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EDITORIAL

As We See Ii

Among the thousand and one issues raised
during the interrogation of General MacArthur
. last week was the old, old question of communism
vs. Kremlinism. “Communism all over the world”
and not the Kremlin is the real threat to us all
in the view of the General. As to whether Mos-
cow was the heart and brain of that threat, the
General was a little evasive. He was not asked
- in so many ‘words whether communism, pure
and undefiled with Russian imperialism, existed

anywhere in the world today. His answer to such -

- a question would have been interesting, although
" possibly not as interesting as. such an answer

from able individuals better informed on the sub-
. ject. -

Of course, there are many rumors and reports
of Titoism (as communism defiant of Moscow is
now usually termed) in some of the European
satellites of the Kremlin, and in China. In many
of these the wish is doubtless father to the

- thought, as may well be the hope cherished in
many bosoms that Titoism will grow vigorously
as time passes. However all this may be, it is

clear that the danger inherent in “communism .
all over the world” is enormously increased by
reason. of the obvious fact that the Kremlin is

making vigorous and crafty use of it as an in-
strument of old-fashioned Russian imperialism.
Were it not for this fact, there would be little
need for the type of vast military preparations
~ that are being made in this country, and certainly
no point in us trying to drive the European world
‘to large and exceedingly burdensome military
expenditures in the years immediately ahead.

Let there be no misunderstanding about what

Wwe are saying, or are about to say. Communism -

Continued on page 30

VALLEY MOULD
& IRON

.. By IRVING S. OLDS*
Cha.irma,n of Board, United States Steel Corporation

Defending the “rapid amortization” section of 1950 Rev-

“enue Act, nation’s leading industrialist denies it subsi-

dizes or enriches business at public expense or that it
diminishes Federal tax revenues. Points out purpose of
law is to expand production under private enterprise, and,
urges businessmen carry on an education campaign to
overcome public criticism of measure. Cites illustration
of amortization effects and how the plan works as gain to
individual, the public and the Government.

Someone has said that, in the absence of public knqwl-
edge, democracy becomes merely the consensus . of ig-
norance. That such a fate has not overtaken our own
democracy is due, in no small measure, to the unceasing
contribution which the Chamber of
Commerce of the State of New York
— and ‘countless other organizations
like it — have made to the public
understanding of current issues.

But ‘ today,  unfortunately, the is-
sues which confront us—both global
and domestic — have multiplied so
rapidly and have become so complex
that no man can possibly compre-
hend them all, Confusion -and mis-
understanding exist even in. the
minds of many of ‘our most con-
scientipus members .of Congress and
government officials; and with in-
creasing frequency we find sincere
and patriotic men making public
statements which are wholly falla-
. cious and basically untrue.

Our obligation to correct such statements when they
fall within the scope of our own specialized knowledge
in the field of business is an especially compelling one

Irving S. Olds

~in these critical days; for it is only by spreading the

light of human knowledge and by seeking the aid of
‘Divine guidance that we can hope to find wise and
just - solutions to the fateful problems which beset us.

Continued on page 34

¥An address by Mr. Olds at the Annual Meeting‘ of the Chamber
of Commerce of the State of New York, New York City, May 3, 1951,

SECURITIES NOW IN REGISTRATION—Underwriters, dealers and investo_rs in cor-
porate securities are afforded a complete picture of the issues now _registeregi with the SEC
and potential undertakings in our “Securities in Registration” Section, starting on page 42.

* Tax Education of Mr.Jones Rails and Utilities Feature

Trusts’ Purchases

By HENRY ANSBACHEL LONG -

Analysis reveals funds’ first quarter buying exceeded : |
sales by approximately 15%. Purchases predominated:
in aluminum, television, eléctrical equipment, and steel
issues. Finds transactions in. oils mixed, as buildings
and chemicals were sold. Liquid reserves were increased; {
some managements shifting from long-term Governments

Investment company msznagement favored' the utility
and rail issues during the hesitant markets of the first
quarter of the year. Non-ferrous metals, particulariy
Aluminium, Ltd.,, and Reynolds Metals; the radio and
television issues, and the steel stocks
were also well bought. Profit taking
and switching gave sellers a «very.
slight edge in the oil department
where purchases were almost 35%
less than in the previous quarterly
period. Buying also decreased by a
third in the merchandising group, al-
though here bulls were still in the
ascendant. Textile, paper, rubber
and liquor issues were -added to
portfolios, 'but the building and
chemical stocks ‘were ‘sold on bal-
ance. Auto and auto parts, avia-
tion and drug companies were also
not-too popular during the three-
month period. , i e
" Despite the fact that over-all pur-
chases topped sales of portfolio securities by from 15 to
20%, 35 of the companies surveyed increased their re-
serves of cash and equivalents during the period. Only
13 managements drew down on their liquid assets to
complete buying programs for their portfolios, One of
the interesting developments during the quarter was the
switch in content of those liquid reserves held in other
assets than pure cash. Two of the funds’ chief executives.
comment significantly on such changes in their quarterly
reports,

Henry A. Long

Government Bonds Sold

Thus, George Putnam, Chairman of the trustees of the
George Putnam Fund of Boston, states: “All holdings of

Continued on page 18
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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. - -

(The articles contained in this forum are not intended to be, nor
are they to be regarded, as an offer to sell the securities discussed.)

HERBERT _E. HARRIS
Dayton, Ohio

- Mutuzl Funds -

February, a year ago, I was in-
vited to write for this Forum and
“the security I like best” was
expressed in terms of management
rather than
any individ-
ual stock. I
stated: “This
Forum being
indirectly, at
least,- for the
benefit of in- -
vestors who-
naturally have
many .and var- -
ied investment
objectives, I
would not ven-
ture a .‘best’
stoek. that
could meet
every require-
ment. There is ®
none.” The past 'year -has not
changed ‘that “opinion. In fact, it
has been considerably fortified.

My business is .concerned with
conservative, frugal persons whose
main interest is the protection of
their savings and assurance ' of
satisfactory ‘income rather- than
uncertain speculative’ risks. For
that type of average investor—
or any average investor, for all

" Herbert E. Harris

that—the task of maintaining a.

sound and successful investment
program is more difficult’ than
ever before, Besides constant vig-
ilance and supervision and acces-
sible and dependable sources of in-
formation, it requires reasonably
accurate interpretations of kalei-
doscopic political,. economic and
international developments; -and,
above all, an ability to weigh all
factors impersonally and unemo-
tionally.

Let us look at just one facet of
the investor’s problem, The nation
was on its way toward a more
“normal” status in 1950 when the
Korean War broke. Over night we
were thrown back to a similarity
with 1917 and 1941, which made
it necessary for many to re-orient
their investment program, for eco-
nomic - protection, War . changes
many complexions. Some indus-
tries and particularly certain cor-
porations which were faced with
peace economy difficulties, sud-
denly found themselves headed
toward salvation and ‘“prosper-
ity?’ Contrarily, other industries
and corporations which had not

- fared well ‘during the war and
were beginning to see “the light.

of day,” were again stricken with
difficulties. :
Railroad equipment, for in-
stance, is an industry which was
facing difficulty when the war
broke; but by the end of the year,
stocks of railroad equipment man-
ufacturing corporations showed
the greatest aggregate market ad-
vance—45% as compared with a
19% increase for the Dow-Jones
Industrial average. Railroads,
which certainly had not been in
favor generally, advanced 40%.
Steels, mining, aviation, chemicals,
industrial machinery and petrole-
um increased 30% to 38%; mer-
chandise, electrical equipment,
automobiles and ‘building in-
creased 20% to 26%; food, utilities
and tobacco increased 3% to 13%.
This gives some idea of the futil-
ity of trying to cope with current
and foreseeable conditions. It is
difficult enough under: “normal”
conditions. It is next to impossible
now—if you want to invest with
success. (A representative invest-
ment company’s shares increased
33%.)
- To discuss all of the handicans
of successful investing would go

beyond the limitation permissible
here. But what I have written
gives a clue to thosé who may not
be to aware of the threat to their
economic welfare. Buy (good)
management—not merely secur-
ities, as such. This does not mean
you should put all into-investment
companies but that such invest-
ments should be the foundation
of your program. ; v

The economic security of your-
self and your dependents is ser-
ious business.-Don’t take chances
with it.

ARTHUR J. NEUMARK

Partner, H. Hentz & Co.,
New York City

Great Northern . Railway
.In choosing one of the stocks.I

like best at this time, I am again

favoring a railroad issue (in a

-way a sister railroad of Northern

Pacific which
I selected . for
this publica-.
tion in 1949)
because of the
favorable out-
look for this
industry dur-
ing the period
of prepared-
ness and’the
excellent ;
values in rela- ’
tion to earn-
ings and divi-
dends which
the group still
affords. How-
ever, with the
Dow-Jones rail average now more
than 100% above its 1949 low, and
because of the wide cyclical fluc-
tuations in rail earnings, more
caution must. be exercised at this
time. I have chosen Great North-
ern Preferred (the only capital
stock of ; this' company). because
the stock possesses many invest-
ment characteristics, yet sells so
low  in-relation to past, present
and prospective earning power as
to justifiably attract a good fol-
lowing among those seeking a
good return ‘on ‘a quality security,
as well as'a good opportunity for
substantial capital = appreciation.
The average mean price of the
stock in the 1946-1950 period is 5%,
so that at current levels it has
done little to reflect the high level
of earnings of the past 10 years
or to discount the recotd earnings
anticipated for this year.

The strongest of the north-
western trunk- lines,” the Great
Northern operates over 8,300 miles
of road, its main line running be-
tween St. Paul, Minnesota and
Seattle, Washington, Through joint
ownership - with = the Northern
Pacific of the Chicago, Burlington
& Quincy, the Great Northern ob-
tains access to Chicago and has a
major interest in a highly profit-
able mid-western system. Similar-
ly, joint ownership and operation
of the Spokane, Portland & Seattle
provides access to Portland, Ore-
gon. Of major importance to the
Great Northern are its lines in
Northern Minnesota, which carry
about. one-third of the iron ore
produced in‘the northwest from
the Mesabi Range to the system’s
docks on Lake Superior, B

A combination of unfavorable
factors in the first half of last
year, including unusually severe
weather, floods, late opening of
the Great Lakes to navigation and
a costly strike in its own yards,
cost the road some. $10 million
and prevented the carrier from
_showing the degree of earnings
improvement which it would
otherwise have enjoyed. Despite
these handicaps profits equalled

_ Artbur J. Neumark

. The road’s joint ownership with
the Northern Pacific of Chicago,

The Commercial and Financial Chronicle ., . Thursday, May 10, 1951

Tﬁis Week;s
Forum Participants and
Their Selections

Mautual Funds—Herbert E. Harris,
Dayton, Ohio (Page 2) .

Great Northern Railway—Arthur
J. Neumark, Partner, H. Hentz
& Co,; N. Y. City (Page 2)
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$9.11 a share, compared with $6.05
in the preceding year. 1949 earn-
ings were the lowest realized by
the carrier since 1940. Average

annual earnings in.the 10 years’

ended Dec.-31,-1949 amounted to
$8.09 a “share. All of the atore-
mentioned ‘figures are exclusive

of the road’s undistributed equity”

in ‘'Chicago, Burlington & Quincy.

In the first quarter of this year
gross revenues were approximate-
1y < 18% over " the comparable
period of 1950 and the operating

deficit of $5 million incurred in,

the first quarter of last year was
reduced . to- $6/9,000 .1n - the  firsc
quarter of . this year. This is

normally a period of non-profit--
- able . ‘operations for ‘the north-

western carriers, The early open-
ing of the Great Lakes will result
in.a marked  increase. in . April
_traftic as compared with last'year;
cand ' the . over-all’ traffic: ‘outlook
i the territory served by this

' road indicates_that it may enjoy

" record :profits .in - 1951. Earning
prospects for this year are be-
. tween $11.and $12 per share.

Burlington & Quincy is a major
asset ‘which must be given im-
portant consideration in any ap-
praisal - of . Great -Northern. Tne
Burlington: not only provides a
connecfion. - between the Twin
* Cities and Chicago, and traffic in-
terchange at other points, but is
an important source.of dividend
income which is likely to increase
in the period ahead. Last year, the
Burlington: earned $19.76 and paid
$7 a share, which dividend was
equal to nearly $2 a share on
Great Northern’s stock, while the
undistributed | equity on Great
Northern’s' interest -amounted -to
an additional $3 a share. Burling-

ton has been one of the outstand-

ing performers over the years and
its operating results in the first
guarter of this year showed about
the ‘largest gain of any of the
Class I carriers. Volume of traffic
was up sharply and net earnings
amounted to $5 a share on Bur-
lington’s common compared with
$2.91 in the first quarter of 1950.
Indications are that Burlington
will earn around $25 a share this
year and will probably declare a
substantial | extra which would
further swell Great WNorthern’s
earnings.

Lumbering, agriculture, mining
and industry all make important
contributions to Great Northern’s
traffic, but in relation to revenues,
few bulk traffic movements are as
profitable as “Great " Northern’s
heavy iron ore movement from
the Mesabi Range to docks on
Lake Superior® during the Great
Lakes navigation season. This
highly ' mechanized, " 'low cost
movement should stay at peak
levels so long as the steel industry
maintains its present high oper-
ating rate. While much has been
said.about the rapid- depletion of
Mesabi ore deposits at current
high rate of. output, proven re-
serves are equivalent to 15 years’
production and huge deposits of
lower grade taconite. ore,
which new enriching processes are
being developed, suggest that this
important source of traffic for the

Continued on page 37
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easily, but they shrink from some
of thé things we bid for—and buy!
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In Search of Freedom

By ADMIRAL BEN MOREELL*

Chairman and President,
Jones & Laughlin Steel Corporation

Maintaining businessmen seemingly have no more  faith in _Tax Education of Mr. Jones—Irving S. Olds.
freedom than other community groups, Admiral Moreell attacks. Mo
both Socialist and Communist principles. Maintains control
of prices and profits and other anti-freedom activities will not
stop “inflation; . and - suggests:- (1) Ending of our headlong.
rush. toward more collectivism; (2) orderly demobilization of.
many existing powers of centralized government, and (3) res-.
toration to state .and local - governments .of their  former

: : governing powers.

