it was again increased to $402,-
300.63.

Besides these appropriations
made by the Insular Legislature,
the Insular Planning Board has
recommended several- additional
appropriations for the construc-
tion and equipping of vocational
trade schools. On -May 9, 1949
these appropriations amounted to
$3,201,074.

Two Puerio Rican
- Gilies Authorized
To Increase Deht

Arecibo and Rio Piedras

permitted to exceed: 59,

limit to finance growing

municipal needs.

The House of Representatives
has unanimously approved legis-
lation permitting two Puerto
Rican cities to increase  public
indebtedness from 5% to 10% of

their conservative property as-
sessments.

.The Organic Act limits munici-
pal debts to 5%. Previous amend-
ments permitted the Island’s three
largest cities — San Juan, Ponce
and Mayaguez — to increase in-
debtedness up to 10%.

In recommending similar treat-
ment of Arecibo and Rio Piedras
—Puerto’s Rico’s Tourth and fifth
cities — Interior Secretary Oscar
Chapman said their debts cur-

Puerto Rico Wins Sugar V:clory

U. S. Agricultural Department, acting for Eco-
ncenic  Cooperation Administration, agrees to
purchase 220,000 tons of raw sugar from the
- Island to meet requirements of occupied forces :
in Germany. Removal of restrictions on produc-
tion imposed by Congress would increase Puerto
Rico’s income.

(Special t0 THE PINANCIAL CHRONICLE)
SAN JUAN, Puerto Rico—
Puerto Rico this year has won
a victory in her struggles to har-
vest more jobs and more income
from her sugar economy.

At the same time, she has been
balked in her efforts to lift re-
strictions on the amount of sugar
the Island is capable of growing
and refining.

Both developments took place
in Washington, but will be felt
most by the 135,000 persons who
man the sugar mills and cane
fields of this southernmost part
of the United States, some 1,600
miles south of New York.

The Agriculture Department,
acting for the Economic Coopera-
tion Administration, recently
agreed to buy from Puerto Rican
producers 220,000 tons of the raw
sugar needed this year for army-
occupied Western Germany.

To Puerto Rico the sale means
$20,240,000 more income, 3.5 mil-
lion more man-days of employ-
ment and another year’s reprieve
before it must trim its production
to fit the quota structure of the
1948 Federal Sugar Act.

The same day, however, the
U. S. Supreme Court, in effect,
recognized the right of Congress
to limit the amount of Puerto
Rico’s own sugar she can refine
for sale in interstate commerce.

Denying the Insular Govern-
ment’s appeal that such limita-
tions be declared unconstitutional,
the Supreme. Court upheld the
1948 Sugar Act.

The court’s decision means that
Congress can continue to tell
Puerto Rico that she can only re-
fine (126,033 tons of the 910,000
tons ‘of the raw sugar.the Sugar
Act allows her to sell on the main-
land. This means an: annual.loss
to the Island of an estimated 4,000
jobs and $20,000,000 in: income,

tural’ economy is based primarily
on sugar, it can neither grow all
the sugar it is capable of growing
nor refine more than 15% of what
it is allowed to grow, because of
the Sugar Act of 1948.

This law divides up the U. S.
sugar bowl. It tells Puerto . Rico,
Cuba, Hawaii, the Philippines,
Louisiana, Florida, and the main-
land sugarbeet growers just what
portion of the bowl each can fill.

Only Puerto Rico and Cuba

We own and offer:

have consistently met their quotas.
They have been called upon since
the war to fill the quota deficits
of the other areas.

During 1949 Puerto Rico har-
vested a crop of 1,277,000 tons.
Deficits in Hawaii and on the
mainland permitted the Island to
sell here all but 90,000 tons of
her 1949 crop.

But the Agriculture Department,
charged with administering the
Sugar Act, expects no big domes-
tic deficits this year. (Philippine
deficits go to Cuba, under the Act.)
The Department was therefore
prepared to tell Puerto Rico to
harvest only some 1,100,000 tons
of her potential 1,250,000 ton crop .
this year.

In order to get rid of the pros-
ective surplus with a minimum
shock to the insular economy, the
growers, millers and workers
agrecd to share the reduced profit
of selling 220,000 tons to the ECA
at world prices.

The Island got roughly $2, 640—
000 less for its sale to ECA than
it would for the same sale on the
U. S. market.

The Sugar Producers’ Assocxa—
tion estimated that Puerto Rican
growers and millers would absorb
$960,000 and $880,000 respectively
in smaller profits, while the work-
ers would absorb the other 5800 -
000 in lower wages.

A 1950 Puerto Rican sugar cri-
sis has been solved. But each year
will bring the Island new sugar
problems until it is allowed to
grow more nearly the amount of
sugar it is able to grow, and is
permitted to refine all of it.

Offering Puerto Rico -
Refunding Bonds

Ira Haupt & Co.; 111 Broadway,

Although the Island’s agricul-- New York City, headed a group

which is offering $1,895,000 vari-
ous ‘Puerto’ Rico Mumc:pahtxes'
refunding 3% bonds maturing
serially July 1, 1950-69, inclusive,

at prices ranging from 0.75% to
2.70%, according to wmaturity.
The group was'awarded the bonds
March 15.

Associated in the offering with
Ira Haupt & Co. are Banco de
Ponce of Ponce, Puerto Rico;
Paul Frederick & Co.; F. Brittain
Kennedy & Co. and Seasongood
& Mayer.

$184,000

PUERTO RICO, U.S. A.

rently stand at about 4% of their Water Resources AUthonty

assessed property value. But “the
present 5% debt limitation,” he-
said, “does not provide necessary
margin which these municipalities
require to meet’the increasing re-
R sponsibility for providing essen-
3 txal public works. . . .” /
" ' According to Chapman, on Oct..
31, 1949, Arecibo’s property was
valued at $19,624,000 and its
bonded indebtedness was $809,545.

_ 2.70 Electric Revenue Bonds due 1974-77
(Callable)

Priced to Yield 2.709,

- INTEREST EXEMPT, IN THE OPINION OF COUNSEL
FROM ALL FEDERAL AND STATE:INCOME TAXES

MACHINE SHOP in Puerto Rico’s School of Industrial Arts where

- 2,000 students ave receiving technical instruction basic to the Island’s B g
; industrialization program.. The school is entirely- supported . by -FroPerty in Rio Piedras was-as--
; students’ tui‘ion fees.- Another 2,000 students. are receiving:tech-. sessed at $29,738,000. while its in<:
nic}altt‘rainipg in the Depariment of Education’s trade schools. 5 d(;b_tedness 3!?§«§LQ75»QQDHN.,.;-(.«

e

GOLDMAN, SACHS & CO.
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Survey of Puerto. Rlco s
' l'manclalf“

.-Puerbo Rlcan economy What' ‘has foundly - by the:
‘What is’.the picture:
today'" Why is Puerto Rico; agamf
‘in" the “money market?.’ What ‘s’
the future-of”those: mvestments"*

During the ‘first: three' decades,

"trgnspired?

of American development  in
Puerto Rico approximately $120 -
000,000 flowed into the island and
was ‘invested in the development
of commercialized agriculture and,
tp-a lesser extent, in the promo-
tion of manufacturing. This period
is marked by the wide develop-
ment of the sugar industry. The
agricultural wealth of the island
was developed. The Insular Gov-
ernment embarked during this pe-
riod .on an extensive program of
public works and some $50,000,000
were spent on the development of
| roads, municipal utilities, school
houses, irrigation, and power
plan_ts—the foundations for eco-
nomic expansion. Big sugar mills,
railroads, tobacco factories and
new lands were put under cultiva-
tion. and banking and other credit
facilities were expanded substan-
tialty,
The economic and social pattern
of Puerto Rico was affected pro-

- Democratic Party and with a pro- !

Posmd ‘

niainland capital: The 1sl:md‘s total
output:-and - social - income ;'were"

“greatly -increased: - In‘spite’ “of the

roads, new -forms. of - employment

toral campaign of 1940, appealing
directly to, labor. and the middle
class or support.  In'the elections’y
‘of_ 1940 the Popular Democratic.”

nvestment‘ ‘of Party ‘uhder .the  vigorous -leader- :

Shlp of Munoz Marin, to the sur-.
prise of Puerto Rico, won the elec- "
tions-and: immedzately began put-’
ting into effect a program directed

and . tremendous ‘increase. in pro- ‘at the improvement of the welfare

duction and in exports, the income
per - capitaand the -standard of
living, -as ‘measured ‘by American
standards, remained low as a re-
sult of the rapid growth of popu-
lation.

The period after 1928 and until
1939 in the  development of the

island, is marked by unemploy--
ment, a reduction in production’

and a contraction of income.
Puerto Rico was hit with the same
impact as the mainland by. the
forces of the depression. The value
of exports fell heavily from over
$100,000,000 to $75,000,000 in the
years 1932-33, and as a- conse-
quence the island suffered a-sub-
stantial curtailment in income.
Thus Puerto Rico wound up the
years known as the 30s.
Program of Economic
Development
In the late 30s Luis Munoz
Marin, the present Governor of
the island, founded the Popular

of. the masses. This included land

reform; the development and di--
versification - of agriculture : and

industrialization, the development
of power. . Agencies and corpora-

tions were created to lay the foun-

dations for economic expansmn,

and to improve the public services

and facilities of the economy.

The Land Authority of Puerto
Rico was created to carry out the
land reform program. The Puerto
Rico Agricultural Development
Co. was established to'design and
develop new commercial crops,
and to develop new techniques
and technology in agriculture. The
Puerto Rico Water Resources Au-
thority was' created to expand
electric power. The Puerto Rico
Aqueduct and Sewer - Authority
was created in order to consoli-
date the municipal systems into
one efficient organization.” The

‘Industrial Development Co, was

Continued on page 22

PUERTO RICO BoNDs |

.-gram’ directed- principally ‘at-eco- 7 | ‘
- :nomic reform, launched the.elec- -

SECTION of $25,000,000 low-cost housing project in San Juan

suburbs, built by 2 mainkand operator with FHA financing. Five

thousand homes to sell at an average of $5,000 each have been.

constructed. . Puerto Rican Government funds have built an addi-
tional 7,500 housing units costing over: $35,000,000.

Modern Roads Facilitate Transporlélion

This Corporation and ‘its predecessor -organizations haye been 1dent1ﬁed with " the
underwriting ‘of Puerto’ Rico (rovernment Mummpal and Revenue, obhrratlons for
+.the past twenty-five )ears C e PR B T 3

.+ . We were joint managers of the underwntmg account whrch offered in Tanuar‘) 1)44
‘the first public revenue.issue of size originating in Puerto Rice. Thisissue consisted of.
~-$20,000,000 Water Resources' Authority Electric Revenue Bonds’ due .1945:1969 of ;
.which $10,200,000 were offered publicly by the undcrwntmg group and $9,800,000°
" 'were placed before the: pubhc offering. ol
In the same capacity. we offered in March 1947 the new issue of $5O OO0,000 Water
Resources Authority Electric Revenue Bonds due 1947-1977 and in August 1949 the
new issue of $22,700,000 Aqueduct and Sewer Authority Revenue Bonds; $4,200,000
due serially 1952-1958, $18,500,000 Term Bonds due 1979.
We maintain secondary markets in these issues and are in a position to supply
statistical information.
We are offering at present, subject to prior sale, $491,000 Puerto Rico Warer
Resources AvutHority Electric Revenue 2349, (callable) Bonds, as follows:

$ 43,000 due July 1, 1955 to yield 1.90%,
115,000 due Jan. 1, 1956 to yield 1.95
95,000 due July 1, 1956 to yield 2.00
120,000 due Jan. 1, 1957 to yield 2.05
118,000 due July 1, 1957 to yield 2.10 -

(yields figured to maturities)

QUICK transportation is an indispensable requirement in the
20th Century. Pictured above is a stretch of the highway between
San Juan and Ponce.

World’s Most Modern Ghinaware-vl-'aclorj

Under the pronslone of the Acts of Congrcss now in force, ‘these bonds and rhc income
therefrom are, in the opinion of counsel, exempt from Iederal Incomé and State taxatmn

Maximum annual debt service requirements(principal and interest) on thc$48 045 000
outstanding Water Resources Authority Electric Revenue Bonds are covéred approxi-
mately 2.20 times by earnings for the 12 months period ending January 1, 1950. -

FIRST BOSTON
'CORPORATION

~NEw-York v Boston PITTSBURGH r CF{ICAGO.'

PHILADELPHIA - CLEVELAND San F'rancisco

PICTURED above is a general view of the Crane: China plant ip

a seetion- where the. glazed china. is :checked over, Here workers

§ removed. the  burrs . created -by: ‘the: “stilts” ‘used - to suspend: the

CAanaDIAN AND Foreion Bonps - ‘Bank awp Insurance CowmranNy STOCKS. pieces during the: baking and: glazing -precess. The new $1,500,000
Underwriter -+ Distributor .+ Degler. gl y facility, the world’s ‘most modern chinaware.fa:tory, has hundreds. -

: ‘ ; e e By ey ‘, of employees and vcan ‘produce: 25,000- domen - pieces - weekly. Slte‘ 3

: : Sl i of the factory is-Vega Baia, Puerto, Rico. .- :

UNITED STATES GOVERNMENT SECURITIES  » STATE, MUniciraL AN Revenue Bonos |
InpustriaL, Pusiic UniLiry awp Runmn BonDs AND STOCKS -

tized for FRASER
/fraser. stlowsfed org/
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Survey of Puerto Rico’s
Financial Position

1

i established in order to foster the
: establishment of new industries,
i and the Transportaticn and Com-
, munications Authorities were es-
t tablished in order to improve their
' respective community services.
i The Government Develcpment
‘ Bank was established in order to

" furnish long-term capital for eco- -

‘nomic development and tr act as
Fiscal Agént of the Insular Gov-
: ernment. ’j

Large scaie .low cost housing.

;‘ has been undertaken, and educa~-

tion and health services have been:

In short; the' ywere used for operating expendi-

Puerto Rican people, in the last!

greatly expanded.
part of the first half of the cen-

tury, have approached their prob-:

lems with tremendous energy, im-~

agination and maturity. conform-:

ing to the American tradition.

Government Surpluses
Accumulated During War

The program carried on by the’

Government of Puerto Rico was

made possible by, the accumula-:

tion of surpluses during the war
years. From the fiscal year 1941-
42 to 1948-49, the total revenues
of the government amounted to
$713 million, of which $705 mil-
lion were revenues as such and
$8 million pertained to income re-
ceived from bond issues.

Of this income, $424 million

tures during the period, plus $22
million used in a war emergency
program, for a total of current
expenditures of $446 million.

.The difference, $267 million,
represents a saving of the govern-
ment, not used for current ex-
penditures but conserved for in-
vestment in public works and
economic -expansion. This sum
was disbursed as follows: $107
million . were spent for -public

“

Another of Puerto Rico’s Industrial Enterprises

oo Ay 3 N A vr

o3y xRy WP

&

works, $16 million were invested
in debt service, and $144 million

invested in the government’s pub~

lic corporations.

The long-term financing opera-
tions of the Government of Puerto
Rico for public works and the in-
vestment in Public Corporations
for economic expansion has been
done overwhelmingly with the
island resources. Out of a total
» $337 million of government ap-
propriations and long-term fi-~
nancing, $277 million pertained to
long-term domestic financing and
appropriations and only approxi-
mately $60 million were obtained
from the United States money
market in the issuance and sale
of bonds of public corporations.

" People Have Taxed Themselves

The people of Puerto Rico have
made a great effort by taxing
themselves to finance the exten-

" sive program of development and

public works initiated in 1941-
42. The total recurrent revenues

‘of.the government.increased from

- some: $25. . million - to. $92 “million
..between 1930-40 and 1948-49,  an

“increase-of 3% times, which com-
. pares . to an increase ‘in total in-

ular: net income of from  some
$228: . million ‘to - approximately

7'$650 " million;  or. somewhat , less.
<than’three‘times. In other words;

the : people -of: Puerto' Rico have
axed' themselves. somewhat more

ithan 'their: increase in income.

How  do.the people of Puerto
Rico invest their funds in operat-
ing -expenditures of the govern-
ment? . Out of $93 million of ap-
propriations:in 1948 to cover the

‘. operating expenses of the govern-
< ment. some $27 million, or almost

“37% of "the total, was spent for

. education agd $17 million, equiva-

- lent t0.23 %" of the total, was spent
-fol healfh service. Therefore, 70%

.-of ‘the_ total operating budget is
' sperit on’education and on the im-

.. proyement - and
» the'health of the

fmaintenahce_' of
‘people. AN

.+ . The imprevement. in govern-
¢, ment services has resulted in in-
. credsing -by-25% the number of
- children. -of school age attending
~ school; registration” at. the Uni-
- ver§ity has been increased two

1

fold; ‘the mortality rate has: been

““'decreased 335 %, and life expec-

THE Beaco_n Manufacturing Co. plant, shown. above, is still another 'testimonial to Governor Luis
Munoz-Marin’s “Operation Bwotstrap,” the master plan of economic recovery that, in only a few
years, has resulted in the establishment of more than 50 new industries in Puerto Rico..

TO PUERTO RICO & DOMINICAN REPUBLIC
NEW 11-DAY CRUISES!

tancy has been lengthened from
46 to 57 years. The police force
was -increased twice; 41 fire sta-
tions. were: built throughout the
island; municipal rural road mile-
age under conservation was more
than doubled, and' vast programs
of soil conservation and agricul-
tural scientific .experimentation
were undertaken.

Wise Government Expenditures

; There cannot be any question
about the fact that Puerto Rico
not only has conserved its credit
and cash resources but it has been

.

spent wisely in current operations,
and a considerable. part of the
resources have been invested  in
agencies designed to foster eco-
nomic development. Puerto Rico
has made very judicious use of
its revenues and has conserved its
credit. In times generally char-
acterized by heavy. borrowing and
lavish spending, Puerto Rico em-
barked on a wide and' far-reach-
ing program of development
backed by wisdom. Not only was
money soundly invested, but debt
was reduced and surpluses were
saved.

The effort is not stopping there.
Although Puerto Rico has attained
a standard of living and a stand-
ard of social economic develop-
ment that surpasses in general all
Latin -American countries except~
ing -the Argentine, Chile and
Uruguay (countries with many
times the resources of the island)
these two million Americans who
live on the island of Puerto Rico
will not stop at the highest- level
of living of Latin. America.-Puerto . -
Ricans. are determined to- obtain
the -levels. of - living. of. the: main-
land.’ To reach such an objective -
and to continue in their’ path-of : -
progress, the people :of ~Puerto
Rico with-a splendid.credit. record =
of never having defaultéd. or. be- .
ing .delinquent in'their debt obli-
gations, come again to the market .
to borrow funds to be invested'in' :
public works. RAR

- What is the financial situation
of the island at present? What is
the burden of the debt service?

The. gross principal amount of
all outstanding--issues of securi-
ties of the Insular Government of
Puerto Rico ameunted to $12,716,-
000 as.of Feb. 28, 1950. However,
there was $5 169,995.61 in the re-
demption funds of. these issues,’
thus leaving. a net.debt of. only
$7,546,004.39. ;

‘According ‘to the Organization’
Act’of Puerto Rico (Jones Act. of
the U. S. Congress of . 1917) the
Insular Government’s legal’ debt
limit is 10% of the assessed valu-
ation of 'gll taxable property:in
Puerto Rico. The total assessed
valuation of such property was
$458,219,713 on Jan. 1," 1950.
The Insular Government, there-
fore, could float securities up to
$45,800,000 at the present time. A
scientific classification and reas- |
sessment project, with the techni-
cal advice of the Public Adminis-
tration Service of Chicago, which
will be completed soon is ex-
pected to increase the assessed
valuation substantially. The last
general assessment of property in
Puerto Rico was made in 1917. A
partial assessment was made in
1926.

Revenue receipts of the insular
treasury for the last five years
amounted to $382.4 million, or a

Enjoy a fascinating cruise aboard
new-styled S. S. PUERTO RICO.
Modern  parlor-bedroom state-
rooms face the sea. Promenade
decks . ..indoor and outdoor
sports . .. all facilities for tradi-
tional shipboard relaxation. Care-
fully trained stewards. Coral Cafe
for cocktail dancing...superb

cuisine in air-conditioned dining
salon. See historic San Juan and
Ciudad Trujillo, too. No repack-
ing—S. S. PUERTO RICO is .
dockside hotel. : 4

P i
B

from New York
4
(]

Low-Income Ilousing' Provided by Government .

Consult your travel agent or write:

115 Broad St. New York 4, N.Y.

PUERTO RICO
Weekly Sailings
*New York to San Juan

*New York to San Juan - Ponce -
Mayaguez

DOMINICAN REPUBLIC
Weekly Sailings

*New York to Ciudad Trujillo

Baltimore to San Juan - Ponce -
Mayaguez
. Philadelphia to San Juan - Ponce -
Mayaguez
Sailing every three weeks
Charleston, Savannah and Jackson-
ville to San Juan, Ponce, Mayaguez.

SOME of the $35,000,000 in low-income housing provided by the
Puerto Rican Gover:ment is reflected in this picture. Families
. here are moving inte a new block of apartments near San Juan.
, Thirty-seven other housing projects are under way in Ponce,
Mayaguez, Caguas, Fayamon and other  cities. Construction is
being financed by loans from Public Housing Administration over
60-year period at 2.75% interest, and by subsidies up to 3% of
cost of each development.

Sailing every two weeks
New York to Puerto Plata, Macoris,
LaRomana, Barahona.

*Refrigerator Space.

gitized for FRASER
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yearly average of $76.5 million.
Thus the annual insular treasury
revenue receipts are about ten
times the net debt at the present
time. The net income of the

Puerto Rican. economy was esti-
mated at $650 million for the year
1948-49. .The-net debt now out-
"standmg is; therefore, alittle over
11% of the ‘net incomeé of the
“island; Although not strictly com-
-parable, ‘it might be .worthwhile
‘noting that the U:'S. Government

"debt is:113% of the net income of :

.the nation’s.economy.. The net in-
come of the U. S was $223 billion
is “1948- 49, -compared- to- $252.8
billion of- public debt. The in-
sular debt of Puerto Rico at the
present time .is, therefore, ex-
'tremely low.compared to.the legal

debt limit, the fotal revenue re-
ceipts of the insular treasury and
to the net income of the island’s
economy.

Low Insular Debt
The - Insular Government is

floating an $18 million-issue. . If"~
this- amount -is"added: t9* the, net-
debt now outstanding’ the ' public .
debt’ of Puerto Rico will'be'57%
of the -assessed. valuation ‘of 'the
property, annual revenue recelpts‘ .
will be three times the:net pubhc
debt, and the public debt wxll only B
be 3.9%- of the mnet income ' of. the

island’s' economy.’ - What is’ more

important, the -estimated: cost' of. :
servicing this: debt “will be’ only ,
about 3% % of the annual revenue ’

receipts.

 New Texlron Plant Product

(1215) 23 |

-

0f “'Operation Boo! strap”

Medern Construction Typifies Puerlo Rlco
of 1950

THE NEW Textron plant at Ponce, Puerto Rico, pictured above, is illustrative of the achievements
of “Operation Bootstrap,” the master plan of economic recovery instituted several years ago by Luis
Munoz Marm, Puerto Rico’s first. elected Governor. $o date. the program has brought more than 50
. new mdustnes %‘ the Island,
/?“ \if ; A &

~
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We are actively interested in

major underwritings

fe.
L]
| of Puerto Rico
THE recently completed Clinica Pereira, pictured above, illustrates ‘
the trend of modern building in Puerto Rico.

Securities

Consultants on Municipal Finance
A Constructive Service to Municipal;ties

As Consultants on Municipal Finance we render a con-
structive planning service for Cities, States and other
governmental units. This service includes experienced
assistance in development of plans for new financing,
reorganization of existing debt structui-es, planning
the financing of self-liquidating projects, and financial
public relations,. 'WE - DO NOT BUY OR SELL
SECURITIES: We are pleased to cooperate with finan-
cial institutions and investment houses.

LEE HIGGINSON CORPORATION

Underwriters, Distributors and Dealers in Municipal Bonds
" and Corporate securities

NEW YORK BOSTON CHICAGO

Wainwright, Ramsey & Lancaster

70 Pine Street New York 5, N. Y.
) Telephone WHitehall 4-3540
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House Group Urges Full Social

Security for Puerto Ricans
Ways and Means Subcommittee, after three-
weeks survey, recommends full Social Security

coverage for residents, thereby strengthening
Island’s economy.

After a three-week survey of
living and working conditions in
Puerto Rico, a special House Sub-
committee in February urged
full Federal Social Security for
Puerto Ricans and Virgin Island-
ers. t

The six-man Ways and Means
Subcommittee, headed by Rep. A.
Sidney Camp of Georgia, made
seven specific recommendations
to bring insular Social Security
coverage in line with the States.

They estimated that their rec-
-ommendations would extend cov-
age to 130,000 Puerto Ricans and
1,900 Virgin Islanders not cov-
ered by existing legislation.

The Camp Committee urged
extension of aid to dependent
children, aid to-the blind, unem-
ployment compensation, and aid
to the aged in Puerto Rico and
the Virgin  (Islands. “From the
testimony submitted to your sub-

" committee,” the report- said, “it
was clearly established that the
people of both Puerto Rico and
the Virgin Islands do desire to
be brought within the Social Se-
curity system and that they are
prepared and indeed willing to
pay the same employment tax
rate'imposed in the Mainland.”

Extension of the benefits rec-
ommended, the report said, would
“strengthen the foundations of
the economy” and correct its un-
derlying lack of economic security
for the majority of Puerto Ricans,

In recommending inclusion of
Puerto Rico and the Virgin Islands
in the present old-age and surviv-
ors’ insurance program which for

a large number of Americans pro-

vides a pension at 65, the com-
mittee said:

“It should be borne in mind
also that these islands which pur-
chase almost all of their goods
from the Continental United
. States are already indirectly con-
tributing to the Social Security
rsystem because of the higher

prices charged for articles as a
result of inclusion of Social Se-
curity taxes as a cost of produc-
tion.”

The committee recommended
special provisions which would
allow Puerto Ricans and Virgin
Islanders to earn Old-Age and
Survivors’ Insurance credits
though they make as little as $50
every three months. This limit is
being raised to $100 on the main-
land.

Raising the limit in Puerto
Rico, the committee said, would
make ineligible “substantial num-
bers of people”—especially do-
mestic servants and home work-
ers in the needle-work industry.
“These are the people who need
the protection the most,” the com-
mittee said.

The committee estimated that
these reforms would increase the
Federal Government’s annual So-
cial Security bill for Puerto Rico
from the present $3,100,000 to
about $11,000,000.

The committee said that its
recommendations aimed at giving
benefits to as' many Puerto Ricans
as possible, but in such a way that
the emphasis would shift grad-
ually from outright assistance to
benefits derived from the work-
ers’ own constributions.

It said it wanted to avoid action
which might “force people under
Public Assistance for their Social
Security protection.”

The House last fall passed legis~
lation to brbaden Puerto Rico’s
participation in the Federal Social
Security program. This was in-
cluded in a bill for over-all ex-
pansion -of Social Security.

Gerald Hughes Opens

(Epecial to THE FINANCIAL CHRONICLE)
LOS ANGELES, CALIF.—Ger-
ald J. Hughes has opened offices
at 609 South Grand Avenue to
engage in a securities business.

0
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The magnificent Caribe Hilton . . . the newest and
most glamorous hotel in the Caribbean . .. has
opened its doors in picturesque San Juan at the
crossroads of the Americas. With its 300 delight-
fully air-conditioned guest rooms, each with private
balcony overlooking the ocean, beach, pool. and
tropical gardens, the Caribe Hilton offers the utmost
in luxurious comfort and modern convenience.

Consult your travel agent, write direct, contact Caribe Hilton
Reservation Office: The Plaza, 5th Ave. & 59th St., New
York, Telephone MUrray I1ill 8-2240 or any Iilton Ilotel.

FRANK G, WANGEMAN,
GENERAL MANAGER

igitized for FRASER
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418 Locust Street

" San Juai, Puerto Rico

Caribe Hilton Hotel .

Located in San Juan':v

The new Caribe Hilton Hotel,

situated at the crossroaas of tne-

Americas, San Juan, Puerto Rico,
is expected to be the impetus for
the commercial and tourist growth
of the West Indian island. Since its
opening in December, 1949; the
Caribe Hilton has received capac-
ity booking from 43 states and
over a dozen  foreign countries.
The hotel Las single and double

rooms and suites ranging in daily -

price from $9 for single, $12: for
double and $17 for suites, all ‘on
European plan. These rates re-
main the same throughout the
year.

There are five restaurants in
the hotel including a snack bar
and soda fountain, and private
dining rooms for banquets, busi-
ness meetings and social functions.
This $6,500,000 hotel was built by
the Puerto Rico Industrial Devel-
opment Co. and leased by the
Hilton Hotel Corp. The architec-
ture and interior decorating is of

Puerto Rican style and considered -

superior to other first class hotels
in Puerto Rico. Eastern Air Lines
and Pan American Airlines offer
10 minutes for travel time from

the San Juan airfield to the hotel. '

James Merkel With
Sweney Cartwright

James F. Merkel

(Special to TRE FINANCIAL CHRONICLE)

COLUMBUS OHIO — James: F. .
become associated !

Merkel has
with Sweney, Cartwright & Co.,

Huntington Bank Building. Mr. .

Merkel was formerly chief of the
Ohio Division of Securities and

prior  thereto .was an officer of .
Inc. and: Fahey, !

Slayton & Co.,
Clark & Co.

Sherman Hoelscher

Now With Kaiser & Go. 5

(Special to THE FINANCIAL CHRONICLE)

'SAN FRANCISCO, CALIF.—
Sherman Hoelscher has become

associated with Kaiser & Co., Russ -

Building, ‘members of the San
Francisco - Stock Exchange. - Mr.
Hoelscher was formerly a partner
in Sherman Hoelscher & Co.

Waddell & Reed Add
(Special to THE FINANCIAL CHRONICLE)
KANSAS CITY, MO. — Edward
M. Mclntyre has been added to the

staff of Waddell & Reed, Inc 1012, :
' Baltimore Avenue '

‘With Barrett Herrick' :
(Specla! ‘to THE FINANCIAL Cmomcu)
ST. LOUIS, MO. —Alvm Stem
is with Barrett Herrick & Co Inc iy

Brush, Slocumb Adds
‘(Special to THE FINANCIAL cuwomuﬁ
SAN.
Geoffrey G. Ley has. been added to:

- the staff- of Brush, Slocumb & Co
-1 Montgomery. Street.

—= ——

Public Utility Securities

By OWEN ELY

Outlook for Electric Utilities

Calvin Bullock in a recent issue of “Perspective” analyzed the
outlook for the electric utilities, which we summarize as follows:

For the past 17 months the class A and B electric utilities have
steadily reported aggregate gains in net income over the corre-
sponding previous months. - The highest gain was 25% recorded
last July, which has now {apered off to 8% for November. For the
12 months ended- Nov. 30, 1949, composite net income was $746
million compared with $670 million in 1948, $656 million in 1947,
$650 million in 1946 (when savings from the omission of excess
profits taxes were realized) and $545 million in 1945. In about fxve
years, therefore, there was a gain of 38% in net income. :

However, market interest in utility stocks did not really re-
awaken until the second half of 1949, This delay appeared to be
due to the fact that the average investor did not realize until then
that the majority of the state commissions had changed their regu-
latory policies, and were willing to grant necessary rate increases.
The effects of these increases were foreseen at an earlier date by
investment companies and fldumary institutions, which were the
principal buyers of utilities in the earlier stages of the recovery.

"Another market factor was the large amount of holding com-
pany assets to be sold for cash or distributed, while at the same
time the operating companies began raising large amounts of new
equity capital. However, the SEC program of breaking up the
holding companies is now well along toward completion.

“Most present-day holding companies,” according to the study,
“have become bankers for their operating properties, reversing the
direction of the objectionable up-stream loans of the past. There-
fore, it is not surprising that sophisticated investors have again
been accumulating the better wutility. holding companies with
strong capital structures because of the inherent advantages of
geographical, industrial and agricultural diversification as well
as the operating economies of large-scale operation with top-flight
management.”

The Calvin Bullock opinion is that favorable factors will con-
tinué to outweigh unfavorable influences, with respect to earnings
trends over the near-term future, However, it is pointed out that |
full weight should be given, to certain unfavorable factors, which

_ calls for discriminatory selection and up-grading of utility hold-

ings. The rate of acceleration in earnings now appears to be
diminishing, and it is essential to seek out those companies which
are still making the most favorable showing.
In selecting new and unseasoned securities which represent
operating companies recently separated from holding company
guidance and sponsorship, the caliber of the new management
should be given considerable weight. This is reflected in the cur-
rent showing made with respect to operating efficiency. “Where
management is skillful,” it is pointed out, “the trend [toward in-
, creasing kilowatt output and dollar revenue per unit of labor]
continues, aided by large generating units, remote control, inter-

* connections internally and with other propertles mechamzatlon

of accounting and .carefully selected load building. . The great
thermal efficiencies of the new generating units will have a pro-
found effect on costs and operating ratios.”

Possible savings of one-third in fuel are available, since the
newest generators burn only eight-tenths of a pound of coal as
against an average of 1,2 pounds for' the mdustry and up to two
pounds. or more for obsolete units. Further savings are made by
equipping ' plants to- convert quickly from one kind of fuel to
another, to take advantage of changing prices or availability.
While little or no progress in fuel economy was made during the
years, 1942-48 (partially because of greater use of obsolete plants)
gains have been rapid in 1949-50, and should continue w1th the
addition of new generating plants

The utilities’ expansion: program is expected to reach a peak
this year.. Some authorities are fearful that political pressure may
induce some utilities to build up excess capacity; with a burden of
high fixed charges, depreciation and-local taxes which -would prove
burdensome in.a period of severe. depression, However, studies
made by N. A. Lougee & Co., utility ‘consultants and engineers,
indicate that the danger of over-capacity should not be taken too
seriously. The average electric utility is highly flexible, with a
great range ‘of profit between the lowest rate steps in heavy in-
dustrial sales and the residential rural and commercial rates. Good
management can channel sales and promotional efforts towards
: using capacity mest. profitably. - An alert. management can also do
much to stabilize earnings by installing fuel clauses and demand
charges.

“Actually,” the study concludes *if the industry had not been
subject for a long span of years to constant rate reductions, present
earning power would have been far-in excess of the allowable
rate of return. This is illustrative of the dynamic growth of the
industry coupled with economies arising from constant technical
progress.”

]

" Joins Titus-Miller l

- (Special to THe FINANCIAL CHRONICLE)

F irst Cleveland Adds

(Specml to TeE FINANCV'L Cunomcu)

FRANCISCO, . CALIF-—;

CLEVELAND, OHIO—Joseph J.

Hadar and Joseph P. O’'Boyle have:

been added to the staff of First
Cleveland: Corporation,. National

-City East. Sixth ‘Building,- mem—

bers of ‘the dewest Stock Ex-

. change

. Joins’ Frank Knowlton 2
(Smhﬂ to Tm: P‘num:m. Ca-xomcu)

;OAKLAND CALIF.~Frank - E:

‘Keefe is now affiliated with Frank:

:Knowlton & Co "Bank of Amenca

- » Building.:

DETROIT, MICH. — Robert B.
Mill-is now with Titus-Miller &
Company, Penobscot Building,
members of the Detroit and MJd—
west Stock Exchanges. . : i

Four With Bache & Co.

(Specla‘ bo TrE Pmmcm. Cuuomcu)

CLEVELAND OHIO—RobertJ :

-~ Belknap,- John W\ ‘Bray, ‘Hal |A.
-Fausnaugh, and John L. Sandrene
h'ave become - associated with

Bache - & Co.,*National’ City East
Sixth Buxldmg
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THE EQUITABLE LIFE ASSURANCE
SOCIETY OF THE UNITED STATES

393 SEVENTH AVENUE e NEW YORK 1, NEW YORX

THE figures that constitute the year-end statement of The

Equitable Life Assurance Society may seem overwhelming

at first glance . . . but they readily come alive when con-,

sidered in terms of the human values they represent,

Simply stated, for more than 4,350,000 Americans, here
is their hope of economic security; the financial found-
ation on which they can build for the future; the open door
to better things in life. Thus, the figures you see on Rihvs
page have more than statistical meaning —they pr0|ecf a.

picture of what life-insurance-dollars accomplish in pro-

moting human welfare. &

For instance . . . the $608,500,000 received in premiums by
The Society during 1949 provided life insurance coverage of
$14,115,700,000 in addition to annvities and accident and
health protection. In- 1949 payments to Equitable Society
members and their beneficiaries totalled $335,000,000
of which $115,000,000 represented death claims, and
$220,000,000 were payments, including dividends, to

r

living- pohcyholders. On the business side — from invest-

ments and insurance operations, The Society earned
$142,700,000 of which $6,000,000 was set aside to
strengthen reserves and $83,800,000 was allotted for
policyholders’ dividends.

