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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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and the opening of a New York office at
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

———

Dean Witter & Co.
Smith, Barney & Co.
* Goldman, Sachs & Ce. -

Brush, Slocumb & Co.
Schwabacher & Co.

Hornblower & Weeks
Blair, Rollins & Co. .

Incorporated L
Irving Lundborg &: Co.
Wood, Struthers & Co.
Drexel & Co.
F. S. Moseley & Co.
March 22, 4950.

Merrill Lyh&n,.Pierce, Feqner & Beane

Mitchum, Tully & Co. - Shuman, Agnew & Co.
Hemphill, Noyes, Graham, Pérsp}is. & Co.  Lee Higginson Corporation  Davies & Mejia
- Paine, Webber, Jackson & Curtis
Central (l}ﬁgﬂ)rljtcegompany Crowell,Weedon&Co. " Davis,Skaggs & Co.
Dominick & Dominick Hill Richards & Co. Lester & Co. Carl M. Loeb, Rhoades & Co.

Spencer Trask & Co.
A. G. Becker & Co.  Clark, Dodge & Co.

Incorporated

Hayden, Stone & Co.

Shields & Company
Bear, Stearns & Co.
Harris, Hall & Company

* (Incorporated)

Reynolds & Co.

This is not an offering of these shares for sale, or an offer to buy, or a solicitation of an offer to buy, any of such shares,
The offering is made only by the Prospectus. This advertisement is

&

- 1,656,156 Shares

Pa‘cific Gas and Electric

- Company

| Common Stock

Par Value $25 per share

Rights, evidenced by Subscription Warrants, to subscribe for these shares hate been
issued by the Company to holders of its Common Stock, which rights
expire April 5, 1950, as more fully Set forth in the Prospectus.

Subscription Price to Warrant Holders

$30 per share

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

Blyth & Co., Inc.
The First Boston Corporation
Eastman, Dillon & Co.
Kidder, Peabody & Qo..

Union Securities Corporation
Elworthy & Co.

~ Weeden & Co.

J. Barth & Co.

published on behalf of only such

of the Underwriters as are registered or licensed dealers or brokers in this State.

Stone & Webster Securities Corporation
First California Company

Walston, Hoffman & Goodwin
William R. Staats Co.

Pacific Company of California

0

Harriman Ripley & Co.

Incorporated

Glore, Forgan & Co.
-Lazard Fréres & Co.

White, Weld & Co.
W. C. Langley & Co.

Hallgarten & Co.

Bateman, Eichler & Co.

Sutro & Co.

W. E. Hutton & Co.




Volume 171 Number 4892 THE COMMERCIAL' & "FINANCIAL CHRONICLE - (1199) 7

S

New lssue -~

$75,000,000
State of North Carohna

Secondary Road
4%, ]%% and 1%% Bonds -

Dated January 1, 1950 = o _Due January 1, 1953-70, incl.

Principal and semi-annual interest (July 1-and January 1) payable at the punupal office of The Chase National Bank of the
City of New York or, at the option of the holder, at the office of the State Treasurer in Raleigh, North Carolina. Coupon
bonds in denomination of $1,000, revlstelable as to principal only: or as to both punupal and interest.

Interest Exempt from present Federal Income Taxes and Tax Exempt in the State of North Carolina

Legal Investment for.Savings Banks.and Trust Funds in New York-and certain other States and
Jor Savings Banks in Connecticut and Massachusetts

AMOUNTS, COUPON RATES, MATUR|T|ES AND YIELDS OR PRICE
. Yield
$3,700,000 - 4 15%, . . $4,050,000 1149 1959 @ 100 : $4,850,000
3,500,000 4 - .85 ' 4,150,000 11/, 1960 1.30% @ ° 4,950,000
3,600,000 .« 4 . .95 4,250,000 1/, 1961  1.35 4,100,000
3,700,000 4 1.05 . 4,400,000 1/, 1962  1.40 ; 4,250,000
3,800,000 - 1/, 1.15 4,500,000 1/, 1963 - 1.45 . " 4,400,000
3,900,000 11/, 1.20 4,700,000 11/, 1964 = 1.50 4,200,000
- (Accrued interest to be added) ‘

P ]

The above Bonds are offered when, as and, if issued and received by us, and subject to prior sale and approval
of legality by Meaa)s Mitchell and Pershing, Attor neys, New York; N. Y,

The Chase National Bank Chemical Bank & Trust Company. . Harris Trust & Savings Bank Blyth & Co., Inc. ) C. J. Devine & Ce.