In Search of Freedom—Admiral Ben Moreell
Its Mutual I'm Sure—Ira U. Cobleigh

. The Outlock for Air Transpbrtatidn—'Ral'ph‘ S. Dal_fn"on : ...t
What to Expect From the Defense Economy Gum ¥k

—Sumner H. Slichter. Obsolete Securities De;it.

99 WALL STREET,”NEW YORK

e N 4 5 . - A " Telephone: WHitehall 4-6551
) | 2 . wa—— ; 5

My dictionary defines “free- The founding fathers estab-. oirocral De b}'f;‘ggi‘fﬁ it nuLeldnd Rex
dom” as “liberation from restraint lished a form of limited govern-

or from the power and control of ment with divided governmental ‘. .
another.” In the course of my powers designed to protect the
studies there smallest possible minority — one’
arose in my person — against the demands of!
mind certain the largest possible majority—all'
doubts, which - other' persons combined. But, to-;
merged into day, there is evidence that we are
fears. I began .turning to the dictatorial. thesis

“Fringe Benefits Aid Inf;l'ation—Harvey, Dann

L PR S 9

Restraints Upon Credit—Oliver S. Powell___

The Outlook for High-Grade Bonds and Preferreds
. Ralph A, Bing : »

Inflation, Spending and Taxes—Sen. Paul H. Douglas

Over the Hump of Production in' Two Years!
—Eric A. Johnston_.._..__..__ SARIE EUR /TR N TS S Y, 13

Giant Portland | Cement

Great American
" Industries

to wonder
whether we
Americans
have lost our
zest for free-
dom; whether
we really be~
lieve in liber-
ation from re-
straints as a
desirable way
of life, I
found evi-
dence that many of us believe that -
we cannot trust freedom-—because
we are. afraid it will not- work!
So, we vote against freedom and
“for governmental restraints at al-
most every opportunity!

Ben Moreell

. Logical Restraints
- Now, 'before “you. jump- to the

" favor certain restrictions on free-
dom. For ekxample;, I 'want a re-
. straint against the freedom of any
i person to do bodily harm to any
other person, or'to-cheat him, or
to defame  him, or ‘to use force
against him in any manner. I want
adequate - laws - against fraud,
coercion and ‘monopoly. But I be-
lieve that type of law is designed
to protect the individual’s ireedom’
of choice ‘and action.-it’ is.frue
that it is restraint. But it-is one
that ‘does: not injure any person
who, desires to' live in. peace and
deal fairly. with his fellow men;

That type of law is aimed solely .

at the person who-wants to restrict
or destroy the freedom of others

by imposing his will and his ideas .

upon them.

I doubt that any right-thinking
American opposes what we, in
general, refer to as “the police and
defense powers of government.”
These are designed to protect all
of us equally against. internal or
external aggression. Those basic
powers were provided for in our
Federal and State Constitutions
just about as they had developed
under the common law of Eng-
land. . But over the years a differ-
ent concept of the functions of
government has grown up among

us. f 2

*An address by Admiral Moreell before
the Third General Session of the 39th
Annual Meeting of the Chamber of

Commerce cf the United States, Washing-
ton, D, C., May 2, 1951.

that “might makes right”; that

there is no inviolable right for any.
person if - the . organized and:
formalized majority decrees other-:
wise; that the mere legalizing- of.

" an action makes it morally proper.

" Thus we appear: to be drifting
from freedom and responsibility
to restrictions and irresponsibility.’
We now demand that government
“protect” us against the results of
our own -freedom of choice. . We.
appear -to - have - accepted . the-
theory of group -morality; of ]
determining right and wrong’ by :
voting ‘on: it—and - then ‘accepting '
the majority decision. It makes :
one wonder what the future holds -

for a nation wherein the people -

lose their faith in individual free-
dom and in personal responsibility

for one’s-own.actions, -
conclusion -that' I*favor: unbridled
license, I want to say that I, too,"

..The Case of Businessmen
- Now, ‘beforewe consider “spe-"
cific examples of this rejection;:of
freedom, I weuld liké to make two
points.. First, I am not" talking
about ‘“someone else” who is'not
with us today."I am talking spe-
cifically about-myself—and- about
you, my fellow businessmen, For
I'see little evidence that we busi-
nessmen of America have greater
faith in'individual :freedom ‘than
have-farmers; industrial ‘workers, '
doctors, teachers, ministers or:.any: -
other occupational * group. ‘You
probably have heard 'it. said that

\if “only others —the " traditional

“man .in . the' street” — khew - as
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much about this subject as ‘‘we.- .

businessmen,” there would be no
danger.to our freedom. I believe

that is a self-righteous. position, .
built on a false premise. .I believe

that many of .us have made the

Same errors .as those in other

groups., If you wish to see with

what ease we “free enterprisers”

can justify our tastes for social-

ism, you have only to examine the

“resolutions” " of “almost any or-

ganization of businessmen as they

eme'rge from the Annual Conven-

tion! i

Our: Reporter’s. Report
Our Reporter on Governments

“Then and Now—Guess Who?

Let us admit, then, that it is we -

who need to learn and not a neb-" -

ulous  “someone else.” )

My second point is that I.am '
quite sure that I do not know the
answers to the weighty problems
which we face. I do not have a
pipeline to God, or eternal truth,
Continued on page 30
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It’s Mutual I’'m Sure

By IRA U. COBLEIGH

Author of

“How to Make a Killing in Wall Street and Keep e

Containing some casual reflections on the “open-end” invest-

ment trust, and its position in

defense of the “fifth” freedom

—freedom from dollar’ depreciation.

If you had a brick in 1941, and
you have it today, it's still a brick!
If you had a bottle of bourbon in
1941, and by the expedient of not

drinking it
. meanwhile,
_ you still have
it it is still a
bottle of bour~
bon.
you had a dol-
lar in 1941 and

". you. still have’
w.it.today, .it;

“ismt a dollar, bonds, preferreds and commons).

* —it's 50 cents!
“This homely
_comparison

will serve to'

describe to
you the rav-
R ages of the
epidemic economic disease of our
time—dollar depreciation. -And’ it
will introduce our .program  for
today, which is to analyze briefly
the "contribution of the mutual
fund toward the defense of in-
vestor purchasing power against
the fading buck.

What is a mutual fund anyway?
Well primarily it’s a cooperative
society pooling the funds of many
and employing trained investment
managers to select, to supervise
continuously, and to spread in-
vestment risks (as well as oppor-
tunities for gain) over a portfolio
consisting of anywhere from 30 to
over 600 different issues. In prac-
tice, the great percentage of se-
curities selected have been com-
mon stocks and the spreading, of
the invested dollar over so broad
a field seems to offer some mathe-,
matical insurance against destruc-
tive loss of capital, or elimination
of. dividend income. To snatch a
phrase from a renowned legal
opinion by one Judge Putnam, the
purchaser who regards “the prob-
able income as well as the prob-
able safety .of capital to be in-
vested” will find in the mutual
fund —in a single security —a
unique device devoted to those
ends.

You have to get back to funda-
mentals. Bonds are safer than
common stocks. They always have
been. Today the best bonds yield

. about 2.85%, Common stocks carry
no warranty of paying you back a
stated principal sum today, tomor-
row or ever, but right now good
commons pay dividends equal to
5% to 5% on the money you lay
out for them. Stocks are essen-
tially flexible; bonds, fixed or re-
stricted in their values, But for
some time stocks have been ris-
ing, and dividends, rising; while
bond yields have declined.

Just to explain let’s set down
the investment results of a $10,000
investment in each of two repre-

Ira U. Cobleigh

sentative funds over a ten-year.

period. If on Jan, 1, 1941, you had
lodged $10,000 in Fund X (com-

But if.

posed primarily of common stocks
and today with assets. of $100,-
000,000), here’s how you would
have wound up as of Jan. 2, 1951:

(a) Principal value grew from
$10,000 to $20,774; .

(b) Dividends paid out were
$5,672; ,

(¢) Profits from security sales
were $3,156. : w4

The second $10,000 was placed
in Fund Y, a “balanced” fund
(with securities. spread.. among

This is regarded as a more eon-
servative fund but still' produced
the. following results. by..Jan, 2,
1951: .

(a) Principal value grew from
$10,000 to $13,649; "

(b) Dividends. paid out Were y,. wine and you own Amerada

$4,125;

(c) Capital gains paid out were
$1,660

1If you compare_the above with
investment, during the decade, in
good bonds, say at 3%, you cannot
fail to note a significant dollar
advantage favoring these mutual
funds. These figures simply il-
lustrate, not theoretically but in
actual practice, a principle which
I summarize thus: In an expand-
ing economy you need securities
that can expand!

Bear in mind, the above results
were merely-historical—not guar-
anteed. If mutual funds are ba-
sically aggregations ‘of common
stock, then they will fluctuate up
and down like a boat on the mar-
ket sea. Thus, although mutual
funds provide for liquidation of
trust shares at net asset wvalues,
on any given day, you never know
whether that value will be lower
or higher, on the morrow. For
the possible rewards of higher
yields and of capital gains (and
the risk of lower ones and loss)
you must accept, if the market so
decrees, a'lower valuation of your
holdings. This inherent possibility

lof a decline in principal value is

perhaps the most obvious reason
why mutual fund shares should
not be construed -as- a substitute
for a savings bank account.

If your mental characteristics,
however, veer-toward those of a
philosopher or an economist, 'it’s
possible to work-up a real bub-
bling enthusiasm for mutual
shares. Their record is pretty
good.. They are no Johnny-come-
lately; fact is some 14 mutual
funds_were started way back he-
fore the financial pall of 1932
dimmed our financial ardor. These
14 both survived and prospered.

Perhaps the best logical -argu-
ment for mutuals is found in their
recorded growth. Today there are,
all told, about 130 mutual funds
with assets of around $2,700,000,-
000 and nearly a million share-
holders. They’re growing by na-
tion-wide sales to the tune of
about $400,000,000 a year. And if

NOT A NEW ISSUE
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we recognize the basic desirabil-
ity of broader .stockholding in
America, ‘(1) "to supply, through
the years, the need for equity cap-

-ital, and (2) to prevent the arrival

of State Socialism on our shores,
by a wider sharing in the owner-
ship and profits of our enterprises,
then we must say the mutual fund
has found a real place in our
scheme of things. ..

Mutuals beckon persuasively to
the following: d

(a) Those disgruntled, with the
results of their own selections of
individual securities in the past;

(b) Those who -have never had
training or experience .in stock
purchase; ‘

(¢) Professional people; - - :

(d) Trustees - (“prudent-man”

pe); A
(e) Pension, Welfare and Union
Funds; - § ;

(f) Systematic savers.

ty

Now it is true that mutual funds-

do not offer the speculative zing
that 'the purchase of individual
stocks can bring you. If rails-are
roaring on the Exchange and
youw're riding ~Southern Pacific,
you feel chipper when it closes
up two points.. If the oils are on

up- five on the day, you like that
too. Well, mutuals won't perform
like that. Neither are they so

likely to give the headaches some.

of us remember ' when radio
dropped from the four hundreds,
to the price of a heterodyne tube,
a score of years ago. - ;
Another feature about mutuals
1 forgot to mention a while back
is their variety. Attention was
called to the diversified stock
fund and the balanced fund but
there are lots. of others. Some
confine portfolio -entirely to
bonds;  some - preferred stocks;
some confine holdings to a single
industry. There are special trusts
for bank stock, oil, rail, chemical,
industrial, gas, electric utility, and
television shares. There are trusts
for capital gain and trusts for in-
come and some funds bearing the
names of specific states. No one
can say he hasn’t a choice here!
Some question is occasionally
raised over the fact that some-
where between 6% and 9% is us-
ually charged as a sales commis-
sion or “load” at the time an in-
vestor purchases his trust shares.
To those who quibble over this
ratio, I say first, that the mutual
fund is a sound addition to our
set of financial tools. And it is a
part. of our American tradition
that our citizens have always been
willing to accord salesmen, in-
troducing a new and desired prod-
uct, a rewarding commission. This
has been true whether the product
was ‘a sewing machine, a motor

.car, a vacuum-cleaner, a Fuller

brush or an insurance policy. And
it’s easy to show that the commis-
sion percentages of mutual funds
are lower than on the investment
of the same number of dollars’in
any of the above named  items.
Moreover, the .mutual*’éntry fee
is for a,potential round trip; if
you wish to liquidate at a later
date there is usually no charge.

Inflation is no' easy foe, and
dozens of defense mechanisms
have been offered to do it combat.
For the-average American selected
common stocks have, in recent
years, done a pretty fair- job in
coping with this ogre.’

And
hit-or-miss stock - purchase by
amateurs has offered some pro-
tection against dollar depreciation,

then expert selection by highly .

trained investment fund managers

should logically provide a superior

performance and a wider horizon.
So if by chance you are greeted
anon, by a diversified trust rep-
resentative, saying he’s pleased to
meet you, you are quite entitled,

in all conscience, to reply, “It’s

Mutual I'm sure!”

if random selection and.
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- The Outlock for
Air Transportation

By RALPH S. DAMON*
President, Trans-World Airlines

Commenting on recent growth of air transportation, aviation
executive - predicts in 1951 trunk airlines will for first time
transport more first class passenger traffic than railroads. Cites
problems of air transportation in postwar period, but contends
in past three years the Big Four lines in the industry have
become self-sufficient. Holds air transportation of long-haul

mail cheaper

Over the course of years spent
in the aviation industry, it has
been my ‘lot to address a great
‘many groups cn subjects related

v to aviation.
Usually my
listeners have
been primar-
ily interested
in the,glamor,

“adventure,.

glories and
romance. of
flying, and a
noticeable

.chill has de-:

scended over
. them when-

ever it be-
“came neces-

sary for me to

fall back upon
) statistics to
illustrate . any point. 1 am quite
sure that you gentlemen are more
interested in the figures on airline
balance sheets than in the glamor
of our advertising, and, therefore,
I shall make no apology for quot-
ing statistics freely.