At the same time, life insurance funds perform a double
duty in the economic life of our nation. While they are pro-

; andmg protection, they are also financing homes, bu:ldmg

factories, helping to improve railroads, participdting, in
stores of industries—in short, com‘nbuhng materially to the

‘Righest living standard known to mankind.

Look beyond the figures in this annual report and you will
see life insurance in action on:many levels. But remember,
it is the human level which is of greatest concern to us... for
after all, only people count.

(i e,

President

For a more detailed statement of The *Bonds and Stocks

Society’s operations during 1949 write
for a copy of the President’s Report to
the Board of Directors.

Public utility bonds
Railroad obligations
industrial obligafions
Other bonds

Common stocks

properties. .

Resources Per

U. S. Government obligations. ..
Dominion of Canada obligations. .

Preferred and guaranteed stocks.

Mortgages and Real Estate
Residential and business

Residential and business

CONDENSED STATEMENT OF CONDITION

as of
December 31, 1949

Obligations Per

Policyholders’ Funds Cent
To cover future payments under
insurance and annuity contracts

$4,327,175,473 (82.2)

Cent

.$ 776,988,507 (14.8)
270,576,208 ( 5.1)
671,974,696 (12.8)
480,003,566 ( 9.1)
1,633,663,952 (31.0)
158,635,069 ( 3.0)
57,513,967 ( 1.1)
7,258,157 { 0.1)

Held on deposit for pohcyholders
and beneficiaries. . e
Dividends and onnumes Ieﬁ'
on deposit with The Society
at interest
Policy claims in process
of payment
Premiums paoid in advance by

306,424,344 ( 5.8)

115,149,568 ( 2.2)

23,935,298 ( 0.4)

657,176,355 (12.5)

85,297,962 ( 1.6
122,447,952 ( 2.3) / (1.6)

Dividends due and unpaid to
policyholders
Allotted as dividends for

5,303,863 ( 0.1
7,442,392 ( 0.1) (o)

THOMAS 1. PARKINSON - PRESIDENT

- Loans to policyholders

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

Housing developmen's cnd oiher
real estate purchased
for investment

Home and branch office
buildings

Other Assels

110,776,853 ( 2.1)

10,846,336 ( 0.2)

92,604,234 ( 1.8)
133,474,786 ( 2.5)
Premiums in process of collection. 38,085,589 ( 0.7)
Interest and rentals accrued .

and other assets 39,820,549 ! -0.8)

IS A At
$5,269,289,168 (100)

distribution during 1950 68,400,541 ( 1.3)

Other Liabilities

Taxes—fFederal, state and other.. & 8,285,000 ( 0.2)
Expenses accrued, unearned in-

terest and other obligations. .. 6,883,896 ( 0.1)

Surplus Funds
To cover oll contingencies 322,433,223 | 6.1)
................ o $5 269,289,168 (100)

#Including $4,711,208 on deposit with public outhorifies.
In occordance with requirements of law, all bonds subject to amortization are stated at Ihen' cmorhud value. and all oth.r bcnda and stocks are

valued at the market quotations on December 31, 1949 as pr

ibed by the Nati of I
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Britain’s Increasing Gold Reserve

By PAUL EINZIG

Dr. Einzig ascribes increase in

ment of deferred payments of British debtors, who were await-

British gold reserves to settle-

ing devaluation of sterling. Contends increase of sterling area
exports to dollar countries in first quarter of 1950 is also con-
tributing to the increase, but foresees little hope for a really

substantial rise in British

LONDON, ENG.—There is rea-
son to believe that, when the
changes in the British gold reserve
during the first quarter of 1950
willbean-
nounced at,the
beginning of
April the fig-
ure will show
a further sat-
isfactory in-
crease, This
is not surpris-
ing. After all,
it is bound to
take some time
before the
non-recurrent
factors set into
motion by the
devaluation of
sterling have
spent their
force. As is well-known, Ameri-
can and other dollar area import-
ers were_ holding back their pur-
chases of British and sterling area
goods during the first three quar-
ters of 1949, in anticipation of a
devaluation of sterling. And pay-
ment for such purchases as were-
made during that period was de-
ferred as far as possible, in the
hope of benefiting by a lower
sterling-dollar rate, This, and not
the unduly high prices in Britain
and the sterling area, was the
main cause of the aggravation of
the gold position :before Sept. 18
:vheg the devaluation reversed the
rend,

The first favorable effect of the
devaluation was the isetflement of
outstanding sterlingt debts. - The
amounts overdue were paid as
soon as possible after devaluation,
the creditors pocketing the differ-
ence between the rate of $4.03 and
$2.80. The amounts falling due at
various dates after devaluation
were paid off on maturity instead
of seeking further postponements.
It seems reasonable to assume that
this factor more than any qther
was responsible for the sharp in-
crease of the British gold reserve
between Sept. 18 and Dec, 31,1949,
For we now know that the in-
crease in the volume of British
exports brought about by the de-

aluation did not add any gold to
he reserve, for the increase was
barely sufficient to make good the
floss of dollars through the less
favorable exchange rate. Nor is

eére any reason to suppose that
the increase in the volume of

erling area exports to the dollar
area before the end of 1949 con-
ributed much to the gold reserve.
For it is bound to take some

onths before goods bought in
[Malaya, Australia, or West Africa
reach the Western Hemisphere
and are paid for." ‘

During the first quarter of 1950,
he increase of sterling area ex-
ports to the dollar area has prob-
ably begun to make itself felt on a
substantial. scale. By that time

ost of the payments for goods
delivered before devaluation must
ave been effected, but the de-
line of this factor in the British
pold situation must have been
argely offset by the increase of
ew exports. As far as it is possi-
ble to judge by the foreign trade
statistics available, even now the
necrease in the volume of British
pxports is not sufficient to cause
h material increase in their dollar
pield. This is because British
prices have not risen to any sub-
btantial extent, so that the pro-
eeds of British exports have re-

ained subject to the cut of dol-
ar yield almost to the full extent
bf . the 30% devaluation. On the
bther hand, raw materials pro-
fluced by British Commonwealth

-y

Dr. Paul Einzig

gitized for FRASER
tp://fraser.stlouisfed.org/

exports to United States,

countries — with the noteworthy
exception of tin—have risen to a
considerable extent, so that an in-
crease in the volume of exports
means a substantial increase in the
dollar yield.

American and other dollar area
importers are now believed to
have made good more or less the

~i declines in their stocks of raw ma-
. terials which occurred while they

were holding back their purchases
pending the deyaluation of ster-
ling. It may take some months

% however, before the goods bought

to replenish their stocks have been
delivered and paid for, So the

temporary factor may continue for

some time to operate in favor of

¢ the British gold reserve. The real

test will come during the second
half. of 1950, by which time the
non-recurrent factors will pre-
sumably have spent their force.

Thereafter the prospects of the.

British gold reserve will depend
on the volume and value of cur-
rent exports and imports of Brit-
ain and the sterling area to the
dollar area., It is only then that
we shall be in a position to.judge
whether there was any real eco-
nomic justification for the deval-
uation, By that time prices in
Britain will presumably have risen
as, a result of the devaluation.
Even so, the British worker -will
have to pay longer hours to pay
for the same quantity of goods im-
ported from countries in relation
to which sterlipng was devalued in
September, 1949, ) ,
There seems,to be little hope
for a really substantial increase of
British exports to the dollar area.
Up to now the results of the Wash-
ington discussigns arising from the
September meeting have been dis-
appointing. They did not seem to
have contributed noticeably to-
wards facilitating the export of
British goods to the American
market. Some improvement may
be expected without undue optim-
ism, but not enough to make a
fundamental difference to the
British gold position, The scope
of establishing markets in the
United States for British. goods
which do not compete with Amer-
ican goods seems to be limited,
and American tourist traffic in
Britain has also its natural limits.
The only hope is an increase of the
export of sterling area raw mate-
rials to the United States. Britain
will have to. look towards the
countries of her Commonwealth to
fill the dollar gap, in return for
an increase of British exports to
these countries, This was, largely
the position before the war, and:
the restoration of the prewar posi-
tion is the only reasonable hope
for- achieving a more or less bal-
anced ‘trade between the sterling:
area and the dollar area. ' -
It is'because of this reason that
there is much concern’in Britain
about the possibility of an expan-
sion of American exports to the
Commonwealth countries. The dol-
lar import figures of some of the
Dominions "are anything but re-
assuring from this point of view..
It is feared that a solution of the
problem of wartime sterling bal-.
ances through the United States
assuming responsibility for part of -
the amount would result in a very
considerable increase of American
exports to the Commonwealth, and*

the definite establishment of mar-"
kets for American goods. , This
would rule out the filling of the
British dollar gap through trian-
gular trading operations without
which the British gold position
would inevitably deteriorate after
the cessation of Marshall aid.

.

( Rail;t;ad Sec;z—l_*;ties 7';

Chesapeake & Ohio

The near-term outlook for railroad traffic and profits has
brightened materially with the end of the bituminous coal strike.
In the first full five-day work week in many months, soft coal
production jumped to roundly 13.2 million tons. This compared
with 10,682,000 tons a year earlier when the miners were also on a
five-day week. Steel mills in the Pittsburgh area were scheduled
to operate at 96.5% of capacity this week and operations in the
Youngstown area are close to 100% of capacity. Automobile pro-
duction was expected to be close to record levels this week. Home
building, an important traffic factor, is having a spectacular boom.

Naturally, and regardless of the level of general business, it
is useless to hope for the maintenance of coal production at levels
above 13 million tons weekly for any prolonged period. This vol-
ume includes a substantial amount of inventory replenishment
which will tend to taper off in a matter of weeks. Nevertheless,
production above the 10 million-ton mark for an extended period
does not appear as an overly optimistic expectation. In some quar-
ters it has been estimated that the full year’s output may run be-
tween 475 million and 500 million tons.” Such a. weekly volume
would represent very profitable business for the railroads. -

One of the major beneficiaries of the resumption of a five-day
week in the bituminous- coal mines will be Chesapeake & Ohid.
This road hauls more soft coal from the mines than any other rail-
road in the country. Railroading is a volume industry geared to
around-the-clock operation, Naturally, then, periodic stoppages,
interspersed with three-day weeks, that have plagued the coal in-
dustry for nearly a year have played particular havoec with Chesa-
peake & Ohio’s operations. The loss of traffic has, in itself, been
bad enough. To this has been added the loss of efficiency inherent
in widely fluctuating traffic and operations. Presumably there will
be no recurrence of labor strife in the coal fields for some time to
come. Thus, over the immediate future there should be a dramatic
change for the better in Chesapeake & Ohio’s fortunes.

In a recent speech before the New York Society of Security
Analysts, Mr..Walter Tuohy, President of the C, & 0., estimated
that net income for the month of March might run as high as
$3,500,000. This would-compare with a net loss of $2,889,242 in the
preceding month and net income. of $698,459 realized - in March,
1949. "It would bring the first quartér net to roughly $800,000 or

about 8 cents, a share on-the outstanding common stoek. ‘In. the -

opening quarter last year the company had a net profit of
$5,348,682,. equivalent'to $0.66 a share. The sharp earnings come-
back anticipated in March is particularly noteworthy when it is
considered that the mines were not open the full month.

- Despite the
Mr: Tuohy stated tHat: earnirgs for the full year 1950 should reach
approximately $3 a share, Presumably this is based on the assump-
tion that there will be no major work stoppages affecting large
industrial users of bituminous coal. At least in the case of steel,
which is the largest consumer of soft coal, this assumption appears
fully justified, Earnings of $3 would compare with $1.36 a share
reported last year and $3.72 realized in 1948. Last yvear’s figures
_were after a charge of $2,200,000, amounting to $0.28 a share, as a
reserve for prior years’ taxes and contingencies.

Improvement in the road’s earnings picture has focused inter-

est on the dividend possibilities. Nothing has been ‘paid 'on the |,

shares since last Oct. 1 when

a regular quarterly dividend of $0.75
a share was distributed. No

action was taken in February, which
would have been the normal declaration date under the new sched-
ule announced last year. It is probable that the matter will not
come up until the May meeting but at that time it ig generally
expected that favorable action will be taken. With the prospect of
earnings of as much as $3 in 1950 it is fairly widely felt among rail-
road analysts that a $0.50 quarterly would be justified at that time,

poor gtart to which the company got off this year

Dinner in Honor
0f Edward Werle

The members of the New York

Curb Exchange were bosts
March 21st at a dinner tendered
to Edward C. Werle, retiring
Chairman of ‘the Curb Board of
Governors, at the Rainbow Room
in Rockefeller Center. Mr. Werle,
a partner in the firm of Johnson
& Wood, recently completed his
third consecutive term as Board
Chairman” and -his. fifth- year as

a Curb governor. His career in’

Wall Street began in 1919 when
he became a page boy -on the floor
of the Stock Exchange.

Among the guests were Robert
P. Boylan, Chairman of the Stock
Exchange Board, Francis Adams
Truslow, President, and Mortimer
Landsberg, Brickman, Landsberg
& Co., Chairman of the Curb Ex-
change, Commissioners Donald C.
Cook, Edward T. McCormick,
Richard B. McEntire and Paul R.
Rowan of the SEC, Benjamin H.
Griswold, III,..Alex..
Sons, Baltimore, President of the
Association of Stock Exchange
Firms, Albert T. Armitage, Cof-
fin & Burr, Inc., Boston, Presi-
dent of the Investment Bankers
Association,- and Francis Kernan,

Brown & -

a Governor of the National As-
sociation of Securities Dealers,

Jack Feinstein, a regular mem-
ber"of the Curb Exchange, was
?hairman of the dinner commit-
ee,

With Jchnson-McKendrick
(Special to THE FINANCIAL CHRONICLE)

MINNEAPOLIS, MINN. — Dor-

othy S. Eldridge has joined the

staff of Johnson-McKendrick Co.,
Syndicate Building.

J. C. Warren Corp.

BELLMORE, N. Y.—J. C. War-
ren Corporation is engaging in a
securities business from offices at
901 Merrick Road.

James A. Maguire Dead

James A. Maguire, James A.
Maguire & Co., New York City,
died recently, ; .

Winthrop Mandell Dead

Winthrop Allen Mandell died
of a heart attack March 18 at the

age of 60. He was formerly asso= -

ciated with the Tax Foundation,
Inc. of New York and was a form-
er assistant to the president of the
New York Curb Exchange.

James Keene V.-P.
Of Floyd Allen Go,

LOS ANGELES, CALIF.—Asso-
ciation of James A. Keenre and his
election as Vice-President in
charze of sales of Floyd A. Alien
& Co., Inc., 650 South Grand Ave-
nue, has been announced.. Mr,
Keene is well known in Southern
California investment circles and
prior to his new post was Sales
Manager of Gross, Rogers & Co,

Coincident with this was the
announcement of the association
of Michael J. Flannery, Joan J,
Dowd, Walter D. Ogden and Wil-
liam J. Heykrook as registered
representatives with the firm, all
of whom have a broad financial
background having been active in
the investment business in Los
Angeles for the past 10 years.

Heads Curb Exchange
. Quarter Century Club

Edwin J. O’Meara, who is in
charge of personnel on the trading

*floor of the New York Curb Ex-

change and who has been on the
staff of that exchange since it
moved indoors on June 27, 1921,
was elected President of the Curb
Exchange Employees’ Quarter
Century Club. Mr. O’Meara, who
was Vice-President of the club
during the past year, succeeds
Martin J. Keena.

Christopher Hengeveld, Jr.,
Vice-President and Treasurer of
the Curb Exchange was named
Vice-President of the club suc-
ceeding Mr. O’'Meara. Third rank-
ing employee of the-exchange in
terms of service, Mr. Hengeveld
became associated with the Curb
on March 14, 1920, He had served
several terms as Secretary- Treas-
urer of the club.

.Joseph K R. Mayer, Assistant
Treasurer of the Curb Exchange,
was elected Secretary-Treasurer
of the club succeeding Mr, Henge-
veld. Mr. Mayer joined the ex-
change in November, 1924, and
has been in the office of the
Treasurer ever since with the ex-
ception' of two years of service
with the United States Arimy dur-
ing the recent war.

Mr. O’Meara joined the Curb
Exchange as a reporter the day
it moved indoors from Broad
Street in 1921, after having spent
some eight years on-the outdoor
Curb Market as a telephone and
signal clerk for the firm of Wal-
ters and Birdsall. In 1923 he was
made Assistant Chief Reporter
and in 1936 became Floor Assist=-
ant to the Exchange Floor Com-
mittee.

Dion, Rogers V.-Ps.
- Of Gross, Rogers

.LOS ANGELES, CALIF.—
J. Ellis Dion and Jack B. Rogers
have been elected vice-presidents
of Gross, Rogers & Co., 458 South
Spring Street, members of the
Los Angeles Stock Exchange,

‘Manley, Bennett & Go.?

To Admit Two to Firm

DETROIT MICH.—Frederick J.
Zoellin and Donald I. Creech will
be admitted to partnership in
Manley, Bennett & Co., Buhl
'Building, members of the Detroit
and Midwest Stock Exchanges, on
April 1.  Mr. Zoellin in the past
was with Baker, Weeks & Harden;
Mr. Creech was .with Goodbody
& Co. -- - I

- With King Merritt Co.

(Special to THE FINANCIAL CHRONICLE)
MINNEAPOLIS, MINN.—Henry
J. Bauman and Lenhart C. Baum-
gartner are with King Merritt &
Co., Inc., Pence Building. :
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SOUTHERN RAILWAY COMPANY

Fifty-Sixth Annual Report for the Year Ended December 31, 1949

; SOUTHERN RAILWAY COMPANY:
The Board ‘of Directors submits the following report

- of the affairs of the Company for the year ended Decem- |

< ber 31, 1949, which is the annual report it is contemplated

formally to present to. the stockholders of the Company
; at the anhual meeting due 'to’be held on May 16 1950. .

~Foreword

- '- The ‘year 1949,,m its broadest sense, was ‘a’ year of .
- severe ‘contraction .of revenues and of continuance of the - .

* inflationary rises in the bases of expense.

! Following the near record gross revenues of $245,013,-

! 413 received in 1948, the Company’s gross for the year

- just closed declined to $212,771,7C8. This severe drop
Was occasioned by a serious recession in industrial activ- .

* ity in Southern territory during the first half of the year

- 1949, the textile and furniture industries and the produc-

- tion of coal being particularly hard hit, while during the '

- second half of the year there were constant interruptions
- in. the business - of the entire countr), attrxbutable to

: strlkes in the basic industries. - )
- On the, expense side,” the Company continued to be =

beset by the, conunually rising cost of ‘doing’ business,
rncludmg conspicuously the inauguration in the railroad
industry, effective September. 1, 1949, of .the 40-hour

~ week for nonopérating employees.

:Despite these handicaps, beyond the. control of man-
agement the' year’s operations were ‘conducted with effi-

_ ciency and- with a resulting net income (after taxes and b

. all charges), sharply reduced, however, from the extraor-

dmary peacetime net earmngs of the year 1948.
‘How and why this.result was attamed will follow' in
the year’s story.

L
‘The Year 1949
Operating Statistics
The Revenue from Operation of the railroad in 1949

“amounted to $212,771,708, being a decrease of $32,241,705,. -

or 13.16%, under the Operating Revenues in 1948 of .
$245,013,413 (which latter were the largest peace-time
gross revenues in the Company’s experience).

-The volume of business handled and the receipts there-
from, compared with the previous year, were: s

1949 1948

52,917,266 65,945,658

215.13 209.09

11,384, 05;; 718 13,788,904, gcl

Freight moved (tons)

Average distance moved (miles).
‘Ton miles-

Average revenue per ton mile.
Toetal freight revenue_. . ._________
Number of passengers.

Average journey (miles).. -
Passenger. miles

Average revenue per passcnger mile
Total passenger revenue. ... i

$1178,5069, 622
3,898,036 -
177.20
690,716,630
2.6

.600
$17,960,923

$207, 256 592
4,723,038
173.38

818, 891 5]8

S0¢
$20, 871 905

As will be seen from the above table, the volume of
busmess (tons moved one mile, and passengers moved
one mile) sharply declined from the prevmus year, de-
noting the contraction in general business in the terri-
tory. To these decreases in volume, there is attributable
“the decrease of $28,386,970 in Frelght Revenue (despite
. increases in freight rates, effective January 11 and Sep-

.'tembe_r 1, 1949) and the decrease in Passenger Revenue

t

of $2,916,982.
Total Operating Expenses for the year amounted to

I$166 438,603, as compared with $184 606,916 for 1948, a

: decrease of 9.84%, despite severe increases in certam
- categories of the cost of labor and material.

Railway Tax  Accruals (on" account of the smaller
amount of taxable income) decreased, the total for the

“year 1949 amounting to$22,149,598, as compared with

$27,721,768 for 1948, a decrease of 20.10%. The Company’s
contribution to “Government” was, thus, more than 10¢
out of each dollar of gross revenue, and the Company’s
taxes were almost double the Company’s -entire Net
TIncome (after taxes) for the. year.

Net Railway Operating Income, ‘what'is left out of the
Company’s Gross Revenue after deducting Operating

" Expenses, Taxes, and Equipment and Joint Facility Rents,

amounted for the year 1949.to $21,863,820, as compared
- with the similar figure for 1948 of $29 148,740, a decrease
of $7,284,920.
¢ The comparatlve ratios of the several categones of
Operating Expenses, Taxes and Equipment and Joint
. Facility- Rents, expressed in the number of cents out of
each. dollar of revenue, - were as follows:
1949
38.35¢
14.38¢
19.17¢
1.99¢
" 3.34¢
0.99¢

78.22¢
10.41¢
_1.09¢

1948
38.64¢
13.50¢
17.62¢

1.72¢
2.97¢
0.90¢

75.35¢
11.31¢
1.44¢

Grand Totsls . 88.10¢

“"After Operatmg Expenses, Taxes, and ‘Equipment and
- Joint Facility Rents, there was left for fixed charges and
other corporate needs and. for the owners, 10.28¢ out of

Transportation
Maintenance of Way
Maintenance of Equipment.
Traffic Expense
. General. Expense.
, Incidental EXpense .o ..o .__

Totals
Taxes. .
Equzpment aml Jomt Fncuity Rents

“each dollar of 1949 revenue, as compared thh 1190¢'

m 1948
Net Income. .

Net Income (after taxes and charges) for 1949 amounted'

“to $11,914,308, as compared with $19,248,065 for 1948.

.Richmond, Va., March 21, 1950. ,

Fixed charges were covered 1.91 times in 1949, as com-

pared with.2,51 times in 1948.
After dividends of 5% on the Preferred Stock, the
balance of Net Income in 1949 was equivalent to $6.86 '

per share on the Common Stock, as compared with $12.51 -

per share in 1948.
Dividends .
D1v1dends of 5% on the Preferred Stock were contln-

.ued, and ‘there was paid on the' Common Stock, out of :

:.the surplus net earnings for the year 1948, an. aggregate

terly .in March, June, September and December,.1949..
A dividend of $0.75 per share on the Common has been :
paid for the first quarter of 1950, out of the surplus net
earnings for the ‘year 1949,

! Operations '

‘The property was operated efficiently, was well main-
‘tained during the year, and at the close of the period was
in excellent condition.

The rising trend of prices of materials climaxed with °
the:end of 1948, but effective September 1, 1949, there
was imposed:- the added cost of : the 40-hour week
restrrcted ‘t0. non-operating employees.

;:reduction: with ‘g betterment of service ‘and without an
impairment of maintenance- thus further mechanization
- and great progress in Dlesehzatlon were a part of the
years "accomplishments,

It is mterestmg to compare 1949 operatrons with those
- of the first post-war year of 1946.

In 1946 the Company had Gross, Revenue of- $212, 041 -
* 109,'while 1949 produced approximately the same amount
- of Gross '$212,771,708. Since Operations must be accom~
modated to. trafflc volume, ‘a statement of -the factors
' contributing ‘to Gross for each year helps to" high-light
the comparative control of expenses in the two perlods
» The. contribution to- Gross-in -1949 -from-increases in
rates and. charges granted after 1946 amounted to
" approximately $58,000,000.

v Of significance “is the fact that for 1946, Passenger
. Service Revenue yielded over allocated Passenger Serv-
ice Expenses, net revenue of -over $4,500,000, whereas
for 1949, with an allocation of Expenses' on the same
‘formula as for 1946, Passenger Service Revenue failed °
by $11,600,000 to pay the .cost of passenger service.' .

As between 1946 and 1949, freight traffic volume de-
creased -21% while passenger- decreased '55%: Giving
.effect to these decreases, had*the Companys cost of
operation been at the same material prlces and at the
- same wage level for 1943 ‘as prevailed in-1949, Operating
Expenses; for 1946 would have been nearly $16,000 000
more,

The control of expenses in 1949 is demonstrated by
the fact that increased material prices ‘and labor costs
alone, 1949 over 1946, would have raised the Company’s
operatmg expenses by $48,800,000. The latter named
-amount, however, was reduced by approximately $21,~
000,000 due to increased use of diesel power, mechanical
dev1ces and efficient operating praetlces d

The saving in cost of operations in 1949 was not at
‘the expense of Maintenance of “Way, Structures and
Eqmpment These expenditures, by reason of the effi-
ciency in application of materials and the increasing use
of mechanical devices, resulted in the continuation of
high maintenance standards.

The overcoming of less traffic volume as between the
two years while contmulng to maintain’ the property
.with increasing efficiency, is attributable specifically to
(a) increasingly better methods of operation, (b) the
progress ‘in ‘mechanization made possible ‘by. continued
:capital -improvements, (c¢) the purchase of new- freight
train cars, and, (d) conspicuously, from the increasing
‘use of Diesel-electric locomotives.

The net debit for Equlpment and Joint Facxhty Rents
-decreased from $4,447,039 in 1946 to $2,319,686 in 1949,
a saving of approxxmately $2,127,000, attrlbutable Iargely
to the purchase of new freight cars.

While Traffic and General Expenses together with
-Taxes precede Net Railway Operating Income, for- com-
parison only, that result for 1949 was $21 863, 820 as com-
-pared with $19,311,146 for 1946.

Finally, comparing the results of the two years, 1949
and 1946, the Company was enabled to earn a Net In-
come, after charges, in 1949 of $11,914,308, which after
-Preferred Dividends was equivalent to $6. 86 per share
on its Common Stock, compared Wlth $9,252,270 or $4.81
per share.in 1946.

The management continued its program of more effi-
cient application of materials, the-accelerated' use of
.labor saving devices, the discontinuance of unprofitable
_passenger service, and the further improvement of the
-property through: capital expenditures, which latter on
the average were estimated to, and are proving that they
.will, effect savings of at least 25% a year on their cost.

The benefit from having put into the property durmg
‘the past'10 years nearly $182,000,000 of capital improve-
‘ments was a reduction in the Cost of Transportation
' (which is the relationship of Transportation Expenses to
Operatmg Revenues) for the year 1949 to 38.35¢. The
‘corresponding result for 1948 was 38.64¢. . :

Again’ to.compare 1948 and 1949, the Operatmg Ratlo
- “(which is' the -proportion of total Operatmg Revenues
-consumed by Operating Expenses, expressed in cents out
“of 'the ‘dollar) increased. of course. because of the drastic
drop in revenue, from 75.35¢ in 1948, to 78.22¢ in 1949.

s * sidiaries, - 537 Diesel-electric locomotive  uhnits
0f $4.00 per share, at the rate of $1.00 per share quar- f locomotives used in. freight service, while tonstituting

~'The operating keynote for 1949 was an over-all cost .

However, during the latter part of 1949, with the in-
creasing deliveries of Diesel locomotives, the Operating
~Ratio (which- for the entire year was 78.22¢, as Just
stated) began to drop sharply.

! Dieselization
“"Continued progress was made in the Company’s pro-
gram of Dieselization.
As’ of January 1, 1950, there were in operatlon by
‘Southern “Railway System Companies, 1nc!1udngsuh-1
iese

but 24.46% of the System’s total frelght locomotives in
service, were at the end of 1949 handling approxlmately
“75.00% of the System’s gross ton miles. The System’s
. passenger Diesels represented at the year end only
' 30.46% of the units of passenger power in service, but
“ ‘these were handling approximately 76.75% of the Sys—
_tem’s passenger car miles.

Including the 537 units just referred to and C..) umts
on order for System Companies as of January 1, 1950
-(delivery of the bulk of which is expected durlng the
first quarter of 1950), Southern Railway System wxll
" have acquired an aggregate of 603 units of this modern’
and efficient power (with an aggregate of 811,740 horse-
. power) at a total aggregate cost of approxxmately $80-
000,000. Adding to this figure the cost of Diesel facilities
" for servicing and handling this new power, Southern
* ‘System has thus within the past few years authorized the
expenditure of sums in. the aggregate approximating
$100,000,000 for Dieselization and the improvements and
: changes made. necessary thereby, the largest single cate-
gory of expenditure ever made in Southern. Systendi’s’
hlstory

‘Wage and Freight Rate Increases = >
As referred -to in last year’s report, pursuant to an’
award of an Emergency Board created by the President;
of-the United States, a 40-hour work week became effec-
tive for non-operating employees on September 1, 1949.,
Immediate steps,. including the closing of offices” and
agencies on Saturday and other radically changed proce-,
dures, were taken to minimize the cost of thls revolu-
tionary step in railroad operation.

. Demands by other groups of organized employees -are’
* pendirg.
¢ In partlal offset to the increased cost of doing busmess,
the Interstate Commerce: Commission, in< Ex Parte 168,

“awarded increases in.freight rates, being approxlmately’
.5.50%,. effective. January 11 1949, ‘and -3.50%, - effective
 September 1, 1949.

. Continued but very slow progress has been made in’
obtaining corresponding increases in intrastate frelght
-rates before the various State Commissions.

. New Rail ?

: Dunng 1949 there were laid 17,612 tons of new rail,
.as compared with 27,204 tons laid in 1948; and orders for
1950 have been placed for 25,000 tons.

‘There was" announced durlng December 1949 an m_—-
_erease in the price of new rail, bringing the cost of this
-essential material to an all-time new high figure of
$76.16 per gross ton, f.0.b, mills.

New Equipment

During 1949 there were delivered and put into’ servrce
- (a) 136 units of Diesel power” (including the 36 units in .
-the complement financed in 1948 referred to in last year’s
.report and -which- were actually delivered in January -
1949), and (b) 74 new streamlined passenger cars out of
‘the 88 thereof ordered in the year 1946,

The additional 100 units of Diesel power just referred
to were included in Southern Railway Equipment Trust,
Series “QQ,” to the extent of approximately 75% .of. their ‘
cost, such Equipment Trust Certificates having been
issued as of April 1, 1949, in the par value of $11,850,000,
‘with a 2% % coupon, and which were sold under com- ,
‘petitive bidding on an interest cost basis to the Company ;
‘of approximately 2.52%. ;

Approximately 75% of the $10,000,000 estimated cost.
-of the 88 new streamlined passenger cars was financed by
-the issuance and sale of $7,500,000 par value of Equip-
-ment . Trust Certificates issued under Southern Railway *
.Equipment Trust, Series “RR,” these certificates having, i
:been issued as of June 15, 1949, with a 2% % coupon, and
sold under competitive blddmg, on an 1nterest cost basis
to the Company of 2.53%. .
. As of December 31, 1949, as stated above 74 of the
new streamlined passenger cars had been dehvered De-
livery of the remaining 14 cars is expected durmg the
first half of the year 1950. !
- As of January 1, 1950, the outstanding balance of the '
‘Company’s Equlpment Trust obligations amounted to ?
$58,155,880. %

1t is not contemplatgd that the Company will purchase o
‘additional new equipment for the time being. o
*  As of January 1, 1950, certain of the Company’s system :
-affiliates, as stated on page 8 (pamphlet report), supm, ]
had on order 66 units of Diesel-electric power. K

Use in 1949 of the Company’s Financial Resources ;

In a year such as 1949, with sharply contracting reve- . :
nues and with commltments maturing for new equipment ¢
.ordered in prior years when cash was more ample, ‘the '}
‘Company’s working capital at the end of the year showed
a substantial decrease under the year before. -
. After: paying its ‘running expenses, taxes payable
during the year and fixed charges, the Company used
part ~f its accumulated cash, as to larger items only,
as follows:

tized for FRASER
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(1) Expended for capital improvements to the prop-
erty, $8,419,813 for Road and Structures, and $18,398,553
‘for Equipment, an aggregate of $26,818,366 for the year
_(the largest amount in the Company’s experience), as
compared with $21,910,464 so expended in 1948, being
an increase in the year 1949, when revenues were shrink-
ing, of over $4,900,000, as compared with the previous

ear.
" (2) Expended $1,500,750 in acquiring on April 1, 1949,
the Atlantic and Yadkin Railway Company’s 4% Bonds,
guaranteed by Southern Railway Company, the property
of the former being acquired by the Company, effective
January 1, 1950. .

(3) lgaid July 29, 1949, the sum of $3,000,000 in settle-
ment of its obligations under the expired Lease of the
property of The Atlantic and Danville Railway Compapy,
which company, as of August 1, 1949, assumed the in-
dependent operation of its line, thus relieving Southern
of fixed charges theretofore payable with reference to
that property, which were approximating §305,000 an-
nually, together with large continuing operating losses.

(4) Paid dividends aggregating $8,192,800, being an
increase of $973,650 over the corresponding dividend
payments of 1948. e

(5) Expended $323,167 in the acquisition for cancella-
tion of $347,000 principal amount of the Company’s
Development and General Mortgage Bonds; and

Had left on December 31, 1949: (a) Investments in
United States securities in ‘the principal amount of
$28,042,000, which was set aside in reserve for acquisition
of debt or reduction of maturing obligations, subject to
further order of the Board of Directors, and (b) cash of
$16,782,874, as shown in the balance sheet (the latter
being reducible by items which were not cleared through
the banks as of the close of business for the year),

Funded Debt and Fixed Charges
The table of funded debt at the end of 1949 showed
the following comparison with 1948:

Dec. 31, 1949

$194,303,500
~ 44,959,600
58,155,880

$297,418,980

Dec. 31, 1948

$194,650,500
52,589,6002
417,449,320

Funded Debt
Leasehold Estates
Equipment Trust Obligations

Totals $294,689,420

11Includes $9,415,000 ¢f Bonds acquired by the Company or
its subsidiaries since January 1, 1940.

2 Includes $9,247,000 of Bonds acouired by the Company or
its subsidiaries since January 1, 1940.

" The Company’s net fixed charges, on an anngpal basis,
.as defined by the Interstate Commerce Commi: zg,on, less
income from securities of its leasehold estates owned by
.the Company, were appraoximately $12,308,000 at'Decem-
ber 31, 1949. :

" It is interesting to note that ten years ago, in 1939,
the Company’s net fixed charges were approximately
$16,500,000 annually, and amounted to approximately
15% of the gross revenues of $99,154,000 for that year,
.1939.

.. The net fixed charges just mentioned ‘as at December
31, 1949, 10 years later, and themselves reduced by 25%,
«represented only approximately 6% of the 1949 gross
revenues. of $212,772,000.

.. The. intrinsic reduction of over $4,000,000 a year in the
fixed charges payable, ;as compared with 10 years ago,
is gratifying; the reduction in the proportion of gross
revenues required to pay the fixed charges, from 17%
10 years ago, to 6% of the current gross, makes the future
burden easier..