‘ \

The Philadelphia National Bank Union Securities. Corporation . Merrill Lynch, Pierce, Fenner & Beane ~ Equitable Securities Corporation
i

Wachovia Bank and Trust Company Hemphill, Noyes, Graham, Parsons & Co. A. C. Allyn and Company > Harris, Hall & Company

Winston-Salem, N. C, ; Incorporoted . . (Incorporated)

Lee Higginson Corporation The Marine Trust Company of Buffalo Paine, Webber, Jackson & Curtis Trust Company of Georgia

Ira Haupt & Co. A;:Lréy G. Lanston & Co. Carl-M. Loeb, Rhoades & Co. . Ofis.& C. The Robinson-Humphrey Company
o

Incorporated (Incorporated)

Stranahan, Harris & Company City National Bank & Trust Company Courts & Co. F. W. Craigie & Co. Fahey, Clark & Co. Hirsch & Co.

Incorporated Kansas Cify

Laurence M. Marks & Co. W. H. Morton & Co. National State Bank F. S. Smithers & Co. Stifel, Nicolaus & Company

Incorporated Newark Incorporated

G. H. Walker & Co. William Blair & Company H. M. Byllesby and Company ~ Commerce Trust Company Dominick & Dominick

(Incorporated) Konsas City

First-Citizens Bank & Trust Company “The First National Bank Wm. E. Pollock & Co., Inc. : Roosevelt & Cross ", Tripp & Co.

Smithfield, N. C. of Memphis " Incorporated Inc.

Tucker, Anthony & Co. Andrews & Wells, Inc, Burr & Company, Inc. " Darby & o, Clement A. Evans & Company

Incorporated

Allen C. Ewing & Co. Folger, Nolan lncorpor;ﬂed Kaiser & Co. Ketcham & Nongard John C. Legg & Company Mason-Hagan, Inc. .

Mercantile Trust Company Northwestern National Bank - J. Lee Peeler & Company, Inc. The Peoples National Bark

of Baltimore of Minneapolis of Charloftesville, Yc.

Provident Savings Bank & Trust Company Ryan, Sutherland & Co. Schwabacher & Co. Sills, Fairman & Harris Storkweather & Ce.

Cincinnati Incorporated

Vance Securities Corporation ~ J. G. White & Company - Wood, Gundy & Co.  Ball, Burge & Kraus - Barret, Fitch & Co., lnc Boland, Saffin & Ce, .-

Incorporated Incorporated

Bramhall, Barbour & Co., Inc. C. F. Cassell & Company, Inc. A. Webster Dougherty & Co: First Southwest Company ~ Paul Frederick & Company

Glickenhaus & Lembo, Inc. Goodbody & Co. Mackey, Dunn & Co. Martin, Burns & Corbett, Inc. Newmon, Brown & Co.

Incorporated - Inc.

Raffensperger, Hughes & Co. Rockland-Atlas National Bank " M. A. Saunders & Co. = Security National Bark Wheelock & Cummins

Incorporated of Boston Incorporated Greensboro, N. C, Incorporated

Stockton Broome & Co. A. G, Edwards & Sons Ginther & Company Hall & Corﬁpoﬁy Granbery. Marache & Co, Lyons & Shefto

Incorporated

D. A. Pincus & Co. Reinholdt & Gardner Roe & Company \ H. V. Sanley & Co., l s R. C. Schmertz & Cempany, Inc.

New York, March 23, 1950,

Jones B. Shannon &.Compcmy Shaughnessy & Company Walter Stokes & Co. Suplee, Yeatman & Company, Inc, R. S. Hays & Company, lnc.j
a

pitized for FRASER
D: //fraser stlowsfed org/




8 (1200)

THE COMMERCIAL & FINANCIAL CHRONICLE

Thursday, March 23, 1950

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
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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/
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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
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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
p-//fraser.stlouisfed.org/
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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-
ce<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>