Fortunately, the airline statis-
tics which I will giscuss today are
a good deal more cheerful than
any I could have presented two
or three years ago. You will re-
call that just after the war the
airlines / were in the financial
doldrums—to put it mildiy. Pub-
lic bodies were conducting inves=-
tigations to determine the causes
and prescribe the cures for this
malady. As usual, the investiga-
{ions were productive of little ac-
tion; but—again as usual—the pa-
tient, chiefly through the vigor of
his constitution, hy - strenuous
exercise and a slendering diet,
seems to have recovered.

At least three groups of people
will now feel that they bore the
brunt of the suffering. Each will
take full credit for the recovery
—and each will now want to send
in a heavy bill for priority pay-
ment, .These three are: the gov-
ernment, the investors, and the
employees. I hope that each, in
making its demands, will bear in
mind the paramount importance
of preserving the financial health
of the industry in the interest
of all. :

1950 Best Year for Airlines ~

1950 was the best year for the
airline industry and for TWA
since the war, and I hope 1951
will be better despite increased

: Ralph S. Damon

*From ‘an address by Mr. Damon be-
fore the Bond Club of New York, New
York City, May 3, 1951.

than by rail.

taxes, show-cause orders and pol-
itics. The combined domestic and
international airlines had gross.
revenuées in 1950 of almost $812,
million and net income after
taxes of $33.8 million. This net.
income represented - a-return of.
4.3% on net assets of $784 million. .
Hardly enough. These figures are,
pleasant reading, however, when.
compared with the combined def-:
icit of $10 million in 1946, and.
$26 million in' 1947, or even the.
small profit of less than.a million:
in 1948. ' N :

From their beginnings,.the air;
lines have been a growth indus-,

‘try. The growth has been almost-

miraculous, but it has not aiways:
been uniform. Ouly the other day:
I read with interest. the -latest
monthly release from the Bureau.
of Transport Economics and Sta-.
tistics of the Interstate Commerce
Commission — a publication in-.
tended primarily for railroad peo-
ple. (I hope this ‘does not come
to the attention of the “un-airlines
activities” committee of the
House.) This publication was
largely devoted to a comparison
of first-class travel on railroads
with that on the domestic trunk
airlines. ‘It pointed out that in
1938 the airlines carried only
6.1% of the total “first class” pas-
senger miles, and that even as
late as 1945 they accounted for
only 11.1% of the total, This lat-
ter percentage, of course, would
have been greater, except for the
diversion of airline equipment
and personnel to the military dur-
ing the war.

From 1945 to 1950, the trend of
first>class rail travel was gen-
erally downward, and that of air-
lines upward, so that in 1950 the
airlines accounted for 45.67% of
the domestic firsi-class travel
market; 46% of the combined
total. .

Airline Travel Grows

So. far in 1951, airline travel
continues' markedly upward. For y
example, TWA’s domestic passen--
ger miles for the first quarter of
1951 ‘were 56% in excess of fthe -
same quarter .in 1950, and April
is estimated at about the same in-
crease over April 1950, 56%. I
have not seen any overall figures
for the railroads, but I understand °
that the trend continues generally
static or downward.

I do not think it is rash, there- -
fore, to predict that 1951 will be -
the year in which the trunk air-
lines will for the first time trans-

Continued on page 41
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Retail Trade
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. Food Price Index
Auto Production
Business Failures

_ The
State of Trade
and Industry

The trend of industrial production for the country as a whole
the past,week was mixed with gains in some manufacturing lines
offsetting declines in others; however, total. industrial output
continued to hold close to the highest level reached since the close
of World War II.

.~ In'the week ended April 14, new claims for unemployment
. Insurance dropped about 17%, while continued claims rose 5%
with total claims continuing well below the level of a year ago.

Steel production rose almost one point last week to 104% of
capacity and total output reached a new all-time high. Auto-
mobile production dipped about 1% for the latest week, but was
9% higher than a year earlier. For the second consecutive week,
the l((:Iaily average of crude oil production rose to a new record
mark. . ’

Availability of steel for the general consuming market after
the Controlled Materials Plan becomes effective July 1 presents
the burning question of the moment, says “Steel,” the weekly
magazine of metalworking, the current week. How much “free”
steel will be left over after defense and defense-support require-
ments are satisfied?

Estimates for May placed defense and supporting needs around
45% of production, leaving 55% for the civilian economy. .Allot=
ments on emergency account are upped somewhat for June- and
expectations are they will be further increased for succeeding
months. Consequently, authoritative answer as to civilian. sup-
plies after July 1 awaits government contractors’ reports to steel
control authorities detailing their requirements. Upon receipt of
these data stated needs will be balanced against production and
allotments made with an eye to their impact on the civilian
economy.

Expectations are that leftover tonnage after defense and sup-
porting needs are met will fall far short of civilian demands
despite curtailments in consumer hard goods manufacture, Some
of the recent slackening in consumer durables because of excessive
stocks at the wholesale level is believed temporary and pressure
for stee] on civilian account is likely to continue unabated, this
trade paper observes.

Concern js growing over the raw materials supply to support
capacity steelmaking indefinitely in the future. The cumulative
season total to date, states this trade weekly, is 5,939,320 tons
compared with only 304,392 tons at this time last year. No short-
age of ore now is. anticipated. Serious scarcity of steel-making
scrap threatens, however, and’ efforts are being made to stimulate
collections through voluntary drives throughout industry.

Prospects are that automobile production will move up slightly
this week as producers gradually gear their operations to high
programs outliced for this month, “Ward’s Automotive Reports”
predicted. Schedules for May call for approximately. 530,000
passenger cars and 140,000 trucks to be assembled in United States
plants. The expected increase over the 508,252 cars and 134,763
trucks in April reflects the additional work day available the
current month, the above trade authority noted.

In an amendment to the National Production Authority Order
M-47, issued last Friday, the agency cut the use of steel for the
manufacture of passenger automobiles and station wagons for the
month of June from 80% 1o 75% of the usage rate during the first
six months of 1950. ‘

M-47 limits the use of iron and steel by manufacturers and
assemblers of hundreds of consumer durable goods to 80%" of their
rate of use during the base period. R

It is anticipated, NPA announced, that steel for passenger
automobiles and trucks during the third quarter (beginning
July 1) will be limited to the following percentages of base-period
usage: passenger cars, 70; light trucks, 70; medium trucks, 100, and
heavy trucks (16,001 gross vehicle weight and above), 120.

Steel Operations Scheduled to Show Modest Decline
For Week ;

Metal consumers should not expect any sudden change, for
better or worse, when the new Controlled Materials Plan goes into
effect July 1, states “The Iron Age,” national metalworking
weekly, in its summary of the steel trade. There probably won't
be any for two reasons: (1) The control planners, including in-
dustry advisors, have long felt that CMP would eventually be
needed. And present controls were designed to make the transition
to CMP as smooth as possible. (2) The scope of the plan will not

Continued on page 37
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Cincinnati Municipal
Men Announce Outing

CINCINNATI, - Ohio—The . an-
nual spring party of the Municipal
Bond Dealers Group of Cincinnati
will be held May 24 and 25. Regis-
tration fee for those attending is
$25. Planned for the occasion are
cocktails at the Sheraton-Sinton
Hotel on May 24, to be followed
by dinner. The day will be spent
on May 25 at the Maketewah
Country Club, where luncheon
will be served from 11:30 a.m. to
2:00 p.m. and dinner at 7:00 p.m.
Golf, baseball, cards and other
special events are planned for the
day.

Members of the Entertainment
Committee are J, Allison Dryden,
Dryden & Company; John N.
Fuerbacher; John G. Heimer-
dinger, Walter, Woody & Heimer-
dinger; Oscar. W. Hirschfeld,
Stranahan, Harris & Co.; Henry J.
Hoermann, Provident Savings

Bank & Trust Company; Robert.

B. Isphording, Doll & Isphording,
Inc.; Herbert F, Kreimer, Assel,
Kreimer & Co.; Harry Lameier,
Magnus & Company; Frank O.
Loveland, Jr., Harrison & Co.;
Carl R. Mittendorf, Weil, Roth &
Irving Co.; Gordon Reis, dJr.,
Seasongood & Mayer; Robert W.
Thornburgh, The W. C. Thorn-
burgh Co.; Wesley C. Thornburgh,
The W. C. Thornburgh Co.; and
Robert L. Wagner, The W, C.
Thornburgh Co,

Richard 0’Neil Rejoins
Fairman Trading Dept.

Richard R. O’Neil

LOS ANGELES, Calif.—Richard
R. O’Neil has rejoined Fairman &
Co.,, 210 West Seventh Street,
members of the Los Angeles Stock
Exchange. Mr, O’Neil has recently
been with Edgerton, Wykoff & Co.
and Oscar F, Kraft & Co.

New Jersey Bond Club
To Hold Quting

The Bond Club of New Jersey

-will hold .its annual field day
~June 1,at the Montclair Golf Club.

e hogees

" Dudley Cates a Papa
Dudley Cates, manager of the
mutual funds department in the
uptown office of Kidder, Peabody
& Co. (10 East 45th Street, New
York City), is the proud father of
a daughter, Valerie, Born May 8.

~ Hotel Weylin

meets the requirements
of the discriminating

‘e Central Location

¢ Spacious Rooms

¢ Homelike Atmosphere

¢ Delicious Food

« Intimate Cocktail Lounge
¢ Excellent Service

For reservations
Theodore B. Archibald, Manager
Plaza 3-9100

Madison Ave. at 54th St.,New York 22
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Observations . . .
By A. WILFRED MAY =
The Stock Option—Newest Stimulus of Controversy

The present flow of stock option incentive plans, which are
inciting a veritable flood of objection;.constitute a rajor corporate
technique requiring dispassionate and objective public appraisal.
Unfortunately most of the present discussion, in lieu of light, is .

being carried on in heat in the form of “in~
censed” signers of-18tters-to-the-editor of our
daily press, bitter at the “grabs by.company,.
brass”; “loading their way by big -business’s,
and at recent stockholders’ meetings, as Loews’,:4
which was prolonged three ‘kLours by thei’
minority’s protests; at RCA’s, where one -irate v‘
owner termed the management’s, proposal. “‘a ¥
form of bribery,” and at U- S. Steel’s turbulent;s
70-minutes of prolest against its -incentive 3
proposal this week, Unfortunately manage=
- ment, “with the votes in its pocket,” has not |
used its opportunity for defense and full .ex< :
planation of the important advantages at ]'
the well-publicized meetings 6f "thé “stock~ 4
holders. Lo Ul Tl R
Even in lofty academic circles . are the?
-objections becoming voluminous—on grounds -
of social policy as well as its allegedly in-
equitable revenue factors—by such as Dean Griswold of the Har=:
vard University Law Schiool (before the 1950 annital meeting of
the Tax - Section of the ‘American Bankers Association), and.
Charles S. Lawton in the “Columbia Law Review” of January; -

A. Wilfred May

An Unintended “Needle” on the Stockholder b

A chief' centributor to stockholder protest no doubt is the
emotional “needle” arising from subconscious envy - of others’ "
competitive success in attaining a high level of remuneration. :

From the constructive viewpoint of those who are objectively
interested in genuine long-term correction of abuses still re=
maining in our corporate system, it is strategically important as
well as ethical that every remuneration proposal made by man<
agement be not demagogically attacked by vote, but that eqch.
policy and situation be fairly weighed on its individual merits.
Irresponsible critical blasts merely discredit constructive reform
efforts. Automatic condemnation is destructive of the publie
welfare.

The current rise in interest in the stock-option device, like
so;/mmuch eise in our economnic life, springs from the tax law. A~
new rule under the Revenue Act.of 1950 permits profits realized
from the resale of optioned stock to be reported as capital gains
rather than income, Subject to certain conditions the new statute
provides that no taxable income is realized at the time the option
is exercised; and after the option has been held for two years
from the issue date, profits realized from its resale may be re=
ported as capital gains (at its comparatively favorable rate) in
lieu of the usually higher-taxed ordinary income.

Appaicntly . indicating Congressional endorsement of the
legitimacy of this option technique is' the ‘explanation offered
by .the Senate Finance Committee describing them thus:

“Such: options are frequently used as incentive devices by
corporations who wish to attract new management, to cqnvept
their officers into ‘partners’ by .giving them a stake in the busi- .
ness, to retain the services of executives who mig!‘lt Oﬂ_'lel‘WlSe N
leave, or to give their employees generally a more direct interest
in the success of the corporation.” Evidently our lawmakers,
surely not the pawns of business, do not consider this practice a

fraud.

A Constructive Remedy for Basic Corporate Problems

This writer has for a long time embraced the conclusion that
the distribution of stock to company directors and managers con-
stitutes onc of the best remedies for overcoming the basic eyl_lS
pervading our -corporate system resulting from the characteristic
separation of ownership from control; the problem of remunerat-
ing directors constructively; and the difficulty of having the
directors ‘own stock under the semi-confiscatory tax. imposts in
the upper bracket. ) ) K

Not.oniy does the stock option provide an n.nportant' attraction
for the hiring of able executives, and for their retention; but it

Continued on page 41
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What to Expect

From

The Defense Economy

) By SUMNER H. SLICHTER*
Lamont University Frofessor, Harvard University

Dr. Slichter analyzes effect of defense program: (1) on living .
standard in months ahead; (2) on price level; (3) on wages,
and (4) on strength of future economy. Holds there’ll be tem- -
porary rise in standard of living, and that prices are not yet
over the hump. Finds steps already taken to control prices
still inadequate, and says post-defense period will be one of
expansion, rather than contraction, of the economy. Concludes
net cost of defense program may- be fairly small, in view of
technological advances stimulated by it and by national

income

- I

i. About a year from now the ex-
penditures for defense and foreign
military aid by the United States
will be running fairly close to
their peak.
This assumes
that in the
meantime
there is no
Jarge expai-
sion of mili-
tary opera-
tions. The an-
nual rate of
expenditures
will be about
. $55 billion —
about $45 bil-
lion for de-
fense, $7.5 bil-
lion for for-
eign military
aid, and nearly $3 billion more
for promotion of defense produc-
tion, civil defense, and miscel-
Jancous , defense items. The in-
crease in spending for defense
and foreign military aid during
the.next 12 months will be some-
avhat more than during the last
12, Expenditures on defense and
foreign sid have risen by-about
$15 billion as an annual rate dur-
ing the last year. During the next
year these expenditures (depend-
ing somewhat upon the movement
of prices) will rise by around $22
billion. The proportion of  the
gross national product devoted to
defense and fereign aid will also
continue to rise for about another

Prof. S. H. Slichter

#*An address by Prof. Slichter before
the United States Brewers Foundation,
St. Louis, Mo., May 8, 1951.