- The Refunding of the St. Louis Division Bonds

“* ‘The Company plans to effect during 1950 (as approved
by the Stockholders in 1949) the refunding, after curtail-
ment, of its St. Louis Division First Mortgage 4% Bonds,’
due January 1, 1951, now outstanding in the principal
amount of $12,474,000, which issue constitutes the only
Jmaturity, aside from installments of equipment ohliga-
tions, during the ‘year. . o

* Federal Tax Liability for Past Years

-“As stated in the annual report for 1948, the Company’s
federal income. and excess profits tax returns for the
years 1941-1946, for which years $173,878,308 in taxes
were paid, have been in process of audit by representa-
tives of the Bureau of Internal Revenue. The revenue
‘agent’s report bas row been completed. The Govern-
‘ment’s present position. as indicated by the report, in-
volves a claim for additional taxes equivalent to approx-
imately 14% of the tax already paid. Until opportunities
for‘answer, discussicn with the Bureau, and possible
review by-the courts have been exhausted, it is not

possible to state what the final assessment of additional
tax, if any, will be.

v The “Reparation” Cases
In :Ipne, 1946, the Department of Justice commenced
the filing of a series of complaints before the Interstate
Commerce Commission assailing, on behalf of the United
States, the reasonableness of freight charges paid by the
Government during World War II. Fifteen such com-
plaints to which this Company is a party defendant have
been filed, the last of which was filed February 26, 1948,
‘Together, the complaints constitute a broad attack on the
railroad rates charged the Government during the stated
beriod. Reparation in large amounts is sought—estimates
of the Government ranging from two to three' billion
giol‘lars frgm the railroads of the country as a whole, It
»18. impossible at this time to estimate the amount this
Company has involved under these estimates made by
,the Dep?nment of Justice representatives. All of these
JProceedings .are . being. vigorously contested, -and ‘are
Tbgaiie_vefz to be wholly, )without merit;’ v 0o by
|
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Divisions
In December, 1947, the Interstate Commerce Commis-

sion decided to reexamine the propriety of the divisions .

of rates applying on interterritorial freighp traffic mov-
ing between the north and south. This action was taken

at the instance of the northern carriers, which claimed -

that the divisions previously fixed by the Commission
in 1939 were unfair to them, particularly in the light of
alleged changes in relative transportation conditions
brought about by the war. Only a part of the evidence
in this proceeding has been submitted, and a decision
is not to be expected for some time. The southern lines
are going beyond a defense of their present divisions and
will seek affirmative relief also. The gross annual rev-
enue produced by the traffic for which the rate divisions
are in dispute is, based on a 1947 traffic test, approxi-
mately $467,000,000, and the estimated share now accru-
ing to the southern lines is approximately 59%, or
$275,000,000. Under the proposal being sponsored by the
northern carriers, the southern lines’ share would be
reduced by about $35,000,000. Among the southern lines,
the Company’s share in this interterritorial traffic is
about 25%. Divisions of rates on interterritorial bitumi-
nous coal traffic are not involved.

IL

Industrial and Agricultural Development

Because of high construction cost, industrial invest-
ment in new plant and equipment slowed down during
the year from the postwar peak reached during the
previous year, but there has continued a steady indus-
trial development in the South served by the Company’s
lines.

Expansion of existing industries, as well as moderniza-
tion and plant rehabilitation programs, has been effected.
Especially has this been true of the textile industry
where many expenditures have been made for moderni-
zation and replacement of equipment. For example, a
large mill added a total of 220,000 square feet of floor
space, installed 50,000 spindles and 600 wide looms with
all complementary equipment, at a cost in excess of
$4 million,

Announcement has been made by another company of

having placed an order for textile machinery amounting’

to $15 million for delivery over a period of years, thus
again demonstrating confidence in the forward progress
of the South. )

Announcement was made by another company that it
has, since the war’s end, “spent more than $40 million
on improving ‘and exténding its plants, and has tentative
plans involving spending $40 million more.” Many of
these plants are located dt points served by the Company’s
lines, 3 N

Another corporation with some twenty mills, many
of which are served by the Company, has, during the
year and the preceding postwar years, spent approxi-

.mately $50 million for the erection of new plants and

modernization and replacement of equipment of existing
plants. o . ,

A new plant to produce filament rayon fabries, costing
approximately $6 million, including an entire mill vil-
lage of new brick homes, a church, stores and other
facilities, is expected to go into operation-early in 1950
in South Carolina, to be served t:iy the Company. ;

Virtually completed at the end of the year, the first

‘mill in the Southeast to manufacture newsprint from

southern pine, built at a cost-of $32 million at a point
served by the Company in Alabama, is a notable event
in the growing industrial activity of the territory, as it
provides the first new domestic source of newsprint in
more than a decade. The 100,000 tons of annual output
of this mill will 1ift the South’s production of newsprint
to 25% of its needs. .

The South’s production of aluminum products has been
increased by an $8 million expansion program at a point
served by the Company in Alabama.

The capacity of the South’s pulp and paper industry
is being increased by the $11 million expansion of a plant
in Alabama. This project, it is expected, will be com-
pleted in the second half of 1950.

Continued faith in the future industrial development
of the South is evidenced by ihe expenditure of millions
of dollars for the generation of electric power by south-
ern power companies,—a new steam generating plant

“near Goldsboro, North Carolina, to cost around $10 mil-

lion; a $6 million plant near Meridian, Mississippi, and
the completion of a third unit of an existing power plant
near Hattiesburg, Mississippi; dedication of a new $13
million steam plant at Gadsden, Alabama; first and sec-
ond units of steam-electric generating station at New
Orleans, Louisiana, completed, and third unit scheduled
for operation early in 1950; an $8 million steam-electric
generating plant completed at a point on the Company’s
lines in Kentucky,—a part of a broad 10-year expansion
program; a $15 million electric generating plant on the
Dan River between Leaksville and Draper, North Caro-
lina, nearing completion; and the dedication of the first
two ‘units of a steam generating station, Alexandria,
Virginia, costing $25 million, this being expected ulti-
mately to consist of five uniis at a total estimated cost
of $50 million, Also, major new units completed and
placed in service during the fiscal year 1949 by Ten-
nessee Valley Authority included expansion of generat-
ing capacity at Wheeler Dam, Fort Loudon Dam and
Douglas Dam, all in territory served by Southern. While
some of these plants will not themselves furnish much
traffic for the railroad, the increased capacity for pro-
ducing electric energy cannot but be beneficial to the

further' industria}ization o'f the South..

During the year work was under way on an additional
$70 million atomic plant expansion at Oak Ridge, Ten-
nessee. The impact of the atom is further reflected in
plans of the Atomic Energy Commission for the expendi~
ture of $185 million at Oak Ridge during the next three
years, a large part of which is to be spent in the area
served by the Company; however, the steam plant ‘in
this vast reserve is supplanting coal with natural gas,
thus displacing tonnage on the railroad; but this same
thing is being done by privately owned industries wher-
ever it is possible—all due to conditions currently ob-
taining in the production of coal. In other cases private
industries using coal have transferred over to fuel oil
because of costs and uncertainty of continuing coal
supply.

During 1949, 125 new traffic-producing industries were
located at points served by the Company and its affili-
ates; 57 new warehouses were established for the as-
sembly and distribution of numerous commodities, and
additions were made to 66 previously existing plants.

Southern agriculture continued to make substantial.
progress during the year, One of the promising develop-
ments was the ever-increasing practice of diversification.
More and better pastures and the advantages of winter
grazing mean much to the constantly growing livestock
and dairy industries. Proper methods of soil conserva-
tion are being carried on more and more in the territory,
and the electrification and mechanization of farms con-
tinues rapidly to expand.

Truck, Water and Air Competition :
During the year the Company experienced intensive
competition from trucks and buses on the highways and
from barge lines on the inland rivers, There was like-
wise some restoration of coastwise ‘steamship service
between the East and ports of the South Atlantic and

- Gulf,

Dealing first with the trucks: The production of trucks
and trailers probably reached an all-time high during
the year. Each of these vehicles immediately found its
place on the highways either as a unit of some organized,
regulated company, or as a contract carrier where cer-
tificates were available, or finzlly, as an industry-owned
carrier. The product of the textile mills and other high-
class commodities are particularly susceptible to this
competition and the flexibility of the service is effective;
but beyond this, the trucks have gone after many items
of traffic which would ordinarily be classed as being
tied to the rails. For example, fruits and vegetables,
cast iron pipe, iron and steel commodities,. even rough

. building - stone, have been trucked for great distances.

Many of these trucks have violated the load limit laws
of the various states through which they operate. This
has brought about considerable demand for stricter en-
forcement of laws in this respect. Some progress has

- been made, but much remains to be done. Meanwhile,

truck: competition has required the revision of many of
the Company’s freight rates because the various truck
operators did not increase their tariffs to the same extent
as did the railroads; and trucks have not hesitated to
make special rates in their quest for traffic which would
otherwise be on ‘the railroads, .

As to buses: These operations have become stabilized
and are well-known -to all; however, it is a fact many

_new buses were turned out by the manufacturers during

the year and some of them are now in long-distance
service. :

As to water competition: The Federal Government has
completed and is maintaining a nine-foot channel on the
Tennessee River as far east as Knoxville, Tennessee, and
this fact has brought about the operation of barges from
Pittsburgh and intermediate points to both Chattanooga
and Knoxville. These barges have carried iron and steel
from the Pittsburgh District, grain from Cincinnati, and
other commodities, including automobiles which are sub-
sequently trucked or driven from the river landings to
the interior. And they invariably try to take something
back—paper from Kingsport, Tennessee, to Chicago, Illi-
nois, is an example,

_All of this competition, including that from subsidized
air lines, handling passengers, mail, express and freight,
while not beginning during the year, certainly reached
a formidable state of development during that period,

- competing for traffic that has heretofore been on the

railroads. .

The Company has undertaken to revise rates where
necessary, endeavoring to keep itself in a competitive
position, but in many instances this has been, so far,
impossible of accomplishment.

III.
Public Relations

Recognizing that actions speak louder than words, the
management constantly endeavors to conduct the affairs
of the Company in a manner that will deserve .and be
accorded the active good-will, support and cooperation
of the people, the communities and the entire territory
it serves,

The management also recognizes its responsibility to
keep the public generally, and employees, informed as
to the Company’s contributions to the public welfare, its
progressiveness, its plans and hopes for the future, and
its Iﬂ;;roblems and those of the industry of which it is a
part. !

To this end, informative advertisements were placed
regularly in locally-circulated newspapers and maga-
zines; personal and written contact was maintained with
editors, educators, and other community leaders; news
releases and magazine articles were prepared and dis-
tributed; a monthly magazine was produced for em-
ployees; a weekly news-letter was prepared for the offi-
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y orgamzatmns, students and teachers ‘were-furnished w1th
- ... appropriate material on request; and tours, ‘‘open.: houses
- and similar activities were conducted.

The Company’s nationally-circulated : advertlsements %

. continued 'to -call .attention. to the attractiveness of:the

South as a location for.industries, -and -continued to be - '
built. around the basic :theme of*“Liook Ahead—Lookr

- South!” for-greater opportunity.
. Conclusion

There have been spelled. out in this Report to the
owners of the property, the bad things as well as the
good things that have happened in the past year, and
the problems, so far as known, that the Company faces
in 1950.

The Company will continue to strive, as always, despite
the hindering influences which are now confronting pri-
vate enterprise in this country, to perform its funda-
mental duties, (1) to furnish the best possible transporta-
tion service at fair rates without government subsidy,
and (2) to pay a just return on the capital with which its
owners have entrusted it.

And so doing, Southern Railway Company will also
continue to “Serve the South.”

To all those who have worked so well for, and with,
the Company, in 1949, the management is, agam most
proudly grateful.

Respectfully submitted, by order of the Board,
ERNEST E. NORRIS,
President.
SOUTHERN RAILWAY COMPANY

Financial Results for the Year
In 1243
The Company received from freight, passenger
and miscellaneous operations a total rev-
enue of - $212,771,708 $245,013,413
The cost of maintaining the property and of
operating the rlalhcnd WBEL e

In 1948

166,438,603 184,605,915

$60,406,498
27,721,768

$32,684,730

Leaving a balance from railvoad opcrations of
Federal, state and local taxes required

$46,333,105
22,149,599

Leaving a balance of $24,183,506
The Company paid to other companies for
hire of equipment and use of joint facilities
in excess of the amcunt received by it from
those sources. .

2,319,686 3,535,920

Leaving an income from railway operetlons of ' $21,863,820
Other income derived from investments in
* . stocks and bonds and mxscellaneous items

3,298,768

Making a fotal income of - $25,162,588
Intercst on -funded. debt and-equipment. trust .
obligations, rents paid, for leased :railroads
and misueunneous d ," cti totaled. . 3

3,112,654

13,248,280 - 13,013,329

-~ Resulting 1.2 net lm:ome of.. $11,914,308

Financial Posltlon .at the End ‘of the Year'

~ On On

“December -
31, 1943 ©

ol %7 Dccember ;

i gy * e o 31,1949 .

" The Company.ihndf investments - - LA
. o/ land, raillroad tracks, ter- . ..

. minal racuitics, .shops, locomo-, “*
- .... tives, ‘freight and | passenger.. .
cars "and nther fixed pmpcrty

In addition the: Company had - .
_investments . in': stccks, bendg ...

."and notes of -affiliated com- -
.. panies and. other mvc.,tmtnts o
" carried at ~ 64,303,534

Unexpended: proceeds - of Equip-. . = .7 °
ment Trusts,” held by Trustees; : = - ‘
to be disbursed .upon delivery. ..~ AL
-of equipment._- 1.07,8,752'

' s71’1 621,646 $638,580.264

62,202,319

4400,348_ - 3,321,596

Total Investments
The Company.’ had ' cdsh and
special deposits’amounting: to~"
And temporary investments. In. .
" .U.. 8. Government Securities...
_Other railroad companies: and
. others owed. the Company_-...
The Company had on hand fuel,
rails, tles,. bridge: material -and -
" other. supplies necessary ~for
keeping :road and _equipment
in. good order_ . . .
Deferred ‘assets and ' unadjusted
debits, including items owed-to . "\ .
but not yet available to the . .
Company 5,809,836

The Assets of-tﬁe Company totaied -$794,035,156° $789,830.134 '

The Company owed for materials, .
supplies,- wages and- balances
to other railroad -companies,
and interest, dividends and

- rents accrued but-not yet due_

. Taxes accrued but not due

Operating reserves

- Reserve for. depreciation of road
and equipment and amortiza-
tion of defense projects_.”

Deferred * liabilities, including
items due to others, but not
yet adjusted. . .. ___

$19, 934 555
27 262,262

$39,478,087. $19,543,532
24,156,228

15,883,802 16,825,204

15,602,125

13,523,005

5,187,226

$4,205,022

$36,275,939
22,138,497
3,049,623

$32,887,148
119,104,208
. 2,756,280

$3,388.791
3,034,289
293,348

104,017,247 104,746,428 . 729,181

11,173,905 10,989,401 184,504

The total of these liabilities,
credits and reserves was.

After deducting these items from 5
the total assets there remained,, " -

for the capitalization of .the . ; ’
$624.096,368 $612.630.241 ~ $11.466.127

$169,938,763 $177,199.893

Company, net assets of

. The capitalization of the Company
*  consisted of the following: -
Funded Debt, including bouds, .
equipment trust obllgauons )
(.7 P O e L 8252,459 380 $242,099, 820 $10, 359 560
Preferred smck- : ,000,000 60,000,600 -
. Common Stoek : 129 820, 000 129,820,000

Making 2 tota.l capitalization of '$242,279.330 '$431.919.820. $10.359.560

After deducting this capltallzauon ¥
from net assets there remained~™’
a .surplus, largely inveswd ‘in”’ ’
the property, of 3 slsl 816.938 5180 710.421
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" $1.106.547.

$29,148,740
$32,261,334
$19,248,055 -

* Increase or :
Deerease

'$646,239,300 $621,071,597. 524,261,763
12,101,213

$23,041,382 %

© 3106034
942,402 .

2,079,120 -

622,660

$7.261,105."

Employment Trends in 1950

By HERMAN B. BYER*

Asistaet Commissiener, Bureau of Labor. Statnstlcs,
; . U. S. Department of Labor

. Discussing recent trends in. unemployment, Labor Department '

. - official ‘maintains,: though:unemployment today is too high to-.
= - be- satisfactory tous, it is: low .when-compared ‘with prewar : .

levels.  ‘Holds, with exception of depressed areas and strike-
affected industries, employment is at high level, though slightly

below 1948. Looks to heavy

consumer buying' to maintain

irdustrial output; but wams industrial expansion is essential
to take care of increasing number of working population.

We have recovered a substan-
tial part of the ground we lost
early last year. Business today is
good; in many cases it is ex-
cellent. But it
is not yet
good enough .
to restore full
employment
and to bring
unemploy-
ment back
down to the
2-million or
eventhe 3-
million mark.
Onthesur-
face, at least,
it appears that
the economy
has become
stabilized"
without re-
gaining the peaks of 1948.

‘Now, obviously enough, there is
more' than one kind of economic
stability. On the one hand, there
is the stability of atrophy or stag-
nation. For example, a “ghost
town,” or.a backward and dry-
ing-up economy, may well be ex-
tremely: stable, showing little
change from year to year. On the

- Herman B. Byer

other hand there is the stability -

which results ‘from action and

" movement,: from:: balances' and

counter-balances, ‘such as we find

~in_a’ gyroscope: wh:ch is stable

only: so- long as. it continues  to
whirl: This is.the type of stability

. which results-in progress:
- 'Thé question before-usis, what’
- does: today’s' pleture of :apparent
stability Teally- mean?  Does' it.in-"

dicate that .we: are’ stymied,. that
‘we ‘are-'unable: to climb’ further,

.. .that' we haye-lost ‘our, ‘expansion-.
. . ary push? Or is it a sign-that; to
- borrow. a. military: term; we are
- rectifying-our lines in preparation
- for further advances? "
- Anr analysis of ' the causes of

last ‘year’s: econornic setback .and

- of the, subsequent recovery will.
- help -us ;answer that question;

As . you. no -doubt..recall .quite.

" well, we reached economic peaks
©in 1948 ‘which:previously had been

considered - virtually .unattainable

* dream-goals... In ~the ‘middle - of
- 1948—only a'year and a half ago

~—the total number.of persons who

had jobs was at the unprecedented .

figure-of. 61%-million. Nearly 12

 ‘million : more: .people ' had: jobs

than.in either 1929 or 1940, our
best :previous peacetime years.

- In 1949, however, the situation
changed radically. * Jobs ‘became
less plentiful, and unemployment

' became a serious problem in many

a community. This ehange in the
economic’ climate affected' .the
veteran even as it did other typi-
cal Americans, because veterans
come -from all walks of life—city
workers and farm workers, organ-
ized and unorganized labor, busi-
nessmen and professional men,

" The actual dropin employment,
however; was not very: great. The
1949 ‘average was down only 660,-
000, or-1%, from the peaks reached

- the year. before.  In other words,.

employment slipped. from. an all~
time . record to- a level that was

“still very high. The decline began

late in 1948, -and -came to an end
in the notably short time of six to
nine months: The reductions were

. confined almost entirely to manu-
-facturing, with' railroad transpor--

- *An addrm ‘by ‘Mr." Byer- belore the
American Lerien Regional Economic Con-
fcrence, Spokane,. Wash, March 11, 1950,

tation and mining also affected.
Employment in construction,
trade, government, and. agricul-
ture, on the other hand, remained
extremely strong except for sea-
sonal fluctuations.

At the same time that the total
number of job openings was fall-
ing off, our working population
was continuing to grow. The total
labor force expanded in 1949 by
800,000. This was to be expected;
normal]y, the economy must pro-
vide between one-half and three-
quarters of a million new jobs
each year in order to take care of
the increased supply of workers
resulting from our normal popu-
lation growth. Adding to the prob-
lem currently is the fact that large
numbers of veterans are complet-
ing their education and are seek-
ing job opportunities. The econ-
omy did not expand enough last
year to absorb all these new en-
trants.

Thus, the 1949 employment pic-
ture may be summarized by say-
ing that employment ‘in certain
sectors declined from.an extreme-
ly high level, and that the:econ-
omy failed ot provide job oppor-
tunities for all the newcomers inte
the labor force. As a result,-un-
employment rose by"an average of

1,300,000 in 1949 from the low:

levels. of the- two previeus years,
when it had fluctuated around.the *
two-million mark. - .

Is 1950 Unemployment:Too: High?

While unemployment - today - is
too high to be satisfactory to-us, it"
is. still relatively: 16w when :com-
pared with our'prewar experience.
During the defense boont-in:1941,

100 out of- every' 1,000 workers:
were unemployed. : In 1949; . the:

ratio .was 55 ‘out of every 1 060
The situationin the: Paeific: and

the Mountain: States: mirrors. in-

large . measure the national . plc~.:m
ture, though by and.large.the.im-..
pact .of  recent. developments. has :

been less severé:” Unemployment

" rose in this region in 1949, but in
most states the increase was mild- ..
er than in the more industrialized-

-areas. of the east. Similarly, man-
uf_acturing employment declined
less in this séctor: than. in the
country as a whole. -

Because of the importance of
seasonal industries in the economy
of the western states, and because
of the extremes,of weather ex-
perienced :in ‘most’ of - this region,
the seasonal swings.in unemploy--
ment are much. wider here than
elsewhere. Unemployment rises
sharply in the fall and winter
months, and drops in the summer
months when construction, agri-
culture,

busiest period.

In California the rate of unem-
ployment has been- consistently
higher than for the nation as a
whole ever since the end of the
war. This was caused principally
by the fact that the adult popula-
tion has ‘increased - much more
rapidly than the local industries

could absorb them. In Washington
and Oregon, on the other hand, the:
rate of unemployment has been
below ' the ' national ‘average .. in
summer, and well above it in win-
ter. Unemployment in the middle
of January this year was unusual-
ly heavy, mainly because of the
very severe. weather:  Reports:
which have come in to us indicate’

substantial  recovery- in- February, -

however: In the Mountain States

outdoor - activities: and ‘]
summer resorts are all in their-

unemployment has generally been
relatxvely hghter than elsewhere-'
m the country.

Fifteen ecities and:towns in the
Mountam and Pacific. States were

- included in the most. récent sur-

vey of unemployment in labor
market areas conducted period-
ically by the United States Em— ~

- ployment Service of the Depart—

ment of Labor: None of these cities

‘was put into class “A” as having a

tight or balanced supply of labor,
and only one, Denver, was in the
“B” group with a slight labor sur-
plus. Three cities—Salt Lake City,
Seattle and Spokane—had a mod-
erate surplus of labor. Nine cities,
including seven in California, had
a substantial labor surplus and
were placed in the “D”. group.
Two—San Diego, California, and
Silver City, New Mexico—were
classified as “E” areas, with a
very substantial labor surplus.

You will note that I have used
figures very sparingly in this talk.
I have tried instead to draw you
a verbal picture of the job situa-
tion as it existed in 1949, For most
sections of the country, that pic-
ture is very good, even though it
is less rosy than it was in 1948. :It
shows us that the drop in employ-
ment and the rise in unemploy-
ment was crderly and limited; that
the economy was still operatmg
at=very high levels; and that the
down-trend ‘was halted and re-
varsed in remarkably short order.

Since. the beginning of the year,
employment and unemployment
have shown very little change ex~
cept. for seasonal fluctuations and -
the impact of the coal strike. A
number of industries which had
been weak a year ago are con=
tinuing to show the strength they
displayed -late in 1949. The lum-
ber and .paper industries are again
at- high levels. 1In the Northwest,
the lumber industry suffered from
the effects of January.’.s abnormal .
weather; but is new :recovering-
rapidly. The cotton and rayon tex-
-tiles indifstries have recently been
holding firm' and doing ralatively
well,. though*the woolen industry’
‘is still rather-shaky. The 'shoe in-
dustry is having a. good season.
The furniture industry has enough -
advance .orders to keep-business
humming- for' a good part. of this
.year; 'The ‘heavy’ machinery in-"
dnstry, one-of the -hardest hit of -
all manufacturing - groups; 'is-also *
_increasing- its-activities.' “There is’
stilt a- substantial amount..of ‘over+
time bemg worked in manufactur- -
g
Output is high; except in stnke- -
‘affected- industries. Industrial pro-
‘duetion: in- January was. only 4% .
below the peak reached in‘the fall
‘0f :1948." Aetivity in the- nondur-
‘able- sector, in fact, was back. to_
‘peak levels. Inventories are-at rea- -
sonable ‘levels; in some ‘cases they
are too--low. -Order - books are -
nicely filled. Prices-are changing
only -very moderately. Residential
construction is booming. Plant and -
equipment expenditures are level-
ling off at a high rate.- Trade is ac-
tlvi Profits and dividends are
hi

These facts of readjustment and
recovery are-in themselves fairly
clean-cut.” The - basic. cause of

‘these up-and-down and up-again

trends was. that, .after nine full
vears of unremitting pressures for
more goods ond. services, supply
has, in most cases, finally caught
up with demand. This has led to
a return to buyers’ markets —
which is'the ‘normal situation in '
an economy such as ours. With
buyers again calling the tune,
most industries had to readjust
their: output, costs, and selling -
methods. These: changes were |
both inevitable and healthy, and
our- eeconomy is now better off as
a result. The readjustments were |
relatively smooth and orderly be-
cause our - economy was strong
and stable and fundamentally’
firm.. |
One of the -outstanding factors
in the economy during 1949 and .
the first two months of 1950 was.
the 'strength of consumer demand

Continued. on page 34
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State of Pennsylvania Gets Record Size Gheck

e

banks and' investment firms run

. ads and make statements and have

speéches written by their officers
that Wall Street is part -of the

: :/“Main’ Streets™ all over the coun-

try, but’their leadership’s selfish

§ ‘thinking consider themselves 97%
' part.. The tail in this instance has
.wagged the dog too long!

‘If the name of Wall Street were

changed.to Main' Street, it would

confound . the -Krémlin’s propa-

~ganca '‘and a good ‘many of our

. own Wall.Street financial demo-

gogues ‘would have to attempt to
write an-entirely new line of
-speeches. ° -
Where-the: former SEC legisla-
ion ~has been referred to as the

-“death-knell for. holding. compa-
:nies,” thé proposed expanded SEC
“measure._might well be called the
. “‘death warrant:for Main -Street
‘business.” It. would strangle the
-arteries ‘of small capital ‘and im-

‘pede -economic progress.

. "Caveat emptor-is gone from the

Investment bankers expedite bonﬁs payment to Pennsylvania veterans by handing Charles R.
Barber, treasurer of Commonwealth of Pennsylvania, a single check for $368,446,875—believed to ‘be
‘the largest check ever drawn in the history of the country. This check completes the $375,000,000

financing jointly managed by The Chase National Bank; The National City Bank of New York; Bank- E

ers Trust Company; Drexel & Co., and The First Boston Corporation, .

-Seated, from left to right, Fairfax Leary, Jr., sjecial counsel to Pennsylvania Attorney General;
T. McKeen Chidsey, Attorney General of Pennsylvania; Charles R. Barber, State Treasurer; John S,
‘Linen, Vice-President, Chase National Bank, and Walter H. Steel,_ Partner of Drexel & Co. .
’ Standing, left to right: George S. Munson, of Townsend, Elliott & Munson, attorneys; Brainerd
‘H. Whitbeck, Vice-President, The First Boston Corporation; Thomas S.  Gates, Jr., Partner of
Drexel & Co.; Frederic A. Potts, President, The Pailadelphia National Bank; Lawrence N. Murray,
President, Mellon National Bank & Trust Co.; Dr. Edw. B. Logan, Pennsylvania’s Budget Secretary.

Continued from page 6

The Frear Bill: A Trap to Ensnare
~ Little Business for Big Business

ally that every shareholder of a
corporation has a right, by virtue
of his proprietary interest, to
inspect and examine the corpora-
tion’s books at reasonable time
and place and for proper purpose.
These rights are a matter of basic
corporation law in Kentucky and
most other states,

.One of the greatest dangers im-
plicit in this legislation is the
threat it holds to level competition
among competing smaller busi-
nesses and between small and
large enterprises.. Small compa-
mies falling within the scope of
the proposed legislation and con-
trol of the SEC would be required
to furnish quarterly, annual and
supplementary financial reports
land to file registration statements.

hey would be required to give
out detailed information on sales,
costs, working capital and other
financial matters, in a general
public statement: Competitors
would be able to use this informa-

ion against each other in a con-
stant war among small business.
fLarger enterprises, constantly on
watch to buy up small prosperous
enterprises, would be in position

0 evaluate the smaller ones on
fthe basis of these reports, up to
now unavailable to them, and to
buy them out or to pressure them

to selling. It would contribute
greatly to a constant re-shuffling
and re-leveling of competition.

Would the general public, or the
pmall investor benefit? Would the
pmall investor avail himself of the
study of such voluminous reports

d records of a concern prior to,
br after, making his investment?
We think not. Such reports and
ecords are too complicated for

average person to read, much
ess digest. The public would not
bé interested. The small investor

gitized for FRASER
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would be interested only in
whether there is good manage-
ment, And good management to-
day dictates that.this information
be made available to the small
investor, who is the red blood
corpuscle in the stream of small
commerce, Such information is
readily available to the small in-
vestor because companies have
become more and more aware of
the need for informing him,
clearly, concisely, conclusively
and honestly on the operations of
the business. ‘You cannot interest
investors by the sheer weight of
records and reports. Good man-
agement does not want to cover
up; it has nothing to conceal. Bad
management cannot.

Main Purpose to Expand SEC
Regulations

The main purpose in the con-
ception: of this legislation is to
expand the control of SEC regula-
tions beyond interstate commerce
and beyond Wall Street to “Main
Street.” It is an invasion of state
control of questionable value and
doubful constitutionality.” Those
of us who supply capital to small
firms and who solicit investors
for such support are all too aware
of the dangers in not furnishing
detailed information. The busi-
ness firms themselves are con-
scious of these dangers. But such
information must not be rendered
up for all to see—competitors in-
cluded—and to seize unfair or
illegal advantage, to the detriment
of small enterprise. This is either
a brazen and unwarranted, or
naive, attempt to extend and ex-

pand the jurisdiction of the SEC:

to control of all business, interstate
and intra-state alike. For what is
to prevent the SEC in a few years
from returning with a demand

that all enterprises with $1,000,-

000 or even $100,000 in assets; and .

100 or even 10 securities holders,
be subject to SEC control?

It resolves'itself into a question
of the limit to which the scope. of
SEC authority is designed to run,
and is.to run, for the benefit of a
sound economy, and not a ques-
tion of whether these firms
should or should not be compelled
to furnish such records and re-
ports. The Frear Bill would give
the SEC final authority to deter-
mine what constitutes “$3,000,000
in assets and 300 security holders.”
That is too broad a delegation of
power and too dangerous.

The SEC has in the past de-
plored ‘the effects on small busi-
ness and small investment firms
of certain phases of the Securities
Acts of 1933 and 1934 as affecting
venture capital and the activities
of the small firms, but has done
nothing constructive about recti-
fying these Acts. The SEC in its
recent belated report for the
year ending June 30, 1949, issued
publicly March 7, 1950, states that

registered security offerings have:

dropped 17% for that fiscal year,
but still asks Congress for ex-
panded authority to police the
stock and bond, business .and, in
particular, asked for enactment of
the Frear Bill. . The lack of equity
capital in a large degree, the de-
cline of a large number of “Main
Street” .investment firms in' Ken-
tucky and other grass roots states,
and the increase in size of big
Wall Street banks and investment
concerns are the direct results of
the failure by the SEC, the Treas-
ury Department, the Federal
Reserve, and other financial agen-
cies of the government to correct
inequitable legislation; and, the
result has been a serious injury
to.investor and public. interest.
All financial agencies of -the
government are presently so filled
with ‘Wall Street people and so

imbued with the selfish ideologies
of Wall Street that perhaps a
proper bill would be one to change
the name of Wall Street to “Main
Street.” Many large New York

“legislation ~ and

.American scene of business. It is

not ‘necessary, with this pending
" its impending
dangers,-to-revive:the:odor of its
presence,

The Administration in Wash-
ington and the SEC should con-
sider, the - implications- of Wall
Street’s championing of this meas-

wure, ~It-would give to Wall Street

.a .larger- instrument- with which
big business ‘could bludgeon little
business. And up and down
“Main Street,” America 1950,
would go the chain reaction of
the submergence of the little man.,

Wiser Policy Is to Reform
Existing SEC Regulation -
It would seem .to be a far wiser
course for the Administration and
Congress to direct a study of all

‘existing SEC and bank  legisla-

tion exercising controls over
business, to determine their ade-
quacy or inadequacy, before any
additional legislation is consid-
ered.. This should "be done  at
once, before further consideration
is given to enactment of the Frear
Bill, in the interest of the general
economy of this nation.. Small
business needs encouragement, not
discouragement, in the exercise of
its operations. . It is the real back-
bone of the nation’s economy,
This view is supported strongly
byl Paul Heffernan of the New
York “Times” under date of
March 5, who stated: “The aim
would be to clean up the over-

lapping thinking and provisions:

of the Securities Act and the Ex-
change Act and to relate the
ideology which inspired the ex-
perimental laws of the ’Thirties
with the second-thinking and the
realities of life of a ‘subsequent
generation. Until the appointed
administrators of the SEC and the
members of the career staff begin
to give convincing indication of a
disposition to work together to-
ward such an objective, all that
the financial world is likely to
expect from the SEC in the way

of solutions to vexing problems is

lip service to private enterprise in
behalf of less restrictive laws fol-
lowed by recommendations to
Congress for more. restrictive laws
and by requests for extended
power and prerogatives.”

' The SEC seems to forget that
the Constitution of the United
States has been amended many
times. = Certainly, the Securities
Acts of 1933 and 1934 are not sa-
cred. This attitude of the Com-
mission,; ‘going back to Latin,
recalls this sentence — Factum
infectum feri mequit (a thing
which. has. been done, cannot be
undone),

We have seen in every contro-
versy in the last few years in-
volving any phase of the securities
business, " the Treasury Depart-
ment and other financial agencies
of the. government fighting with
every method at their disposal the
“Battle of Wall Street” against
“Main Street.” The legislation
for the benefit of a few large Wall
Street banks and some others
dominated by Wall Street, to

underwrite low-cost housing
bonds under the Act of 1949; is'a
most recent illustration. The act
of that superior propaganda
agency, ' the International Bank)

and the way it -worked out comi~ -

petitive bidding so that” small in-
vestors and. “Main Street” dealers
were practically -deprived -of any
part: of this program, is 'a matter
of ‘recent history that presents a
questionable regard for-  the
people’s interests. The only hope
of clearing out the government
temples ‘of finance appears to be

to pray for another Andrew Jack-

son.

sponsored the Securities Acts of
1933 and 1934, certainly would
feel badly about the way they are

1

: d
Franklin Delano Roosevelt, who'

working as they affect the small

man, the small firm and small in-
vestment dealer. = Most. ‘recent
rules and -regulations; such. as
competitive- bidding, private
placements, etc., have deprived
the small investor everywhere of
the chance to buy certain high-
grade securities and they all have
been: bought by the big banks,
insurance companies ‘and - large
investors. Competitive  bidding
rules certainly have worked very
much to the detriment of the
“Main Street” dealer and small
investor, - }

In the early securities investi-
gations, J. P, Morgan had a midget
sitting on his lap. . Wall Street
still seems to have its midget to
work out its purposes in the person
now of the SEC.

The SEC has a duty in connec-
tion with Section 5 governing
advertising, to revise this section
in the interest of letting . the
country know the proper facts
about the securities business and
the need for equity capital. - Reg-
ulation “T,” regarding extension
of credit, has worked adversely
to the interest of the small in-
vestor, especially in the smaller
cities and towns. The Federal
Reserve and SEC are cognizant of
this fact and have been derelict
in their public duty by not cor-
recting it with a legislative rec-
ommendation.

The Louisville Chamber of
Commerce, under date of March 2,
1950, announced opposition to the
Frear Bill and sent copies of 'this
resolution to Vice - President
Barkley and all Kentucky mem-=
bers of the Congress.

A vote for the Frear Bill is
fundamentally a vote for selfish
bureaucracy, the selfish few, as
the bill is un-American in its in-
ception and intent and should not
be reported favorably by the
Senate Banking and Currency
Committee,

D. J. Manteimer & Co.

Alan D. Schwabacher will ac-
quire to New York Stock Ex-

change membership of the late
Sterling S. Beardsley and will be-
come a partner with DeWitt J,
Manheimer, imember of the Ex-
change, in the firm of D. J. Man-
heimer & Ca., 120 Broadway, New
York City, to.be formed April 1.
Mr. Manheimer has been active
as an individual floor broker.

With Cantor, F itzgefald

BEVERLY HILLS, CALIF. —
Darvin .M. Curtis is now associ-
ated with Cantor, Fitzgerald &
Co., Inc., 211 South Beverly Drive.
He was formerly with Marache
Sims & Co.

With Hamilton Managem’t
(Special to THE FINANCIAL CHRONICLE) X
DENVER, COLO.——Mariqn K.
Ellis; Joseph F. Emmons, Arthur
C. Harrover, Jr., Ralph J. Phil-
lipps and John D. Stowers have
been added to the staff of Hamil-
ton' Management Corp., Boston
Building.
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- THE TEXAS COMPANY

and Subsidiary C‘omp'a‘niés

TE.

