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EDITORIAL

 As We See It

It is-becoming increasingly evident with each
passing day that the corruption-in-office issue will
be a live and dangerous one in the 1952 elections.
The President is giving every indication that he
has become aware of the fact. Revelations, grow-
ing constantly in number and often in degree of
seriousness, are repeatedly shocking saner ele-
ments in the population. The President has be-
gun a sort of housecleaning, which doubtless he
hopes will redeem his party, politically speaking,
before next November, and he has from time to
time tentatively undertaken a sort of counter of-
fensive as in the case of his allegations against

- the Tafts campaign last year. What all this may
come to in terms of political effectiveness remains
for the future to disclose, Judged by other stand-
ards it is weak and impotent—almost pitifully so
—up to the present moment. :

It is now distressingly evident that we have
here a situation strongly reminiscent of the Grant
and Harding administrations. Grant  was re-
‘elected despite revelations. Harding died prema-
turely, and Calvin Coolidge took more convincing
steps than any that President Truman has yet
taken—and was elected in his own right by a

large margin in 1924, Corruption (it is difficult

to think of a more suitable term for it) in private
circles during the latter half of the 'Twenties,
condoned and even encouraged by public policies,
did not prevent a sweeping Republican victory
in 1928. By 1932 depression and all that goes
with it so dominated the political as well as the
economic scene that it is impossible to be certain
what part the moral laxity of the 'Twenties had

Continued on page 85

DEALERS

" IBA PICTORIAL SECTION—Pictures of in
ment Bankers Association of America, also candid shots take
Association’s recent Annual Convention at Hollywood, Fla., appear on

‘The SEC and the
- Securities Indusiry

By HARRY A. McDONALD* - ‘
Chairman, Securities and Exchange Commission

SEC Chairman defends integrity of his organization’s
staff and denies any animosity against securities indus-
try, which he praises as essential to our economic system.
Says Commission would support effort to compel regis-
tration of privately. placed securities but that initiative in
that direction must be taken by securities industry itself.

‘Sees changes needed in SEC statutes, particularly those -

relating to the  prospectus, -“tombstone” advertising,

proxy rules, insider trading, investment trust supervision,

and investment advisors. Urges care in selection and
supervision of personnel by securities industry.

First, I want to pay tribute to this great organization,
the Investment Bankers Association of America. You
have done a great work, You still have a lot of work
to do. I was interested in the report which we just
heard. I think I could add a little
to that if you give me time, but
might I say that in this organization
you have great people and fortu-
nately you have had great leaders.
It has been my privilege to know
a lot. of them. .

I wouldn’t take anything for my
friendship with “Mr. Philadelphia”
—MTr. Hopkinson, Mr, Julien Collins, -
Mr, Whipple, Mr. Armitage who
traveled with me on the Circuit last
year, and Hal Dewar. I haven’t seen
Hal this trip. But our genial Presi-
dent, on my left, tells the best stories
and makes a great hit wherever he
goes. He says he_ hasn't yet told
you the one about ‘Mayor Hylan of
New York, so I think I shall tell it.

You know, when I was a kid of about 17, I used to

Continued on page 75
*Stenographic report nf‘a talk by’ Mr. McDonald before the 40th

Annual - Convention the Investment Bankers Association of
America, Hollywood, Fla., Nov. 28, 1951.
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soming Officers and Governors of the Invest-
n during course of the
pages 49 to 64, incl.

The Invesiment Bankers

‘Association of AmericaHolds

40th Annual Convention

Meeting at Hollywood Beach Hotel, Hollywood, Fla.,
Nov. 25-30, addressed by retiring President Laurence M.

"Marks and by incoming President, Joseph T. Johnson.

Addresses also by Geoffrey Crowther, Harry A. Mec-
Donald, and G. Keith Funston. Text of these addresses,

~also Committee Reports and- convention resolutions,

given in this issue, ‘
The 40th Annual Convention of the Investment Bank=
ers Association of America was held at Hollywood Beach
Hotel, Hollywood, Fla., from Nov. 25 to Nov. 30,.inclu~
sive. The Association elected as President for the ensuing
year, Joseph T. Johnson, President
of the Milwaukee Company, Milwau~
kee, Wisc,, who succeeds Laurence
M. Marks of Laurence M. Marks &
Co., New York City. The Vice-Presi-
dents elected were Ewing T. Boles
of the Ohio Company, Columbus, O.;
Walter W. Craigie, F. W, Craigie &
Co., Richmond, Va.; George W.
Davis, Davis, Skaggs & Co., San
Francisco, Calif.; Walter A. Schmidt,

. Schmidt, Poole & Co., Philadelphia,

Pa,, and Norman Smith, of Merrill
Lynch, Pierce, Fenner & Beane,
New York City.

The principal speakers at the con~
vention, in addition to Laurence M.
Marks, the retiring President, and

Joseph T. Johnson, the incoming President, were Geof=
frey Crowther, Editor, “The Economist,” London; Harry
A, McDonald, Chairman, Securities and Exchange Com-=
mission, Washington, and G. Keith Funston, President of
the New York Stock Exchange. The various committees
submitted thelx reports to the Convention during the
course of the meetings.  (The texts of most of these reports
are given elsewhere in this issue of the “Chronicle.”)