~ SAMPLES

Will you invest $1 to inspect
new development in successful
stock timing? For this explan-
atory TIMING FACTOR folder
plus free samples of complete
service, send $1 to cover han-
dling costs to Dept. B

"ANALYST INSTITUTE

126 Lexington Ave.
New York 16, N. Y.

Common Sense
Sound Principles

. constitute the keystone of Dow’s
Theory. Otherwise the precepts
of Dow, instead of being widely
_used after well over 50 years would
- long since have been forgotten as
a method of interpreting market
trends.

Soundly conceived,
ical,

entirely log-
these principles remain un-
impaired as a means of predicting
future market probabilities by the
action of the barometric Industrial
and Railroad Averages. .

DOW THEORY COMMENT

Applies Douw's teachings to
today’s . market . action.
Current letter will be sent on re-
quest, without obligation.. With .
all requests, mailed by June 1,
1951, . a 1l1l-page text book will

be included.

RHEA, GREINER & CO.
: Colorado Springs, Colo.

itized for ERASER -viares
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growth.

year. In the present quarter, this
proportion is around 10%; in the
second quarter of 1952, it will
probably be about 16%.

In these remarks I wish to dis-
cuss four principal questions. In
the first place, I wish to analyze
briefly the effect of the defense

program upon the standard of liv-’

ing in the months immediately
ahead. In the second place, I wish
to examine the effect of the.de-
fense program on the price level;
In the third place, I wish to dis-
cuss some longer-run aspects of
the defense program, particularly.
the question-of -whether or not a
drop . in defense expenditures,
probably about 1953, will protuce
a . period of deflation. Finally, I
wish to analyze briefly the long-
run nature of the defense pro-
gram, the ability of -the economy
{o bear the burden of the pro-
gram, and the effects of defense
expenditures upon the strength of
the economy.

I

Up to the present the effect of
the defense expenditures upon the
standard of living of the cauntry
has been good, In the third Yuar-
ter of last year, the physical vol-
ume of consumption was 4.3%
above theé second quarter, and in
the fourth quarter it was abouf
the same (after seasonal adjust-
ment) as in the second *guarter.
During the first quarter of this
year, the physical volume of re-
tail sales was ahout 6.27% above
the same period of last yeav.:

The rise in the standard of liv-
ing has been made possible by
two circumstances. In the first
place, there was a certain amount
of slack in the economy and the
rise in demand quickly caused
much of this slack to be taken up,
There was an abnormally large
increase in the labor force—about
twice the “normal rate.” .This

Reeves Soundcraﬂ
Flying Tiger

Bought -—kSold — Quoted

JAMES ). LEFF & CO.
; Incorporated i
50 Broad St, New York 4 -
Telephone BOwling Green 9-5920
‘Teletype NY 1-3018

'TRADING MARKET
¢ [ ‘ l [
Minneapolis
Gas |
Common
Prospectus A vni{‘able

WilliamA.Fullef& Co.

Vembers of Midwest Stock E;tchange
209 S. La Salle Street, Chicago 4
Tel. DEarborn 2-5600 - Tele CG 146-7

raised the proportion of pecrsons
of working age (14 years of age
and over) from 57.1% in the first
quarter of 1950 to 57.7% in the
first quarter of 1951. There was
also a drop in unemployment of
about 2 million below the first
three months of a year ago.
Strangely enough, there has been
no change in the hours of labor
in non-agricultural employment
as a whole.l The total physicil
output of private industry in-
crease by an annual rate of over
$10 billion or nearly 4%, between
the second quarter and the fourih
quarter  of 1950. In the second
place, the purchase of goods (ex-
clusive of the services of lahor)
by the government has increazed
only slowly. In the last quarter
of 1950, government purchases of
commodities (when adjusted for
changes in the price level) were
only at the annual, rate of $2.3
billion above the second quarter.
Thus nearly all of the, rise in
physical production was available
for private consumption.

After the first of the year the
output of war goods rapidly in-
creased, but, despite this fact, the
output of consumer goods has not
diminished. Indeed, the produc-

tion of most durable consumer .

goods has ‘been running larger
than last year. During the Ilirst
two months of 1951, the output of
the wvassenger automobile  was
12.7% above 1951; of washing ma-
chines, 7.1%; of vacuum cleaners,
111%.2  The number “of new
housing starts in the first three
monthg of this year was almost as
large as last year—260 thousand
in comparisor. with 279 thousand.

The rise in the standard of liv-
ing that has been going ¢n since
last summer will soon come to an
end and the rise wili probably not
be resumed for nearly another
year. There is still some slack in
the economy 10 be taken up, bul
not ‘mych. Some further drop in
undrmployment’ is possible, but it
will. be difficult to- reduce unent-
plovment to less than 1.5 millior
—a drop of about 600,000. Some
further increase in the proportion
of population of working age in
the labor force is possible. Un-
doubtedly, some increase in hours
of work is also possible, in spite
of the fact that thus far working
hours have responded little to the
growth in the demand for labor.

Since much of the slack in the
economy has already been iaken
up, one must not expect a rapid
further expansion of the gross na-
tional product. Employment  can
probably be increased by nearly
2 million during the next year:
This allows for a rise of a little
over a million in the labor force
in the next year (a rapid rise)
and a gradual drop of unemploy-

"ment to 1.5 million. These two

changes would increase the hours
worked by about ‘3%. Perhaps
another 3% in the hours worked
can be obtained by increasing the
work week. Such a change, how-
ever, would occur only gradually.
Some gain in output per man-
hour during the next year may
be possible, although bottlenecks
in production and ‘the necessiy
of using workers of . inferior -ef-
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ficiency will retard the rise in
output. Let us make the some-
what optimistic assumption that
a 2% gain can be achieved—
“normal” is about 2.5%.

The combined result of more
people at work a longer work
week, and more output per hour
would be a gain in gross national
product of about $25 billion a year
in terms of present prices, In the
course of the next six months, this
would mean a rise of about $12
pillion in the annual rate of oul-
pu’. During this period, however,
the annual rate of expenditures
on defense and foreign military
aid will rise by $15 billion a year
or more. Business concerns are
also planning to increase their ex-
penditures on plant and equip-
ment. Consequently, .the outlook
is for a somewhat smaller supply
of consumer goods. The supplies
of non-durable goods will not be
reduced (unless crops are bad)
but the present rate of production
of automobiles, washing machines,
refrigerators, and other durable
consumer goods will have to drop.
Hence a small decline in the
standard of living of the country

for the rest of the year seems in-

evitable.

Sometime early in 1952, the sit-
uation is likely to change. The
increase in the annual rate of ex-
penditures on defense. and for-
eign aid between the first quarter
of 1952 and the second quarter
will probably not be more than
around $3 billion or $4 billion as
an annual rate. The gross nafional
product, however, will probably
be increasing- at an annual rate
of about $6 billion every quarter.
In other words, some time early
in 1952 the increase in total out-
put will begin to outrun ihe-in-
crease in the consumption of
‘goods . for defense and foreign
military aid. Hence the level of
consumption, after not rising for
a’ periott .of about nine to 12
monthsy will resume its rise. All
'of this’ assumes, of course, that
the United States is not compelled
to enlarge or speed up its present
plans for expenditures on defense
and fereign military aid.

I

How will the defense program
affect the price level?
the danger of inflation? Several
weeks ‘ago, one of the country’s
ablest economists expressed the
view that the “worst” of the cur-
rent inflation appears to be
passed, though he cautioned that
the movement of prices during
‘the remainder of the year would
be greatly affected by the supply
of agricultural products. Another
very able economist, in conversa-
tion with me, stated that in his
‘judgment, “we are over the
‘hump”. as far as the problem of
inflation is concerned. For over

‘two ‘months. now, there has been

little change .in the index .of
wholesale prices.
1 do not believe, however, that

the country is yet ovér the hump.

In fact, I believe that the problem |, .

of limiting the rise in prices will
be an acute one for at least a
year, and a half and that it is
likely to be particularly difficult
in the closing monihs of 1951.

1 The average hours worked.and - distribution of working time in various

recent months was as follows:
Average hours
© worked in nen-
agricultural .
Date industries
January 1950 - -
February ._. . 412
41.3
418
41.5
41.1
41.2 |
41.3
4132 .
413 -

Cetober ____
November _.
December __
January 1951
February __.
Mareh - ‘

Per cent of
workers work-
ing 21 hours
i orless

L
o

$OTC N1 0300 I 0
ceibwoidmis

Per cent of
workers work-
ing 48 hours
and over
26.5
26.6
27.3
28.3
28.8
27.3
28.5
28.8
28.9
'29.3

Per cent of
workers work-
ing over
490 hours
35.5
35.7
36.2
36.6
38.6
37.0
382
38.0
385
38.7

Source: U. S. Bureau of the Census, Current Population Reports, Series P-57,

Nos. 90-105.

2 The output of various items was as follows:
First 2 months of 1950

Passenger cars '
Washing machines !_
Vacuum 'cleaners: _:_

First 2 months of 1951
4,454
662,420
-569,482

<y

613,600
512,665

Survey of Current Business, March 1951, and April, 1951, pp. S-40, 34.

What is’

Sometime early in 1952, when the
increase in the gross national
product begins to outrun the in-
crease in- defense expenditures,
the problem of limiting the rise
in prices will become less diffi-
cult but it will remain a tough
problem throughout all of the
year. 1952. ) :
Why ‘do I believe that the coun-
try is not yet over.the hump in
dealing with the problem of ‘in-
flation? There are several rea-
sons for this belief. One is that
the lull in business is being made
possible largely by sales from
inventories, and inventories are
not large, particularly in relation
to sales and unfilled orders. Dir-
ing 1959, the physical volume of
inventories increased about 7%.
This was just about sufficient to
offset the decline in physical vol-
ume of inventories during the
preceding year. Consequently, the
country started the year with
physical inventories about the
same in size as two years ago.
Particularly  important is the re-
lationship between the volume of
unfilled orders and inventories.
At the end of February, manu-
facturers’ unfilled orders were
about 31% larger than inven-
tories; a year ago they were about
26% less than inventories. In
relation to unfilled orders, there~
fore, inventories are much smaller
than last year. J
The current lull in business has
been made possible partly by the
fact that people have been buying
large quantities of durable con-
sumer goods (larger quantities
than last year at this time)
without an increase in = short-
term consumer indebtedness.
This means that, from - the
standpoint of consumers as. a
whole, the current high output of
durable consumer goods has been
absorbed on a pay-as-we-go basis.
This has helped to limit the de-
mand for non-durable goods.
Within several months the supply
of durakle consumer goods will
drop. Furthermore, as consum-
ers pay off the indebtedness in-
curred last year and the year be-
fore for the purchase of automo-
biles, television sets, and other
durable consumer goods, the vol-
ume of personal incomes avail-
able for the purchase of non-dur-
able goods will rise, i
Wage rates will continue to rise,
and this rise will exceed the gain
in output per manhour. Hence
labor costs will continue to rise.
This will necessitate some offset-
ting increase in prices. ¢
Finally. there will be a consid-
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erable expansion of personal in-
comes. - The rise in personal in-
comes will be partly a result of
thte increase in employment and
the rise in the length of the
work week and partly a result of
the advance in wage rates. An ex-
pansion in employment of nearly
2 million- and a rise of -3% in
weekly hours of work would raise

wage and salary payments by
about $11- billion or. $12 billion a

‘year.: The rise in wage rates will .

'9ontinue_ ‘As the consumer price
index remains well above the pre-

Korean level, it will become more
and more imperative to increase

the wages of the tens. of millions

of workers who -have had: no

raises since last June. These
workers will decide- that their
wages -have lagged behind -the
cost. of- living long enough, and
that they will no longer tolerate
having “ this lag in' their wages
used as’ a way of holding down
prices. These workers will insist
on wage increases that are nearly

as'large as those obtained by the
various unions during the last
nine months. " !

Union workers will continue’ to
press for generous wage advances

—in spite of the fact ‘that such
increases will add to the excess of
consumer purchasing’ power. The
sixth round of wage increases is

(1943) 7

| R

about to begin. Negotiations have
started or will soon start.in the
electrical goods industry, the rub-
ber industry, the women’s gar-
ment industry, the paper.indus-
try, the ' copper industry, and

others. Perhaps the unions wilk
be- willing to adopt a policy of
" Continued on page 32
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. Amounts

Incorporated

Alex. Brown & Sons
Weeden & Co.

Incorporated

G. C. Haas & Co.

'Seasongood;& Mayer

Coprfs & Co.

May 9, 1951.

In the opinion of counsel named below, these Hosp

- $3,000,000

3,050,000

- 3,100,000
3,150,000

3,200,000

3,250,000

Pacific Northwest Company

Third National Bank m Nashville
M. A. Schapiro & Co., Inc.
-A. G. Edwards & Sons

$65,000,000

- State of Michigan

- 2%% and 1%% Hospital Bonds

Dated June 1, 1951, Due June 1, as shown below. Principal and semi-annual interest (June 1 and December 1) payable at the office of the State: -
Treasurer, Lansing, Michigan, at the current fiscal agent of the State in Detroit, Michigan, and at sub-agents in New York; N. Y., i

. .and Chicago, Illinois. Coupon Bonds in denomination of $1,000, registerable as to principal only.

Interest Exempt from Federal Income Taxes under Existing Statutes and Decisions }
‘ Tax Exempt in the State of Michigan

AMOUNTS, MATURITI

Prices

Due . Coupons , to Yield

Amounts

ital Bonds will constitute valid and legally binding obligat;
" full faith and credit of the State will be pledged for the payment of principal and interest.

(Accrued interest to be added) .