: STATEMENT OF CONSOLIDATED INCOME \-:-/ STATEMENT OF CONSOLIDATED EARNED ‘SURPLUS
For the Yvea" Elfded December 31,1949 and 1948 For the Years Ended December 31, 1949 and 1948

1949 1948 : ‘ 1949 1948

Gross INcomE: ; ., EARNED SURPLUS AT BEGINNING OF YEAR $475,955,448  $370,112,561
Sales and services . $1,077,270,246. . $1,080,886,431 Ner ProriT FORTHE YEAR . . . . -... ........ 132,743,150 165,080,980
Dividends, interest and other income ' 38,766,810 41,034,343 P

. $608,698,607 $536,093,541
$1,116,037,056 '$1,121,920,774 ' i 5

OPERATING -CHARGES Debucr:

Costs, operating, selling and general expenses..$ 830,117,530 $ 785,716,568 Cash dividends declared ) 55.142.428 40.619.469
#*Taxes (other than Federal income taxes) 35,438,351 31,810,494 Stock dividend—336,528 shar?ﬁf‘ &5 capttad 194y ,619,

Intangible development costs (amortization and < stock of The Texas Company #t assigned value
] 32,915,353 38,384,322 of $58 per share. ........ /

Depreciation 46,136,901 38,552,814

Depletion and leases surrendered 13,175,424 11,585,460 g . .
R EARNED SURPLUS AT END OF YEAR' ' $553,556,179 $475,955,448
$°957,783,559 $ 906,049,658 v ¢

)
$ 158,253,497 § 215,871,116

19,518,624

. *

INTEREST CHARGES:
Interest and -amortization -of -discount -and 'ex- STATEMENT OF CONSOLIDATED CAPITAL SURPLUS
pense on debentures 3,760,164 'S . 3,760,164 For the Years Ended December 31, 1949 and 1948
Other interest charges 1,150,174 629,972 .

$ 4910338 $ 4,390,136

1949 1948

$ 153,343,159 $ 211,480,980
; CAPITAL SURPLUS AT BEGINNING OF YEAR $133,103,357 $121,997,933

ProvisioN For FeperaL-INcoME TAXES. ..,...... 20,600,000 45,500,000
) ' . i Abp:
Ner ProriT CARRIED TO EARNED SURPLUS $ 132,743,159 $ 165,980,980 Excess of value assigned to 336,528 shares of the

capital stock of The Texas Company, declared ]
as a stock dividend, over par value thereof . . . —_ 11,105,424

*1a adaition, statecenid Federel. gasaliiiand ol taxes: weteipmd or accrubd ia CAPITAL SURPLUS AT END OF YEAR ... .......... $133,103,357 $133,103,357

- the amounts of, $186,159,305 during 1949, end $176,851,775 during '!‘9“3 _— i
" e *

L a !

- - : T - - ot
CON$OL]DATED BALANCE SHEET -~ DECEMBER 31, 1949 AND 1948 ) ki

it

ASSETS - ; ] LlABlLlTLES
11949 1948 ’

1949 1948

Current Assers: " CURRENT LiABILITIES:
$ 104,718,904 §$ 112,545,797 Notes and contracts payable, . 8,510,759 $ 6,081,730
" Accounts payable and accrued liabilities 90,655,486 96,953,262
U. S. Government short-term securities, at cost, 49,040,000 81,593,000 Provision:for Federal income, fuas (e 5.
Accounts and notes receivable, less reserve of ; Treasury obligations held for payment of taxes:
$850,000 90,868,884 92,240,762 1949—$25,000,000; 1948—$45,000,000) . .. .. 9,449,919 10,679,021
) Dividend payable January 3, 1950 and 1949. . .. 13,781,757 10,332,004

Total current liabilities $ 122,397,921 $ 124,046,017

Inventories—

Crude and refined oil products and merchan-
dise, at cost determined on the first-in, first-
out method, which in the aggregate was Lox¢-Term DEBT: )
lower than market 176,888,114 163,630,538 3% Debentures, due May 15, 1965 $ 60,000,000 $§ 60,000,000

Materials and supplies, at cost 22,070,163 31,192,771 2%% Debentures, due June 1, 1971. .. 80,000,000 80,000,000

Notes of The Texas Pipe Line Company payable
Total current assets $ 443,586,005 § 481,202,868 approximately $1,600,000 dnnually beginning

in 1951 with interest rates of 2.6% t0 2.9%. . . 38,333,333 22,100,000
Other long-term debt 1,795,444 2,108,610

Total long-term debt . $ 180,198,777 '$ 164,208,610
A%

RESERVES: .

INVESTMENTS AND Apvances (Note 1) $ 169,708,531- $ 158,911,691 Employes’ pension plan (Note 2) 5,901,918 $ 7,909,662
' ' Incentive compensation plan (Note 3) 1,892,648 —_—

Foreign exchange fluctuations 1,826,448 1,930,067

Contingencies 25,000,000 25,000,000

Total reserves . $ 34,621,014 § 34,839,729

CAPITAL STOCK AND SURPLUS:
Capital stock, par value $25—
“Producing $ 615,367,799 $ 566,610,908 . Authorized 20,000,000 shares in 1949 and

120,796,460 101,472,145 ’ 1‘1,‘41)00,300 shnre; in 191?797 i
. 88 and outstanding: % o shares (1n-
Manufactifing 376,190,338 . 326,905,077 cluding 5,308 shares in 1949 and 17,199

89,242,289 76,770,599 shares in 1948, respectively, issuable against

Marketin 171,384,561 157,096,679 scrip outstanding; and 10,000 shares held in
. ! ’ treasury in 1949) $ 344,940,600 $ 344,940,600

5,236,153 5013829 Capital surplus .. 133,103,357 133,103,357
$1,379,217,630  $1,234,529,247 Earned surplus 553,556,179 475,955,448
$1,031,600,136 = $ 953,999,405

ProperTies, PLANT AND EQUIPMENT—AT CosT:

Less — Reserves for -depreciation, amortization
and depletion . ' 637,159,375 611,519,445 Less— Capital ‘stock held in treasury, 10,000

Net properties, plant and equipment. ...$ 742,058,255 -$ 623,009,802 shares, at cost 615,262 s
D c ) - Total capital stock and surplus $1,030,984,874 $ 953,999,405
- DEPERRED CHARCES § 12,779,735 § - 13,969,400 Contingent Lraeivimes (Note 4) i

$1,368,132,586  $1,277,093,761 ? $1,368,132,586 $1,277,093,761

The foregoing bal sheet and are taken from the Annual Report, dated b/;hrqh 20, 1950, to stockholders of The Texas Company, and
should be read in conjunction with such report which contains the Notes to Consolidated Fi ial Stat and the certificate of Messrs. Arthur
Andersen & Co., Auditors, attached to the financial statements. A copy of the report to stockholders may be had upon application to the Company.
The said bal sheet, and report ‘are not intended to constitute an offer, solicitation of offer, rep ion, notice, adverti t, or any
form of a prospectus in respect of any security of The Texas Company. ) i
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~With-Kalman-& Co.” "
(Special to Tae FiNanciaL CHroNicLE)

ST. PAUL, MINN.—Clarence B.
Roberts has become. affiliated with
Kalman & Company, 136 Endicott
Arcade. ‘

Prospectus upon request from
your investment dealer, or from

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

established 1928

UAL VESTHENT fUD

E

“prospectus from
’ your investmen! dealer
or

PHILADELPHIA 2, PA.

Inquire about

Diversified

Investment

A Series of
New York
Stocks, Inc.

Prospectus and other descriptive
material available from your local

investment dealer, or from

HucH W, Loné Anp CoMPANY
INCORPORATED

48 Wall Street, New York 5

CHiCACO LOS ANGELES

v

Kejstone

Custo ian

Fllll'l(ls

Certificates of Participation in
INVESTMENT FUNDS
inveuting theit cupitul
IN

BONDS
(Series B1-B2-B3-B4)

PREFERRED STOCKS
(Serics K1-K2)

COMMON STOCKS
(Series S1-82-53-54)

Prospectus may be obained from

Tl‘le Ke)r:stoxle Company
of Boston

50 Congresl Slreet
Boston 9, Massachusetts
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Mutual Funds

By ROBERT R. RICH

Survey Shows Fiduciaries
Favor Trusts Strongly

Fiduciaries are overwhelmingly
in favor of a statute in their re-
spective states permitting pur-
chase of investment trust shares
by trustees, according to a
recently released nationwide sur-
vey of trust officers and lawyers
conducted by Scudder, Stevens &
Clark,

Of the 801 trust officers and
lawyers who responded to the
survey, 68% voted in favor of
such a statute in their states and
20% voted against it, while 12%
declined to answer.

Proportionately more lawyers
and trust officers replied “yes” in
legal-list states than in prudent-
man rule states.

The purpose of the survey was
two-fold: To determine from the
trustees themselves whether an
all high-grade common stock
fund, bearing the usual manage-
ment fee but available without a
sales “load,” would be useful in
meeting the investment problems
of small trusts, and to seek in-
formation for use in designing
such an investment vehicle to
make it of greatest value to fidu-

_ ciaries,

Report of Survey Findings

Scudder, Stevens & Clark, in
recapitulating the seven-page Re-
port of Findings of their survey,
stated that:

Fiduciaries, both individual and
corporate, are interested in the
Investment fund principle and in
the use of investment company
shares,especially for diversifying
the common stock portion of small
trusts. " - '

Many corporate trustees who
are operating without the benefit
of a common trust fund, and many
individual trustees with limited
investment research facilities, feel
a need for this type of investment
vehicle.

Investment shares would be

more widely used in trust admin-

istration by fiduciaries, if they
were so authorized by statute or
by a sufficient weight of clear
judicial precedent, or by language
in the will or trust instrument;
but that a substantial and perhaps
increasing number of trustees are
using investment shares in trusts
of modest size  without these per-
missive provisions,

A trend is evidenced toward
wider acceptance of common
stocks and of investment trust
shares by fiduciaries accompany-
ing, if not accelerating, a trend to
more favorable legislative and ju-
dicial attitudes regarding - their
use.

Elimination of the sales “load”
or acquisition cost factor in the
purchase of investment trust

*shares would remove what many

fiduciaries felt to be a major de-
terrent to the use of such shares
in trust administration and to
recommending them for use by
their clients.

Sales Load Most Objectionable

Although 48% of the 420 law-
yers and 17% of the 381 trust
officers listed no objection or
deterrent to investment trust
shares, the remaining two-thirds
of the fiduciaries listed deterrents
in answer to the question, “If you
do not use investment trust shares
in trust administration, will you
tell us why.”

Named in order of importance,
according to the total number of
times individually mentioned, the
deterrents to the wuse of such
shares were the sales load, man-

-agement fees, ‘delegation of au-

thority, - indifference to such
shares and lack of familiarity.
In answer to the question,

“When you or your clients re-
ceive investment trust shares in
the assets of an estate or trust,
do you in general hold or sell
them?”, replies .indicated that
more than one-half would hold,
one-fifth would sell; the remain-
der were indeterminate or had no
policy.

Asked to state their preference
for an all high-grade common
stock fund or a balanced fund, the
fiduciaries favored a balanced
fund in the ratio of 5-to-4.

Two Trust Officers’ Observations

To supplement and support the
summary of findings, the Survey
thought that the observations of
two trust officers seemed appro-
priate,

These men operate in different
parts of the country and under
sharply contrasting conditions of
investment. One is from the head
of a small trust department in a
Southern state, where he operates
under the restrictive provisions of
a legal-list. He said, “The main
reason we do not use investment
shares to any appreciable extent
is due to lack of local, judicial
and public acceptance. It is just
a matter of a little more time and
a little more experience and edu-
cation. The prudent-man rule
must first be accepted for a trust
investment medium here.”

The other man is an officer in
a trust department in a Mid-
western state, where he has per-
missive statute in the use of in-
vestment company shares. He
writes, “As you can see, we think
very well of the use of investment
trust shares in small trusts where
they {it the circumstances and the
investment  instructions. This
feeling is based both upon our
notion as to the general considera-
tions .involved, and the results
which trusts of ours have expe-
rienced through the actual use of
investment trust shares.

“To us, it has seemed increas-
ingly clear that this method of
owning common stocks 'is not
only legitimate for small trusts,
like small individual investors,
but so essential that a wide in-
crease in its use is inevitable.”

The Survey, made in the clos-
ing weeks of 1949, and which
findings wereireleased only pres-
ently, is regarded as of some im-
portance to the Mutual Funds
Industry today. Much discussion
concerning the acceptability of
investment trust shares by fiduci-
aries 'has lacked the: statistical
basis which this worthwhile Sur-
vey contributes, '

SEC Issues Annual Report

The Securities and Exchange
Commission in its Annual Report
for 1949 (with a green cover)
stated that of the 358 investment
companies registered at June 30,
1949, 140 were management open-
end trusts. Total assets of the 358
companies totaled $3,700,000,000.

During the past five years, 185
registered management .open-end
and management closed-end in-
vestment companies reported sales
to the public of approximately
$1,560,000 of their securities, and
redemptions and retirements of
approximately $800,000,000, leav-
ing a net investment in such com-
panies over the period by the pub-
lic of approximately $700,000,000.

Discusses Sales Literature

Commenting upon sales litera-
ture and its regulation under the
‘Investment Company Act of 1940,
the SEC noted that “During the
last. five years increasing use was
made in such literature of charts

and schedules purporting te depict || -

the performance records of open-

end companies. Many of these de- -

pictions appeared to be misleading

and inaccurate in material aspects.

.Accordingly, during the 1949 fiscal

year, the Commission in. a public

-release commented upon aspects

in which it deemed these charts
and schedules to be misleading.
As a result of this release, repre-
sentatives of the Commission’s
staff and of the National Associa-
tion of Securities Dealers and the
National Association of Invest-
ment Companies held a series of
conferences in which a more uni-
form and accurate method of por-
traying the performance of invest-
ment companies was evolved to
serve as a guide to the industry in
general. In an attempt to remove
misleading comparisons from sell-
ing literature, conferences are now
in progress in respect of charts
and graphs purporting to compare
the performance of investment
companies with that of well-
known stock market averages.”

Canadian Fund to Sell

Subject to ratification by share-
holders at a Special General Meet-
ing to be held on April 3, 1950,
an agreement has been entered
into with Corporate Investors
Limited, Toronto, whereby it will
purchase all assets of Canadian
Investors Corp., Limited, and will
offer to shareholders of Canadian
Investors residing in Canada (ex-
cept Newfoundland) the privilege
of reinvesting the proceeds of
their shares in Class “A” shares
of Corporate Investors, without

‘surcharge.
Shareholders in Canada accord-.

ingly will have the option of sur-
rendering their shares for cash at
the net asset value or of reinvest-
ing in full shares of Corporate
Investors Limited stock at their
liquidating value.

Shareholders residing in New-
foundland or outside Canada will
be entitled to receive only cash
upon surrender of their shares.

George Putnam Fund
Trustees Reelected

At the recent annual meeting of
The Fund, the following were re-
elected to serve as trustees for the
coming year: George Putnam,
Charles M. Werly, Richard Os-
born, Louis J. Hunter, and Stanley
F. Teele.

George Putnam, Chairman of

the board, in commenting on'the

‘trustees” outlook for the immedi- -

ate- future .made the following
comment in part: “As-long as we
have a government which—even
in the prosperous year of 1949—
spends more than it receives in
taxes, the danger of serious infla~
tion remains acute. Interest rates
are not likely to return soon to
the more generous levels of a few
years ago.”

Currently The Putnam Fund has
slightly less than 60% of its assets
in common' stocks.

Halsey Stuart Group
Offers Jamaica Waler
Supply 2759/, Bonds

Halsey Stuart & Co. is offering
$7,995,000 Jamaica Water Supply

* Co. first mortgage 27% % bonds,

Series C, due March 1, 1975, at
102.25% and accrued interest. The
bonds were awarded at competi-
tive sales (Monday) on a bid of
101.629%.

Proceeds from the sale of the
bonds will be applied in part to
the redemption of the company’s
presently outstanding $5,745,000
principal amount of First Mort-
gage 3% % Bonds, Series A, and
$1,250,000° principal amount of
First Mortgage 3, % Bonds, Series
B. The remainder will be ap-
plied . to the payment of bank
loans, to the defraying of refund-
ing costs, and for gross additions
to utility plant.

Regular redemption prices
range from 105.25% to 100.21%.
Special redemption prices are
scaled from 102.25% to 100.12%.

Jamaica Water Supply Co., in-
corporated in 1887, is an operating .
public- utility, owning and oper=-
ating a water supply system in an
area of approximately 40 square
miles in the Borough of Queens
and in part of the Towns of
Hempstead and North Hempstead
in Nassau County, New York. The
business consists of the produc-
tion, purification, distribution and
sale of water for domestic, indus=
trial, public and irrigation uses,
and for fire protection. The popu~
lation served by the company 1s
estimated to be in excess of 46G0,~

000.

American Business

THE LORD-ABBETT
INVESTMENT  COMPANIES

New York =

Prospectus upon request

Lorp, ABBETT & Co.

Chicago = =

Shares, Inc.

Atlanta == Los Angeles

A Diversified Investment Company

Prospectus may be obtained from your local
investment dealer or The Parker Corporation,
200 Berkeley St., Boston 16, Mass.
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LANE-WELLS COMPANY

SUMMARY OF ANNUAL REPORT FOR

SETTING a new record, consolidated gross income for
1949 was $15,990,908, an increase of nearly 17%

~ over the $13,687,230 reported for 1948.

Consolidated net income for 1949 amounted to
$2,273,910, or approximately $6.32 per share. This
compares with $2,414,330, or $6.71 per share earned
in 1949. The slightly lower rate of net earnings re-
flects the added costs of Koneshot operations, the
greater expense of doing business in Venezuela and
higher wage levels and costs of materials in this
country. -

In January, 1949, Petro-Tech Service Co., Lane-
Wells affiliate in Venezuela, acquired the assets and
business of Venezuelan Qilfield Service, C. A., which
had been operating an oilfield service ‘in Eastern
Venezuela, On December 31, 1949, Petro-Tech ac-
quired all of the assets, property, and license rights
previously owned and employed by Seismograph
Service Corporation of Delaware in its well logging
and jet perforating business in Venezuela. This ac-
quisition should result in<an appreciable increase in
Petro-Tech’s Venezuelan perforating business and
also enable it to meet the increased demand of the
Venezuelan oil industry for radioactivity well logging
SCIVICCS

To serve the rapidly expanding oil industry in "

Western Canada, a wholly owned subsidiary, Lane-
Wells Canadian Company, was incorporated in July,
1949, with headquarters and operating base in
Edmonton, Alberta, and a sales office in Calgary,
Alberta,

-l

1949

Net investment in property, plant and equipment
at the end of the year was $7,437,182, an increase
of $1,529,804. Of this latter amount, net additions
to buildings and lease improvements were $789,439,
and there was an increase of $616,445 in the net
investment in field service trucks and other auto-
motive equipment,

New field stations were opened during 1949 in
Harvey, Louisiana; Jacksboro and Colorado City,
Texas; and Elk City, Lindsay, and Fairview, Okla-
homa; and the Santa Maria, California station was
closed. Lane-Wells is now operating 62 service and
sales stations, including 53 in this country, 7 in
Venezuela, and 2 in Canada.

During 1949, Petro-Tech Service Co, erected new

buildings in Anaco, Jusepin, El Tigre and Las Moro-
chas, Venezuela; and new buildings were erected for
the Canadian subsidiary in Edmonton, Albetta. New
Pacific Coast Division buildings were completed in
Patamount, California, as well as the new truck
assembly building and additions to the main shops
and offices in Los Angeles. New buildings or addi-
tions to present facilities were also provided in

Bakersfield, California; Alice, Beaumont, Cisco,

Longview, Odessa, Pampa, Vjictoria and Wichita

Falls, Texas; Hobbs, New Mexico; Oklahoma City,

Oklahoma; Great Bend, Kansas; and Cody, Wyo. :
~Four quarterly dividends were paid in 1949 total-
ing $2.00 per share. Lane-Wells had 2353 stock-
holdets of record at the end of the year. Company’s
capital stock is listed on the New York Stock Ex-
change and the Los® Angeles Stock Exchange.

§

ASSETS

Cash and advances for working fund. $ '1,015,901.24

Accounts and notes receivable ‘(Less
$125,694. 19 reserve . for doubtful

accaunt:)
Inventories
Property, plant and equ:pment (Le::
$3,649,463.68 reserve for depre-
ciation) i a 7,437,181.92
~ Patents and other mtanglbles . 156,522.06
Deferred charges " 389,265.98

$12,075,716.18

1,900,383.25
1,176,461.73

LANE-WELLS COMPANY

(and subsidiary companies)
CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 1949 '/

‘Accounts payable and other accruals § 679,365.28

LIABILITIES

225,000.00

1,359,300.00
2,050,000.00
158,127.89

Note payments due within one year .

Federal and foreign income taxes
estimated ., ., . . .

Long term debt . .

Minority interest in subsndlary .

Capital stock — Awuthorized 500,000
shares, par value $1, issued and
outstanding 360,000 Jbare.r ¢ & 360,990.00

Capital surplus . . . . .. 1,607,714.00 ,

Earned surplus . . . __5,636,209.01

$12,075,716.18

A copy of the Annual Report will be sent on Reque;t

LANE-WELLS COMPANY

Perforating « Radioactivity Well Logging « Electrologging
- Packers « Bridging Plugs

GENERAL OFFICES AND PLANT e 5610 SO. SOTO ST. e LOS ANGELES 28
53 Branches in Principal Oil Fields of the United States.

Petro-Tech Service Co., a subsidiary, 7 branches in Venezuela.
Lane-Wells Canadian Co., a subsidiary, 2 branches in Canada.
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Texas Utilities Gom.
Stock Marketed hy
First Boston Group

An underwriting group headed
by The First Boston Corp.; Blyth
& Co., Inc.; First Southwest Co.;
Rauscher, Pierce & Co., Inc., and
Dallas Union Trust Co. on March 22
made public offering of 400,000
shares of Texas Utilities Co. com-
mon stock at $25 per share, The
stock was awarded to the group
at competitive sale,

Proceeds of the sale will be
added to treasury funds from
which the company will repay
$1,200,000 of bank borrowings and
purchase additional shares of
common stocks of its subsidiary
operating companies approximate-
ly as follows: $3,000,000 for Dallas
Power & Light Co. shares; $2,-
000,000 for Texas Electric Service
Co. shares and $1,500.000 - for
Texas Power & Light Co. shares.

The above subsidiaries gen-
erate, distribute and :sell elec-
tricity in an area covering ap-
proximately 72,650 square miles
in the northern, eastern and west-
ern parts of Texas. The area
served has a population of around
2,250,000. Operating revenues of
the subsidiaries for the year end-
ed Dec. 31, 1949 were $60,155,466.
Net equity of Texas Utilities Co.
in the income of subsidiaries for
the year was $10,084,191.

Giving effect to the sale of the
400,000 shares, Texas Utilities
Co. will have outstanding 4,800,-

. 000 shares of common stock. The
company has no other securities
outstanding,

In 1949 the company paid divi-
dends amounting to $1.15  per
share on the common stock. On
Feb. 17, 1950 the company de-
clared a dividend of 32 cents per
share payable on April 1, 1950 to
holders of record on Feb. 28, 1950.

George M. Vivian Opens
Own Office in Duluth

(Special to THE FINANCIAL CHRONICLE)

DULUTH, MINN, — George M.

Vivian has opened offices in the
Torrey Building to engage in a
securities business. He was form=-
erly with Thomson & McKinnon.
In the past he was an officer of
Martin, Vivian Co. of Duluth,

Mutual Fund Mart

(Special to THE FINANCIAL CHRONICLE)
Stanley R. Bodine has formed
Mutual Fund Mart with offices at
50 Church Street, New York City,
to engage in a securities business.

U. S.
TREASURY
*x Kk ok

BILLS
CERTIFICATES

AUBREY G. LANSTON
& Co.

INCORPORATED
15 Broad St., New York 5, N. Y.

Our Reporter on Governments

By JOHN T. CHIPPENDALE, JR.

Despite the uncertainties that go along with Federal’s con-
tinued liquidation of Treasuries (undoubtedly to keep yields within
desired limits), there is a sizable demand for specific issues in both
the eligibles and tap obligations. Selective buying, a good part of
which is being done through switches is not having an unfavorable
influence upon the 2¥%s due 1959/62. These bonds appear to have
attraction now for many non-bank investors, because of the near-
term eligibility feature and because of the sharp price decline
which they have experienced. While the 214s of June and Decem-
ber 1967/72 have given ground under Federal’s selling, they have
nonetheless been well bought by pension funds and savings insti-
tutions. The 2%s of 1962/67 and 1963,/68 are also being acquired
in fairly sizable amounts by various investors.

In the bank obligations the longest taxable issue continues
to be in demand and is well taken by all deposit institutions.
Specialized buying is being done in the 234s due 1960/65, with
a couple of large swaps being reported into this issue. The
1956 eligibles and the new 1149, note also are moving into
strong hands,

MARKET CONFUSED

The government market seems to be pretty well confused, be-
cause very few if any understand exactly what the monetary
authorities are aiming at by keeping the pressure on the ineligible
obligations, particularly the victory bonds. Prices of the tap issues,
especially the longest maturities, continue to give ground because
of selling by Federal which at times has not been too substantial.

Nonetheless, there has been no let-up in the offerings by
Federal which means ineligible securities are always available
when buyers are looking for restricted issues. About all that -
can be done, it seems, is to try and guess what the powers that
be might have in mind in pushing down prices of the ineligible
bonds. N,

NEW ISSUE OF RESTRICTEDS IN OFFING?

The feeling that a new issue of restricted bonds is in the mak-
ing for the immediate future does not appear to have many follow-

ers now. This, despite the fact that the pressure to lower prices"

of outstanding obligations could be for the purpose of preparing
the market for just such an offering. On the other hand, since
certain non-bank investors have been rather consistent sellers of
the tap issues for a considerable period, this does not in the opinion
of some money market followers, give the market the kind of psy-
chological attitude that is usually developed for a new issue of
securities. Also it has generally heen the policy of the monetary
authorities to offer securities that fit in with the needs and de-
mands of investors. They know that nothing succeeds like success
and this applies even to new issues of Treasury obligations,
Nevertheless, the powers that be like to spring surprises
on the government market when it comes to new issues, but
where would the surprise be if a longer-term tap issue were
used to finance the deficit? The market would not be amazed
or astonished if a 25- or 30-year 2149, were offered at 100,
after all the preparation that has been undertaken to get prices
in line for such an obligation. The surprise factor will prob-
ably still be kept in the picture by the authorities, and this
may be done by not offering restricted issues at this time to
finance the deficit,

WHY FEDERAL PRESSURE ON THE TAPS?

If a new issue of tap bonds is not in the immediate offing, why
the continued selling of these securities by Federal to increase the
yields of these securities? Some hold the belief the monetary
authorities for a time want yields to increase slightly so as to take
some of the buying pressure off 6ther securities which is being
done in.order to improve income. ‘ This could have some effect as
far as fixed-income securities are concerned but it would probably
not have too much influence upon equities unless yields of Treas-
uries went much higher. How far yields of long tap issues may
rise is anyone’s guess, but quite a few in the financial district be-
lieve the top is not far from current levels, if not already there now.

One of the reasons given by some for the liquidation of
the tap issues by Federal, is to put the Central Banks in a
better position to take on long bonds in the future, when, as
and if the occasion should rise. On the other hand, the opinion
is net without considerable support that higher long-term
yields for the tap issues are being carried out by the authori-
ties, in order to bring these yields more in line with the short-
term rate. Also the fact that some of the eligibles are being
sold and the proceeds are being used to buy the victory bonds .
and the 21s, is not exactly distasteful to the monetary authori-
ties. It is indicated the Central Banks are not supposed to
have too many of the bank issues-which could. be used to keep
prices or -yields of the latter obligations in line.

BEST ACTING ELIGIBLES

. The 2%s due Sept. 15, 1967/72 and the 23%s of 1960/65 have
been the best acting issues in the eligible list. Although a few

more of these bonds have-been coming into the market, there has

been no let-up in demand which has kept prices of ‘these securities
firm to buoyant. Both the large and small commercial banks are
buyers of the 2Ys of 1956/59 with the former institutions the
main purchasers of the 11%s,

Vance, Sanders Adds King Merritt Adds

(Special to THE FINANCIAL CHRONICLE) (Special to THE FINANCIAL CHRONICLE)

Why Should Such a
Statement Be Necessary?

“Individual information collected under the sev-
enteenth decennial census will not be used for
purposes of taxation, investigation, or regulation, or
in connection with military or jury service, the
compulsion of school attendance, the

. regulation of immigration or with .
the enforcement of any  naticnal,
state, or local law or ordinance.

“There need be no fear that dis-
closure will be made regarding any
individual person or his affairs. For
the due protection of the rights and
interests of the persons furnishing
information, every employee of the §

Census Bureau is prohibited, under - §
heavy penalty, from disclosing any -
information which may come to his

knowledge by reason of his employ-

ment.

President Truman

“Life and liberty in a free democracy entail a
variety of cooperative actions for the common good.
The prompt, complete, and accurate answering of
all official inquiries made by census officials should
be regarded as one of the requirements of good citi-
zenship and an exercise in fundamental democ-
racy.”—President Harry S. Truman.

It is a sad commentary upon the state of things
that the President finds it necessary to make such a

statement as this.

It would not be necessary had not the Govern-
ment during the past decade or two developed pry-
ing eyes, and if it had always been on the up and up
‘with individual citizens who were compelled to di-
vulge personal information.

Continued from page 29
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'EmploymenléTrénds in 1950

for goods, services and housing.
In fact, more goods and services
were bought in 1949 by American
consumers than ever before in
our history. In addition more
dwelling units were placed under
construction in 1949 than even in
the best years of the boom-time
20s. So far in 1950, the same
condition holds true.

In effect, then, there has been
no “buyers’ strike,” but the very
reverse. Then, you may well ask,
why did -employment drop and
unemployment rise in the face of
this  unprecedented volume of
sales?

In non-technical language,
much of the answer lies in the
fact’ that inventories were being
cut. In late 1948, non-farm busi-
ness inventories were being built
up at a rate rapid enough to ac-
count - for the employment of
roughly 1% million factory work-
ers. But in the next six to nine
months, business reversed this
process and sharply liquidated its
stocks of goods. Sales were made
out of -inventory rather than out
of new production. In other
words, a - substantial share of
1948’s peak output was not sold
to consumers but instead went
onto business shelves. In 1949, the
reverse . happened, and 1949’s
record sales were made out of
1948’s record output.

With sales, exceeding- produc-
tion, inventories in 'many.indus-
tries eventually fell to a.level at

which -increased output became -

imperative. Consequently, by the
year’s end, inventory liquidation
was being-replaced by -inventory
rebuilding.

Strong "Poﬁnts in‘ Our Economy

This analysis points up the
strong -points in our economy. It
shows ‘that consumers are still

able and willing to buy, especially

ago. In fact, if consumer demand
continues at 1949’s levels, output
and employment this year wiil
have to exceed the 1949 levels.

It is possible to enumerate
many other strong points as well.
For instance, the construction in-
dustry will probably equal its
1949 accomplishments, when
physical volume was as high as in
any peacetime year since the
mid-'20s. The ‘strength in this
industry is not due to government
planning or make-work projects;
rather it results from the great
strides our people are making,
both in population growth and in
standards of living. The activity
of the construction industry is
supporting many other parts of
the economy as well. i

Other strong points today are
the continued high levels of in-
comes, and the many government
programs which bolster confi-
dence in the economy, such as
guarantees of bank deposits and
mortgages.

But there are also difficulties
and problems which cannot be
overlooked.

One problem has to do with our
distressed areas. Our economy has
made great strides in the two
decades since 1929, yet many
areas have actually lost ground
over this period, because their
major industries have declined.
Among these districts are many
mining areas . and also textile
centers in New England. ‘

Depressed Areas

While the ‘causes of their dif-: fi
ficulties are easy enough to dis-; |

cover, the solutions are far from

obvious. In the meantime they

already constitute a serious prob-
lem. For instance, there are at
present 39 labor market and eco-
nomic areas- which the Depart-

i

i

Telephone WHitehall 3-1200
7 Teletype N. Y. 1-3690

BOSTON, MASS.—Stuart- E. LOS ANGELES, CALIF.—Her- : :
Cornell has become affiliated with bert C. Hansen has been added to it business goes after the busme.ss.
Vance, Sanders & Co., 111 Devon- the staff of King Merritt & Co., It also shows that our inventories

shire Street. Chamber of Commerce Building. are lower than they were a year

ment of Labor classifies as “E”
areas, that is having at least one’
out of every eight workers un-.
employed. Of these depressed

/
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areas, 15 are predominantly textile
cities, and are located largely:in
New England. Another nine are
mainly .coal-mining areas located
-in’; ‘Pennsylvania, - Illinois,
Indiana. : - .

We: ‘had ' virtually .forgotten
about these areas during the war
anid the boom years following. But
it ‘took .only a-minor setback to
strip “off" their veneer of pros-
perity and to reveal them as ma-
jor problems. .

Now that is one type of problem
with-which we are faced. It is a
long-term one, but it. will become
increasingly - important as ‘we
swing from a boom economy to
a more normal pace.

There are-other problems too.
Problems are always eropping up

in an economy of change and im-. *

provement.' One is that a.drop in
.exports -appears. to be unavoid-
able. Another ‘isthat ‘capital ex-
penditures for plant and “equip-

ment appear to have passed their"

peak. A thir@ unfavorable possi-
bility is that farm income 'may
decline significantly in 1950. In
addition, it is apparent ‘that the
postwar - readjustments have not
yet caught up with all of our
industries, particularly automo-
biles and higher-priced housing.

Most of today’s doubts about
the economy can be combined
into the question which I asked
at the beginning of this talk: Have
we reached, temporarily or per-

manently, a ceiling to our econ-

omy?

The conclusion which I'present
to you today is basically optimis-
tic, though it does not ignore the
potential pitfalls. The weaknesses
in'the present situation cannot be
overlooked, but those now on the
horizon are not important enough
to upset the rest of the economy,
especially when they are stacked
up against our real and significant
strengths. Consumers and busi-
nessmen still have large unsat-
isfied needs, and they have
abundant purchasing power to fill
those needs. Government supports

- are-operating to prevent any col-

lapse of farmers’ income. Specu-
lation and private debt are both
relatively small,
easy—all in sharp contrast to the
conditions which prevailed in
1929. In addition, there can be
cited such facts as the McGraw-
Hill statement that expected busi-
ness outlays are very much below
actual need. At the least, there-
fore, cautious optimism seems to
be. perfectly justifiable. The ex-
pansion which has marked our
economy from its earliest days has
by no means come to an end.
.- Our population is expanding at
a rapid rate. In the last four
years, the population grew by 8
million. This means more needs
for more things. Our labor force
is expanding steadily. This means
more hands are seeking work.
Our know-how and our efficiency
are also expanding from year to
year. There were twice as many
young men and women graduating
from college in 1949 than in pre-
war . years.- Our: standards, our
goals, and our world-responsibili-
ties are'all increasing.: There are
huge markets waitjng to be de-
veloped, not only in neglected
corners on the other side of the
earth, but in virtually every city
and county in our own country.
Needs are far above the present
output of our factories, and these
needs are growing.

We have the capacity, we have
the skilled manpower, we have
the markets. In addition, we still
havye the vision to plan ahead and
the willingness to work together.
We may justifiably have confi-
dence therefore that our economy
will continue to be stable, not in
the sense of stagnation, but in the ,
sense of expansion and progress.

pitized for FRASER
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- High Level of Home Construction Maintained

,f .. Survey of National Association of Real Estate Boards reveals

New: homes constructed in 1950
will at least equal the 1949 mark
in 83% of the 470 cities reporting
to the -National Association of

" Real Estate Boards in its 50th real
estate market survey.

In one-third of the cities pro-
duction of new dwellings will ex~
ceed last year’s total, the report-
ing. real ‘estate boards predicted.
Construction of dwelling units

<1949 record equalled this year in 839 of cities reporting.

throughout . the country estab-
lished ‘an all-time record in 1949.

New dwellings produced so they
can be sold under $8,000 have be-
come a significant portion of na-
tional housing construction —
roughly one-half of it. Increas-
ing volume of “middle income” or
lower-priced dwellings and ' im-
provement in mortgage money
supply for home buyers are pow-

erful forces that are steadily and
rapidly normalizing the nation’s
housing supply. ‘

Despite the fear of continued
control, which real estate boards
throughout the nation said was
the major deterrent to even
greater rental building and in-
vestment, rental production in
1949 made up 23% of new hous-
ing construction, the largest pro-
portion in the nation’s history.
And rental construction for 1950
is expected to be as great, prob-
ably slightly more, according to
the NAREB survey,

Max Nierman & Co.

(8pecial to THE FINANCIAL CHRONICLE)

CHICAGO, ILL.—Max Nierman
and Pnilip A. Rashman have
formed Max Neirman & Co. with

offices at 141 West Jackson Boule-
vard tc engage in a securities
business.

Mutual Shares Corp.

Mutual Shares Corp. has been
formed with offices at 76 Beaver
Street, New York City, to engage
in a securities business.

Investments:

Other Bonds

90 days due)
Accrued Interest

Capital
Surplus

Cash in Banks and Office .

United States Govern-
ment Bonds . .., .

Other Admitted Assets .
Total Admitted Assets . . , , .

Reserve for Claims and Claim Expenses .
Reserve for Unearned Premiums . . . ,

Reserve for Commissions, Taxes and
Other Liabilities . .
Voluntary Reserve .

Surplus to Policyholders
Total. . . ., .

5

GENERAL REINSURANCE GROUP

Largest American multiple line market
dealing exclusively in Reinsurance

GENERAL REINSURANCE
CORPORATION

Financial Statement, December 31, 1949

ASSETS
« e e ee o $3,316,346.98

R &

$20,681,044.63
12,169,003.53

v LI

¢ North Star Reinsurance
Corporation Stock .
Other Preferred Stocks -~ 1,039,680.00
Other Common Stocks

6,131,727.31

8,662,840.53
48,684,296.00

1,357,076.61
175,972.19
Do lve e gee 2340174
. $53,557,093.55

Premiums in course of collection (not over

LIABILITIES

$24,540,269.55
7,604,648.44

3,188,036.36
. . $ 3,224,139.20
5,000,000.00

18,224,139.20

. . $53,557,093.55

[}

ASSETS

Cash in Banks and Office ;‘;’*. oo
Investments: b

United States Govern-
ment Bonds . .

" Other Bonds. , . . .
Preferred Stocks . , .
Common Stocks . ., ,
Mortgage Loan. . . .

(not over 90 days due) . ., . .
Accrued Interest oW W W 8w
Other Admitted Assets . . , , , .

Total Admitted Assets , , . .

LIABILITIES

Reserve for Uncarned Premiums . .

Other Liabilities . , .
Capital . . . . . ...

Total: s 5 5.5 5.0 4 s0 oo
: L4

NORTH STAR REINSURANCE
CORPORATION

Financial Statement, December 31, 1949

. . $10,360,289.60
©6,297,320.71
560,600.00
1,038,243.36
17,010.00

Balances due from Ceding Companies

© Reserve for Claims and Claim Expenses

Reserve for Commissions, Taxes and

$1,300,000.00
4,858,399.30
Surplus to Policyholders . . ., . ,

. o $2,014,738.99

’ Py

18,273,472.67

1,157,632.35
74,651.77
46,398.38

- . $21,566,894.16

. $ 1,689,435.00
12,588,938.49

1,130,121.37

- . 6,158,399.30
. . $21,566,894.16

Bonds and stocks owned are valued in accordance with the
requirements of the New York State Insurance Depart-
ment. On the hasis of December 31, 1949 market quota-
tions for bonds and stocks owned (other than stocks of
affiliates), Total Admitted Assets would be increased to
$54,116,615.37 and Voluntary Reserve to $3,783,661.02.
Securities carried at $5,039,459.92 in the above statement
are deposited as required by law.

Casualty . '«  Fidelity

4 Surety

Bonds and stocks owned are valued in accordance with the
requirements of the New York State Insurance Depart-
ment. On the basis of December 31, 1949 market -quota-

* tions for bonds and stocks owned, Total Admitted Assets
would be increased to $21,735,159.93 and Surplus to
$5,026,665.07. Securities carried at $523,847.62 in the above
statement are deposited as required by law. °

Fire . Inland Marine

Ocean Marine

90 JOHN STREET, NEW YORK 7

b
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Securities Business Primer

few stocks and who buy and sell
those stocks for their own account,
although they frequently also act
as commission brokers for otner
members who have orders to ex-
ecute in those stocks.
group—odd-lot brokers—buy and
sell securities in less than the
standard 100-share trading unit.
Floor traders are those members
who trade solely for their own ac-
count. A fifth group — Allied
Members—are not really members
of the exchange but are the non-
scat owning partners in firms
which are members of the ex-
change, We will discuss the vari-
ous tunctions and roles that each
of these types of members play
when we come to study security
market operations.

We have spoken of a member
{firm and have noted that for a
firm to be a member of the New
York Stock Exchange at least one
of its partners must be a member
of, that is, hold a seat on, the
Exchange. The member firm may
bave many other partners and

these we have already described .

A third

as allied members of -the Ex-
change, They cannot, of course,
transact business directly on the
-exchange but do so through the
partner who ‘is' a member or
through some other member - of
the exchange. Allied members
generally devote their - efforts
toward dealing with the public
and administering the affairs of
the member firm.

All firms which are members of
the New York Stock Exchange
are partnerships, that is each and
every partner has unlimited re-
sponsibility. The New York Stock
Exchange also has stringent regu-
lations with respect to the opera-
tions and financial status of its
member firms and their partners,
all of which are primarily de-
signed to protect the investing
public. For example, a member
tfirm in addition to those require-
ments we have already discussed
must have a minimum amount of
capital, it must maintain a stated
ratio between its capital and the
amount of business it may trans-

- auditg by the Exchange:

Securities Salesman’s Corner

By JOHN DUTTON

The other day I had a talk with an investor friend of mine
who told me that just a few days before our conversation, he had a
visit from a securities man who wanted him to turn over his whole
account on what he called an advisory basis. ‘He told me he didn’t
do it and he told me why. But the real reason the sale’ wasn’t
made was not the reason my friend gave me, I'll tell you what he
said and then we’ll analyze it together.

Here is what happened. The salesman offered to give my
friend full consultation privileges, and-supervision of his account.
For this he wanted to sell him some unlisted securities from time

{0 time and make a profit thereon. In addition, he offered to han-.

dle all listed business-on a basis of regular commissions plus 50%
rmore added. . The investor who said no ‘to all this told me that he
told the salesman that he wouldn’t want to take his information

and then be placed in the position of being temptéd to buy or sell .
through someone else. He- also said:that when the salesman heard. :

that he had about 30% of his total funds in one company;:that he

wanted him to go to work immediately and start to dispose:of this

holding. )

The: real reason why this salesman did not get the account was
of course, no confidence; Bad énough when he went right to.work

Bammer and: tongs on his idea without proving to' his prospect that

Me was first'able to handle his-aecount properly; and second, that
We: was truly interested in his prospect’s welfare. It is almost un-

Believable-that ‘ salesmen  will 'go' out and try to close business

before they-have: prepared the-way. A’ man’s.money is a mighty

_ mmportant matter and not to be handled lightly. -~ You don’t make <
. ¥aoney so easily today — you can-also lose it mighty quick. . 'All .

you have to do is to make a few wrong moves.. Now let us look at.
the right way to make this sale. = . N

. (1) Make Contaet—Your prospect has an investment roblem.‘
¥ind it. Work on it. Discuss it intelligently, Start hjmptalking;;=

:Make inotes, $tre§s the confidential aspects of your ' discussion., -
Prove‘in this first interview that you are able to do the job by the -

way you obtain inforq:atlon, and your attitude toward his problem.:
Take it easy. Offer him an opportunity to do some thinking, Tell
him abit about what your firm does in building investment pro-
grams for others. Not too much. Tell him you want to study over
what you have talked about. Make an appointment if possible for.
further discussion when you will come back with some specific-
suggestions. ) 5 "

(2) Clarify—You have found his weak spots in the first call
zfe%tlll gggv ;hgné gg/ soon as he started to tell you he had 23 different.

n o 1In one company. Yo i

oy s Live The pany u showed him you were

You went back to your office and you did some work. You laid

out some weaknesses in his plan, You then showed him something’

mn-black and white.” You now are beginning to demonst
you ean perform a service. He is becoming ginterested. i

(3) Clincher—But you must have a place to mak
you suggest a correction of one point. P?ossibly you it?\rst:tgti.thsg
partial ;educt‘lon of the too heavy holding—you suggest a new in-
dustry in which he now has no representation. He is interested
. Ther: you offer him a service of watching his holdings constantly—'-
calling weaknesses to his attention—or making him up a review
ga{ver{ tliln:ie or six months and you tell
ou te] m you can take his investment burden off hi
—that you are there to consult at any time.'{ For %&smvitfpl?utlggf
ever, you must charge him adgee to compensate you for the eipense
fir:;x tadded work involved. -You then discuss the charges—you sell

matter the consideration which it warranted.:

him why this is necessary.’

act and it -is subject to frequent
@ :

Registered representatives  or
customers’ brokers are those em=-
ployees of member firms who by
and large -deal with the public;
providing information to tne in-
vestor and taking his orders to
‘buy or sell securities. The Stock
Exchange has equally stringent
regulations with respect to such
employees. They.- must success-
fully - pass .an -examination given
by the Exchange after they have
had at ledst six months of train-
ing. They may not engage in
any other activity without the ap-
proval of the exchange. They are
not permitted to make any guar-
antees to their customers nor may
they share in the profits and
losses of their customers.

Listing Requiremen's

So much for membership in the
New York Stock Exchange. We
will now examine what require-
ments a company must meet in
order to have its securities listed
on the Exchange. In the first
place, a company must be a going
concern with substantial assets or
demonstrated earning power or
both. Particular emphasis is
placed by the Exchange upon the
degree of national interest in the
company, its standing in its field,

| the character of the market for its

products, its relative stability and
position in its industry and
whether its securities are suffi-
ciently widely distributed to offer
assurance that an adequate mar-
ket for these securities exists. In
addition to the payment of listing
fees, a company must file a report
with the Exchange describing its
activities, its officers, its financial
status, and the distribution of its
securities.. A company must also
agree to provide its security
holders with reports on its oper-
ations at least semi-annually.:

. At this point_I think it impor-
tant that we understand ‘clearly
that simply because a security is
listed on the New: York. Stock
Exchange or any other exchange,
this doeés not mean that the ex-
change has put its stamp of 'ap-

.proval on it as a’sound’invest-

ment or that the security is neces-

sarily ‘of* investment. quality: It is

simply an- indieation’ that in: the
opinion of the ‘exchange there-is
sufficient’ publie -ihterest in - the

security to warrant its trading-on °
the exchange. From.the. point:of"

view of the investing: public, the
listing ‘of .a security. on-an- ex=
change has this-advantage; name-

“ly: it provides a .greater market-

ability .and: assures -that certain-
basicinformationismadeavailable.
From 'a company’s. standpoint,

‘considerable prestige is gained 4nd

there is a greater -opportunity to

“raise: additional. capital if needed

through - the sale - of - additional

' securities.

t All security -exchanges:are sub-

_ject to Federal supervision. Under

the Securities & Exchange Act of
1934 ‘it is unlawful to effect any
transaction on an exchange un-
less - the- exchange is registered
with the Securities and Exchange
Commission. ‘

' As we have previously noted; in
addition to exchanges, securities
are also- traded in the over-the~
counter market. The over-the-
counter market does not operate
through any . central clearing
house or market place such as an
exchange but is made:- up  of
dealers who within and between
offices establish a market for se-
curities by individual negotiations.

.For example; assuming that a cus-

tomer - wished to purchase 100

shares of the XYZ company whieh-
.is not. listed on .any security ex-
. change, he would. go to a dealer

would :purchase . those shares -at

dictating that certain securities be

the best price available, acting listed while the greater mimberare: ‘

either -as a broker and charging
his customer . a .commission, or
first purchasing the shares as a
principal and-then reselling the
shares to his customer at a some-
what_higher price.

Dealers are said to maintain a
market for a security when they
stand ready to either purchase or
sell shares of that security at spe~
cific prices. For example, a
dealer who maintains a market
in the security of the ABC com-
pany might quote a market of 53-
54, In this way he announces
that he is ready to buy shares at
53 and will sell shares at 54 with-
out knowing in advance whether
he may be called upon to purchase
or sell such shares. :

The market for an over-the-
counter security is thus made up
by the combined quotations of
all the dealers who are interested
in trading that security. As a
rule, competition among dealers
will keep prices near a uniform
level in every issue and the spread
between the price at which a cus-
tomer may sell a security and that
which he must pay to purchase
the security will be within rea-
sonable limits. -

Since the purchases and sales of
an over-the-counter security are
not concentrated on any one ex-
change but are separate transac-
actions of individual dealers who
are located all over the country,
there is no way for all transac-
tions in that security to be record-
ed as is true of a listed security.
However, approximate prices for
over-the-counter securities may
be obtained by referring to the
National Quotation Bureau sheets,
which- report the bid and ask
prices ‘which security dealers all
over the country submit each day
to the Bureau for those securities
in which they are interested.. In
this quotation sheet, for example,
we: might see- several firms bid-

-ding for Abitibi Paper Co. at: ap-

proximately $20.75 and several of-
fering' the: stock. for:sale at $21.
These prices are not firm since
they represent.the bids and asks
for the previous day, but through
these quotation sheets a dealer
can determine what other dealers
are interested in.the security :and:

‘atapproximately: .what. price: the
‘security may:be purchased or sold:

-Generally speaking,. you will
find- that a-dealer does not ordi-
narily handle each and every se-

‘curity but tends: to specialize ‘in,

the:-securities of ‘some particular:
field:' For example, some dealers.
specialize: in: municipal bonds or
United ‘States Government bonds;

.others may specialize in securities:
of banks and trust companies; ‘still

‘others will specialize in railroad
‘sécurities. In part, this is the: re-
sult’ of the tremendous number of
securities traded over-the-counter.

While there ‘are only a few:

thousand different securities list-

-ed on the exchanges of the coun-

try, there are many hundreds of
thousands . of securities traded
over-the-counter. No one dealer

could be expected to know about*

or even follow the price fluctua-.
tions of such a vast number of.
different securities.

A second reason for specializa-
tion is that in identifying one or
more dealers as those principally
interested in one field of securi-
ties, other dealers can more read-

ily know .to whom to turn for:

executing the orders of their cus-
tomers and thus greater market-
ability is obtained. However,
while specialization is the rule,
most dealers will handle a cus-
tomer’s order in any security.
Even if the dealer does not. nor-
mally trade in that particular. se-
curity he will contact one of the

dealers specializing in the issue-

traded over-the-counter: We have

‘already seen that a listed security

enjoys greater marketability. .
However, if there is little public
interest in a security or if there -

.are only .a ‘relatively few shares

of. the security . available, this
consideration may not be impor-
tant. While  generally - speaking
the larger companies and the
more . important companies  will
be those whose securities are
listed on an exchange, you will
find that this rule does not always
apply. For example, the securities
of the Joilet & Chicago Railroad
are listed on the New York Stock
Exchange but the company owns
only 33 miles of road leased to
another railroad and aside from
its small rentals has no reported
income. Moreover, the slight
measure of public interest in the
security is shown by the fact that
there are only 15,000 shares of
the company’s stock outstanding
in the hands of only 54 ditferent
stockholders. On the other hand,
the securities of most banks and
insurance companies, with their
billions of dollars of assets, are
traded over-the-counter as are the
securities of such well known
companies as Loft Candy, or the
new Minute Maid Corp.

The Joliet & Chicago RR. ex-
ample used above is, of course,
not typical and such instances of
listed securities are usually a left-
over from the early days of the
Exchange. Before the securities
of a new or small company are
listed now, they are generally
traded over-the-counter during
the period when the company. is
growing and proving that it will
remain in business. They may
then be listed on one of.the small-
er exchanges or possibly on the
New York Curb Exchange. After:
Turther seasoning and upon the
evidence that there is widespread .
public interest in those-securities
they will “then - be listed- on the
New York' Stock Exchange, '

The: over-thé-counter market is
also subjeet to the supervision of |
the Securities and Exchange Com~ "
mission. - Dealers,” like ‘exchanges; -
must be registered with the Com-
mission, although’ such' registra--
tion ‘does not by any means indi-
cate the Commission has approved -
of -the ‘business operations of the
dealer. ; Regulation of ‘dealers and
their practices; in' fact, is effected =
through an organization known as *

the: National Association: .of “Se--

curities. Dealers: ~ ‘This: Associa-
tion .restricts” and disciplines its’
dealer members in much the same
way. that_an’ exchange operates
with respect to'its member firms.

We: have -previously - mentioned
the " Securities & : Exchange “Act
of 11934 and have' noted: that the ¢
Securities' and Exchange Commis-
sion- provides - for Federal super-
vision .of both . exchanges and
over-the-counter dealers. The Act
also prohibits security price ma-
nipulation,: the dissemination of
false - or -misleading. -information
and the unfair use of “inside in-
Tormation.” X

For example, a manipulator may
not stimulate trading ‘activity .in
a stock and make it appear in a

strong position to-deceive buyers - - §

who might .then become - suffi-
ciently interested to purchase the:
stock at an artificially high price.
Similarly, under the Act, it is un-
lawful to disseminate false or
misleading information which
might affect a security’s price—
either upward or downward—and
thus induce the purchase or sale of
such a security.

Restrictions on_“Insiders” -

Finally,- the Act requires- that
every person who directly.or in-
directly owns as much as 10% of

How any one could ever expect to sell sécurities with ild
“#ng confidence is beyond me. But-if you want to set y(?l;l:ss&llgp !

as an investment advisor you had better make sure- you are one.

. If s0, you won't think of anything else .but the problem before

t means first of all an understanding and appreciation of

gxglf;;r;?g im&)tnance of tlll{e other fellow’s financial welfare

u whatever you ask—once he think: )
, help him—not before: ' . A it kn?'yv howw
bitized for FRASER '

p:/[fraser.stlouisfed.org/

and execute the order through
such a dealer. A firm which is a
member of an exchange can and
does handle over-the-counter

any sécurity of a company or any
person who'is an officer-or direc-
tor of a company file a statement
of his holdings of the securities
of the' company. and keep such
statement up to date by filing
monthly .supplements:- showing
any change. Any profits made by

" who 'would determine the best
price at which those shares could
be purchased by contacting other
dealers like himself who might é =
.have.-customers - or - who--might transactions alse through its over-

themselves be willing to sell 100 thercounter department.

shares of the X¥Z company. Then,- - The. ‘question may well be

as we have previously -noted he asked what are the considerations
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such.an insider within a six-
month period, moreover, may be
regained by the company. for the -
- benefit of all its security holders.
Federal legislation to protect
the investor is also provided by
the Securities Act of 1933. Under
this Act, the issuer of a new se-
-curity issue must file with the
Securities and Exchange Com-
mission a registration statement,
and a prospectus containing the
pertinent facts in that registration
statement must be delivered to all
purchasers of the security. The
registration statement and pros-
pectus must contain pertinent
facts about the company and the
security being issued including
the following: (1) the purpose of
the issue; (2) the price at which
the issue is being offered to the
public and how much of this will
be retained by the company; (3)

not acting as an underwriter but
as a selling agent and his compen-
sation is not for the risk he as-
sumes but for the efforts and ex-
pense made in connection with
the security sales.

Generally a “best efforts basis”
distribution will be made when
the market is depressed and there
is considerable question as to
whether the new securities can be
sold. This type of distribution is
also used in connection with the
sale of a highly speculative se-
curity, for example, a new gold
mining company or a new “wild
cat” drilling operation.

Sometimes, a going concern
will issue néw securities and give
its present shareholders the right

to purchase those securities at a
favorable price relative to the go-
ing market. In this case, an in-

vestment banker will simply agree
to purchase at a stated price any
securities not taken up by the
company’s . present stockholders
thus assuring the company of the
sale of its securities.

. Thus, in the case of the recent
issue of 454,457 shares of common
stock by the Consumers Power
Co. which were offered to the
company’s steckholders at $34.25
per share on the basis of one new
share for each ten shares held, the
underwriters agreed to purchase
any unsubscribed shares at this
price for which they would re-
ceive a commission of 90 cents.
Actually, the stockholders pur-
chased some 416,208 shares and
company employees another 21,-
287 shares, leaving the under-
writers responsible for purchas-

ing only 16,962 shares. The com-

pany thus assured itself of the

‘sale. of more than $15 million . of

securities for an underwriting cost
of .only some $15,000. -(We shall
discuss the subject of rights more
fully in next week’s lecture deal-
ing with security market opera-
tions.) Actually, for most large
sales of securities, no single in-
vestment banking firm handles
the entire underwriting by itself.

Usually, one firm will initi-
ate the arrangements with the
issuing company and then invite
other investment banking firms to
join in the distribution. ‘The in-
itiating firm is known as the
‘“originator” or “group manager”
while the selling firms collective-
ly are called the purchase group.
Each investment banking firm is
responsible for its designated

share. Thus, in the case of the re-

cent sale by the Consumers Power
Co. which we have just examined,
the .investment banking firm of
Morgan Stanley was' the group
manager responsible for some 6%
of the shares while some 78 other
investment banking firms partici-
pated with obligations ranging
from one-third of 1% of the issue
to 3.15%. Some times underwrit-
ers will give a portion of their
selling fee to other brokers and
dealers for selling the new secur-
ity. Such other brokers and deal-
ers collectively are designated .as
the “selling group” and should not
be confused with the underwritera
who collectively, as we have.seenz
are called the “purchase group.”
The selling group does not assume
any risk and is simply a further
channel for distributing the new

securities. ¢

stock option agreements, if any;
(4) underwriting profits; (5) sal-
aries of principal officers; (6) de-
tailed financial statements in-
cluding company’s capitalization,
balance sheets and earnings for
previous years as well as its most
recent statements; (7) names and
addresses and stock ownership of
officers and directors and any
stockholders owing more than
10% of any security of the com-
pany. In the event the issuer has
made any untrue statement or has
omitted any material facts, a pur-
chaser of the security may sue to
recover any losses, 7

The Investment Company Act
of 1940, as we shall see when we
discuss investment trusts and mu-
tual funds, also affords certain
protection to investors by its re-
quirements with respect to these
investment media.

New Issues

In closing our discussion of se-
curity markets, we should also say
a word about new security issues.
For the most part, investors. will
be concerned with the existing se-
curities of proven companies,
However, from time to time, new
companies are established which
turn to the public for financing,
while going concerns .also issue
additional securities to .pay off
maturing obligations, or provide
funds for expansion. - As we shall
see later, the conservative. inves-
tor will not usually be interested
in the securities of new compa-
nies but the new securities of
proven companies may often be
of interest.

Investment Banking

New securities when sold to the
public are generally brought to
the market through what is
known as an investment banking
house. The investment banker is
a middleman who sets up the
machinery for the sale of these
securities and- he is paid a small
proportion of the sale price of the
security for his efforts. A few
securities are sold directly by a
company to the public but this
direct method of sale is not usual,

Up until relatively recent years,
an investment banker handling
a new security issue of a com-
pany would purchase that issue
to resell it at a higher price, the
difference in cost and selling
price representing his profit.. In
other words, the investment bank-
er assured the issuing company
the money from the sale of the
securities, taking the risk that he
would then resell those securities
to the public at a profit. Hence,
the use of the term underwriting
in this connection. Even if the
jssue did not fully sell or was
eventually sold at a lower price,
the company was assured of re-
ceiving the set. amount, and the
underwriter took the loss. More
recently, many new security is-
sues have been sold on what is
known as a “best efforts basis.”
This means that the investment
banker agrees to do his best to
sell the securities to the public
but he does not actually buy them
from the issuing company so that
he assumes no risk if any securi-
ties are not sold. In the latter
instance, the investment banker is

Continental Oil Company

Reports for 1949

THE YEAR 1949 was one of transition from an early postwar era of relative
scarcity of products to a condition of generally abundant supply for a large
segment of the United States economy and in particular for the petroleam
industry. To consumers this meant in most instances more goods at lower
prices. To alert business management it signaled the need for even greater
efficiency to meet the challenge of increasingly competitive markets.
Within the petroleum industry this transition had its beginning late in

1948 with the growing availahility
of petroleum supplies, slackening

.of demand, and consequent stiffen-, -

ing of competition. These factors
became greatly accentuated in 1949.

The oil industry, however, can be ’

proud of a job well done in creating
areserve productive capacity which
by the end of 1949 had reached
about 700,000 barrels per day and

which would be of vital importance '

to our nation’s security in periods of
emergency.

1. Earnings surpassed only by 1948
record. Stationary levels of demand, re- -

ductions in crude oil production which
were due to stricter conservation meas-
ures, and declines in the prices of refined
products had a pronounced effect on the
earnings of oil companies. Continental
Oil Company could not have been im-
mune to these influences. Net earnings
for 1949 amounted to $36.1 million,
equivalent to $7.48 per share. With the
exception of 1948 these are the highest
earnings in the Company’s history and
exceed by 15% those of 1947. Dividends
were paid at the rate of $4 per share and
totaled $19.3 million.

2. 1949 capital expenditures above
194 8. Total additions to property, plant
and equipment during 1949 amounted
to $52.7 million as compared with $51.3
million in 1948. Of this amount, $33.3
million or 63% was spent for leases,
wells and equipment; $11.4 million for
refinery facilities; and $8.0 million for
marketing and other facilities.

3. Searchfor oilreserves maintained
at high level. Because adequate crude

oil reserves and production are the back-
bore of anoil company, Continental’s
activities in the exploration and develop-
ment phases of the business have been
maintained at high levels. At the end of
1949 the Company’s holdings of produc-

ing and prospective lands totaled 4.2 .

million acres, 459, above the prior year.
Expenditures for finding oil and develop-
ing production in 1949, including both
capital and expense items, amounted to
$43.3 million compared to $39.5 million
in 1948,

4. Production reduced by conserva-
tion measures. Total net crude oil pro-
duction by Continental in 1949 was 35.2
million barrels, or 96,529 barrels per day.
Proration restrictions by state conserva-
tion authorities account in large measure
for the drop of 13%, from the 1948 pro-
duction level. Continental remains, how-
ever, a producer of crude oil in excess of
its refining requirements. .

3. Aggressive natural gas policy fol-
lowed. As natural gas has become an
increasingly important factor in the na-
tion’s economy, an aggressive policy of
development of gas reserves and markets
was followed throughout the year with
resultant increases in sales and revenues.
During 1949 natural gas operations and
related activities contributed 179, to
Continental’s net income calculated be-
fore depletion and income taxes.

©G. New refinery facilities provide im=-
proved products. The Company's post-
war refinery moderniza-
tion program has been
largely completed at the
cost of approximately
$27.3 million. New facil-
ities at Ponca City,

——
[CONOCO

Oklahoma; Billings, Montana ; and Den-
ver, Colorado give Continental greater
manufacturing flexibility, better product
quality, and increased capacity in those
argas where the Company has natural

. economic. advantages. Refinery runs at

Company plants and by othérs for. the
Company’s account totaled 32.5 million
barrels for the year.

7. Sales of refined products reach
record high. Continental’s volume of
sales of refined products in 1949 rose to
a record high of 1,627 million gallons
although there was a slight decline in the
demand for petroleum and its products -
in the United States during the year.
Despite the increase in sales volume,
sales revenues declined about 5%, due
to general decreases in refined products

_ prices. Late in 1949 Eastern marketing

properties of the Company were leased
or disposed of in order to achieve a
further concentration of marketing effort
in the Middle West, the Southwest and
the Rocky Mountain area. -

8. 1950 promisesevenmoreintense
market competition. The year 1950
promises to be a period of even more in-
tense market competition. Continental’s
management believes, however, that given
the opportunity to search for oil com-
petitively and with adequate economic
incentives; Continental will be able to
find crude oil reserves and develop pro-
duction sufficient to maintain its present
favorable position, to improve jts com-
petitive standing, and to fulfill its respon-
sibilities within the American economy
in meeting future normal and emergency
demands for petroleum and its products.

The Company’s operations in 1949
are reviewed in detail in its Annual
Report to its stockholders. A copy
will be sent without charge, on re-
quest. Please address Continental

QilCompany, 10 Rockefeller Plaza,

New York 20, New York.

u
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&)

 CONTINENTAL OIL COMPANY .
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No Basic Ghange in Long Money Rales: Nadler

In informal talk to officers of Central Hanover Bank & Trust
Co., economist says fulure trend will depend largely on Federal
Reserve open market operations.

Addressing officers of the Cen-
tral Hanover Bank and Trust Co.
of New York on “The Qutlook for
Money Rates,” Dr, Marcus Nadler,

Professor of

Banking and

Finance at

New York

University,

asserted that

no basic

change from

present inter-

est rate pat-

tern is ex-

pected. “The

pattern of

long-term

rates was set

X during the

Dr. Marcus Nadler war,” D.r' Nad-
ler pointed
out, “Since a direct reladon-
ship exists between short- and
long-term rates and since a de-
viation from the 2%% long-
term rate cannot be visualized,
one cannot really see any ma-
terial change in the rate siruc-
ture, At present we are witness-~
ing a moderate firming in short-
term rates. This will continue as
long as business activity is on the
upgrade. Should business activity
begin to decline, however, one can
expect a softening in the short-
term rate. In my opinion, the
degree of fluctuation in the cer-
tificate rate, the most important
in the short-term money market,
will be between 1% and 1%%.

While this is a considerable fluc-
tuation percentagewise, it actu-
ally is relatively little, The same
may be said about long-term
rates.
“During the last few weeks, we
witnessed a moderate firming of
long-term. rates brought about
primarily by the sale of Govern-
ment obligations by the Federal
Reserve Banks. Should business
activity tend to decline, and
should deflationary forces become
more apparent, then one can ex-
pect a reversal in the present pol-
icies of the Reserve authorities.
The future trend of long-term
rates will depend to a very large
extent on the open market opera-
tions of the Federal] Reserve
Banks. However, no material price
changes are to be expected.
“How will the credit policy of
the Reserve authorities and the
refunding operations of the Treas~
ury influence the banks? I be-
lieve one may state with confi-
dence that holdings of securities
by the commercial banks in 1950
will increase. They will hold more
Government obligations because
there will be more outstanding
and they will hold more tax-ex-
empt securities., The increase in
the holdings of securities by the
commercial banks will  bring
about an increase in the volume
of deposits. Hence, at the end of
1950 the total volume of bank de-

“posits ought to be larger than at

the end of 1949.”

Continued from page 11

Factorsin Approaching Depression :

Federal debt and tax rates were
low. It was accordingly possible
for government " purchases of
goods and services in 1937 to con-
stitute 13%
Product compared to 9% in 1929.
Yet this did not achieve full em-
ployment. Now Government pur-
chases are.17% of Gross National
Product. How much more can
they be increased to compensate
for a prospective decline in pri-
vate spending? Congress seems to
be quite concerned about the high
Federal debt and tax rates which
are deterring both consumption
-and investment. Will it be politi-

of Gross National ™

cally feasible to launch additional
spending programs to prevent a
forthcoming depression?

Summary of Depression Causes

The foregoing economic malad-
justments are brought together for
comparison in the following
table. It is interesting to note that
in 1937 the percent of these mal-
adjusted -expenditures to Gross
National Product was about the
same as in. 1929, and a depression
ensued ’till World War II came
along. Note the percentages are

now greater, .,

ok |
Factors of Economic Instability

~——1929—— ~—1937-
Billion

$104 100.0 $90 100.0

Ratio—
Gross .national product-___

Consumer durable goods-_ 9
05 05

Instalment credit increase_
Producers’ equipment ...
Net exports

Government purchases -

Our Unsound Financial Condition

It is frequently stated that our
strong financial condition will pre-
vent a depression. Unfortunately
the facts indicate some financial
conditions are worse than.prewar
and about the same as in ‘1929,
Exceptions to this statement are
the improved financial conditions
of farmers and railroads. Consum-
ers and manufacturing corpora-
tions are in poor condition to with-
stand further declines in either
production or prices.

Consumer instalment debt, as
shown in the table below, is

higher relative to Disposable In--

‘come than in 1937 and 1929.
Residential mortgage debt is still
somewhat below the prewar
ratios but is approaching them,
“Bank loans are dangerously
high relative to bank capital, as
shown in the table below. Loans
are now about four times as large
as capital—the same as in 1929
and 50% above 1937. This means
a 25% loss on loans would wipe
out. capital and make.a bank in-

6
1
9

Recent Rate
Billion %
$256 100.0
8.3 7 7.8 26
04 05 3
5.5 19
0.9 0 0.0 4
87 12 130 44

solvent. Of course, no one pre-
dicts such losses will occur, but
banks may act quickly to call
loans when signs of economic dis~
tress appear, in view of their in-
adequate capital.

Manufacturing corporations
were short of cash at the end of
1948, according to a special study
by the SEC. The ability of a cor-
poration to pay its current debts
under adverse business conditions
is measured by the ratio of cash
(and equivalent) to current liabil-
ities. This ratio for manufacturing
corporations was 0.84 at the end
of 1948 compared to 1.42 at the
end of 1939. It has probably im-
proved in the past year as inven-
tories have been reduced. The
next report from the SEC on this
subject should be considered most
important. The quarterly reports
on working capital from the SEC
conceal the weak financial condi-
tion of manufacturing corpora-
tions by throwing them in with

%  Billion %

5.5 5

the financially strong railroad,:

trade ard financial corporations.

Summary of Financial Conditions

The following table compares
the significant financial ratios

discussed above with their mag-
nitude at previous peaks in the

business cycle.

Private Debt Ratios

Ratio—

Instalmt, credit incr. to consumer durable goods
Instalment credit outstdg. to disposable ;ncome
Residential mtges. outstdg. to disposable income

Bank loans to bank capital

Recent

13.0
6.0

1929
“

5.3
3.9
23.6 23.6 20.0
- 39 26 39

1937
Yo

5.7
5.6

The Judgment of Investors

The' steady rise in stock prices
since June, 1949 has misled some
analysts' into ‘believing .investors
are confident about the economie
outlook. The following statistics
indicate investors with the longer
term viewpoint are rather pes-
simistic, .

Debit balances of stock ex-
change customers have risen
sharply to the level prevailing
in the Spring of 1946 a few
months before the stock market
crash. While some customers have
bought more . stocks on margin,
reports to the SEC show that all
customers as a whole have sold
about five million shares on bal-
ance since May; 1949. This means
those who buy for cash, have
been liquidating stocks.

Open-end investment truasts
(which invest for small investors
impressed with recent high yields)
have bought on balance about

$100 million in stocks during this-

period, but closed-end trusts
(which' exercise more judgment)
have sold stocks.

Stock exchange partners (off
the floor) have bought about six
million shares on balance since
May, 1949. While they are well

informed speculators, they have *

a relatively short-term viewpoint
in their stock market transactions.

The short position has risen
teadlly to the largest number of
shares in 18 years. Several fdcts
indicate those who have sold
short, have a sophisticated lgng-
term viewpoint. They are not
scared into “covering” when their
stocks rise, nor do they “cgver”
for quick profits when their stocks
fall. The 20 largest short posi-
tions in terms of market value
are in stocks which appear to be
very, cheap in relation to current
earnings and dividends. Most of
them “yield” about 10% compared
to 7% for all listed stocks. The
three largest short positions are
in Chrysler, General Motors and
Studebaker. The ' remaining 17

consist -mostly. of steels and rail-
roads. Those speculators who have
steadily. .increased -their - short
position, confirm. by. their choxce
of industries the foregoing eco-
nomic analysis mdlcatmg a
forthcoming decline - in the de-
mand for durable goods.

CDl‘lClllSlOll

There is important  statistical
evidence that we are .approaching
a depression in worse condition to
weather it than in 1929. Our gov-
ernment is more determined to
prevent a depression, but its re-
sources for doing so have been
greatly depleted in recent years,
The depth and length of a depres-
sion, of course, depend much upon
the decisions made by producers,
consumers and government bodies
after it starts. If most of these
decisions lead to a speedy cor-
rection of the maladjustments

causing the depression, it may be .

mild. Wrong - decisions would
greatly- prolong it.- Let us hope
our efforts to correct these mal~
adjustments will be wiser “and
more effective than'they were in
the 1930’s.

The foregoing analysis does not
indicate how soon a depression
will come.-For example, credit
analysis in 1928 indicated the rise
in stock prices at that time was
based on an unsound use of credit
in stock market speculation. Yet
the inevitable crash did not come
until October, 1929. Just so, credit
analysis now indiates the recent
rise in consumer durable goods
spending is based on an unsound
use of instalment credit, but no
ofie can predict exactly how far
it will go. In 1939 the ratio of
consumer credit to disposable in-
come was slightly higher than in
1929, but it continued to rise fur-
ther until the end .of 1940. The
trend of retail sales of durable:
goods (especially autos) - hould
accordingly be watched carefully
for a clue as to when a depression

is imminent.