Yields
or Prices

Due Coupons

1953 * 2149 -
1954 21,
1955 214
1956 215
1957 214
1958 - 11

115
1.20

1.25
1.30
135 -

1.10% - $3,300,000
3,350,000
3,400,000
3,450,000
3,500,000
3,550,000
3,600,000

o Eligible;'in our opinion, a.§ Légal Investments for Sabiﬁgs Banks and Trust Funds in New York,'
- Michigan and certain other States and for Savings Banks in Massachusetts and Connecticut.

8 5 ‘

ES, COUPONS AND YIELDS OR PRICES

. Amounts Due

1959 -
1960
1961
1962
1963
1964
1965

1.40
1.45
100
100
993
991/,

1%,
1%,
1%
11,
11,
1%

1%% 1.375%° 43,650,000 -

1966.
1967
1968 -
1969 1Y
1970 - 11
1971/55 1V

3,700,000
3,750,000

3,800,000
3,850,000
3,350,000

12
Al

¢

The Bonds maturing in 1971 will be redeemable by lot at the option of the State of Michigan
at par and accrued interest on any interest payment date on ‘and ‘after June 1, 1955.

The above Bonds are offered, subject to prior sale before or after appéaranbe of this advertisement, for
delivery when, as and if issued and received by us and subject to the-approval of legality by
. 4 Messrs. Miller, Canfield, Paddock and Stone, Attomeys! Detroit, Michigan. .
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‘ Dealer-Brol(er Investment
‘Recommendations and Literature

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

Anybody Can Make Money in a Bull Market—Study—Calvin
Bullock, 1 Wall Street, New York 5, N. Y. 4
Dow Theory Comment—Applying Dow’s teachings to today’s

market action—Current letter without obligation and with
all requests mailed by June 1, 1951, a 111-page text book
will be included—Rhea, Greiner & Co., Colorado Springs,
.Colcrado.
Fire & Casualty Insurance Stocks—Comparison and analysis
- of 1950 earnings of 50 stocks—Laird, Bissell & Meeds, 120
Broadway, New York 5, N. Y,

Grqpmc Stocks—January issue contains large, clear reproduc=
tions of 1,001 charts complete with dividend records for the
full year of 1950, showing monthly highs, lows, earnings,
capitalizations, volume on virtually every active stock on the
New York Stock and. Curb Exchanges—single copy $10.00;
yearly (6 revised issues) $50.00—special offer of three edi-
tions of Graphic Stocks, 1924 through 1935; 1936 through 1947
and up-to-date current edition, all for $25.00—F. W.Stephens,
15 William Street, New York 5, N. Y. ,

“Info;mation Please!”—Brochure explaining about put-and-call
options—Thomas, Haab & Botts, 50 Broadway, New York 4,
New York.

Insurance Stocks—Annual comparative analysis of the coun-
try’s leading insurance companies—Blyth & Co., Inc., 14
Wall Street, New York 5, N. Y.

Measurements‘of Railroad Bond Quality—Study—Savings and"
Mortgage Division, American Bankers Association, 12 East

36th Street, New York 16, N. Y.—$1 per copy.
Over-the-Counter Index—Booklet showing an up-to-date com-
' parison between the 30 listed industrial stocks used in the
Dow-Jones Averages and the 35 over-the-counter industrial
- stocks used in the National Quotation Bureau -Averages, both
as to yield and market performance over-an 11-year period—
 National Quotation Bureau, Inc., 46 Front Street, New York

- 4, 'New-: York, | 3
Television Industry’s Inventory Position—Study—Television-
glg;i:ltromcs Fund, Inc;, 135 South’ La Salle Street, Chicago

’ 9. »

“The Inevitables”—Bulletin on ‘growth situations—Rotan, Mosle
- and ‘Moreland, 806 Rusk Avenue, Houston, Tex.

Timing*Facwr;Explanatory folder plus-samples-of complete
service—$1—-Department B, ‘Analyst Institute, 126 Lexington
Avenue, New York 16,"N, Y. :

. Your Financial Future—Booklet on the Fund’s new plan for
- sysfematic investment — Wellington Fund, Ine., 1420 Walnut'

: Street, Philadelphia 2, Pa,
* H L]

Aerovox Corp.—Analysis—Raymond & Co.; 148 State Street,
Boston 9, Massachusetts.” - ; ;

Allen Industries, Inc.—Bulletin—Gartley & Associates, . Inc.,
68 William Street, New York 5, N. Y. Also available are
brief data on American' Metal Products Co., Drewrys Limited
U. 8. A. Inc., and Robertshaw-Fulton Controls Co.

Ampco Metal Inc.—Memorandum-—Sills, Fairman & Harris,

@ 20? South La Salle Street, Chicago 4, Ill. :

Audio Devices, Inc.—Analysis—Peter. Morgan & Co., 31 Nassau
Street, New York 5, N. Y. : §

Brothers of the Christian Schools of Lafayette, La., Inc.—Cir-
cular describing $300,000- first mortgage 3% % . bonds—John
11)2an€, National Bank of Commerce Building, New Orleans

, La, ¥ Gy

Canadian Pacific Railway Company—Analytical brochure—
Schwabacher & Co., 600 Montgomery at Market Street, ‘San
Francisco 4, Calif, ‘

Central Violeta Sugar—Bulletin—Stanley Heller & Co., 30 Pine
Street, New York 5, N. Y. 2

Copperweld Steel Co.—Brief analysis—Faroll & Company, 209
South La Salle Street, Chicago 4, Ill. Also available is a
short hulletin on the Studebaker Corporation.

Dovuglas & Lomason Company—Analysis—Cohu & Co., 1 Wall
Street, New York 5, N. Y. Also available are analyses of
Newport Steel Corporation and Suburban Propane Gas. Cor-
poration.

‘Eastman Kodak—Review—Ira Haupt & Co,,
New York 6, N. Y. i .

Glass Fibers, Inc.—Memorandum—Gross,- Rogers -& Co., 458
South Spring Street, Los Angeles 13, Calif. '

Harshaw Chemical—Analysis—Dreyfus & Co., 50 Broadway
New Yerk-4, N. Y. ; '

Jones & Lamson Machine Co.—Analysis—May & Gannon, Inc.,
161 Devonshire Street, Boston 10, Mass. .

Long Island Lighting Company—Analysis—Filor Bullard &
Smyth, 39 Broadway, New York 6, N. Y.
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. National Distiilers Products Corporation—Analysis—David A.
Noyes & Company, 208 South La Salle Street, Chicago 4, I11.
Also available is a discussion of Electric Utility Common
Stocks with particular mention of Pacific Gas & Electric Co.
and Southern Company.

Pathe Industries, Inc.— Analysis— Gottron, Russell & Co.,
Union Cominerce Building, Cleveland 14, Ohio.

Placer Development, Ltd.—Analysis—John R. Lewis, Inc., 1006
Second Avenue, Seattle 4, Wash. -

Portland General Electric Co.—Analysis—Ira Haupt & Co,

111 Broadway, New York 6, N. Y.

Remington Arms Co.—Analysis—Batkin & Co., 30 Broad St.,
New York 4, N. Y.

Riverside Cement Company — Card memorandum — Lerner &
Co., 10 Post Office Square, Boston 9, Mass. Also available is
a memorandum on Gear Grinding Machine Co. and on Seneca
Falls Machine Co.

San Diego Gas & Electric Company—Analysis—Holton, Hull
& Co., 210 West Seventh Street, Los Angeles 14, Calif,

Seismograph Service Corporation — Card memorandum —
Scherck, Richter Co. Landreth Building, St. Louis 2, Mo.

Seminole Oil & Gas Company-—Data—Nielsen, Gordon & Hall,
120 Breadway, New York 5, N. Y.

Snap-On Tools Corporation — Bulletin — Remer, Mitchell &
Reitzel, Inc., 208 South La Salle Street, Chicago 4, Ill.

Soya Corp. of America—Review—Olds & Co., 30 Montgomery
Street, Jersey City, N. J.

Standard Gas & Electric Company—Analysis—W. E. Hutton
& Co., 14 Wall Street, New York 5, N. Y,

Standard Oil Company of New Jersey—Annual report—Stand-
ard Qil Company (New Jersey), Room 1626, 30 Rockefeller
Plaza, New York 20, N. Y. ’
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By HARVEY DANN*
- ‘President, Harvey Dann Company, New York -~

There' are three basic political
systems competing for supremacy
in the world today. The Ameri-
can -form of Modified Capitalism;.
British State Socialism.and Com-
munistic Imperialism. The avowed
purpose:of: Moscow directed com-
munism ‘is the conquest- of the
world by economi¢, revolutionary,
and if necessary, military means.
Our country is spearheading the
opposition to the Russian Com-
munist drive for world- domina-
tion. ‘We are. fighting back not
only -in the Far. East in' actual
military combat but all around the
world economically.and politically.
There is no doubt of our ultimate
success as the combination of na-
tions allied with us is superior in

- very nearly every way to Russia.

Many well-informed men feel our
growing effectiveness on the polit-
ical. .and economic fronts will

. force- an economic and political

collapse within Russia, Certainly
a climax should be reached by the
end of 1953. It is very possible
that our great nation and her
allies ‘will win a gigantic victory
without the necessity of an all-out
war.

Whether this proves toibe true
or not there seems to be!certain

* things that are clearly ahead eco-

nomically. Our country’s produc+
tion facilities will be ‘enlarged
greatly. By 1953 we shall be able
to produce far more than our own
country can consume, In a period
of great industrial expansion,
costs are often played down ‘and
though all the politicians talk
about -stopping inflation very
little is being done as there are
too many loopholes along the line.

One of these very large loop-
holes is being made by Eric John-
ston, our Economic Stabilizer, as
he is yielding to “Big Labor’s de-
mands that “fringe benefits” be
excluded from wage stabilization
controls. Industry will be under
pressure to increase pensions, dis-
ability benefits, life insurance, ac-

costs that normally are passed on
in price to the consumer. Then
if .an employee is relieved of the
cost_of providing insurance, hos~
pitalization and other services for
himself it is in fact an addition to
his spendable: income:and hence,
inflationary. If we are to win-a
worldwide ' economic. battle we
must control inflation.- If. it is
clear that the unions. will bargain
as they did in World War II for
“fringe benefits” it is -important
to know what to expect. The par-
ticular “fringe. benefit” that . I
should like ‘to discuss is Sickness
Disability Insurance.

Rhode Island was the first state
to .introduce compulsory sickness
disability insurance. The mild re-
sistance on the part of employers
to the bill, drafted with the help

‘'of Federal planners, disappeared

when the employers were assured
that employee contributions alone
would finance the program. The
result was.legislation providing a
monopolistic state program which
prohibits-“the substitution of yol-
untary privately insured plans for
the state plan.’ Payment of bene-
fits for pregnancy cases and dual
payments to employees collecting
under Workmen’s Compensation
or receiving salary continuance
soon caused a major drain on the
Fund. Insolvency of the Fund was
avoided only because of the
money -accumulated previous to
the time benefit payments began.

ran

 Fringe Benefits Aid Inflation

To strengthen the Fund the em- .
ployee contribution was increased
to 1% %. Finally Rhode Island was .
permitted to withdraw $29 million
from the Federal Unemployment
Trust Fund for use in their dis-
ability benefits program. Despite
all this the Rhode Island plan is
still not out of the woods.

The California Disability Bene-
fits " Law became effective on
Dec. 1, 1946. This law established
a State Fund financed by 1% of
taxable wage employee pay-all
contribution, Benefits are paid for
26 weeks and $25 a“week is.the
maximum. In Jan. 1, 1950, a
hospitalization feature was added
providing $8 per day for 12 days
and, in the event of hospitaliza-
tion, disability benefits start from
the first day. The California State
Fund is now at a point where
practically all its current year’s
revenues will be used to meet
current expenditures. Incidentally,
most of the large employers have
privately insured plans as the cost
beats the State Fund.

New Jersey was next—although
its. law,- patterned after the Cali-
fornia law, contains innovations.

- For -example: the employee pay-

ing 3% of 1% and the employer
contribution % of 1%. To en=
courage the employer’s contribu-
tions there can be a decreased
contribution that can go down as
low as 1/10th of 1% for good ex-
perience. A penalty contribution
that can go up as high as 34 of
1% -when bad experience prevails.
A majority of the covered -em- -
ployees in New Jersey are insured
by private plans ‘under Group
policies that provide:.a substan-
tially ‘higher schedule of benefits
and more liberal terms than those
insured by the State Fund. :
Last July first New York’

Sickness Disability Law went into
effect.- This bill - represented: the
combined thinking of manage-
ment, labor, the insurance indus-
try and- the State authorities. The
bill provides for.a $26 maximum
benefit” with employee' contribu-
tions limited to % of 1% of wages
but not in excess of 30 cents a
week; the balance of the cost of
coverage -to. be paid by the em-
ployer. Employees may. self-in-
sure or secure .coverage:from pri-
vate insurance carriers or
through the State Insurance Fund. -
The State Insurance Fund, unlike
the State Funds of California and
New Jersey, is in effect an insur-
ance company run by the State
that sells coverage at variable
premium rates just like any other

‘insurance company. Another dif-
ference between New York and

the other three States which have
adopted cash sickness programs is,
that  under the New York Law,
an employer has to take positive
action to get into the State Fund,
whereas in other states if-he took
no action to establish a private
plan he automatically - fell into
the State Fund. .

Pennsylvania, Wisconsin, Mas-
sachusetts and Hawaii will prob-
ably adopt cash sickness legisla~
tion this year.

This winter in Albany the As-

Continued on page 41
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The Federal Debt—

¢

Vehicle of Inflation?

By LELAND REX ROBINSON and HERBERT R. BRINBERG
Dr. Robinson is Vice-President and Mr. Brinberg is Reséarch
Associate of the Economists’ National Committee on
Monetary Policy.

‘Tracing the movement of a Government Bond through the
economy, the authors show how it either creates new money
or can be turned into an effective anti-inflation weapon. Show
how sales of government securities to-banking system create
commodity-chasing money supplies, which, unless matched by
production, widen gap between money demand for, and supply
of, goods and services. Call for pay-as-we-go taxes, and reduc-

tion of bank-held U. S.

The home front battle against
inflation must be won so that
we may achieve ultimate victory

' against those abroad seeking to

Government securities.

selves are restrained from lending
by the imperative of minimum re-
serve requirements. These forces,
at work concurrently, serve to halt

destroy our way of life. Military the expansionary drive and weed

strength rests on an economy able

. Leland Rex Robinsor Herbert R. Brinberg

" to produce the tools of war while
at the same time it safeguards the
living standards and savings of

. the people, Here, our greatest

* internal foe is “inflation.”

Inflation, viewed as abnormally
rising prices and costs,” may be
described in terms of the widen-
ing gap between money demand
for, and supply eof, goods and

- services.” This gap is due to in-

- creases in commodity - chasing

. money supplies, at faster rates

. than these commodities are being

- produced.

Traditionally, the money supply
was created by the monetization

" of gold (or silver) and the crea-
tion of bank deposits .through

. loans by commercial banks or the

. central bank,

... A gold-backed, redeemable cur-

- rency!l is represented by a sub-

. stance ‘of value in which people
have confidence; and to which
they can turn when political and

. economic .conditions cause them

- to lose confidence in the pieces of

. paper representing the gold. The

. second essential virture of gold is

_ the limitation. it places on the ex-

. pansion of currency and credit.

. . The.banking system’s ability to

_ grant “creidts “with a stroke of

- the pen” puts: purchasing power

, into the hands of the . depositor.

. Under usual conditions, the money

. . supply thus created oscillates with
. the needs' of ‘business and repre-
. sents purchasing poweroriginated

. by the very: goods to be pur-

.~ chased. Under such circumstances
" the price level keeps relatively

- stable (not 'necessarily at a con-
stant level), with real incomes

* tending to rise steadily.

Contribution by the Private
Sector

.~ Of course, many examples may

be presented of an excessive and
« unwarranted creation of money
: by the private sector, leading to
. the familiar trade cycle.2 This
: expansion could not proceed in-
. definitely, however. Uneconomic
- borrowing leads to over-expan-
* sion by business concerns. Faced
. with mounting costs and insuf-
. ficient income, these firms must
. cut back or else go to the wall.

At the same time, the banks them-

1 Silver also has been used, though this-
+ metal is much less valuable and is no
., longer considered a monetary metal ex-
. cept in some Far Eastern countries.
2 Many students of business cycles be-
- lieve the cycle to be caused by alternately
expanding -and contracting bank credit.
Cf., R. G. Hawtrey, L. von Mises, et. al.

out the deadwood—the uneco-
nomic firms.

- However, the processes of
monetizing Federal debt also
create purchasing power and rep-
resent potential demand. Under
our present system a limit to this
expansion also nominally exists
owing to the 25% gold reserve
required against the liabilities of
the Reserve System. The ad-
ditional 75% is made up of U, S.
government securities and eligible
paper. But this limit is more aca-
demic than real. As the money
supply is' expanded and ‘reserves
reach their minimum levels, the
reserve requirement may be re-
duced without the fear of gold
withdrawals and insufficient gold
holdings. In fact, as these mini-
mum levels were reached in 1945,
the ratio was reduced from 35%
against the deposit liability and
40% against the note liability, to
25% against both. :

“ In most’instances'¢he purchas-
ing power arising from govern-
ment deficits does not' refléct ad-
ditional goods or services avail-
able to consumers. The manufac-
ture of war goods financed in part
by borrowing, and which serve no
useful consumption desires, is the
best example, Not all government
expenditure originated by borrow-
ing is non-productive, however.
These expenditures would be
matched by goods and services
much as would business expendi-
tures originating from ' business
debt.

Purchasing power, though
brought into existence, is not al-

ways utilized at once. Oftentimes,

it finds its way into idle balances
or highly liquid - investments
which are cashed in only when the
owner or holder desires goods in-
stead of money. The ‘diversion of
of these funds from the current
income flow. to savings is anti-
inflationary. But savings in these
quasi-liquid forms - could be
highly ‘inflationary ip a wave of

liquidation intoimmediate pur- :

chasing power—a rush into goods.’

The growing volume of U, S. |

government savings bonds out-
standing = ($49.7 billion in No-
vember, 1950), redeemable on de-
mand, has presented such a po-
tential threat throughout the post-
war period, ' Liquidation might
have forced the Treasury to bor-
row. from other sources—the
banks and the Federal Reserve—
to meet these demands for cash.
Fortunately, the Treasury has
never been forced to meet the
contingency of a real selling
wave. Only since the outbreak of
war in Korea has the sale of bonds '
exceeded the purchases to ‘any’
degree, and this was owing to a
fear of shortages in goods as well

as to some loss of confidence in

the dollar’s present or future pur-

chasing power.” One of the
Treasury’s major jobs today is to

assure confidence in the bonds,

thereby preventing “~monetization
of the debt now held by savers.

Thus, the government in its bor-
rowing and debt management op-
erations may create new money,

or, it may. turn.the debt into an -

o

anti-inflationary weapon. We .can

‘best “see the  impact. on the
.econorny of governmental debt

operations by tracing the journey
of a bond from the date of issue
through the hands of individuals,
the commercial banks and the
Federal Reserve banks,

The Bond’s Journey

There are eight possible stops
the bond can make in its journey
through our economy. Of course,
it can take short cuts, or it can
hold over at certain stops, but as-

suming it will move steadily from.

one resting place to another, we
can see how it may become pro-
gressively inflationary in its ef-
fects upon the economy and how
eventually it might become the
vehicle of hyper-inflation, speed-
ing dizzily on the route to the de-
bauchment of the currency, pro-
vided deficits of growning magni-
tude are permitted to occur in
Federal financing. - )

Stop 1—After leaving the Treas-
ury on its hypothetical journey
the bond makes its way to the
safe deposit box of an individual,
or an insurance company or a
corporation. In acquiring the se-

curity the individual (or his cor-

porate counterpart) pays out cash,
which he might otherwise use for
the purchase of goods, to the Fed-
eral Government .The Govern-
ment, in turn, pays these funds to
its suppliers who can then enter
the market and bid for goods and
services. The process has' simply
effected a transfer between two
individuals (the bond purchaser
—the Government supplier, via
the Treasury Department). The
net spendable funds in the econ-
omy remain unchanged; no new
purchasing power has arisen.

If the money paid out for the
bond is taken from inactive funds
(sueh - as currency kept. in .safe
deposit “hoxes, .safes, ete.) and
would not have otherwise been
used in transactions, then the flow
of active money would increase

i ‘(1945)','9'

much the same as if new money ‘them as security ‘the bank will
was created “(an ‘increase ‘in the now be ‘Quite ,willing to advance -
turnover rate of money), Some the money. Consequently, new
possible pressure on prices. may miotiey, which might otherwise not
ensue3 For that reason the goal have seen’ the light of day, is
of the Treasury is to withdraw born. If the loan does prove pro-
money from the current income ductive, then new goods or ser-
stream, reducing the quantity of vices commensurate with the-
money at work, . newly created money will arise.8

Stop 2—Now, the original holder  Stop 4—If the individual holder
of the security decides to liqui- decides to sell the security and it
date in order to purchase, for cash, lands in a commercial bank’s port-
some object of his desire. He of- folio we now - witness :the first
fers the security for sale and an- charging of the engine of infla-
other individual (or his corporate tjon, In paying for the ' security
counterpart) purchases it4 The the bank establishes a customer's -
hew owner gives up purchasing deposit. On the other hand, the
power, the seller gains purchasing investment uses up excess: re-
power; the .balance of money- serves, since additional reserves
flows is undisturbed. fkl;e rgguirgtd to- be ke;f)t agaizlhst

Stop 3—Instead of selling the !he Dosits  arising from the
security the holder desii‘ingg cash ‘l’éﬁﬁiﬁ";“’;ﬁ‘&a"d lgetdhucis ﬂ;(e {utgge
can take the bond to his bank and er ol the bank. In the
pledge it as collateral for a loan.s *€Vent the bank owns no excess re-
In the process of granting the Serves it must liquidate other
loan, the bank grants a deposit- 1oldings or borrow from the Fed- -
to the borrower and new purchas- €2l Reserve.  Since the mid-
ing power is thus created. Of thirties commercial banks have
course any good security could Peen well supplied.-with -excess
have been pledged and, where the I'éServes and have been able to
borrower enjoys a good credit Purchase government securities—
rating, no security at all need be: and create new money—to sever-
hypothecated. The bond, it would 8l times the value of these re-
seem, is a mere convenience in Seérves..The bond could have taken
the transaction. And so it would @ short cut from its s)tart;pg poin!;,
be provided the borrower other- £0ing directly into’ the bank’s
wise had adequate resources and- Portfolio. The same results would
a good credit rating to make him- follow. -]

a bankable risk. In many instances ~ Stop 5—The bank may decide-
a prospective borrower can offer to unload the government bond
neither good collateral nor a sat- in order to make other loans or
isfactory credit rating. Govern- investments. When tanot?er tb:i(nk
ment securities, however, . are buys it, a simple transfer takes
backed by full faith and credit of place ingt there" is " usually no
the Federal Government, With change in the outstanding volume -
of money. However, it is possible
the urchasers to be sub-
that 'the peopsamity, to-Conenie Ix the ?ggt tonﬁr)vw%f cresstfrvet' require-
5 X~ j, :
pir:;it::;s aby “:li;}l;r::tsi:cll"ividuaals for ments.? Then, required reserves

different goods of their desire have no » P
distorting effects. Continued on page 27

40f course we assume the intermedi- 61In the event the bank would not
ary of a securities market, although its, , ant the loan, the individual could sell
presence or absence is immaterial to this,"hjg security for cash, and if bought by
exposition, ! "“ the banking system have similar effects.

5 Non-marketable savings bonds are, as those described in steps 4 ff
however, ineligible as security for bank 7 Such as a country bank—the buyer,
loans, - and a Reserve City bank—the seller,

3 We will, however, assume throughout
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~ Restraints Upon Credit:
By OLIVER S. POWELL* : :

Member, Board of Governors,
Federal Reserve System

Chairman of Voluntary Credit’ Restraint Committee, after out-

lining basic causes of recent

inflationary trends, points out

that difficult factors relating to the money supply which must
be dealt with are: (1) the large gold and bank reserves that

-make possible increase in bank credit and bank deposits; and

(2) increasing rate of turnaver of bank deposits that makes

available more cash for transactions. Says there has been
considerable dis-saving-recently that has contributed to infla- -

tionary pressures. Explains

purpose of Voluntary Credit

Restraint Committee,

As a beginning, I want to take
you back to some elementary

- economics., Since we are dealing
"~ with the mechanics of - inflation,
- we should re-
-‘call that an
increase in
prices’ oceurs

(1) when the

money supply
increases more
rapidly than
the volume of
business; ' or

(2) when the

rate of turn-
over of money
increases to a
point where
the monetary
work done by
the money
supply is greater than needed for
the nation’s business.

This story really starts back in
1934 with the devaluation of the
dollar. That event immediately
created an enormous increase in

Oliver S. Powell

.. gold reserves which are the base

of the bank credit pyramid: In the
next few years after devaluation,
world events caused a tremendous
JAnflow of gold inte the ‘United
States, adding further to the basic
‘ gold: reserves. From that time on,
the problem of monetary authori-
‘ties has centered largely around
the management of these large
gold reserves in such a way as to
prevent undue manufacture of
credit and an inflation in com-
modity prices. This holds true to-
day in spite of the gold exports
in the last year and a half,

' There was a respite from the
gold. reserve problem. during
‘World War II. In fact we were very
thankful to have such large ‘gold
ireserves, for these reserves made
it possible for the banks of the
United States to purchase Gov-
-ernment securities in huge quan-
tities to provide for money for
war, over and above the amount
provided out of national savings
and taxes. However, at the close

© *An address by' Mr: Powell "at' the
Luncheen Session of the 39th Annual
Meeting of the Chamber of Commerce of
the United States, Washington, D. C,,

May 1, 1951.

of the war the nation found itself’
with bank investments and bank
deposits greatly - increased, As”
these bank deposits went to work
for the purchase of civilian goods,"
price advances occurred as soon
as controls were removed.

These price advances: would
have been much greater except
for a little-understood develop-
ment in the behavior of bank de-
posits. This was the fact that the-
turnover of bank deposits had-
declined ' steadily. from the .1920’s.
until 1945, In the 1920’s an
annual turnover of demand de-

posits from 31 to 37 times was

considered normal for leading
cities. By 1945 this turnover had
been reduced to 16 so that a dol-
lar of deposits ‘was doing only
half of the monetary work that
it did in the 1920’s. There was
some increase in deposit turnover
during the post-war years, and
a sharp increase since fhe Korean
War to a turnover rate above 23
turns a year. However, if the own-
ers of bank deposits were to, use
these deposits with the efficiency
shown in the 1920’s, prices could
increase. substantially, from pres-
ent levels without any further
increase in bank loans, invesf-
ments or deposits. - ’
Two  Difficult Factors in
Money Supply

Thus, we have two difficult
factors in the money supply to
deal with: first, large basic re-
serves which make it possible to
increase the amount of bank cred-
it and bank deposits, and second,
a rate of turnover of deposits
which, as has been demonstrated
in former years, can grow sub-
stantially  above today’s levels.
Both bank credit and the turn-
over of bank deposits increased
sharply in 1950 and in the earl
months of 1951. ;

 Dis-saving
I have already mentioned the
use of savings for current expen-
diture. Savings are in many forms.
I shall mention only two and in-

dicate the relation of “dis-saving”
in those fields to-the turnover of
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money and the volume of . bank
credit. ’

The simplest illustration is the
idle bank account. A phenomenon
of the last ten years is the extent
to which personal and corporate
savings have been allowed to re-
main idle in commercial bank
accounts. Reposing there; with no
checks drawn, the monetary work
done by those deposits is zero, If
suddenly people and firms decide
to spend those funds, the money

‘supply begins to work more ac-

tively, exerting a pressure toward
higher prices,'ang mind you, with-

_out any increase in the amount

of bank credit. This chain of
events has played a large part in
the rise of prices in the last ten
months.