Continued from page 4

So. Pac. 3's of 1960— Converhblei

Investment Opportunity

the prosperous St. Louis & South-
west it dominates Texas.

Its growth is evidenced by
total receipts of $587 million in
1948 against $225 million in 1937,
$200 million in 1938 and $250
million average in 1939, 1940 and
1941. In 1942 it reached $472 mil-
lion and $597 million in 1943
which has been . substantially
maintained. The road’s share of
national revenue had risen to
6.26% in 1949 from 5.40% in 1940
and from 5% in 1929. It has $568
million funded indebtedness which
is a reduction in fixed . charges

from 20% to 33% since 1932.

In 24 years 1908-31 Southern
Pacific maintained - dividends at
an annual rate of $6 per share. It
earned $12.70 per share in 1929.
Little, if -anything, was earned
until 1941 when it earned $9.21
per share, then an average of $15
per share annually in the 3 years
through 1942, ’43 and ’44. There-
after in the years 1945 through
1948 it earned $8.77, $6.70, $8.36,
$10.27 respectively per annum and
$8.08 in 1949. To this should
be added the undivided profits of
St. Louis and Southwestern equal
to approximately $1.31 or $9.39
instead ‘of $8.08; that year 1949

was a poor railroad year as

" against 1948, when net earnings

were almost 50% over 1949 of
which note should be taken.
Notwithstanding
the stock sold between 6% and
653% between 1936 and 1944 in

which latter year it sold between-

23 and 43. In 1945, the stock sold

between 62 and 38 and in 1946

between 38 and 70, in 1947 be-
tween 50 and 34, in 1948 between

6238 and 43%, in 1949 between 51-
and 32%% and in 1950 between 5453"

and 493%. It is now selling around
5215.

After a lapse of 10 years, divi--

dends were resumed in 1942, pay-

ing $1, and paid $2 and $2.50 in.
1943 and 1944 consecutively; $3.25-
: purchase, which may be expected
- but. not assured. However, the

in 1945, $4 each in 1946 and 1947,
$4.50 in 1948 and $5 in 1949.

The Southern Pacific has $85,--
700,000 working capital which is’

substantially in cash as of Dec. 31,

1949. The dieselization of the road .
is in progress and it is expected-

will continue to completion,
which has been paying substantial

dividends in effective lowering of

the transportation ratio; this has,
- declined over ‘%% of 1% in the

first nine months’ of 1949 while

its earnings,.

that of the industry remained con-
stant.

Aug. 27, 1949, A. T. Mercier,
President of the Southern Pacific,
stated that he expected the com-
pany to replace all but its newest
and most efficient steam locomo-
tives by diesels by the endof
1960.

Mr. Marshall Dunn of the or-
ganization of Wood, Struthers &
Co., in an exhaustive article _in
the . “Commercial - 'and  Financial
Chronicle” ‘of the 9th instant,- “in
appraising the ratio of nine fac-
tors determining ‘soundness “and
efficiency of railroad “operation
including maintenance,’ transpor-
tation, wage and operating. ratios,

" net ton-miles per loaded car mile,

gross. ton-miles per train hour,
sales as measured by ton-mile
figure and revenue freight, freight
density, coverage of fixed charges
over 10'to 20 years, has rated the
42 Class I Railroads in the order
of their comparative superiority
in these factors. He also carefully
compiled- ‘the 'increase of their

‘gross and operating revenue as’of

the improvement of the period of | |
1944-1949, -1940-1949 - and 1949
severally over the periods of 1938 |
and 1940. In that order of prece-

‘dence,” Southern Pacific was 10th’

in each case except in the last
instance, 1949, superiority was
13th for Southern Pacific but was
rated 6th in the order of prefer-
ence for the acquisition of securi-
ties of the 42 Class I Roads.

The common stock is the only |
stock outstanding. The road has _|
ngen little to stockholders and
since 1938 has earned about $356
million of which about $94 mil-
lion has paid to stockholders,
while approximately $262 m11110n
has been spent on the property;
this amount could have cut the
debt almost in half and for 11
years could approximate $25, 800,-
000-annually. . This does' not in- - |
clude depreciation but consists:of
the writer’s “across the boards”
calculation on actual net income
received. No wonder the manage-
ment felt they should pay $5 an—'
nually.

We should thus be mfluenced
by the value of the bond and the
value of the equity and the in-
come. )

The Southern Pacific Railroad
thus evidences the elements of a
growth stock in a growth. ter-
ritory. Other income since ~1936
has averaged - $814; million an-

¢ nually with a high of $11 million

and a low of $7 million, It has
averaged cash . working . capital
around $92 million annually
through the last eight years as
again $40 million in 1941, $20
million in 1940, $8 million in 1939

- and $200,000 in 1938..

Population gained in the States

" of Washington, Oregon and Cali-

fornia 43%, 49% and 45% respec-
tively in 8 years to July, 1948
against 7% in New York, 8% in
Pennsylvania; while the Western
States as a whole gained 34%, the
Northeastern and Northcentral
States gained only 9%.

Starting in 1939, operating
economy. brought about a re-
covery that has continued to date.
In 1938 gross traffic was $200 mil-
}ion with a deficit of.$6.8 million
income as against earnings in 1948
of $38.8 million or $10.27 per share
and gross traffic of $587 million.

This recovery need only ‘mean
that the Southern Pacific can pay
$5 annually and maintain its
present rate of growth. That would
make it an' outstanding equity

opportunity to buy' the stock in
terms of a sound obligation‘on ‘a
modest scale of conversion should
not be overlooked nor ignored.'

Waddell & Reed Add

(Epecial t0 THE PrvaNctaL CHRONICLE) )
- KANSAS CITY, MO.—Clare M.
Chifty and T. A. Walters are now
with Waddell & Reed, Inc., 1012
-Baltimore Avenue.
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As We See It

;- pending upon the choice of the employer. They could be
- invested much as an insurance ccmpany or a trust com-
i:pany would invest them — which, in this day and time,

would probably be in large part to buy obligations of the
. United States, although certain types of obligations of
.. private industry would be in order. They could be em-
i ployed as are depreciation reserves or as undistributed
" earnings are employed — that is, for the most part, merely
; “invested in the business” in such a way as to promote, or
- 80 it is hoped at all events, the efficiency or the volume of
- business done. Closely related to this latter way of han-
~dling the matter would be the practice of a relatively few
‘employers who merely assume pension liabilities without
- any specific provision for their payment, thus proceeding
1on the assumption that the business will be managed in
. such a way that it will maximize funds out of which such
+ charges would be paid when they come due some time in
{the future.

i Some Observations

Now let us view all this as would some informed man

i from Olympus who has no particular personal interest in

Pt First of all, we are certain that such an observer would
| swonder how accurate the determination of future liabil-
, ities under these arrangements are or can be in the cir-
:cumstances. There are, of course, a substantial number of
“variants in the details of these plans. Doubtles$ in a num-
ber of instances the precise meaning of some of the terms
will be matters of dispute in the years to come. But much
{more important for the moment is the fact that experience
ifurnishes very scanty data on which. to compute future
_claims under many of these contracts—indeed, perhaps,
aunder most of them. The general public is much too prone
.o suppose that “applying the insurance principle” to such

isituations is mere routine. It is ro such thing, of course,

- and one result is that an appreciable error of computation
‘must be allowed for if someone, somewhere is not pres-
ently to suffer financial embarrassment.

But there are more profound problems. Careful
“analysis will, we believe, reveal to the observing that -
no matter how the financing of these pensions is ar-
'ranged, they result, as they grow in aggregate size,
“in a significant increase in the degree in which the
_economy of the country operates upon a basis of fixed
charges. It is clear that as this movement grows, more
. and more individuals are promised fixed sums in the
-futyre, and business enterprises more and mors have
. committed themselves to the payment of these fixed

- sums.
Not Cured by Altered Investment Rules

The fact is, moreover, that this state of affairs will
in substantial part remain even if practices about the
investment of trust funds and the like are changed. It
has .often been said of late that with the enormous in-
crease and prospective increase in the volume of funds
accumulated on account of the increase in the volume of
pensions, a liberalization of the laws which now severely
restrict the employment to which trust funds may be put
is. now or presently will become all but necessary. To fail
to do so would, it is repeatedly observed, tend to disrupt
what we regard as normal investment markets, create a
demand for fixed obligations disproportionate to that for
equity investments, and ‘more jof the same order. The
résult' weuld be such low interest rates ‘and such costly
equity capital that more and more of American business
would . be operating with unwarrantedly. large fixed
charges—or that an’artificial market for government ob-
ligations would be created which would add to
tation to public borrowing..

. . Now it seems to us that there is a good deal of

-substance in these arguments, however difficult the
task of finding a satisfactory solution to the problems

presented. An indefinitely growing volume of funds

seeking fixed obligations could scarcely fail to drive

., interest rates down to a point where the net return

the temp-
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to the owners would be almost negligible, and cer-
. tainly we need no further incit¢ment to the increase
in fixed debt, whether private or public.

But would alterations in the nature of the investments
into which pension obligations are placed really relieve
the basic situation, which seems to us to be found in the
fact that an enormous increase in fixed obligations has

been created. These pension claims are for the most part,
in one form or another or in one way or another, fixed
obligations, no matter in what form the reserves against
them are invested.

Here is an aspect of the matter which deserves
more attention than it seems to be getting at this time.

Doody Pariner in
Harrington Firm

John A. Doody has become a
general partner in the firm of
Gregory Harrington & Co., 25
Broad Street, New York City,
dealers in state, municipal and

revenue bonds. Mr, Doody was
formerly a vice-president of Her-
bert J. Sims & Co., Inc.. and prior
thereto he was associated with
Ranson-Davidson & Co., Incie~ .

»

COPPER..

Most useful metal

known to man

In many ways, copper greatly |

resemble

grows greater than ever. For cop-
* per now must spread electricity . . .

» worked and widely adaptable metals

BRONZE STATUE
OF ATLAS
IN ROCKEFELLER CENTER,
NEW YORK

| Anaconop

First in Copper, Brass and Bronze

THE AMERICAN BRASS COMPANY

ANACONDA WIRE & CABLE COMPANY |
INTERNATIONAL SMELTING AND. REFINING COMPANY
ANDES COPPER MINING COMPANY ’

CHILE COPPER COMPANY

GREENE CANANEA COPPER COMPANY

s mighty Atlas of mythology. |

For copper has literally carried
the world on its own broad shoul-
ders for ages . ... always playing a
strong - supporting - sokg - wherever -
man has made progress in industry,
in science, in art,

Yet today, the burden of copper

provide communication . . . carry
water . . . give lasting beauty as well
as permanent protection to count-
less millions of homes. Industry,
too, leans heavily on copper, since
one of the most economical, easily

known is brass, an important alloy
of copper.

Proud of the products of its mines
and mills, Anaconda is pledged to
the task of keeping this “Atlas”
among metals always ready for its
great responsibility. For just as
surely as it has in the past, so will
the world of the future depend |
more and more upon copper.
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‘The Problem of Old Age Security

i{he pension that he receives—he
gimply assures himself of a better
standard of living in his old age.
This is in contrast to old-age re-
lief based upon a means test.
When a means test is used, the

n who has been thrifty and
who has providéed for himself gets
nothing; the man who has paitly
provided for himself gets small
benefits; the man who has made
no provision for himself gets the
Jargest grant. Such a system is
equivalent to a series of rewards
for not being thrifty and self-
rcliant. Old-age insurance by
avoiding the use of a means test,
avoids discouraging thrift.

In the third place, old-age in-
surance which relates benefits in
some measure to the prior earn-
#mgs of workers helps protect men
from too drastic a drop in their
standard of living on retirement.
The standard of living of workers
whviously tends to vary with their
earnings. Since the purpose of
old-age security is to protect men
against having to make too drastic
cuts in their standard of living
wher: they retire, pensions should

- warv in some measure with past
earnings. Flat benefits, which are
not related to earnings but are the
same for everyone, would assure
that there would be only an arbi-
{rarv relationship between men’s
standards of living before retire-
men* and their standards after re-
tirement.~ Under a scheme of flat
beneTits, the benefits that would
be about right for some workers
world be too small for many
oth/-rs and possibly too large for a
ihird group.

In the fourth place, a Federal
rystem of old-age pensions should
be the foundation of the country’s
system - of olqﬁagel gecurity be-
cause it can be applied to  all
members of the. labor force and
can be made as broad, therefore,
as the problem with which it is
surposed to deal. This method of
wexting the problem does not de-
pend upon the willingness of an
emplover to grant pensions or
upon the “bargaining power of
wnions and their ability to compel
employers to grant pensions/
Furthermore, a system of old-age
insursnce can be applied to the
scli-employed as well as to em-
yployees. Since about one out of
¥ive workers in the United States
is seii-employed, it is necessary
fhit t.2 scheme of old-age secur-
yiy be :pplicable to the self-em-
yleyec =s well as to employees.

1

Wit are the “teasons for be-
lieving that the present Old-Age
and Svrvivors’ Insurance Act is
00t doing the job expected of it?

The members of the Advisory
Counci' were unanimous in be-
Yieving that the present Old-Age
and Survivors’ Insurance Act is
not domng the job expected of it.
Thicre were three principal rea-
&ons tor this conclusion.

+ On yeason was that, even after
13 vears,onlyabout39% of the male
workers who reach 65 years of
age wouid receive benefits if re-
tired. Hence, it is plain that many
people wro need to receive pro-
declion from the system are not
getiing it. The principal reason
why they are not receiving pro-
dection is that the Old-Age and
Survivors’ Insurance Act applies
10 only about three out of five
jobs. Another reason is that eli-
£ibility to receive benefits is de-
termined by the proportion of

" gime that a man spends in covered
employment, not by the propor-
4ion of time that he is at work. A
snan may be quite steadily em-
gployed and still not qualify for a
pension if he is one of the many
wvorkers who move back and forth
®etween manufacturing, which is
«overed, and agriculture which is

.aot. At the present time, half

®gain as many people are drawing

old-age assistance as are draw-
ing old-age pensions—2.7 million
are receiving old-age assistance
and about 1.9 million, old-age
pensions. .

A second reason for believing
that the Old-Age and Survivors’
Insurance Act is not doing the
job expected of it was that the
average pension is too small and
is considerably less than the aver-
age payment for old-age assist-
ance. The average pension for a
single person -averages about $26
a montn and the average pension

average monthly wages of each
worker over his' lifetime. Al-
though the average worker is
earning more than twice as much

today as he was earning ten years.

ago, his lower earnings of ten

years ago help bring down the’

monthly average of earnings on

which his pension is computed..

All in all, the present methods of

computing pensions assure that

pensions will be slow to rise
whenever wages increase.

v

‘Why does the Advisory Council
believe that improvement of the
act along the lines indicated by
its 22 recommendations would en-
able the Old-Age and Survivors’

of a retired person with one de- Insurance Act to do the job ex-
pendent less than $40 a month, pected of it and to become the
The average monthly payment foundation of the counfry’s system
under old-age assistance is about of social security?
$44.50. Although the recipientsof - In the first place, the recom-
old-age assistance are half again mendations of the Council would
as numerous as recipients of old- extend the protection of the act
age pensions, total payments for to virtually all of the 25 million
assistance are nearly two and a jobs not now covered.. Obviously
half times as large as payments one cannot expect a program to
for pensions. The principal rea- give protection to people whom
son why pensions are small is that it does not cover. Consequently,
the benefit formula is too low expansion of coverage of the Old-
even for workers steadily em- Age and Survivors’ Insurance
ployed in covered industries. It scheme is of basic importance.
provides a pension of only 40% of Coverage was originally limited
the first $50 of monthly/earnings because of the administrative dif-
plus 10% of the next' $200 of ficulties in applying the scheme
monthly earnings, plus additional to such groups as the self-em-
allowances for dependents. In ad- ployed and to some kinds of work-
dition, the benefit formula pro- ers, such as domestic workers and
vides that, in computing average farm laborers. As Mr. Folsom, a
monthly life-time earnings, time member of the original Advisory
worked in uncovered industries Council to the Committee on
shall be counted, but makes no Economic Security in 1935 has
provision for counting the money pointed out, it was not the inten-
earned in uncovered industries, tion to exclude permanently the
A third reason for believing that uncovered workers from the pro-
the Old-Age and Survivors’ In- tection of the scheme. Both the
surance Act has not done the job Bureau of Internal Revenue and
expected of it was that the aver- the Social Security Agency have
age monthly pensions under it studied carefully the administra-
have not kept pace with the rise tive problems of extending cover-
in the gost ‘of living or .the rise *age. Both agencies have had the
in per capita income. Average benefit of 12 years’ experience
monthly pensions have increased administering the present act.
14% since 1940 while the cost of Both believe that there are today
living has risen over 68%, aver- no insurmountable administrative
age weekly wages in manufactur- obstacles to extending the insur-
ing have risen 117%, and the ance scheme to the 25 million jobs
average per capita income of the not now covered.
country has increased 132%. Dur-
ing the period that average {1 million additional jobs be
monthly pensions were increas- prought under the Old-Age and
ing 14%, average monthly old-age Survivors’ Insurance Plan. This
assistance payments more than jg a step in the right direction, but
doubled. The purchasing power jt would bring under the act sub-
of pensions is 32% less today than stantially less than half of the
it was ten years ago. jobs that are not now covered.
Pensions ought to bear a more Targe and important categories,
or less constant ratio to the aver- gych as farmers, many farm la-
age earnings of persons. Other- porers, and a number of profes-
wise they do not give people the gjonal groups, would still be de-
required help in maintaining their prived of protection of the scheme.

H. R. 6000 proposes that about.

customary standards of living.
Part of the explanation of why
the increase in the average pen-
sion has been far less than the
increase in the average wage is
that, as monthly carnings rise
from $50 a month to $250 a month,
the primary pension increases
only.$10 for each $100 increase in
earnings. Thus a man whose aver-
age life-time earnings had risen
from $150 a month in 1940 to $250
a month at present would have
been entitled to a primary pension
of $30 a month then 'and to- a
pension of $40 a'month now—an
increase of only 30% in his pen-
sion though his earnings had in-
creased by 67%. This ignores the
effect of the 1% annual increment
which raises the pension that a
man receives by 1% for each year
of his employment in covered
industry. Another part of
@he explanation why the increase
in pensions has lagged behind the
increase in wages is that only

The incomplete coverage pro-
poséd in H. R. 6000 raises basic
questions as to where and how
uncovered groups would get se-
curity for their years of retire-
ment. Nearly all of the groups
left uncovered by H. R. 6000 are
groups that cannot be expected to
be covered by private pension
plans, initiated by employers or
negotiated by trade unions. Ap-
parently the philosophy of H. R.
6000, therefore, is that the uncov-
ered groups should either be able
to take care of themselves  or
should be expected to rely upon
charity. Is it realistic to assume
that all members of the uncovered
groups will be able to take care
of themselves? For those who are
not, is it fair to expect them to
rely upon charity? Have we a
right to assume that farmers and
the professional peonle do not
need the protection given by the
Old-Age and Survivors’ Insurance

of his retirement? Certainly the to prevent a very drastic drop in
people cannot expect old-age and the standard of living of retired’
survivors’ insurance to be the workers. The. primary insurance:
foundation of the country’s system benefit for a worker with ten
of old-age security if large parts years of coverage under the pres-
of the population ‘are’ excluded ent act and witn average monthly”
from the plan. . wages of $200 is less than one-,
With the present limited cover- fifth of his monthly wage and, if.
age, but with the more liberal he has one dependent, his total.
eligibility requirements recom- benefits are less than 30% of his
mended by the Council, it is average monthly wage. Obviously
estimated that even as 7ate such pensions are far too small,
as 1955 only from 46% to The Advisory Council has made
52%_o£ the men attaining the age three types of recommendations
of 65 will be fully insured. Fur- designed to raise the average ben-'
thermore, even as late as 1955 efit. One recommendation is that’
only from 39% to 44% of the men the benefit formula be liberalized
of 65 years of age or more in the —that benefits be 50% of the first
population will be fully insured. $75 of monthly wages instead of
This means that under the present 409 of the first $50, and 15% of
act more than half of the popula- additional wages up to the amount
tion, even in 1955, would have to of the tax base instead of 10% as,
depend  upon ' old-age assistance at present. Another recommenda-
rather than old-age and survivors’ tjon_is that the benefit base and.
insurance. the tax base be raised from $3,000"
In the sevond place, the recom- a year to $4,200.- Still other rec-
mendations of the Council would commedations pertain to liberali-
liberalize the eligibility require- zations in the benefits.payable to:
ments for pensions so that older dependents: The most important
workers who are newly covered of_these recommendations is that
by extension of the Old-Age and women may- qualify for old-age:
Survivors’ Insurance Act to new benefits (either primary or sup--
industries will soon become eligi- plementary)-at'the age of 60 in--
ble for pensions. Unless the pres- stead of 65. - During 1948 only 196
ent provisions for eligibility are of every 1,000 married men- who
modified, all persons covered for claimed: benefits at ~age 65 had-
the first time ‘in January, 1951, wives who were 65 or over and
who attained age of 59 after 1950, entitled, therefore, to dependents’
would have to have 10 years of benefits under the present law.
coverage before they would be Ogp- the other hand, 565 out of
eligible for pensions. Even newly- every 1,000 married men claiming -
covered persons who reached benefits at age 65 had wives who
65 years of age in the year were.atleast 60 years of age and
1951 would need seven more who_would receive dependents’
years of steady employment . henefits if the -recommendations
(28 quarters) before they could .ef the Council were adopted. In
receive pensions. It would obvi- other words, the recommendations
ously do little immediate good .of:the Council would increase by
to extend the act to the 25 million.cosrer: three and a half ‘times the
uncovered workers if the eligi- number of cases in which wives’
bility requirements for new work- henefits are paid when the hus-
ers remain as strict as at present. band retires at the age of 65.
H. R. 6000 makes a little improve- = The total effect of the recom-
ment over ‘the .present law, but mendations of the Advisory Coun-
even H. R. 6000 would require 20 cil would be to increase the aver-
quarters of coverage, or five years, -age pension paid under the Old-
for newly-covered employees t0 Age and Survivors’ Insurance
become eligible for pensions. scheme ‘by about 100%. This
The Council recommends that2would be an important improve-
the extension of coverage to new.:ment. Nevertheless, I do not be-
industries be accompanied by a“lieve that the recommendations of
“new start” in eligibility require-#the €ouncil go far enough. To
ments that will require the same begin with, the formula proposed
qualifying periods for older work-"by-the €ouncil is not sufficiently
ers as was required for persons liberal, particularly for the work-
who were the same age when the “ers.earning above $75 a month.
system began operation in 1937x:.Thes Council recommends, as I
The Council believes that a min="have pointed out, that pensions be
imum of six quarters of coverage 50%-of the first $75 of average
should be required. It recom=-menthiy. earnings plus only 15%
mends that requirements for fully- ofithe-next $275 of monthly earn-
insured status should be one quar=*ingg:=This formula would give a
ter of coverage for every two cal- primary: pension of $37.50 for
endar quarters elapsing after the  workers.earning $75, of $48.75 for
year in which coverage is ex- workers earning $150 a month, -
tended or after the quarter in and of $63.75 a monthfor workers
which he attains the age of 21;7é&tting $250:a month.
whichever is later, and before the" -H.~R. "6000 proposes that the
quarter in which he attains the age primaty pension be $50 for the
of 65 (60 for women) or dies. This fijrst” $100 of earnings. Several
would mean that persons who had: meinbets of the -Advisory Council,
reached the age of 62 before cov<“Mr:Féisom’ ofthie Eastman Kodak
erage was extended could be fully~Co.;%Mr.-*Riéve “of the Textile
insured by working half the timé¥Workéts " “Unien, CIO, and Mr.
in the next three years. Thfs Crufkshaik;. the Social Security
eligibility requirement, combiné&>experf'<of "the AFL, have ex-
with the extension of old-age and™ pressed~agreement with this fea-
survivors’ insurance to the 25 mil=¥ fif& 6f FL-R. 6000, and I share °
lion jobs now not covered, would:their views. The benefit formula
raise substantially the proportxq\fﬂi'opis%‘{)g waged between $75 and
of males who are fully insured 67" $350% thonth ddes not provide a
reaching the age of 65. By 1955“Targe- enough spread between the
this proportion would be approxi=Tpensions recéived by persons with
mately 66% to 74%. Unless a very”low “earnifigs *and persons with
high percentage of persons who highef earnings — though the
reach the retirement age are eligi- "CounciFprovides a greater spread
ble for pensions, the Old-Age and thgn the formula in the present
Survivors’ Insurance Act obvi-"Taw "or that proposed by H. R.
ously cannot do the job expected 6000.I "If pensions are to protect
of it. " the standard of living of workers

plan? Is farming so free from
economic hazards that farmers
s}ﬁould be hleft to take their
ured. As chances with old-age assistance?
ol m‘g:ege;op}?:rz ei?_ﬁ;gfé Likewise. are the professions such
than $3,000 a year. In 1948, about' Secure callings that architects, en-
-bne out of foux 1 gineers, lawyers, doctors, and
r among all work- dentists do not need the protec-

ers carned more than $3,000. Still tion which old-age and survivors’
another part of the explanation insurance would give them? Can
why pensions have increaseq €VeYY lawyer, every architect,
more slowly than wages is that every engineer count on reaching
ges 1s that the age of 65 or 70 with adequate

pensions are computed on the savings to provide for the years

wages up to $3.000 a year count-
in computing the average earn-
ings on which pensions are fig-

In the third place, the recom-
mendations of the Advisory Coun-
cil would substantially raise the
average monthly benefits. It is
plain that the. Old-Age and Sur-
vivors’ Insurance Act cannot be
expected to do an adequate job
if the pensions received are less
than the average old-age assist-
ance benefit granted after a means
test. Nor can the act do an ade-
quate job if the pensions payable
under it are so small in relation
to average earnings that they fail

who retire, they must be fairly
closely related to previous earn-
ings. Certainly a rise of only $10
or $15 in pensions. as average
monthly earnings increase $100
does/not provide a very close re-
lativnship between earnings and
pensions, and is not fair to the

1 The present law provides that primary
pensions shall be 40% of the first $50
of monthly wages and 10% of wages from
$50 to $250; H. R. 6000 provides that
primary pensions shall be 50% of the
first $100 of monthly wages and 10%
of wages between $100 and $300 a month,
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skilled workers. . The primary
pension recommended by the
Coux}cil is about one-third of the
earnings . of . a.man making . $150
a month, a little more than one-
fourth of the earnings of a man
making $250 a month, and only
225% of the earnings of a man
making $350 a- month. . Two mem-
bers of the Council, Mr. Rieve and
Mr. Cruikshank, have recom-
mended that thc rise in pensions
above the basic amount be 209 of
additional earnings. I am in favor
of at least a 20% increase in pen-
sions for each rise in average
monthly earnings above the basic
amount, but I believe that a 25%
rise would be preferable. Such a
rise would give a man with aver-
age monthly earnings of $200 a
month a primary pension of $75
(assuming the formula provides
Tor a pension of 50% of the first
$100 as in H. R. 6000) and a man
with average monthly wages of
$300 a month, a primary pension
of $100. - Certainly such a spread
in the pension received by men
with a difference of $100 in
monthly earnings is not too large.
Finally, I believe that the limit
of $4,200 on the benefit base and
the tax base recommended by the
Council is toa low and is unfair to
many- skilled workers and to fore-
men and others in the lower ranks
of supervision. The upper limit
of $4,200 in the benefit base means
that no earnings of more than
$4,200 a year produce an increase
in a worker’s pension, There are
many skilled workers, straw
bosses, foremen, assistant fore-
men who earn from $5,000, $5,500,
to $6,000 a year, but under the
recommendations of the Council
these men would receive no
greater pensions than men earn-
ing only $4,200 a year. Indeed, in
the year 1948, 17% of the male
workers who earned wages in
covered industries in all four
quarters earned more than $4,200.
Why refuse to count any of these
earnings'over $4,200 in computing
the pension that the man receives?
The primary pension for a
worker earning $5,000 a. year,-if
the pension were 50% of the first
$100 and 15% of the additional
earnings up to $4,200 a year,
would be only $87.50 a month.
It is not satisfactory to expect all
men who receive more than $4,200
a year to depend on individual
savings .or .on company. ' pension
plans. About 22% of persons with
incomes of $5,000 or more in 1949
- had liquid assets (bank deposits,
government savings bonds, and
stocks and bonds of ‘private cor-
porations) of -less.than $500 and
45% had liquid assets of less than
$2,000. Business enterprises them-
selves do not expect these men to
depend on individual savings be-
cause  they establish . generous
pension plans for executives. But
almost all of these ¢smpany pen-

sion plans tie a man to one com-"

pany and. penalize the man who
moves from one employer to
another. When one considers the
serious deficiencies of company
pension plans, one- reaches the
conclusion that skilled workmen
and foremen should not be de-
pendent to.any considerable ex-
tent upon them.

I am not in favor of increasing
the tax base and the benefit base
for the purpose of increasing the
income of the pension fund.
Nevertheless, if the benéfit base
is increased, the tax basé"should
be correspondingly’ increised be-

cause the two should be the same, -

As a matter of fact, the increase
in the tax base above $4,200 would
not produce much new tax rev-
enue, .

When' the present Federal Old-

Age Pension Plan- was drawn up
about 15 years ago, the prevailing

opinion- was ‘that it shéild ‘be.

. inadequate—that it should provide
- only-a bare minimum of security

i and that it should be supplement-’

~ed ‘in various.'ways.. It is under-
“standablethat ‘back i 1935, when

the idea-of a' Federal old-age in-"
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surance plan was new, many peo-
ple wished to avoid: placing ‘too
much reliance on it. At that time,

the serious disadvantages of pri- .

vate pension plans as devices for
providing old-age security were
not clearly seen. Nor were all of
the developments and problems of
old-age assistance clearly seen.

The time has come, T believe,
for a change in our thinking about
these matters. It is high time to
adopt the view that the Federal
pension plan should be ‘so close
to adequate «that only moderate
supplementation by private pen-
sion plans or public assistance will
be necessary. Of course, substan-
tial supplementation by individual
thrift will always be necessary.
For example, if one accepts as
a rough, but modest, standard that
an adequate pension for a worker
and one dependent is about half
of his average earnings, his stand-
ard of living will take a terrific
fall on the day when he retires,
unless he has accumulated at least
a moderate amount of savings to
supplement his pension.

If the Old-Age and Survivors’
Insurance Act were improved
along the lines recommended by
the Advisory Council with respect
to coverage and eligibility re-
quirements and if the benefit for-
mula were: somewhat more liberal
than that recommended by the
Council, the plan would really be-
come the foundation of the coun-
try’s arrangement for old-age se-
curity. Within three years after
the effective date of these changes
the number of recipients of old-
age pensions would exceed the
number of recipients of old-age
assistance, total pension payments
would be larger than payments
for old-age assistance, and the
Federal Government would be
able to make substantial reduc-
tions, in its expenditures -for
old-age assistance, As a matter
of fact, the number of old-age in-
surance beneficiaries actually
drawing benefits has increased
during the last several years con~
siderably faster than the number
of old-age assistance recipients.
Between December, 1946 and Jan-
uary, 1950, the number of old-age
insurance - beneficiaries increased
932,000 in comparison with some-
what over 500,000 for old-age as-
sistance recipients. . It is illumi-
nating, however, that the increase
in this monthly amount of old-age
assistance payments during the
same period was more.than twice
as large as the increase in the
total monthly old-age benefit pay-
ments under the old-age and sur-
vivor's insurance today— vivid
evidence of the inadequate benefit
formula in the pension act.

VI
What would a more adequate
system of old-age and survivors’
insurance cost? The answer to this
question depends upon many con-

_costs of - an old-age

ditions: how many. persons reach
the age of retirement; how many
become eligible for benefits; how
many retire; ‘how long benefits
are. paid;- how much is paid "as
retirement benefits,

.The best way to estimate the
insurance
program is as a percentage of
payrolls and of the income of the
self-employed; in case.the insur-
ance plan extends to the self-
employed. In the next 20 or 30
years there will be a very large
rise in payrolls—partly due to the
increase in the labor force and
partly due to the rise in wages
which must be expected to con-
tinue in the future as in the past.
In another 30 years, for example,
the labor force will increase by
over 10 million, and, if wages rise
as rapidly as in the past, hourly
earnings will increase between 80
and 90%. One must expect that
the benefits paid under the old-
age insurance plan will bear a
more or less constant relationship
to average monthly earnings. As
wage rates rise, benefits will be
liberalized from time to time in
order to maintain a more or less
constant relationship between
earnings and pensions. That is
why the most realistic and con-
servative way of estimating costs
is in terms of percentage of pay-
rolls and the income of the self-
employed.

The actuarial consultant of the
Advisory Council on Social "Se-
curity prepared a low-cost esti-
mate and a high-cost estimate of
the recommendations of the Coun-
cil. He estimated that by the year
2000 the expanded program rec-
ommended by the Advisory Coun-
cil would cost from 5.87% to
9.70% of payrolls. The range in
his estimates of level premium
rose from 4.90% to 7.27%. The
more liberal benefit formula which
I had suggested would cost some-
what more,

s e “.a

Fortunately, the cost of old-age
pensions can be substantially re-
duced by enccduraging employers
not to retire workers who are
physically fit to perform their
work.. It is a cruel fiction that
men on attaining the age of 65
suddenly become unfit to continue
their jobs. Let me conclude these
remarks by calling to your atten-
tion an aspect of the problem
of old-age security that has re-

" ceived all too little attention—

namely, the problem of premature
retirements.

Many people conceive the prob-
lem of old-age security as mainly
a result of the aging of the popu-
lation—that is, the increase in the
proportion of the population of
65 years ¢f age or more. As a
matter of fact, the problem of
old-age security is as much a
problem of earlier retirement as
a problem of the aging of the

" Lighting Company.

LONG ISLAND LIGHTING
ANNUAL RePORT

The annual report of the Long Island Lighting System
" companies has just been mailed to stockholders. This
‘illustrated booklet: discusses the Long Island Lighting
Company as it will exist upon completion of its pend-
ing consolidation with its subsidiaries Queens Borough
Gas ond Electric Company and Nassav & Suffolk

- We shu_" be pléoied fo send you a copy if you
- will write to-us at Mineola, Long Island, N. Y.

“LoNG IsLAND LIGHTING COMPANY

population. Back in 1890, 68.2% of
all’ white males were members of
the labor force. By 1930, this per-
centage had fallen to 54.0. By 1940,
only 42.2% of all white males
were in the labor force. .
The-drop in the proportion of
the population of 65 years of age
or more in the labor force is not
the result of voluntary retire-
ments, It is the result of layoffs
by employers, For example,
among rural farm population,
69.3% of males 65 to 74 vears of
age were in the labor force in
1940, and even 31.5% .of males
over 75 were in the labor force.
Among urban groups, on the other
hand, only-46.9%:of white males

between 65 and 74 years of age -

were in the labor force, and only
15.0%. of those 75 years of age or

more. Many large companies have .

adopted the rule that everyone
must retire at the age of 65.

The practice of earlier and ear-
lier retirements is bad for- the
individual worker in most cases,
it is bad for the country, and it
greatly increases the problem of
an old-age insurance plan. Retire-
ment is bad for the worker partly
because it reduces his income, but

even more because it cuts him off_

from the contact of his fellows
that his job gave him, and makes
him feel that he is'a “has-been”
and is now. on the shelf. He is
unhappy ‘and maladjusted. Often
his health suffers. Earlier retire-
ments are bad for the country
because they deprive the com-
munity of the output that the re-
tired workers might produce. At
the present time, for example,
there are about 2.8 million work-
ers of 65 years of age or more
at work. They produce about $10
billion of goods. If the practice
of universal retirement at 65 were

made general, the country would
be-deprived of the output of these
2.8 million men. In other words,
general retirement .at the age of
65 would cost the country about
'$10 billion a year. Finally, earlier
retirements greatly increase the
cost of pensions. Life expectancy
at age of 70 is about three years
less than at the age 65. If most
men retired -at 70, therefore; the
number of years pensions would
be paid in the average case would
be about three less than if mosk
men retired at.65. Furthermore,
contributions would be paid for
more years. Consequently, the
contribution rate that will buy a
given pension beginning at age
65 will purchase much larger pen-
sions beginning at age 70.