Another kind of dis-saving is-
the conversion of Government
bonds into cash, or more usually
into bank deposits, for current
spending. I do not refer to tax-
notes and other. short-term Gov-

" ernment. obligations;-.used: ‘for

temporary employment -of, funds

that have been earmarked for-—

later use. I refer to -long-term
securities - bought by individuals-
as a means of employing their
savings: e.g., savings-bonds: I also
refer to. Government securities:

‘bought with the savings of others-

by insurance  companies, savings-
banks, pension funds and trust
companies, o

In the case- of savings bonds,
the Government redeems the ob-
ligation and sells a new security
to obtain the redemption funds.
If banks buy the new securities,
bank deposits are created. If other
Government securities are sold
before the redemption date to ob-
tain funds for current spending
or for other employment .of sav-
ings, someone must buy the bonds.
If a bank buys them, it creates
deposits; jif . the Federal Open-
Market Committee buys.them, ‘it
creates bank reserves, Thus, whén
we try to tighten the money sup-
ply as a restraint on -credit -we’
find that the rope has consider-:
able slack—a potential ' increase
in the turnover of money, gold
reserves that permit further cred-
it expansion, and a high level .of
liquid savings just .one stage .re-
moved from cash.

Moves to Counteract Inflation

The monetary authorities have
made important. moves in their -
field of.action to counteract the
iinflationary effects of these fac-
ors.

(1) Last August, the discount
rates of the Federal Reserve Banks
were raised somewhat and short-
terrh money rates were allowed
to rise.

(2) The: consumer credit regu-.
lation was reestablished. While
the reestablishment of this regula-
tion has not brought -about any
marked reduction in the total of
consumer credit outstanding, it
has served the purpose of pre-
venting any further expansion in
instalment credit since last Oc-
tober.

(3) A new regulation dealing
with real estate credit was im-
posed. It is commonly understood:
that it is too early to appraise the

_restraining effect of Regulation X

since builders are still working on
the backlog ef orders received be-
fore Regulation X was announced.

(4) In January 1951 reserve
requirements of member banks
were raised to substantially their
upper legal limits.

One of the most important
tools 'of inflation restraint was
practically unusable, for several
months. This was the employ-

“ment of open market operations,

F. BREEN

which were devoted almost solely
to maintaining a pegged price for
long-term Government securities.
The pegging of the Government
bond market had deep-seated and
pernicious effects. Holders of
long-term:bonds- instead of treat-
ing those securities as true invest-
ments came to consider them
equal to cash in liquidity. In fact

they were the equivalent of cash
so long as they could be sold to
the market at a fixed rate and the
market could be sure that it could
sell them to the Federal Reserve
Banks “at the same price. This
caused the Federal Reserve Banks

to manufacture bank reserves at-

the whim of the holders of Gov=~
ernment._securities. . .
Recently, it became possible
for the Federal Reserve authorities
to .cease their operations in a
pegged bond market and to change
to support of an orderly Govern-
ment security market.. The recent
reduction in prices of long-term
Government bonds has had far-
reaching effects in the c¢ontrol of
inflation. Holders of those securi-
ties have been reluctant to dump’
them.on the market and as a re-
sult . supplies of funds for mort-
gage loans and for many other
types of credit have been reduced.
Skeptics of this change in the ad-
‘ministration of -the -Federal Open

-Market ‘account have overlooked

two aspects of the money market:
First, low rates had been in force
for so many years that they have
been built into the financial struc-
ture, Any change to a higher level
of long-term money rates forces
far-reaching adjustment in finan-
cial ‘commitments. Second, the di-
rection of movement in the money
market is an important factor en-

= tirely aside from the level of

money rates.- Whenever rates are
rising, until the money market
reaches reasonably firm ' ground
at a higher level, it is' natural that
many financing plans are post-
poned.

Voluntary - Restraint Program

To complete the, picture of
moves toward inflation control in

“the monetary and credit = field,

there is thg Voluntary Credit Re-
straint Program. This program is
in essence’ nothing but enlistment
of the collective horsesense of
all kinds of lenders to sort out the
kinds of credit whicn should have
priority under today’s conditions
and in that way. to-avoid Govern-
mental regimentation of credit.
which, at best, must be a clumsy
affair, The Board of Governors of
the Federal Reserve System and
the managements of all of the
Federal Reserve Banks are eager

" to have the voluntary plan suc-.

ceed and are lending all possible.
assistance. TN

As one banker who is taking.a
leading .part in the Voluntary
Program expressed it, “This is the
greatest adventure in American
finance.” At the same time.it is
a prodigious undertaking. Recall
that there are 14,000 banks, more
than 400 life insurance companies,
about 3,000 investment bankers
and. dealers and many. thousands
of other types-of lenders. All of
these lenders must be educated in
the fundarhentals of the Program
to a.point where they not only give
tneir complete cooperation but.so
that they do not unwittingly ex-
tend credit of an undesirable
character. It is only by this com-
plete understanding that we can
overcome what one United States
Senator called the “competitive
drive” for business, which though
desirable from the earnings stand-
point of the lender, is nevertheless
needlessly inflationary under to-
day’s conditions..

This program has been inaugu-
rated under the provisions of Sec-
tion 708 of the Defense Produc-
tion Act. The authority to set up
the Program was delegated to the
Federal Reserve Board,” which
body consulted with the Federal
Trade Commission and obtained
the . approval of the Attorney
General -of the United States for
the Program on March 9, 1951. .

The first step was for the Fed- .

eral Reserve Board to request all

‘lenders in the United States to

take part in the Voluntary Pro-
gram. For this purpose a letter
was sent to some 90,000 lenders,
the broadest list available to.the
Federal Reserve Banks. The next
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step was the appointment of a
national Committee by tne fed-
eral Reserve Board. Y :

The national Committee has-set -
up regional committees to deal
with problems in three- major
lending fields: commercial bank=’
ing, life insurance and investment
banking. ' '
- Considerable progress has been
made in other directions. The na-
tional Committee has issued two
bulletins on credit problems in
relation to the Voluntary Credit
Restraint Program. The first bul-
letin dealt with.the subject of in-

-ventory loans. In view of the rapid

increase in‘ inventories; particu-
larly at the retail and wholesale
level, the Committee decided that
this was its number one problem.
Bulletin No. 2 dealt witn credit
for plant expansion. According to
Government estimates, .business
firms. were . planning to spend
about $24 billion on plant expan-
sion in -1951,, While part of- this
money would come. out of corpo-
rate savings, a large part would -
need to be. financed by borrow-
ing. Furthermore, . regardless of
the sources of funds, it seemed
very . doubtful. to -the Voluntary
Credit RBestraint. Committee that
expenditures of this. magnitude,
aside from those directly related-
to defense, could be carried
tl:xrough without - exerting unde-
sirable -inflationary pressures, *

Progress has also been made in
collecting better statistics to meas-
ure the developments in the credit
field. The largest banks in 'the
United States have already begun
reporting weekly to the Federal
Reserve Banks-a detailed break-
down of their loans so'that the
natl'on:‘al Committee can ascertain
periodically the cross currents due
to the rising volume of defense

‘lending and the desired decrease

in -other types of loans. "

You are . all wondering  what
success, the Voluntary Credit Re-
straint Program is achieving. I .
must confess that the national
Committee and the Federal ' Re-
serve Board share in this curiosity.
The l?rogram ‘has not been "in
operation very long and much of

“its work has been organizational

and educational. Furthermore, two
other important restraining" in-
f}uences came to bear at the same
time, The top-heavy retail inven-

-tory situation began to be . ap-
“parent with the drop-off in retail

sales before Easter, and the March
and April declines in the Govern-
ment and corporate bond markets
exerted a chilling influence on
credit expansion. However, I deem
it something more than a coinci-

.dence that the sharp and counter-

seaso_nal weekly increase in com=-
mercial and industrial loans at re=
po_rtmg member- banks ceased
with the week of March 21. The
request by the Federal Reserve
Board to all lending institutions
to cooperate in the Voluntary.
Credit Restraint Program was
issued on March 9. The national
Committee’s first bulletin deal-
ing with - inventory loans - was
issued on March 20. -

FI:om ~my vantage point as
Chairman’ of the national Com-
mittee, I can attest to the tremen-
dous release' of energy in the field
of ‘credit restraint- made possible
by the Federal Reserve Board’s
request. I can also bear witness to
the spirit of unified effort and the
desire to be “on the team” which
is evident in all parts of the

-country and among all groups of

lenders. Perhaps it is-significant
of the growing effectiveness .of
the Program that commercial
loax}s at weekly reporting banks
during each of the last two weeks
in April experienced the largest
decreases for any. week since
April 19 to 26, 1950. More de-
tailed figures now available re-
veal that defense loans are rising,
and loans to carry raw commodi-~
ties are falling. However, loans to
carry retail inventories continue
to climb.
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‘The Outlook for High-Grade
‘ Bonds and Preferreds

By RALPH A. BING

Sutro and Co,,

San Francisco

Members, New York Stock Exchange

 Mr. Bing maintains bulk of adjustment in long-term interest
rates has been accomplished, but because of action by mone-
tary authorities rather than natural market forces, Hence con-
cludes investor should maintain “reasonable” balance between.
prime bonds, high grade preferreds, and common stocks. Cites
possibility of mild business recession and deflation ahead.

During the past two months,
the unpegging of the Government
bor:d market, and the Treasury’s
exchange offer of a new (non-
transferable)
2% % issue,
1980, for -the
two outstand-
ing 2%s, 1967~
72, have re-
sulted
general up-
ward adjust-
ment of
yields in the
high- grade
bond and pre-
ferred stock

Bond yields
have in-
creased by
. : about one-
fifth to one-half of 1%, depending
on maturities and quality, as can
be seen - from the . illustrations
given further below:

Ralph A, Bing

i The bulk of the adjustment in-

the structure of long-term inter-
est rates seems to be accomplished
for the time being. In view of the
fact that the new 23%s, 1980 (first
callable on April 1, 1975) is not
marketable and does not carry a
direct - cash- redemption privilege
(although it can be pledged - as
collateral, or converted into. an
equivalent amount of marketable
five-year 112 % Treasury notes),
unrestricted similar maturities
should sell at a 'slightly .lower
© yield of approximately 2.70%,
with others selling more or less in
line, according to maturities, etc.

Treasury Oppoéition to Further
: Rate Increase
It seems unlikely that the
‘Treasury would easily agree to an
early . further increase in-rates,
because such a step would raise
the cost of the prospective deficit
financing, and might even de-
moralize the investors’ faith in
foonds to a dangerous degree. It
should not be forgotten that the
danger of an undesirable mone-
tization of the public debt lures
on either side of a rather nar-
. rowly defined course: It existed
as long as “governments,” pegged
by the Federal Reserve above par,
could. be profitably swapped for
pther investments, but the same
danger also could emerge if more
extensive bond declines rendered
investors sufficiently nervous to

i

in a’

markets.:

dump their holdings on the mar-
ket. y
Although' mortgage tinancing
will decline from last:year’s peak
level, the combined effect of’ rec-
ord investments in new plant and
equipment by private industry,
and of an early resumption of
Federal deficit financing, is likely
to keep demand for long-term
loanable funds above the level of
non-bank supply. Thus, if left to
the forces of supply-and demand,
without intervention by the Fed-
eral Reserve System,. ‘interest
rates could well continue to trend
up over an extended period ' of
time. .
However, the monetary auth-
orities have demonstrated in the
past that they are in a-position to
enforce a low “ceiling” on the
price of credit, and they are likely
to revert to similar policies if and
when market forces threaten to

depress bond prices to an extent-

corsidered . undesirable . by = the
Treasury and/or the Federal Re-
serve Board. }

In my view, the steps taken by
our monetary authorities make it
likely that they consider the opti-
mum-effect of counter-inflation-
ary rate adjustments achieved by
the fact that, at their new levels,
marketable . long-term . “govern-
ments” now held by investors can

be currently ‘cashed only at a-loss,

and .that in their .opinion. a- fyr-
ther material rise in long-term
rates might' demoralize .the bond
market and thereby accelerate in-
flation rather than limit it. If the
Treasury. and Federal Reserve

‘Board think along these lines—as
-I assume they do—they would ob-

viously arrest any substantial in-
crease of long-term rates above
the 234 % area.

The implication for the investor
i that he should soon be: able
again to give prime consideration
to maintaining a reasonable bal-
ance between holdings of prime
bonds, high grade preferreds, and
common stock equities without
worrying too much about a sub-
stantial further rise in interest
rates in the foreseeable future, In
this connectioin a word about the
flight from the dollar into “real
values” seems in order.

Temporary Business Recession
Ahead?

Undoubtedly the danger of con-
tinued inflation, partly and tem-

‘porarily camouflaged by price

controls, remains strong for the

BOND YIELDS .

. Restricted U. S. Governments—
2Ys, June, 1959-62
2%s, December, 1967-72

3/2/51 5/1/51
2.48%

2.64

' Unrestricted U, S. Governments—

2%s, September, 1956-59
2%s, September, 1967-72
{ Corporate Bonds—

Baa Grade (Moody’s)
#As of April 26, 1951. S
1 A corresponding movement

$7 American Can

$6 American Tobacco

$6 Eastman Kodak

$3.75 May Department Stores
$3.80 Westinghouse Electric

*To May 1, 1951.

g has taken
ferred yields, as illustrated by these figures:

PREFERRED STOCK

2.14%
247

#2.89%
*3.38

place in high grade pre-

- - Approximate Yield
5/1/51 #1951 Range
High
4.10%
4.32
3.69
3.96
3.36

3.78%
3.89
3.29
3.70

. 3.65

Low *
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next year or two; moreover, the
secular inflationary implications
of welfare policies, organized pro-
tectionism, and strong labor
unions deserve attention. How-
ever, I find it hard to deny that,
in case there is no major war, we
may be headed for a temporary.
business recession two or three
years from now, as a result of a
sharp .contraction in capital ex-
penditures and of excess capacity
building up in various basie, in-
dustries. 'The point is in need of
brief elaboration.

First, private capital outlays for
new plants and equipment are ex-,
pected to reach $24 billion this
year, equal to a record ratio of
7.7% . of gross national product,
and are likely to continue at this
peak level into 1952 unless ex-
penditures non essential for de-
fense are subjected to additional
_restrictions.

Second, according to Defense
Mobilizer Charles E. Wilson and
ather . qualified observers, - this
country will, by 1953, be in a po-
sition to fight an all-out war from
current -production, and at the
same time supply more goods for
. the civilian economy than it is
getting  now. The new post-
Korean wave of capacity expan-
sion, stimulated by generous
emergency authorizations, comes.
on top. of a 1940-50 expansion that
aggregated 50% or more in .many
industrial lines; in'a number of
industries, ' capacity 'may ke ‘as
much as 75% above prewar by
" the end of next year.

:It.is true that, in the '30’s, the
long-term uptrend in capacity was
greatly slowed down; it is also
true that by 1953 the population
of this country will average about
17% above 1940, and that living
standards may remain materially
higher (always barring a major
war). Yet, it seems to me that
the tremendous. increase *in pro-
ductive capacity, distorted by war
‘preparations, plus. the current
record - level ‘of - capital éxpendi~
tures, contain’some- potent ele-
‘ments for a possible deflationary
-adjustment in about three years,
unless  there develops a maior
war. Such a possibility is height-
ened by the fact that, under the
presently indicated pattern of our
defense economy, no backlog de~
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mand for consumers goods com-
parable to the one experienced at
the end of the last war will be
building up. Finally, unless at
war, the Government would hard--
ly be in a position, by 1953, to
compensate a sharp decline in
capital outlays by stepping up its
current expenditures, quite ‘apart
from the dubious effect of such
attempts . which might lift def-
icits and/or taxes above' the
breaking point. : g
Such a possible adjustment,
should ' it develop, would have
every chance to be much milder
and shorter than the one in the
early:'30’s, because of the many
shock-mitigating elements . now

existing in our economy. Yet, the [

possibility of such a development
is distinct enough not to be -over-
looked by the investor who may
be in danger of focusing toc ex-
clusively on the dangers of in-
flation. Thus, counter-inflation-
ary commitments should not be
over-done, that is, they should not
be carried to the point where the
investor finds himself without a
reasonable portion - of (dollar)
stable securities, i.e., prime bhonds
and preferreds.

- To make it quite clear: This is
not a forecast of a recession to
come years from now; politics are
too unpredictable, and the econo-
mist’s crystal ball ‘is not fine
enough to embark on such longer-
range prophecies. All I wish to
say is that certain developments
point toward the possibility of a
deflation in a few years—unless
the present defense boom merges
into a full-fledged war boom—
and that the investor, especially
the small investor, should not .en-
tirely lose sight of this contin-
gency during the current years of
booming defense business and in-
flation, :

Charles L. Lehmann

Charles Lamson Lehmann, part-
ner in Lehmann & Verace, New
“Ybrk City; passed away at the age
of 58 after a ‘long ‘illness." K

- J. Stanley Davis
J. Stanley Davis, connected
with Shields & Co., New York
City, passed away in Bermuda
where he had gone on vacation.
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L. Pulliam Celebrates '|
El Cinco de Mayo

LOS ANGELES, Calif. — Law-
rence S. Pulliam, resident Vice=
President of
Weeden & Co.,
650 South
Spring Street,
celebrated his
birthday ‘May
5 with a huge
dinner party.
His 79-year-
old mother i®
alwaysaguest.
All the fire-
works in Log
‘Angeles werg.
not for'Larry,
however, as
May 5 is a big
Mexican na-
tional holidayr.
celebrated in a big way in Los
Angeles and Mexico. '

Investment Gounsel |
Association Elects

At the annual ‘meeting of the
Investment Counsel Associatioh. of
America the following officers.
were elected: John:H. G. Pell,
Chairman; Douglas T. Johnson,
Vice-President; Jabez Wood, Sec~
retary; and Howard F. Wortham,
Treasurer. .

New York Stock Exch.
Weekly Firm Changes

The New York Stock Exchange
has announced the following firm .
changes: R
< Arthur W. Sesselberg, member
of the Exchange, retired from,

partnership in Auchincloss, Park-
er & Redpath, May 8th. 2

Lawrence S. Pulliam

‘s The Charles Hayden Founda-

tion retired April 30th as a limited
partner in Hayden, Stone & Co.
Caroline C. Towner was admitted"
to limited partnership in the firm
May 1st, ' '
Caroline C. Towner retired from
limited partnership in Kalb, Voor-
his & Co. April 30th. ;

100,000 Shares

- Tennessee Gas Transmission Company
5.10% Cumulative Preferred Stock :
‘Par Value $100 per Share)

** Price $102 per Share

Plus accrued dividends from April 1; 1951, to date of delivery = |

Stone & Webster Securities‘Corporation

Blyth & Co., Inc.
Goldman, Sachs & Co.
Lehman Brothers

Smith, Barney & Co.
W. C. Langley & Co.

The First Boston Corporation

{Harriman Ripley & Co.

Incorporated

~»I;aine, Webber, Jackson & Curtis

- May 9, 1951,

offer to buy any of these securities. The q]ﬁ'rihg

White, Weld & Co.

Union Securities Corpofation

Mertill Lynch, Pierce, Fenner & Beane

R s O

.
—._,

Glote, Forgan & Co.
 Kidder, Peabody & Co.
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Inflation, Spehding and Taxes

By HON. PAUL H. DOUGLAS*
U. S. Senator from Illinois

Sen. Douglas, speaking as a trained economist, declares that
fundamental problem in inflationary control is to prevent
undue expansion of private loans to business and to avoid
governmental deficits. Though stating individual price controls
may be psychologically necessary, they are ineffective. Re-
views recent bank loan expansion and points out its inflation-
ary impact. Says it is essential that Federal budget be kept in
balance and advocates cut in expenditures, particularly outlays
for river and harbor improvements and hidden subsidies. Wants
economy in military outlays, and sees need for more taxes.

The fundamental cause of an
increase in the general price level
is, of course, an increase in the
quantity of money and credit
which is of- ;
fered forgoods
in relationship
to the ‘quan-
tity of goods
which is of-
fered for
money. If we
have a million -
dollars of
money and a
million -units
of* goods, ‘the
average price
of the goods -
will, of course, i
be one dollar. sen, Paul H. Douglas
If we increase .
the quantity of money and credit
to two million dollars and keep
the quantity of goods constant at
a million, the average price will,
of course, increase to two dollars,
and we will have a doubling in
the price level caused by a dou-
bling in the quantity of money and
credit without any commensurate
increase in production.

You can work out all kinds of
permutations and combinations. of
that relationship. For example,
suppose you do increase produc-

tion by 50 per cent to a million -

and a half; you increase the quan-
tity of money and credit which is
offered for the goods; the price
level will rise to $1.33. So it is a
question of the relationship be-
tween the quantity .of money and
credit -on the one hand, and the
quantity of goods on the other,

When I say this, I am speaking
of the general price level and not
of individual prices.

The question naturally then
comes: How do you alter the total
quantity of money and credit? In
" *An address by Sen. Douglas at the
Second General Session of the 39th An-
nual Meeting of the Chamber of Com-

merce of the United States, Washington,
D. C,, May 1, 1951.

the old days, this depended pretty
largely upon the supply of gold.
Gold was the basis for money,
money being redeemable upon de-
mand, in gold, and in turn, money
furnished ‘the basis for:the ex-
pansion of credit. So thirty years
ago, at least, or forty years ago, it
could be said it.was changes in the
gold supply -which fundamentally
caused changes in the price level.
But now, of course, the currency
has been cut loose from gold. The
fundamental -element is the quan-
tity of bank credit which is loaned

- to industries and to Government.
 Upon: the ratio of the quantity of

private loans ‘and public: loans,

“and the quantity of goods and
* services

offered, depends ' the:
general price level.

As you all know, banks, when
they make loans to businesses,
grant to businesses a checking ac-~
count against which business can
draw, and if all the banks expand
their loans together, the banks
become manufacturing agencies
producing credit, increasing -the
quantity of checks which are
drawn; but if ‘this is not accom-
panied by an increase in the pro-
duction of goods, the inevitable
result is an increase in prices. This
is private inflation. "
Public inflation is caused by the
Government operating at a deficit,
being compelled to borrow money.
When it borrows money, it largely
goes to the banks, The banks lend
by giving to the Government a
checking account against which
the Government draws, All the
banks move up together in ex-
panding their loans,:so that no
one bank is placed at a- disad-
vantage compared with the others,

and the result is that through a
public deficit- we get' an increase
in the quantity of money and
bank credit offered for goods, and
a rise-in prices.
A Fundamental Thesis
The fundamental thesis which I

should like to draw from this is
the following: that if the quantity
of loans, resulting either from the
expansion of private credit or
governmental -deficits, increases
faster than the production of
goods, the inevitable result will be
a rise in general prices, and that
it will be impossible to control
this increase in general prices by
individual price controls.

I am not denying the necessity
for individual price controls, I
think they are probably necessary
to reduge speculative increases in
commodities, I think they are
probably psychologically- neces-
sary, but I do most solemnly want
to warn the public that merely
providing individual price con-
trols will be ineffective if we have
this great expansion of bank
loans. It would be precisely like
turning on all the faucets in the
kitchen, letting the sink overflow
with ‘water, and then trying to
mop the water up. with a few
very small pocket handkerchiefs,

The fundamental problem,
therefore, is to prevent the undue
expansion of private loans to.busi-
ness and to prevent governmental

deficits, . It is about . that that I.
should like to speak briefly. this

morning. B ‘
First, however, may I call again
to: your -attention what has been
happening in the ten months since
the Korean Communists, insti~
gated by the Russians, attacked us
last June. The level of wholesale
prices has' risen by about 17%;

the cost of ‘living has risen by’

about 7% in February, and I sup-
pose the average of retail, whole-
sale prices, and the cost of serv-
ices, has gone up by about 10%.

In these last two months, as you
are well aware, however, this in-
crease has virtually stopped, and
we are for the moment on a sunny
plateau; but.the question is, how
long will, we be on this plateau,
and what are the prospects for
the year ahead, and what can we
do about them?

Federal Budget Temporarily

- Balanced

In the first place, let me bring
a‘ somewhat reassuring report so
far as governmental finances are
concerned. Last-year at this time
the government had a deficit for
the then fiscal year of about 10

months, of $2 billion. This morn-
ing, just before I came down here,
I looked at the last Treasury re-
port, the last daily Treasury re-
port, and that shows that for the
current fiscal year we have a sur-
plus of approximately $44 billion.
We have cut the public debt dur-

Creole Petroleum Corporation

This advertisement appears only as a malter of record.

1

50,000 Shares

“Capital Stock

Par Value $5 per share

Price $82.125 per share

The Commercial and Financial Chronicle . . . Thursday, May 10, 1951

ing this last year by about $3
billion, " o

So those of you who think that
the government is currently op-
erating in the red can take confi-
dence from the fact that we are
for the moment in the black.
~ This good showing is partially
caused by the increase in national
income, which gives a larger tax-
able base. It is partially caused
by the reduction in civil expendi-
tures which the Congress effected
last year, and for which some of
us think we have not received as
much credit as we should have
received; and it is -also caused by
the increased taxes which we
levied last fall, and which has
brought -income up more rapidly
than the increase in war expendi-
tures.

So the net operations of the
government during this last year
have been a stabilizing force, a
force to hold down prices rather
than a force to expand prices,

What about the situation in the
banking sector of our. economy
and in the field of private loans?
Between June and February, bank
loans and, demand : deposits - in-
creased ‘by approximately ' $8 bil-

lion, a rise in. demand deposits:

from $85 billion to $93 billion,
ar ‘an-increase of about-10%,

. Interestingly enough, the veloc-
ity of bank credit also increased
by about 10%, so that the active
supply of money ‘rose by 20%.
The fiscal output rose by 10%.

Interestingly enough, if you di-

vide the 120, the relative supply-

of active money, by 110, the rela-
tive  quantity of physical goods,
you come to a theoretical price
level of 110%, ‘which is probably
the average of the general price
level. In other words, what has
happened since last spring has
roughly borne out the theoretical
analysis which I gave in the first
part of my speech..

1 +

Why Bank“Loans Have Risen
Why did bank loans run up?
There was a demand for bank
loans, of course, because people
believed that prices were going to
rise, and they wanted to get in on
the ground floor, and therefore,
there was an increased demand for
loans in order to purchase com-
modities. But the supply of bank
loans rose largely because of the
policy of the Federal Reserve
Board and of the Treasury. The
Federal Reserve Board, until

sometime in late February, bought
virtually every government. bond
that - was presented in the open
market. It held its arms wide open,
and when the banks, insurance
companies, and to some degree the
private holders of bonds, would
offer bonds for sale, the Federal
Reserve Banks, under the direc-
tion of their Open Market Com-
mittee, would buy at a fixed price,
something above par, and at an
interest rate on the -long-term
bonds of 2% %. They bought dur-
ing this period well-over $3 bil-
lion in bonds, ,

What happened? As they bought
these - bonds, they gave a credit
on the books of the Federal Re-
serve Banks to the member banks.
They created reserves for the
member banks. The member
banks, with .more reserves were
then able to make larger loans.
The rough ratio of the required
reserves to the ‘demand deposits
or loans of the member banks is
one-sixth. Increase the  quantity
of bank reserves: by a billion dol-
lars, and you expand the lending
capacity of the member banks by
$6 billion. That is precisely what
happened. - J
. The reserves ‘of ithe member
banks . were increased.' The Re-
serve. Banks then raised.the re-
serve ratio to try 1o dampen down
the :lénding - capacity. But even
with' that, there was an' increase
of approximately $8 billion, and
it ‘was this expansion of credit
combined with the increase in the,
velocity of circulation which,
made possible the increase in
prices which occurred. . ’

Some of us both in Congress
and . outside of Congress believe
that this policy of the Federal
Reserve System was wrong, that
it was increasing hank reserves
and hence feeding the fires of
inflation. We believed that the
banks should stop purchasing
government bonds, or that Reserve
Banks should. stop purchasing
government bonds, in such un-
limited quantities, and as a re-
sult of the hammering to which
the 