The time has come to halt the
tendency for employers. to retire
men at an earlier and earlier age.
This tendency is quite out of place
in a community ‘where health is
improving, longevity is increasing,
and the remaining years of use-—
fulness of workers at the -age .of
65 are growing. The Advisory
Council on Social Security pointed
out that the great majority of re-
tirements are involuntary, and it
recommended that the Federal
Government establish a commis-
sion to study the broad problems
of the aged in the community and
the adjustment of aged to retire-
ment. I believe that immediate
steps should be taken, however,
to help workers between the ages
of 65 and 70 continue in employ-—
ment instead of being forced to-
retire. The best way to do this
is to give employers an incentive
not to retire physically fit work-
ers before the age of 70.

What form might this incentiver
Continued on page 42

INCOME:

sengers, mail, express, etc

dends, rents, etc.-—

Total income

EXPENDITURES:

taxes __

THE BAL'i'lMORE AND -OHIO
RAILROAD COMPANY

SUMMARY OF 1949 ANNUAL REPORT

Comparison
. ~with 1948

Year
1949

From transportation of freight, pas-

$3066,708,017 $43,482,430

From other sources — interest, divi-

7,067,637
$363,775,654

537,820
42,944,610 ¢ T/

Payrolls, materials, fuel, services and

$321,895,524 $33,501,182

ices

Interest, rents and miscellaneous serv-

35,010,303 5,645,010

Total Expenditures
NET INCOME:
ettt atonelol i)

other purposes

revenues were $2,670,298 less,

than the 4.37% in 1948.

record January 3, 1950,

For lmprovements:‘ sinking funds, and

Due principally to work stoppages in the coal and steel industries,
freight revenues were $39,728,935 less in 1949 than in 1948, Passengey -

The 40-hour week established for certain classes of employees Sep~
tember 1, 1949, and the increase in rates of pay, both recommended by
the Presidentia]l Emergency Board, were largely responsible for the
high level of operating expenses in 1949.

The return on the net investment of the Company in property
devoted to public transportation in 1949 was 2.77%, or 1.53 points less

During 1949, outstanding System interest-bearing debt, including
equipment trusts, was further reduced $15,041,414.

A dividend of $1.00 per share on Preferred Stock was declared
December 21, 1949, and paid January. 25, 1950, to stockholders of

$356,905,827 $27,656,142

£6,869,827 D  $15,288,468

< R."B.-White, President
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The Problem of Old Age-Secu’rity

take? It might be either a penalty
or a reward. I believe that a re-
ward is preferable to a penalty.
If the employer were penalized
for retiring men below the age of
70, he would be discouraged from
hiring older workers—men of 63
or near 60, whom the employer
might be willing to hire under
ordinary circumstances. If the
employer had doubts these men
would be physically fit to work
until they were 70 years of age,
he would refuse to hire them,
The method of rewards, how-
ever, has great possibilities. In
order that I may be definite and
concrete, let me venture a tenta-
tive suggestion. Let us assume
for sake of illustration, that the
average pension were $75 a month,
or $900 a year. An employer who
kept. a man until the man' was
70 years of age instead of retir-
ing him at the age of 65 would
be saving the pension system
$4,500 in pensions. The employer
might be rewarded for keeping
men above 65 by being given a
rebate of one-third of the result-
ing saving to the pension fund.
In the example I have given, one-
third of the saving would be
$1,500. If the employer had. kept
the man until only age 68, the
pension fund would have been
~ saved $2,700, and the rebate of
one-third would have given .the
employer $900. ) .
This rebate would give manage-
ments an incentive to find ways
of keeping men beyond the age
of 65. Furthermore, instead of
ngpg a deterrent to managements’
hiring older workers, the rebate
would be an incentive, If an em-

ployer hired a man at age of 62
and kept him until the age of 70,
the employer would be given a
rebate for the saving made pos-
sible in pension payments to the
man. Naturally employers would
be interested in hiring older work-
ers who showed promise of being
efficient after the age 65. The
older workers who ‘are now
thrown on the market by firms
going out of business and by lay-
offs would find their employment
opportunities greatly improved.

I do not assert that this ar-
rangement would completely solve
the employment problem of the
older worker. Nevertheless, it
would greatly reduce the serious-
ness of this particular problem.
Thus we would be Kkilling two
birds with one stone. We would
be-halting the dangerous tendency
for earlier and earlier retirements.
In addition, we would be im-
proving the employment oppor-
tunities of older workers. An in-
corporation into the Old-Age and
Survivors’ Insurance Act of an in-
centive for employers to keep
workers beyond the age of 65
would be a major improvement
in the country’s arrangements for
old-age security. It would open
new hope and opportunity for
millions of older workers. It would
greatly reduce the cost of pen-
sions and it would make it possi-
ble to give much more liberal
pensions than are now available
with only a moderate increase in
the cost of pensions, It would in-
crease the productivity of the
economy. This increase in produc-
tivity would alone go far to pay
the total cost of old-age security.

Insurance Executives Warn of Inflation Danger

George+L. Harrison, Chairman of Board, and Devereux C.

Josephs, President of New York Life Insurance Company, point

out growing hazard which affects country is possibility of
serious inflation from government deficits.

;  In a letter accompanying the
£ 105_th Annual Report addressged to
policy holders and signed jointly
* by George L. Harrison, Chairman
. 'of the board, and Devereux C.
: Josephs, President of the New
; ‘Yorlg Life Insurance Co., a warn-
. Ing is uttered that continuation of
« government deficits may bring in
, its wake serious inflation that
will affect the whole nation ad-
versely,

It is sometimes difficult to
: dlffereqtiate between a robust
- prosperity and high business ac-
tivity artificially stimulated to a
point of consequent inflation, be-
cause at the outset both appear
thg same,” the insurance exec-
. utives state. “But the greatest
i danger of inflation is its insidious
. growth, Its first influence is
' pleasgntly stimulating—money is

plentiful and cheap, business be-
comes brisk, wages rise and
everyone appears to be better off.
. Then comes- the pay-off. Living
+ costs, which' have lagged behind
. this increasing affluence, begin to

rise; and the savings of the past
lose,:temporarily or irretrievably,
part‘of their buying power.”

Continuing, the letter . points
out: “Because of this risk, it is
well for us to seek to determine
. whether agriculture, industry and
commerce are enjoying a soundly
earned natural expansion, or
whether our delicately balanced
: economy is getting out of control.

“Unbalanced government budg-
ets—national, state and local—
are the chief factor in creating
inflation and also the clearest
- signal of the danger. Government
. spending in excess of tax collec-
tions puts extra money in the
" hands of the public without creat-
ing any added supply of goods and
services, When people try to
spend this extra money for the
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Devereux C. Josephs . George L. Harrison

same amount of goods.and serv-
ices, they tend to drive prices up.
So, the public as a whole is no
better off than before, and people
living on fixed incomes are con-
siderably -worse off,

“During the war when things
had to be accomplished imme-
diately, we did not stop to count
the costs. Budgets could not be
balanced, money was borrowed
for immediate needs and payment
was deferred to the future, As a
result, many of us have forgotten
th:gt what has been spent must be
paid for sometime, in one way or
another, by someone. If govern-
ment budgets are not balanced
over too long a period of time,
inflation will surely follow.

“To avoid inflation, either ex-
penses must be curbed or the gov-
ernment’s income from taxation
must be increased, ‘or both.
Sooner or later the government
must replace its over-expenditures
with debt reduction or the thrifty
will have to pay the bill ini'the
deterioration of their savings.

“The difficulty with such an
obvious course derives from the
fact that it is hard to agree on

who shall "be taxed, and which
shall be omitted of the things we
so properly desire. As citizens we
‘view with alarm’ the free spend-
ing which is currently going
forward, but as individuals we
enjoy our share of the benefits.
The immediate pleasure of receiv-
ing the benefit dulls .our knowl-
edge of “the debt we have be-
queathed our children. b "

=

Canadian

Kk e

The persistent strength of the

“free” Canadian dollar market in.
New York has provoked the cus-,

tomary conjectures concerning the

“Because governmental figures possibility of the return of: the

have reached such size as to.be
difficult to grasp, it is worth while
to illustrate the peril at a more
comprehendible level. All of us
have many demands " upon our
current income. If as individuals
we continue to spend more than
our income we eventually become
bankrupt, and so we force our-
selves to be content with what we
can afford to pay for. We forego
a luxury to offset a new' con-
tingency. These choices which
we make as individuals all entail
a sacrifice. It can be no different
on the  governmental scale;

“Currently we have large inter-
national responsibilities—unavoid-
able and expensive, They are
part of our even larger outlays
for the national defense.. We can
hardly expect, at the same time,
the immediate fulfillment of all
of our social objectives. :With
the .Federal budget already un-
balanced during this high'level of
business activity, we must choose
between patience in the achieve-
ment of desirable social objectives;
and inflation which “may “de-
preciate savings even further and
may, if persisted .in,:eventually
destroy the very way. of life we
seek to create.

“Some of the new social objec-
tives now being discussed are un-
questionably - desirable, although
there are of course differences of
opinion as to how such objectives
should be accomplished.’ Each of
us has one or more which he be-
lieves to be indispensable. But if
we are to_continue {o enjoy, the
beniétits of a dynamic economy
and g free society, we will have
to practice the same patience and
self-denial on ‘a governmental
level that we must observe in our
own personal affairs. Most im-
portant of all, the responsible-
minded policyholder and citizen
must encourage and cooperate
with' those elected to public office
—national, State and: local—to re-
sist courageously = the - pressures
to spend more and tax less.. After
all, legislative bodies reflect the
political self-indulgence, or the:
patriotic self-denial, of the
voters.” : !

Pacific Gas & Eleclric
Offering Underwritten
By Blyth & Go. Group

Stockholders of Pacific Gas &
Electric Co., the second largest
public utility in the country, are
being offered rights to subscribe
to an additional 1,656,156 shares of
common stock of the company at
the rate of one new share for each
five shares of record March 14,
1950. The offer to purchase.the
additional shares, at the subscrip-
tion price of $30 per share, ex-
pires April 5, 1950. A nationwide
group of approximately 200 in-
vestment bankers, headed by
Blyth & Co.,"Inc., will purchasé
from the company all unsub-
scribed shares at the original sub-
scription price, ' :

Proceeds from the sale of the
common stock will finance, in
part, the company’s construction
program which it estimates will
total $300,000,000 in the years
1950-51 inclusive.

Joins Lawson, Levy
(Special to THE.FINANCIAL. CHRONICLE)
SAN FRANCISCO, CALIF.—
Frank M. Wosser is now connected
with Lawson, Levy & Williams,
Montgomery Street, members of
the San Francisco Stock Exchange.

official dollar to, parity vis-a-vis
the U. S. dollar. During the past
week rumors of an impending
currency movement in this direc-
tion have been heard . but have
failed. to produce any appreciable
reaction. The apathetic  reception
accorded these rumors is by no
means. surprising in view of the
absence of any logical case  in
substantiation of such a move.

Perhaps the only reason for giv-
ing passing consideration to the
question is the fact that the un-

.. official dollar is'pressing hard on:

the heels of the official dollar and
U. S. investment funds are- still
flowing northward in steady vol-
ume. In the absence however of
the timely advent of ‘spectacular
developments in the shape of the
Alberta oil ‘diseoveries,. the ~ex-
ploitation - by: U, S. 'interests‘ of
Quebec  Titanium, and :‘greater

situation would have presented-an
entirely different appearance,

Without this opportune bolstering, .

of .the Canadian . exchange' posi-
tion there is: little.doubt that the

* unofficial market in New :York

would have reflected the . dis-
counting of the probability’of. a
further devaluation of the Cana-
dian dollar. !

Even in the event of the con-
tinuance of a- steady ‘influx' of
U. S. investment funds the Cana-
dian economy is likely to. be
severely tested ‘in' the course of
the next few months. As a result
of the devaluation of the pound

and the tightening British Com--

monwealth- trade restrictions
against imports- from hard cur-
‘rency areas, Canada’s foreign
trade position has been dealt
a serious blow. To a cer-
tain extent the effects have
been ' mitigated by a temporary
rise in Canadian exports to this
country, as an-immediate conse-
quence .of the devaluation of the
Canadian dollar. This advantage
in trade with this country is off-
set’ 'however, by - the . adverse
change in the conditions of Brit-
ish-Canadian - trade since the
drastic cut in the value of ster-
ling.

This situation is further aggra-
vated in view of the present trend
of developments governing ECA
procedure. Previously Canada had
benefited to an important degree
in consequence of generous allo-
cations of ECA “offshore” pur-
chases. Not only were normal
Canadian exports to Britain as-
sured of payment in U. S. dollars,
but the Dominion’s exchange re-
serves were further boosted by
additional U. S. purchases within
the scope of the program for Eu-
ropean economic assistance. Now
embarrassing  surpluses of U. S.
farm products, and British unwill-
ingness to furnish U. S. dollars
for. imports from Canada, consti-
tute the: Dominion’s principal
economic' problem. When the
U. S.-Canadian Wheat Agreement
expires next July 1 ‘it will be
difficult to disguise the precarious
position of Canada’s markets for
agricultural products. :

These considerations therefore
suggest a further devaluation: of
the Canadian dollar rather than
an upward revaluation. This would
appear to be: all the more logical
in view of the fact that as a re-
sult of the September devaluation,

Canadian exports to British Com- |

monwealth and sterling area mar-

Securities

By WILLIAM J. McKAY

kets have now to overcome.a 20%
exchange disadvantage, Further-
more in the event of the develop-
ment of ‘another, sterling ‘crisis the
Canadian -dollar: would also be
subject to its’ undermining -influ-
ences. It is most unlikely however
that-sterling will be: permitted ‘to
fall below,its present level under
any circumstances, but pronounced
pressure on future sterling in the
New' York  market: would ‘exert
a bearish-influence on the “free”
Canadian dollar. © T

Although it would appear there-
fore that in-the coming months
the Canadian economic. situation
is more.  likely to . deteriorate
rather than to improve, a longer
range. survey. suggests that a good |
case can .be' advanced for the ' |
eventual return of the Canadian -
dollar to.par with the U."S. dol-
lar. This view would be based on
the continued dynamic exploita~
tion of Canada’s: vast wealth. of
natural . resources, - the.. maing

‘tenance  of " the ‘Dominion’s "capa~’
‘ble ‘management . of .its’ finangiql.
realization' of ‘the’ possibilities: of | and economic affairs, and possibly:
the  vast."Labrador iron-.deposits, -
‘the. Canadian  foreign exchange:

greater'.difficulties south. of the -
border. " in‘-controlling ‘ the " inflat
tionary.forces that-ultimately.lead . §
to. currency depreciation. . . <
During the: week theé: feature'o
the external market:was the suct
cessful placing of the new. Albertg
refunding - issue:.: ‘Activity “in -inf
ternals: continued on-a-negligible
scale - with:' :prices - mostly ‘- un-"°*
changed. The corporate-arbitrage
rate -was steady at 1434%-14%
while - free - funds - were again -
slightly - firmer at 9% %. Stocks
were irregularly higher with the
industrial group index registering
a.new 16-year high. Senior golds,
and notably Kerr Addision, were
in demand  following favorable
earnings. reports. - Western - oils
were active. and slightly firmer
with Royalite and Pacific Petro-
leum particularly prominent.
Base-metals made little headway
but East Sullivan on favorable
drilling ‘reports was  actively
traded. :

' Joins Conrad, Bruce - '
(Special to THE FINANCIAL CHRONICLE) <
LOS ANGELES, CALIF.—Hugh
D. Purcell ‘has: become  affiliated " |
with Conrad, Bruce & Co., 530
West Sixth: Street. .He was form-
erly with Adams-Fastnow Co. and }
Blyth & Co., Inc. S

CANADIAN BONDS

GOVERNMENT
PROVINCIAL
MuNicIPAL

CORPORATION

CANADIAN STOCKS -

A.E. Ames & Co. '

INCORPORATED

Tweo Wall Street
New York 5, N. Y.

WORTH' 4-2400 NY 1-1045

Fifty Congress Street
Boston 9, Mass.
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share after providing for call of
‘Mt. Vernon'’s prior, preferred
stock, compared. with $16.36 per
“Share of net working capital for
;West Point. v
”" These. are only the high-lights
A{of_ the Mt. Vernon-Woodberry
Mills story. Its future looks ex-
“ceedingly bright in contrast. with
(the difficulties which it has now
successfully surmounted. I can-
,not help but regard it with tre-
‘mendous respect as an investment.

" SIDNEY L. SCHWARTZ

.. - Partner, Sutro & Co., San
o B Franciscisco, Calif.

(Standard Oil Co. of California)

i, The investment counselor seems
entitled to make certain reser-
,yations when he'is expected to
.-embracea particular stock ‘with

4 PR A - .such fervor as
to designate it
his first
choice:
he cannot .be

T

. expected: to:
stick . -to. ‘his’-
~favorite “‘for"

.better-or:
worse” :in a;
world which
is facing
changes in
technological,
political and
economic-con-

“.ditions on ‘a
grand scale.
Second, bank-
érs and brokers are really expect-

; ed .to have a number of favorites

~ at'a time which are suited to fill

i the individual needs of investors

. on.a basis of risk diversification.

. .z For investors: who-are not 'in

' the top income brackets and de-
gire' an optimum - combination of
jong-range security- of principal,
growth  and generous income,
‘Standard Oil Co. of California is

. among my favorites. If some are

 inclined to term this choice rather
“commonplace” and lacking in

' originality I do not mind because
I feel that the type of investor
mentioned above should have his
funds committed preferably in
leading stocks which have the

" prospects and the market support
characterizing high caliber equi-
ties. If, on the other hand, some-
body may be inclined to raise an
eyeébrow on Standard Oil of Cali-

- fornia, in view of the well-known
difficulties with which the oil in-
dustry in general, and our big
international companies in partic-
fular, are currently confronted, I
'wish to state my conviction that
ithese difficulties do not detract
,érom the excellent long-range out-
lcok for this industry. For oil
‘serves basic needs in our modern
economy and stability is afforded
through its position and prepon-
derant use in the consumer goods
field. Its rising importance in
chemistry and the usual co-ex-
istence of natural gas combine to
provide above-average growth.
.- This company is among- the
strongest in the. entire  industry,
as far- as reserves and..earnings
power: are. concerned. After de-
ducting ' one barrel’ of - domestic
reserves for each dollar of senior

“'Sidney L. Schwartz
R R

capitalization, company has an es-

timated 84 barrels of domestic
reserves, and 174 barrels of foreign
reserves, per share of common.
Add to this its large reserves of
natural gas, its up-to-date refin-
eries, pipelines, tankers, etc., and
it will be apparent-that the cur-
rent market price of around $64
per share constitutes a very con-
servative appraisal.

One arrives at the same con-
clusion, considering the fact that
. the stock currently is selling at
61 times estimated 1949 earnings,
and at about 7 times 1946-49 aver-
age earnings. While the bigger
part of estimated oil reserves are
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p://fraser.stlouisfed.org/

First,.

| The Security I Like Best

in the Middle East and Caribbean,
net investment in companies oper-
ating in foreign countries, at the
end of 1948, was carried on the
books at- below $75 million, or-
about. 10.8% - of total net book
value of fixed assets. Dividends.
received in 1948 from associated
companies operating in foreign
countries were equal to 17% of,
total net profit. Thus, while the
current difficulties facing the dis-
posal of “dollar: oil” in foreign
markets may limit company’s
profits from such operations in
the years ahead, they do not basi-
cally change its earnings poten-
tial. Moreover, the Middle East-
ern reserves will remain a source
of wealth unless there is war with
Russia, which has become less’
likely in view of the destructive
potentialities of the H-bomb. .

* “Growth? This company has had
much; and has all that is needed
for.:much : further - growth. . Its-

‘principal - domestic ‘reserves . and

markets- are located in one of the
fastest growing areas of the coun-
try."Within a relatively ' short”
time; ;Standard: Oil of ‘California -
also" has'built: up. strong reserves
.and ' markets east of the Rockies.
Company: has. an-interest. in the
oil discoveries in Surry County.
Thus, in- recent years, company
has outpaced the average growth
of a.rapidly growing industry. In
the past 10 years, its output of
crude oil has almost tripled, -its
crude sales have more than dou-
bled, and so has the production.
of natural gas. Several subsidi-
aries are now active in the, field
of petro-chemistry. Incidentally,
over 60%- of domestic output still
comes from California, where pro-
duction :is as yet not subject to
limiting regulations by the. State.

The. proof of a stock is in its-
performance. An investor who
bought Standard Oil of California
at the 1939 average price of 29,
now has to show a 139% gain in
principal, as against a-47.5% rise
in the Dow-Jones industrial aver-
age over its 1939 average; more-
over, in these 11 years, that in-
vestor would have received cash
dividends providing an average
annual yield of 7.7% on his orig-
inal investment, although com-
pany ploughed back an average of
53Y% % of its profits. Put differ-
ently, $1,000 invested at the aver-
age 1939 market price would. to-
day be worth about $2,390, ex-
clusive of the $850 cash dividends
paid on that investment in the
1939-1949 period.

A stock with so much basic
merit can be held with confidence,
in good as well as. slack times.

ALLAN LOPATO

Allen & Co., New York City
(Polaroid Corporation)

Being somewhat of a romanticist
of long standing, it is almost nat-
ural that the stock I-like most
would - be of the variety known

as “romance

“situations.”
Polaroid -Cor-+

poration com-

mon, the stock

which is my

pet, and to

which I refer,

is one which

has sufficient

appreciation

‘potential to
stir one’s im-

agination,

This is not

a stock for the

man who looks

at past earn-

ings records as his criterion for
investment. However, last year,
for the first time since 1945, show-
ing the fruits of its latest venture,
the Polaroid-Land Camera, the
company reported net earnings of
$1.63 per common share. I don’t

Allan Lopate

think it necessary to describe this
amazing camera which delivers a
finished picture one 'minute after
it is snapped. However, according
to the annual report, improve-
ments in the type of film used,
and in the camera itself are being
made and should add to the sales
of this particular item.

The basie substance, from which -

Polaroid derived. its name, is a
light-polarizing material ~sand-
wiched between two clear plastic
films. This. material has been
used, since 1936, by American Op-
tical in the manufacture of sun
glasses which do a beautiful job
of eliminating reflected glare, An
improvement of this original
polarizing substance is made into
filter screens for television sets.
These screens. circularly polarize
light and are the first commercial
applications of this principle. The
filter increases image contrast and
removes annoying light reflections
from sources outside the picture
tube.

*'The polarizing material can also
be used in'showing three-dimen-
sional movies in natural colors,
and. so far. as this writer knows,
it is the only commercially. avail-
able' material  which will do so.
Three-dimensional color movies
could ‘prove to be the film indus-
try’s -most effective weapon - in
recapturing audience from TV.

The company also‘has a three-
color process for printing motion
picture film known as “Polacolor,”
and is currently negotiating with
the motion picture industry on
extending its use.

The company maintains a re-
search division, very ably staffed,

and from the nature of its achieve- |
ments, apparently very capable. .
Its latest project, completed under °

sponsorship of the office of Naval
Research and also supported by
grants from the American Cancer

Society, is a new type of ultra- 4@

violet: microscope’ which _causes
ordinarily colorless biological tis-
sues to assume characteristic. col-
orations, While primarily ‘devel-
oped for ‘uSe in' cancer research,
it is: expected that many other
uses “for this microscope will be
found.

The gross revenues of this re-
search division last year exceeded
its direct operating costs. The
scientists and engineers in this
division work out the processes
needed in some of Polaroid’s ven-
tures and design and help build
the machinery necessary for per-
forming these processes.

However, all of the foregoing
items, as packed with potential
earnings as they are,"in my opin-
ion, do not approach the tremen-
dous possibilities that could come
from the use of the polarizing
material in the elimination of
automobile ‘headlight glare.

For as long as the modern auto-
mobile has existed, one of the
greatest causes of accidents at
night has been the blinding glare
of automobile headlights. To date,
there have been no effective
“cures” to overcome this killer
with this one possible exception:
the Polaroid Corporation has de-
veloped a system using its polar-
izing material in both headlights
and windshields, which ¢ ould
eliminate the bugaboo of night
driving completely so far as
headlight glare is concerned. This
could be accomplished at a cost
which would be very small indeed
in terms of lives saved. The big
obstacle to its adoption is that for
full effect, the system would have
to be universal and such a condi-
tion might have to be legislated.
The first important steps toward
this end seem to have been taken
with the introduction of such
legislation in three states,

The corporation uses a total of
125,000 square feet of floor space
and has about 400 employees in
all. The employees themselves
have turned down three attempts
to unionize them and seem to be
very satisfied with their working
conditions and wages which in-
clude an incentive bonus arrange-

ment. The. writer 'was consider-:

ably impressed. with. the  high
calibre and efficiency of the man-
agement. Relations between man-
agement and employees are ex-
cellent.

The company, in their 1949
Annual Report,” shows a current
ratio of better than 5 to 1. Out-
standing capitalization consists of:

18,000 shares of 5% cum. 1st pre-
. ferred, $50 par -
7,000 shares $2.50 cum. 2nd pre-
ferred, $5 par
404,375 shares of common, $1 par.

At its last meeting, March 14,
1950, the directors declared 62%¢
account of arrears, and 62%¢ cur-
rent dividend on the first pre-
ferred. This leaves arrears of $1.25
per first preferred and $6.25 per
second preferred share.

If the present potentialities of
this company are realized, the
prospects for increased earnings
and appreciation of the capital
stock are easily foreseeable.

The opinions expressed herein
are the personal views of the
writer.

WILLIAM A:. STINSON

Security Analyst, Philadelphia 9,
Pennsylvania !

(Keystone Funds)

I have been most impressed by
the fine array of talent contribut-
ing to this series of articles about
“The Security I Like Best.” How-
ever, I have
been far more
impressed by
the fact that
there are al-
most as many
favored se-
curities as
there are
writers. This
has set me to

vestor, whom

we all serve,

finally arrives

after review-
William A. Stinson ing so. many
and varied opinions.

Mr. Investor has his hands full
as it is; what with over 3,000
“listed” and more than 20,000
“over-the-counter” securities
from which to choose. On top of
this, he is too frequently con-
fused in what he really wants in
the way of a security.

If Mr, Investor is not already
aware of two important. invest-
ment fundamentals, it is my firm
belief that in order to best serve
his interest he should be taught
them: first, to- recognize that he
has an investment objective—
whether to obtain income, to build
capital or some other—and second,
that he should think of the mar-
ket as an average. He should
then consider only those securi-
ties which meet his investment
objective. As soon as we, in serv-
ing Mr. Investor, stop thinking in
terms of averages, we are faced
with the myriad choices avail-
able in the market  place—and
this series of articles is a testi-
monial to the difficulties involved
in making a selection.

This preamble is important in
arriving at a discussion of my se-
lection of the best security for
investment: a series of ten “aver-
ages” with which to meet virtual-
ly any investment objective.
These are the Keystone Funds—
ten separate Mutual Funds, repre-
sentative of ten distinct classes of
securities. Each has different
characteristics as to fluctuation
and income. Each has a specific
investment use. Here then are ten
“averages” representing the per-
formance characteristics of practi-
cally every section of the securi-
ties market from the highest
grade bonds through other classes
of bonds; income and apprecia-
tion preferreds; the “blue chip,”
the income, and the lower-priced
commons.

Who can depend upon the mar-
ket price performance of any

single ' security over any given
period of time? American Tele-
phone & Telegraph and Western
Union were both the same class of
security some twenty years ago—
both “blue chip” commons. AT&T
still is, but Western Union has
long since fallen from the ranks
of the exclusive. Or, as a more
recent, short-term illustration,
let’s look at some of the thirty
stocks which make up the Dow-
Jones Industrial Average—most
of them “blue chips.” Union Car-
bide ranked No. 1, Int. Nickel No.
2 and General Foods No. 3 as the
best price performers in 1948. But
last year Union Carbide had:
dropped to 11th place, Int. Niekel
to 16th and General Foods way
down to 28th. What if you had
picked these three a year ago on
the basis of their 1948 record?
Yet, if we had the multiple ex-
perience of 50 selected issues of
this class of securities, we would
have an ‘“average” and such an
“average” would give us a meas-
ure by which to tell a great deal
of what we could expect as to
future price fluctuations and in-
come. :
What better answer with which
to solve almost any investment
problem than ten such averages—
ten different = investment tools
with known habits as to income
and appreciation possibilities. In
addition, there are ten tools which .
at all times offer wide diversifi-
cation, continuous investment su-
pervision, regular and dependable
income, ready marketability, vir-
tual indestructibility and other in-
vestment advantages. If a real
service, is to be performed for the
investor, does it not make more
sense to use a vehicle with as
many investment advantages as
these, rather than attempting to
select the “best” issue from among
:a heterogeneous mixture of thou-

won %1‘ ingt sands of individual securities—
where Mr, In-

most with unpredictable habits
and with notreakily*assayable fu-
ture prospects? In my opinion no
better tools are available to the
securities man today with which
to fashion an investment program.
precisely tailored to the needs of
each individual investor, Nor
would I seem to be alone in this
belief. More than 50,000 investors
hold Keystone Fund Certificates
valued in excess of $200,000,000.
And these are not confined to the
“little” investor you hear so much
about. ‘Some 1,800 fiduciary and
institutional investors hold
amounts up to $1,000,000 or more.

What of results? By ' combin-
ing the right combination of the
ten Keystone “averages” into a
program such as that afforded by
the Income and Growth Plan, the
results are little short of phe-
nomenal. $10,000 invested in this
plan on Jan. 1, 1940 had a capital
value on Jan. 1, 1950, of $19,000 and
returned an average in income
distributions per year of over 7%
on the original investment. In
the same ten years, had all special
and regular distributions been re-
invested as received, the cap_ital
would have grown to a most im-
pressive $32,500—an increase of
well over 300%.

Like all precision instruments,
the Keystone Custodian Funds
take a bit of .understanding . for
proper application and use. How-
ever, when their use is under-
stood—much as a skilled crafts-
man knows how to use his instru-
ments—they provide the means
by which a securities man can do

a professional job of solving his
clients’ investment problems—both
in good times or bad. If used’
properly, they are capable of pro-
ducing remarkable investment re-
sults.

Slayton Co. Adds
(Special to THE; FINANCIAL CHRONICLE)}
LOS ANGELES, CALIF—
Maurice F. Sheldon has been add-
ed to the staff of Slayton & Com-
pany, Inc.
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Esllmales Imluslnal Stock Pnces
Now Are 30% Ahove Normal

L. M. Demarest & Associates, on.basis of 10-year average,
hold industrial shares at highest level in four years. Hold the:
Ionger a decline is postponed, the more abrupt will be the drop. *

Industrlal stock prices have
risen to 30% above normal for the
first time in over four years, L. M.
Demarest and Associates, business
and industrial consultants, state in
their March report of the “Flo-Dex
Service.” This standard measure
of business level ani trends is
based on tae rate of flow above
or below the ten-year average or
decadé normal for tie correspoad-
ing months.

Industrial stock prices held. the
spotlight in the economic picture
in February, the report stated. “In
their climb to plus 30% in tre
upswing which began last July
stocks have reached this higa zoue
for the first time since November,
1945.

“There is a possibility that the
market may fluctuate above this
level for many months, even if it
doesn’t rise to the very high zone
of 50% above normal. But tne
history of industrial stock prices,
proves that the lorger the decline

is postponed the more abrupt is’

the drop. Also the higher Flo-
Rate rises above plus- 30% the
greater the danger.” The report
recalled the extreme high of plus
.143% in 1929 and the drop to
minus 73% in 1932.

“Four decades of the record of
industrial stock prices show that
any rise of the market to 30%
above normal bears watching,”
the report stated. “Inasmuch as
what happens in the stock market
has aa important bearing on all
business, the :businessman,
whetber or rot he-is directly in-
terested in -stocks, cannot afford
to ignore what is going on there.”

¥iye Danger Periods in 44.Years

“Back in November, 1945, in a
situation similar to the present
one, the then new Flo-Dex warned
that industrial stocks were’above
a safe level. In April-May. 1946
Flo-Dex again pointed out thal
the market was 'in the danger
zone. ' As everyone knows, stocks

reached ‘their ¢rest in May, 1946,

and a sharp' drop followed. This
warning‘was based on a knowl-
edge of what had happened to
stocks in the past.

“This rise of stocks to 30%
above normal isn't something that
happens every other year. It is
something that has happenei five
times in the past 44 years. It hap-
pened at least once prior to 1909:
In July, 1909, stock prices entered
the plus 30% zone and continued
climbing for two more months.
‘They then dropped 25% in the next
year and didn't get back to their
former high level for nearly six
years. The next time they broke
into the zone above plus 30% was
in September, 1915. They rose
17% more in the next 14 months,
then in the next year dropped
30%. In May, 1919, they again
reached plus 30% and kept on
climbing, and then dropped 40%
in scarcely more than a year. It
was five years before the market
regained its high-level. In May,
1925. the Flo-Rate again broke
into this high zone. - It continued
upward for four more years, with
actual prices rising 193% in that
time, but when the market broke
prices dropped almost 90%. This
shows that the longer the correc-
tion xs delayed the more severe
it is.’

The report points out that while
no.one knows whether industrial
‘stocks will continue to rise, or
how long they may remain at cur-
rent levels, there is tentative
warning in the bond market.
. “Corporate bonds usually precede
industrial stocks in. upturns and
downturns.”

The report disclosed. relanveiy
little: change in other -basic ele-
‘maents of tusiness from ‘t%e levels

a month-ago.  Rises occurred in
stock prices, -bank debits, earn-
ings, production of electric power
by utilities, exports, industria]
production, durable manufactures,
and commodity prices. Solvency,
employment and farmers’ sales
dropped. Retail sales are un-
changed.

“Sagging prices in corporate
bonds, and a slight decline in the
Flo-Rate serve as additional evi-
derce of the importance of watch-
ing stock prices closely,” the re-
port concluded. “A downturn in
bonds and stocks has wusually
meant a downturn, after some
months, in other elements of busi-
ness.”

Glavin Elected By
First Boston Gorp.

At a meeting of the board of
directors of The First Boston
Corp., 100 Broadway, New York
City. Charles C. Glavin was
elected a
member of
the board. Mr.
Glavin joined
the firm in
1935 and for
many years
has been an
officer in its
buying de-
partment, He
was elected a
vice-president
w145, A
native of Es-
camba, n.,
Mr. Glavifi'is
a graduaté of
Harvard Col-
lege- and  tne Harvard Graduate

Charles C. Glavin

Scnool. of tsusmess Admlmsura- .

tion.

First Bost. 2nd Wood,
Gundy Group Offers
Prov. of Albert Debs.

The First Boston Corp. and
Wood, Gundy & Co., Inc., headed
an investment banking . group
which publicly offered yesterday
(March 22) a new issue of $60,-
700,000. Province of Alberta
(Canada) serial ‘debentures due
March 1, 1961-1973. The deben-
tures are priced to yield from
2.625% to 2.90%.

Proceeds of the sale will be
added to general funds of the
Province and applied to the re-
demption on June 1, 1950, of the
$61,067,200 of provincial deben-
tures payable in U. S. dollars and
maturing subsequent to Jan. 1,
1€31, which were issued prior to
March 1, 1950, under the Debt
Reorganization Program of 1945.

The new debentures are pay-
able in United States or Canadian
currency, at the holder’s option,
and are direct and general obli-
gations of the Province. They are
redeemable at varying premiums
zilg any {ime on and after March 1,

54.

With Barbour, Smith

(Special. to Tae FINANCIAL CHRONICLE)
LOS ANGELES, CALIF. — Wil-
liam. G. Cuppa has been added to

the staff of Barbour, Smith &

Company, 210 West Seventh
Street, members of the Los An-
geles Stock Exchange,

With E. F. Hutton Co.

(Special to Tas FINANCIAL CHRONICLE)
:LOS ‘ANGELES,: CALIF.-—Earl
G. Burr is,with E. F. Hutton: &
Company, 623 $outh Spring Street.

NEWS ABOUT BANKS

. CONSOLIDATIONS _
NEW BRANCHES
‘NEW OFFICERS, ETC.

. CAPITALIZATIONS

'AND a,’B_ANI‘(‘jE‘RS_:”

T TS

S. Sloan Colt, President of
Bankers Trust Co., of New York,
announced the election on March
21 of Andrew
P. Maloney as
Assistant
Vice - Presi-
dent of the
bank. Mr.
Maloney,
who will be
associated
widh the
mertropolitan
division of the
Banking
Department,
bas been with
the Manu-
laCcturers
Trust Co. for
the past 22
years, He was an Assistant Vice-
President at that institution and
was associated with their branch
at Fifth Avenue and 43d Street.

# % #

Andrew P. Maloney

Harveyv D. Gibson, President of
Manufacturers Trust Co. of New
York, announces that Ralph H.
MacKmnon, formerly Assistant
Secretary, has been named an
Assistant Vice-President of the
bank. Mr. MacKinnon began his
banking career with the Chatham
Phenix National Bank in 1930 and
joined Manufacturers Trust at the
time of the merger in 1932, At
the same time, it was announced

that Charles V., Rosicky, of the

bank, has been named an Assist-
ant Secretary. Mr. Rosicky
started with the Bank of Europe
Trust Co. in 1923 and has been
with Mapufacturers Trust  since
the forme: was liquidated in.'1931.

* " -

Harvey  Wecks, Vice-President
of Central Hanover Bank and
Trust. Company of NewYork, is
voluntarily retiring on March 31,

in advance of the bank’s com-:

pulsory retirement age of 65: On
May 12, Mr. and Mrs. Weeks plan
to leave for Europe, where they
will visit England, Hollard, the
Scandinavian countries, Belgium,
Switzerland and France. Mr.
Weeks expects to do considerable
writing and will also speak before
several business and trade groups.
Upon. his return to the United
States next fall, he hopes to spe: d
part of his time writing and
speaking. Mr, Weeks was on the

program at the International.

Rotary Convention in . Houston,
Texas, in 1913, and over the years
has spoken before National Con-
ventions of American Institute of
Banking at St. Paul, Mnn. Fi-
nancial Advertisers Association in
Louisville, Ky., Life Underwriters
at Detroit and American Bankers
in New York City. In addition,
he has made talks before the New
Jersey Bankers, North Carolina
Bankers, etc. He was President
of the Financial Advertisers Asso-
ciation in New York City in 1937.

= = =

J. Henry Schroder Banking
Corp. and. Schroder Trust Co. of

New York announced on Mirch 14 -

the election of George A. Braga
as a director. Mr. Braga is Vice-
President and director of- Czar-
nikow-Rionda- Co., President .of

Manati Sugar Co. and a director:

of various other companies,
* * #

Appointment of George J. Mof-
fitt as Assistant Manager of its
Bronx Office was-announced: on
March 20 by Walter E. Kolb,
President of the Industrial Bank
of Commerce of New. York: Mr.
Moffitt - has been thh the bank 16

ey s a8 ¥

Drive-in ‘ banking facilities in
Long Island City were formally
opened on March. 16 by Title
Guarantee and Trusi Co. of New
York. The new drive-in is' part
of the bank’s branch at Bridge
Plaza North, a few blocks from
the Queensboro Bridge, in the
center of the Long Island City in-
dustrial area which it serves. The
first regular business day of the
drive-in facilities occurred on
March 17. Barrard Townsend is
Fresident of the .trusrt company.

* %

Joseph E. Schwab, Vice-Presi-
dent and Comptroller of the
Roosevelt Savings Bank of Brook-
lyn, N. Y., was tendered a lurch-
eon by his fellow officers and
friends on March 16 at the Arion
Club, upon the occasion of his
birthday.

% #

The New York State Banking
Department on March 16 an-
nounced that it had given approval
to the Bank of Rockville Centre
Trust Co. of Rockville Centre,
N. Y., for an increase of capital
from $400,000, consisiting of 4,000
shares of the par value of $100
each, to $600,000, consisting of
6000 shares of the par value of
$100 each.

€ %

Appointment of Laird W. Deala-
man of Plainfield as Assistant
Secretary-Treasurer of Franklin-
Washington Trust Co. of Newark,
N. J., was announced on March 13,
the Newark “Evening. News” re-
ports. . He has. been in banking
since’ 1938, with an interruption
for war, service in the: Pacific.

L s’ »

The Cumbeiland County Na-

tional Bank & Trust Co. of New
Cumberland, Pa., increased ' its
capital as of March 2 from $150,-
000 to $200,000; $25,000  of the
additional capital represented a
stock dividend, while the further
$25,000 increase resulted from the
sale of new stock.
& # %

The capital of the Southern Na-
tional Bank of Orangeburg, S. C.,
has been increased from $125,000
to $187,500, effective Feb. 27. The
capital was enlarged as a result
of a stock dividend of $12,500 and
the sale of $50,000 of new stock,

* # £

Purchase of controlling interest
in the Grove State Bank at Pleas-
ant Grove, Dallas, Tex., by the
Dallas National Bank, at Dallas,
was snnounced. on. March 11 by
J. C. Tenison, President of the
Dallas' National. The Dallas
“Times-Herald” reports that the
suburban bank will operate as an
affiliate of the larger institution,
but neither its location nor its
name will be changed under the
new affiliation, Mr. Tenison said.
The Grove State Bank was estab-
lished in 1948, and reports re-
sources of $2,112,625. The Dallas
National, the “Times-Herald”
notes, was established in 1903 and
as of. last Dec. 31 reported total
resources of $95, 206 084.

& C %

Action by the directors of. the
Republic National Bank of Dall-s,
Texas; in authorizing a 50 cents
quarterly dividend, payable April
1 to stockholders of record as of
March. 15, has'established a new

Bank. This quarterly dividend
amounts to $337,500 on the 675,000
shares of stock outstanding and is
at the rate of $1,350,000 -annually.
Heretofore quarterly dividends
have beén paid at the rate of 40

‘cents per: share; and: for the past '
-several: years—an extra dividend

cember. Regular and special divi-
dends paid in 1949 amounted to
$1,200,000. ‘

# * %

- Frederick “W. Ruble of Denver

was elected President of the Fed- . - g

eral Home -Loan - Bank- of  San.’
Francisco on March 3, it is learried -
from the San: Franc1sco “Chron="
icle,” ‘Mr.- Ruble will take office" ;
April 1, it is stated. It is like- -
wise stated that for the .last 10.
years he has been' President and- -
Manager of the Midland Federal
Savings and. Loan Association of °
Denver.
* * £

John A. McCone, Chairman of
the Board of Pacific Far East
Line, Inc., and A. E, Stewart Chaf-
fey, rancher, were elected to the
board of directors of the Califor-
nia Bank of Los Angeles on March .
13, Frank L. King, President, an-
nounced. McCone's other corpo-
rate connections include that of
President of the -Joshua Hendy
Corp. and director of the Curtiss-
Wright Corp. Mr. Chaffey is a
son of California Bank’s founder,
the late Andrew M. Chaffey.

5 % % £

Seven members of the staff of
the Anglo-California National
Bank of San Francisco have re-
ceived promotions, according to
an announcement by Allard A.
Calkins, President. At the Capital
office, Sacramento, Walter W.
Funk, Frank Hodgson, John E.
Miller and Darrell R. Purcell have
been appointed Assistant Vice-
Presidents ‘and Ralph B. Lane has
been appointed an Assistant
Cashier. Mr. Funk, who has been
with the bank since 1939, and Mr.
Purcell, who has been connected .
with the institution for the past
24 years, were previously Assist-
ant Cashiers. Raymond A. Marks,
who started with the bank in 1934, -

‘has been appointed an Assistant

Manager of the Market-Jones of-
fice, San 'Francisco.  Glenn ‘K.

- Mowry.has been named: Assistant

Manager at the East Oakiand of-
fice, Oakland. = -

Walter Crandell Dead

Walter S. Crandell died ‘at his

home at the age of 70 after a six - "

months’ illness, ‘Mr. Crandell, a
member of the: New" York Stock
Exchange' since' 1909, retired from
his. brokerage business in New
York a year ago.

With Schwabacher Co.

(Special to THE FINaANCIAL CH?ONICLE)

SAN FRANCISCO, CAL.—Vic-
tor C. Bacigalupi and Ramsay
Browne have been.added to the
staff of Schwabacher & Co., 600
Market Street at Montgomery,
members of the New York and
San Francisco Stock Exchanges.

Robert H. Watson With
Francis I. du Pont & Co.

(Special to THE FINANCIAL CHRONICLE)

CHICAGO, ILL.—Robert H.
Watson has become associated
with Francis I. du Pont ‘& Co., 200
South La Salle Street. He was
formerly with F. S. Moseley & Co.
for many years and prior thereto
was with Blyth & Co.

With C. A. Parcells & Co.

(Special to Tae FINaNciaL CHRONICLE)

DETROIT, MICH.—William G.
Penoyer has been added to the
staff of Charles A. Parcells & Co.,
Penobscot Building, members of
the Detroit and Midwest S;ock
Exchanges

“With J. Arlhuk Warner.
. fspcc al to, Tnz EINANCIAL Cmomcu:)

BOSTON, MASS. — Edward J.
Modest is with J. Arthur Warner
& Co., Inc., 89 Devonshire Street.

With Waddell & Reed; Inc.
(Specia! to THE FINaNCIAL CHRONICLE)

KEOKUK, TOWA—Clarence G.

Drésser is now associated with the

staff of Waddell & Reed, Inc. .

: s W -of 40 cents has been- paid in De-
igitized for FRASER § :

tp://fraser.stlouisfed.org/
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Bank and Insurance Stocks

By H. E. JOHNSON
This Week—Insurance Stocks

f The annual report of the Insurance Company of North America
for the year ending Dec. 31, 1949, was recently mailed to stock-
holders. .As has been the case for the past several years, this
report is one of the most detailed and informative of any insur-
ance company. Because of its prominent position in the industry
a few comments about the operating results of the company are
appropriate at this time, =

The Insurance Company of North America showed operating
results for 1949 which were the best in its 158-year history. Im-
proved underwriting arising primarily from lower claims and
claim expenses made the greatest contribution to the better show-
ing. The gain in statutory underwriting profit was from $6.5
million in 1948 to $17.5 million last year, or 265%.

Investment results were influenced by the conditions existing
within that field. A larger volume of funds together with higher
dividends on common stock holdings aided investment income
which showed an increase of approximately 17%.

Federal income taxes were substantially higher and reflected
the improvement in statutory underwriting. They increased to
approximately $8 million from $3.8 million in 1948.

These operating results are summarized in the following tabu-
lation taken from the company’s annual report.

1949 1948 Incr. or Decr.
$163,933,131.75 $158,940,048.28 $5,043,083.47
12,426,488.23  16,660,201.21  4,233,712.98

Underwriting—
Premiums written
Increase in unearned premium reserve

$142,279,847.07 $9,276,796.45
76,150,858.78 —5,796,557.54
59,480,934.35  4,209,496.67

Premiums earned
Claims and claims expense incurred_._
Expenses and taxes incurred

$151,556,642.52
70,354,301.24
63,690,431.02

Total claims and expenses incurred $134,044,732.26 $135,631,793.13 —$1,587,060.87

Statutory underwriting profit. $17,511,911.26  $6,648,053.94 $10,863,857.32

Financial—
Interest, dividends snd rents earned $12,513,540.71
Profit or loss on securities sold —319,632.18

$10,437,774.20 $2,075,766.51
9,449.07 —329,081.25

Investment income $12,193,908.53 $10,447,223.27 $1,746,685.26

Gross Operatini Income
Federal income tax incurred

$29,705,819.79
8,002,000.00

$17,095,277.21 $12,610,542.58
3,833,240.00  4,168,760.00

Net Operating Income $21,703,819.79 $13,262,037.21 $8,441,782.58

One of the most interesting features of the report, particularly
to those interested in securities, is the section .concerned with
investment activities. = .

During the year Insurance Company of North America made
a net addition of $33,968,000 of securities to its portfolio. The dis-
tribution of the new investment was as follows: bonds, $16,943,000;
preferred stocks, $2,232,000; and common stocks, $14,788,000. Of
the common stock additions the largest proportion, $8,285,000, was
invested in public utilities stocks. Industrial and miscellaneous
common stocks accounted for $5,670,000, bank stocks $654,000 and
railroad stocks $179,000.

The securities portfolio of the company at the year end based
upon the market values at that time totaled $330,144,950 com-
pared with $278,095,614 the year before. Common stocks amounted

to 41.4% of the total, bonds 40.9%, and preferred stocks 17.7%.

The year previous the respective percentages were 38.5%, 41.6%,
and 19.9%. . .
This distribution and the percentage of securities in the vari-
ous classifications in each major grouping are summarized in the
following table.
Market Val
December 31, 1949 December 31, 1948
$112,494,500  34.17% $96,982,180 - 34.9%
12,234,140 1 3.4
6,633,280 I
475,433
2,205,770
875,000

Bonds—
U. 8. Government.bonds
State, County and Municipal
Canadian Government
Other foreign
Railroad
Public utility

. 472580
2,398,070

Total all bonds

Preferred Stocks—
Railroad guaranteed
Railroad
Public utility :
Industrial and miscellaneous

$115,694,150

£6,183,462

2,756,000
24,126,250
22,279,335

Total preferred stocks $58,400,667 $55,345,047

Commen Stocks—
Railroad
Public utility
Industrial ___
Bank

$5,535,000
34,144,160
90,237,507
6,793,653
115,340

$5,709,300
18,920,324
76,687,268
5,595,485
144,040

$136,826,160

$330,144,950

41.4% $107,056,417 38.5%

100.0%

£278,095,614 100.0%

| INATIONAL BANK
| | of INDIA, LIMITED

Bankers to the Government in
Kenya Colony and Uganda
- Head Office: 26, Bishopsgate,
London, E. C.

{
|
| Branches in India, Burma, Ceylon, Kenys
| Colony, Kericho, l_(enyl'l. and Aden
{ and ba

] nd Zanzibar
Laird, Bissell & Meeds |

Subscribed Capital......£4,000,000
Members New York Btock Exchange

Paid-up Capital
Reserve Fund
120 BROADWAY, NEW YORK 5, N. Y.
» Telephone:- BArclay. 7-3500

" The Bank conducts every description of
} . banking and ncmge business
-~ Bell- Teletype~—NY- 1-1248-49 !
(L. A.Gibhs, Manager Trading Dept.)

. Trusteeships and Executor-hipl' !
‘ elso undertaken .

and

INSURANCE
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 Chocolate-Sealed Fish

By ROGER_W. BABSON

Mr. Babson, pointing out we do not get full nutritive value of

fish unless .the whole carcass

is eaten, describes his efforts

to process the whole fish in order to make it palatable.
Explains chocelate-sealed fish.

During the 27 years 1 have been
writing tnis weekly column which
now appears in over 400 news-
papers, this is the first time I
have taken
the space to
defend my ac-
tions. My
Chocolate-
Sealed Fish,
however,
hasbeen
so razzed by
new s papers,
cartoonists,
ete, that I
must rise to
its defense!

I was born
in Gloucester,
Mass., the
largest fish-
ing port of the
world. I have since always spent
my Summers there. Hence, I
have seen much of the fishing in-

Roger W. Babson

‘«dustry — its development and

changes. Just now it is in the
“quick-freezing” era, when you
buy frozen fillets which are good
tasting and health{ul fish.

These fillets. however, are only
the flesh sides of a fish. They
contain no calcium from the
bones; no vitamins from the liver;
nor certain other valuable products
which are now ground up for
chicken feed. Any biologist will
tell you that chickens are now
better fed than humans! The
chickens get 65% of the fish, in-
cluding all the minerals and vita-
mins, . ., u s

. Our Ancestry

“Some  of the people of this
country may have started from
monkeys; but surely the best of
us originally came  from great
fishes which had backbones like
ours. Some of these fishes had
the initiative to crawl up on the
land. They became lizards and
these gradually developed into
mammals. Henece, today, we can
get from {fish nearly all we need
in order to live—provided we eat
the whole fish. ‘

Last Summer I experimented
with grinding up and cooking the
whole fish — flesh, bones, skin,
liver and all—with the help of my
friend Captain Frank Favalora. I
gave some dinner parties, having
soup, jellied salads, fish balls and
lobster (ground up with the shell)
for the main courses, with sea
vegetables followed by a de-
lightful dessert made from sea
moss which I picked up off little
Good Harbor beach. The repast
had two outs: one a slightly un-
pleasant odor, and two a some-
what bitter taste.

My Experiments

Various experiments were tried
to eliminate these two handicaps.
My Japanese chef eliminated tne
odor with a few drops of oil of
orange; but we could not get rid
of the bitter taste, This bitter-
ness was probably caused by the
fresh liver which was one of the
best of the ingredients. So I gave
up until coming to Florida this
Winter.

While in Florida I met Mr.
Pricken who has a modern candy
factory in Lakeland. He coats.
orange peel with chocolate; it is
delicious. A thought occurred to

me and I took over to him some

ground cooked whole fish to run
through his chocolate-sealing

machine — including the cooler.

The result to my. taste was very

.good—no. odor .and no bitterness.
- But according to the newspapers

not -even the cats of Lakeland

would come near the factory for
aays! '

Chocolate a Preservative

But the above is not the whole
story. In addition to killing the
odor and bitterness of the whole
fish, the chocolate also sealed this
cooked ground whole fish. The
chocolate sealing acts as a preser-
vative for the fish as it does for
the cream in chocolate covered
candy. The fish so sealed and un-
frozen kept fresh for some weeks
in our refrigerator.

Well, the above is my story.
Surely my chocolate-sealed fish
has no friends at present; but I
close the sad story with this fore-
cast: Someday every family—for
health’s” sake — will ' be eating
ground whole fish chocolate
sealed. Whether it will be eaten
as a main dish or as a dessert, I
leave to the imagination of my
patient readers,

Louis A. Stoner With
~ F. S. Yantis & Co.

Louis A. Stoner

v
(Special t0 THE FINANCIAL CHRONICLE)

CHICAGO, ILL.—Louis A.
Stoner has become associated with
F. S. Yantis & Co. Incorporated,
135 South La Salle Street, mem-
bers of the Midwest Stock Ex-
change, Mr. Stoner was formerly
Sales Manager for Heath & Com-
pany, and prior thereto was Vice-
President of Hugh W. Long & Co.

Quincy Cass Adds

(Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, CALIF. —
Frank C. Clinton, Maurice F. Shel-
don, and Beverly J. Watson have
been added to the staff of Quincy
Cass Associates, 523 West Sixth
Street, members of the Los An-
geles Stock Exchange.

With Crowell, Weedon

(Special to THE FINANCIAL CHRONICLE)
LOS ANGELES, CALIF.—Mar-
tin B. Uhrich, Jr., has become af-
filiated with Crowell, Weedon &
Co., 650 South Spring Street,
members of the Los Angeles Stock

Exchange. ’

With Paine Webber Firm
(Speciai to THE FINANCIAL CHRONICLE)
- LOS ANGELES, CALIF. —
Harry A. Cottingham is  with
Paine, Webber, Jackson & Curtis,
626 ‘South Spring Street. He was
formerly with Dean Witter & Co.

With Stern, Frank Co.
(Bpécial to THE PINANCIAL CHRONICLE)
LOS ANGELES, CALIF.—
Donald P. Yust is with Stern,

Frank & Meyer, 325 West Eighth -
Street; members of the New York -

and Los Angeles Stock Exchanges.

Business
Man’s

Bookshelf

Decline and Fall of British Cap-~
italism, The — Keith Hutchison—
Charles® Scribner’s Sons, New
York—cloth—$3.50.

Federal Tax Reform—Henry €.
Simons—The University of, Chi-
cago Press, 5750 Ellis Avenue,
Chicago 37, Ill.—cloth—$3.50.

A critical interpretation of the
Hoover Commission Report.

Hook in Leviathan, A—Bradley
D. Nash and Cornelius Lynde—
The MacMillan Co.,, 60 Fifth
Avenue, New York 11, N. Y.—
cloth—$3.00.

Instalment Credit Road Ahead,
The — American Bankers Asso-
ciation, 12 East 36th Street, New
York 16, N. Y.—paper. :

Scientific Appraisal of Manage-
ment—Jackson Martindell—Har-
per & Brothers, 51 East 33d
Street, New York 16, N. Y.—$4.00.

Story of the American Aute-
mobile, The—Rudolph Anderson
—Public Affairs Press, 2153 Flor-
ida Avenue, Washington 8, D. C.—
cloth—$3.75, ;

Union of Europe, The—Declar-
ations of European Statesmen—
American Committee on United
Europe in Cooperation with the
European Movement, 537 Fifth
Ave.,, New York 17, N, Y.—paper.

With Protected Inv.

(Special to THE FINANCIAL CHRONICLE)
SAN'FRANCIS€0, CAL.~—Nor-
man R, Dunn has become affili-
ated- with Protected Investors of
America;, 130 Montgomery Street.
ge was previously with Colvin &
0. :

With E. D. Baring-Gould |

(Special to THE FINaNCIAL CHRONICLE)
SANTA BARBARA,; CAL.—
Robert McWade “has become af-
filiated with ‘E. D. Baring-Gould
Co., 19 East Canon Perdido Street.
He was formerly with Hill Rich~
ards & Co.

Oliver B. Scott Dead

Oliver B. Scott, Walston, Hoff-
man & 'Goodwin, Los Angeles,
died of a heart attack on March 4.
Mr. Scott was a former President
of the Security Traders Associa-
tion of Los Angeles,

Joins Mann & Gould
(Special to THE FINANCIAL CHRONICLE)
SALEM, MASS.— Warren K.
Butler has become associated with
Mann and Gould, 70 Washingten
Street, members of the Boston
Stock Exchange. .

R, 1, Jobnsen Adds. -

(Special to Tre FINANCIAL CHRONICLE)
BOSTON, MASS.—Joseph R. Eid
of Worcester and Joseph-R. La-
mondra of Derry, N. H., have been
added to the staff of R. H. John-
son & Co., 70 State Street.

Two With Chas. A. Day
(Special to THr FINaNciaL CroNicus)
BOSTON, MASS. — James F.
Brennan and Thomas E. Roberts
are with Chas. A. Day & Co., Ine.,
Washington at Court Street, mem-
bers of the Boston Stock Ex-
change. i

Herman Pilger Opens -
SYRACUSE, N. Y.—Herman B.
Pilger is -engaging is a securities

business from office at 218 Rigi
Avenue. } ) A
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ERP versus Recovery

Some European governments (we
may especially mention Belgium
and Italy) have mace some re-
forms in the direction needed—
that is, away from bilateralism
and controlism and toward multi-
lateral trade and free enterprise.
But in general this progress has
been very small. :

It is an economic and politlcgl
scandal, for example, that practi-
cally every nation in Europe (and
in fact nearly every nation in the
world) should still retain, more
thap four years after the end of
the'war, the totalitarian device of
exchange control. This device was
first introduced to the world by
Soviet Russia and Hitler Germany.
With exchange control usually
.goes the whole network of import
prohibitions, licenses, quotas, bi-
lateralism, “drawing rights,” mul-
tiple ' currencies, currency -incon-
vertibility, allocations of raw
materials, government planning,
price fixing, profit fixing and wage
fixing that together constitute
complete economic regimentation,
kill incentives and strangle re-
covery and production.

Setback to Economic Freedom

The sad fact is that our govern-
ment foreign aid program has had
exactly the opposite effect of the
one its supporters hope for. It
has slowed down the pace of eco-
‘nomic recovery instead of increas-
ing it. It has set back economic
freedom instead of promoting it.

Let us imagine, for example,
that the Marshall Plan had never
been devised or put into effect.
Europeans would still have had a
great need for American capital.
They could have got it only by
applying for private loans. And
they could -have got 'these only
by restoring the confidence of
American private investors,

- e ”
Reforms to Satisfy Private Lenders

1t is not difficult to specify the
reforms Europeans would have
had to make to inspire such con-
fidence:

(1) They would have had to
assure anybody who put money
into . Europe that he could get it
out again, ; This means that they
.would have had to make their
own currencies freely convertible
into dollars. They could have
done this simply by dismantling
their wartime exchange control.

(2) They would have had to
assure foreigners holding pounds,
francs or lire that these curren-
-cies would not depreciate, This
means that they would have had
to halt monetary inflation. To do
this they would have had to re-
turn to balanced budgets. ..

(3) To return to balanced budg-
ets European governments would
have had to give up nationaliza-
tion, which has meant huge defi-
cits in the nationalized industries.
‘They would have had to reduce to
manageable dimensions food sub-
sidies and overgrown relief and
“social security” programs.

(4) They would have had to
stop threatening still further na-
tionalization, expropriation, and
seizure,

(5): They would have had to
relax or abandon controls over
wages, prices, .interest rates, and
profits,

(6) They would have had to re-~
duce excessive taxation.

Our Futile Exhortations

If Europe had been obliged to
-attract private capital, such re-
forms would already have gone
.much further than they have. They
-would have brought not only far
more  production, but the freer
and more balanced trade, the “cur-
rency convertibility,” the “multi-

2 lateralism,” and the “integration”

for which our ECA officials have
~made futile-exhortations.

The reason for their futility is

:clear. As ‘long ‘as foreign govern-

ments can pick up easy money
from our own government they
don’t have to make these reforms.

As a result European recovery
has not only been slow and pre-
carious, but the recovery that has
taken place has been in the wrong
direction. Production indexes have
gone up; but the added produc-

tion is not primarily for export,

as'it should be, but for home con-
sumption, So.foreign trade is still
unbalanced; Europe’s trade deficit
continues, and its - self-induced
“dollar shortage” remains.

The dilemma of the Marshall
Plan, the dilemma of every gov-
ernment-to-government “loan” or
gift, is plain. If our government
imposes no conditions on its hand-
out, the money is worse than
wasted, If it does impose condi~-
tions, they provoke foreign resent~
ment,

ECA’s Hopeless Dilemma

Our ECA officialg vacillate be-
tween the horns of this dilemma.
First they say that they won’t in-
terfere in the “internal” affairg of
these countries, Then, of course,
the European governments getting
our aid make in return practically
none of the economic reforms so
desperately needed. . The British
bureaucrats repay us by discrim-
inating against American motion
pictures ‘and ‘American o0il com-
panies. The French repay us by
threatening the sale of Coca-Cola.
Then our ECA officials talk of
“getting tough.” But when it
comes to a showdown they dare
not risk the international resent-
ment that would follow their in-
sistence on reforms that would be
really effective. So we end by
subsidizing foreign - government
discrimination against our own
industriés,

.Government “loan” and gift
programs like the Marshall Plan,
to repeat, do not speed up world
recovery; they slow it down. We
are subsidizing and prolonging
statism ‘and socialism abroad, and
imperiliig our own free-enter-
prise system to do it.

But I have ‘not come before
this distinguished committee to
advocate immediate termination
of the Marshall Plan. I recognize
that such testimony would in any
case have been quite futile. I
have made the preceding remarks
chiefly because I wish to make
clear my- own conviction that, on
purely economic = grounds, it
would do no harm to terminate
ERP when the present appropria-
tion expires on June 30.

But economic grounds are not
the only considerations we must
take into account. Unfortunately,
though there was not the slighest
good reason for our doing so, we
made an implied promise to con-
tinue our Marshall aid for at least
four years. We would only bring
on recriminations and charges of
bad faith if we were to terminate
it now.

More Drastic Tapering-off Needed

On the other hand, even the
ECA now talks of terminating aid
in 1952 and of cutting next year’s
appropriation by some 22% below
that for the current year. But if
ERP is to run for only two years
more, the logical way to taper off
would be to cut the appropriation
by one-third now and by a second
third. for the following year. The
appropriation for the current fis-
cal year was $3,778,000,000. This
should be cut to, say $2,520,000,-
000 for the 1951 fiscal year and
to $1,260,000,000 for 1952,

To cut the appropriation by
only 25% or less now, would
either imply at least a three years
continuance or require European

. governments to make a dispropor-

tionate adjustment at the end of
the second year. It seems more
reasonable to reduce Marshall
aid by $1,260,000,000. in each of

the next three years than to cut it
by only $828,000,000 now and by,
say, a similar amount in the fol-
lowing year, and by the remaining
$2,122,000,000 in the third year.

(I may say parenthetically at
this point that the.figures I have
citied above may not correspond
exactly with the figures before
the committee, I am going on the
assumption that the proposed au-
thorization of $2,950,000,000 for
ERP for the next fiscal year is
to be compared with an appropri-
ation of $3,778,000,000 for. the cur-
rent fiscal year. I have not had
an opportunity to determine
whether in all items these two
figures are exactly comparable
with each other. But I trust the
foregoing figures will do for illus-
trative purposes.)

The point I am making is that
if we seriously plan to terminate
the ERP program even in 1952 we
should begin to do it right now
by equal, proportional cuts each
year, instead of cutting too little
now and leaving a disproportion-
ately large cut to be made at the

termination of the program. For -

if . Congress adopts this latter
course, then when 1952 comes
around it is sure to be told that
it is asking Europe to make too
drastic an adjustment in a single
year. Great pressure will then be
put upon Congress to make still
another so-called “transitional”
appropriation.

Early Action Needed

If Congress decides to taper off
Marshall aid in the simple, equal,
proportionate way that I have just
suggested, it should obviously act
as soon as possible, I think it is
also important that it should au-
thorize now the appropriation both
for 1951 and for 1952. The pur-
pose of acting ahead of time in
this way would be to give Euro-
pean governments plenty of ad-
vance notice concerning how
much they could expect to receive
from us. This would enable them
to make their plans.accordingly.

And it would also forestall what -

would otherwise be constant
propaganda for larger“and con-
tinuing aid.

The truth is that the amount
set for ERP aid has always been
an entirely arbitrary figure. There
is no way in which a figure of
so-called European “needs” or: of
a so-called ‘“excess” here above
our own needs can be objectively
or scientifically determined. The
amount fixed has been arbitrary
from the beginning. To recognize
this frankly would lead to enor-
mous adminidtrative simplifica~
tion. Congress could simply di-
rect that the reduced total sums
it appropriated should be divided
among the individual govern-
ments in the same ratio as in the
current year. This would take
from ECA officials a burden of
decision that should never have
been placed upon them.

In fact, the whole ECA bureauc-
racy was unnecessary from the
first. The elaborate ritual of
“counterpart funds” and other
such special earmarked accounts
is meaningless as a real control.
It merely serves to confuse both
Europeans and ourselves. All
Congress need do is to authorize
the Secretary of the Treasury to
pay checks at regular intervals to
the ambassadors of the recipient
European governments. The in-
effective but much-resented in-
terferences of the ECA in the eco-
nomic policies of these govern-
ments would halt. These govern-
ments would probably still have
as strong an incentive to reform
as present ECA pressure provides.
It would be the definite knowl-
edge that the aid was coming to
an end.

“Clearing Union” Just Another
Futility

Such a plan woud be far su-
perior to the proposed new
“clearing union” for Europe..This
“union” would be merely one
more futile effort to do what the
existing International Monetary

ol 1

Fund is already supposed. — and
has failed—to do. It would ac-
tually apply “incentives:in re-
verse” by giving the mos{ to the
countries that succeeded lin get-
ting themselves the biggebt trade

. deficits. i

Simply to give checks| to the
Buropean governments, without
conditions, would be at least the
simplest plan that we could adopt.
It would be least likely to be mis-
understood. On purely political
grounds it is probably also the best
plan open to us, because it would
give no ground whatever!for the
criticism that we were trying to
interfere in the “internal” affairs
of the governments concerned.

For purposes of identification I
shall call this Plan A

But this brings us back to our
original dilemma, which is in-
herent in all government-to-gov-
ernment “loans” and grants. By not
putting any conditions on our
loans we avoid the charge of in-
terference or domination; but we
are unlikely to get the reforms in
Europe necessary to make our aid
effective. Certainly we are un-
likely to get the reforms neces-
sary to give our aid its maximum
effectiveness. . :

Congress may quite properly

.prefer to insist on economic and

financial reforms in Europe in ex-
change for our'aid. In that case
the best plan would still be to
abolish the ECA bureaucracy and
turn over our future aid program
to the Export-Import Bank.

I should perhaps say a word
here as to the reasons.why it is
important to abolish the ECA
bureaucracy that has been set up
to administer our European aid
program. The first reason is, of
course, that of immediate econ-
omy. Obviously we should 'not
have on the payroll any office-
holders that are not needed. If
the distribution of ECA funds can
be carried on without such office-
holders, it ought to be. :

Congress’ Own Function

The second reason is that Con-
gress should not leave to bureau-
cratic discretion the -conditions

and policies that it is Congress’

own function and duty to pre-
scribe.

The present extremely wide
range of administrative discre-
tion for ECA officials has severai
disadvantages. For these officials
then proceed to announce from
time to.time, in the name of Con-
gress, policies which are not only
dubious in themselves, but may
not at all represent the policies
that the majority of Congress
would approve. Mr. Paul Hoff-
man, for example, has quite prop-
erly objected to the practice in
Europe of what is called “double
pricing” of coal and other com-
modities, But this is only a minor
evil, affecting a comparative
handful of commodities. The con-
tinuance of exchange control, on
the other hand, is a-major evil.
It is almost the keystone of the
European control system which
prevents the restoration of free-
dom of trade and the balancing of
such trade, It affects not one or
two prices, but every import price
and every export price whatever.
Yet Mr. Hoffman seems to be
relatively unconcerned about the
continuance of exchange control.

and assumes that continuance in
all his own plans. This applies,
for example, to his proposed
“clearing union,” an institution of
very dubious value. Everything
that it proposes to do could be far

- better done by the simple aboli-

tion of exchange control. Again
we are surprised to find ECA
officials urging Italy toward the
expropriation of land, or insisting
that Germany impose more con-
trols . on its-economy and move
toward a controlled economy in-
stead of toward a free one. I think
all these policies dubious, and "I

think it still more doubtful ‘that’

Congress would approve each of
them it if were brought to a vpte..

ECA Power Only Discretionary '
But even when ECA officials.
insist on European policies of.
which Congress ‘would approve,
the mere fact that the power of,
such officials is merely discre-.
tionary, and known both by themy,
selves. and by European governg,
ments to be so, makes these’
powers ineffective. Mr. Hoffman.-
may try to say, for example, that;
he is not going to give the Britisn:.
government any more Marshall aid -
funds as long as 1t discriminates.
against American oil; but the
British officials may feel that Mr,
Hoffman would not dare to take.
the personal responsibility for;
withholding such funds, and they .
may therefore ignore this request’
of his as they have others. -Again, |
all ECA officials want to be per«:.
sona grata with the foreign gov-
ernments with which they are
dealing; if they are stationed in '
any country they want to be liked r

|there, and they ‘are afraid to get i
tough and take the personal onus |

of withholding funds. el
Another disadvantage of this:
system of administrative discre-i
tion is that it can so easily be-
come discriminatory, or be’
thought discriminatory. Some.for- !
eign governments doubtless feel
that they are being asked to make&
greater reforms or sacrifices to'l
get American aid than are others
foreign governments. . %4
Common Bureaucratic Weakness »

Finally, a weakness of the ECA"’
bureaucracy is a weakness_com-
mon to all bureaucracies. ‘Many ’
of the people who hold an office
under the ECA want to continuée
in that office. Many of the offi~
cials of the ECA, therefore, tend
to become propagandists for‘the
prolongation or perpetuation of
the Marshall Plan. Their testi- '
mony in favor of continuing this *
plan, and in favor of appropri- -
ations of a given magnitude, ean®
not always be regarded as wholly
objective. ]

(I should perhaps say at this
point that my recommendation
that we eliminate unnecessary of-
ficeholders is not meant as a:re-
flection upon either the compe-
tence or motives of any individual
official. Many of the officials of
ECA are men of unusual ability
and are acting from the highest’
patriotic motives. I am merely
suggesting the elimination of the

ECA for general organizatienal ;

and policy reasons.)

Turn Program Over to Ex-Imp
‘Bank *

I wish to return now to what
I should like to identify as Plan B,
which would be to abolish the;
ECA bureaucracy and turn our

future European aid program over ,
to the Export-Import Bank. I have e

no reason for preferring the Ex- =

port-Import Bank bureaucracy to -

the ECA bureaucracy; but the Ex- |
port-Import Bank already exists;

it is capable of handling this pro- "

gram along with the work it al-

ready does; and to turn the pro-

gram over to it would simply

eliminate unnecessary duplication

of organizations and officeholders.
Under Plan B the Export-Im-

port Bank should be authorized to -

make loans guaranteed by Euro-
pean governments that conformed
to half a dozen simple but manda-
tory requirements of eligibility
unequivocally laid down by Con-
gress. For example:

- (1) No loan should be made di-

rectly to any government, but only -

to some specific productive enter-
prise, private or governmental.
Each' loan must be fully guaran-

teed, however, by the governmept i

of the borrowing country.

(2) If the loan is to a going en-~
terprise, private or.governmental,
that enterprise must be currently
operating at a profit.

(3) .1f the loan is made to start
any new enterprise, that enter-
prise must be private. Native in-