Continued on page 77
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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 adv1sory 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.)

ALBERT II. DEUBLE

Partner, Oppenheimer & Co.,
New York City
Member, New York Stock Exchange

First York Corporation
$2 Div, Cum, Pfd. Stock

The ideal defensive issue is a
security with practically no risk
and good possibilities on the up-
side. At the present time those
desiring a high

yield but un-
- willing to risk
safety of prin-
cipal are
greatly lim-
ited _in their
choice of in-
vestments,
Rarely today
does, a good
grade invest-
ment offer a
. fixed ' return
yield of over
6%. However,
there is at
least one secunty which has high
earning power, excellent asset
protection, a chance of consider-
able price enchancement and a
return of about 6.6%.

This exceptional stock is First
York $2 Dividend Cumulative
Preferred Stock (callable at $52.50
per share and accumulated divi-
dends), traded on the New York
Curb Exchange. For smaller ac-
counts it may be of particular
advantage that its.trading unit is
only 25 shares, so that the pur-
‘chaser can save ‘the additional
odd lot charge.

First York ‘Corporation

Albert H. Deuble

is a

- closed-end investment company

leaning heavily -on ‘special situa-
tions but nevertheless owning a
substantial amount of good grade
marketable securities and govern-
ment bonds. Its capitalization is
extremely simple: no funded debt,
98,141 preferred shares and 3,276,-
128 common shares (traded =ac-
tively on the Curb at around 3%s).
Total assets are about $17% mil-
lion.

As of September 30, 1951, the
net asset value of each preferred
share was $175.16. It.is generally
recognized that a closed-end in-
vestment trust preferred should
have "overall ‘asset coverage of
300% to be of good quality. Flrst
York's is almost 400%.

Since Sept. 30, asset values have
increased substantially due to the
fact that First York controls Bell
Aircraft. Recently, this stock
(traded on the New York Stock
Exchange) has made new highs
«due to an impending split-up.
First York owns 213,938 shares
of Bell or 49.03% of its total
capital (no bonds or preferred
are outstanding).

The stockholders of First York
have been informed that it is the
intention of the management to
make purchases of the Corpora-
tion’s $2 Dividend Cumulative
Preferred and Common -Stock in
the ‘open market from ‘time to
time. This -is added  protection
against market declines and at the
same time should cause the stock
‘to ‘sell ‘closer to its call price- of
$52.50. Dividends have been
earned and paid regularly on the
preferred stock since its issuance.

First York Preferred appears

decidedly attractive. There are no
bank loans or prior obligations.
The asset protection is about
500% over the market price and
income protection is more than
400%. This stock offers, in my
opinion, an excellent opportunity
to enjoy a ride with practically
-no risk on the downside and a
splendid chance for - profits. -

FREDERICK M. STERN

Partner, Gruntal & Co.. N. Y. City
Members, New York Stock Exehange

Pittshurgh Steel 5!, Prior Pfd. Stocc.

When a. company has installed
a new and vigorous management,
rearranged its financial structure,
taken important steps to integrate
its operations
andtoadd toits
earnings, and
when at that
time its senior- !
security is ob= -
tainable at an
abnormally
low price and
high yield,
qualifies fOr
inclusion in
“The Security
1 Like Best"
forum.

An unusual
market condi~
tion is respon- .
sible for Pitts-
burgh, Steel 5% prior preferred
stock being available on the New
York Stock ‘Exchange at a price
close to the year’s low and a yield
in excess of 7% per annum. As
of Sept, 30, 1951, the company has
issued 127,430 additional shares
($100, par) of- this issue in con-
nection. with acquisition of The
Thomas Steel Company.  Many
owners of the latter’s shares as
well as arbitrageurs have been
selling out the securities which
they received in the exchange. A
substantial rebound in the price
level seems a reasonable prospect
when ‘this pressure is lifted—and
perhaps by .the end of -the tradi-
tional ‘“tax selling season.”

‘The junior 5% class A preferred
stock -($100 par) of which 45,102
shares are outstanding, is quoted
only slightly below the price of
the 5%% - prior preferred, thus
confirming the writer’s opinion
that the latter is currently avail-
able at an abnormally low  and
attractive price. ' At this writing;
the junior 5% preferred is trading
at 71% to yield 7%- per annum,
whereas . the senior 5%9% prior
preferred at -73% yields 7%%,
which is certainly not a normal
situation. * Earlier ;this year the
prior preferred shares were traded
as high as 98, and only recently
declined to the low of 73. A level
midway between these prices
would be my expectation for its
proper valuation.

The nation’s 14th largest steel
producer, Pittsburgh Steel Co. has

Frederick M. Stern

spent approximately $35 million .

in the past decade for moderniz-
ing and integrating -its facilities.
It has undertaken an additional
expansion program related to the
national defense needs involving
an expenditure of about :$56 mil-
lion of which some $7 million have
already been expended from
retained earnings. A new bloom-
ing-slabbing mill has’ been com-
pleted to replace. obsolete equip-

ment and provide capacity to roll’

all the steel produced. It is sched-
uled to increase pre-tax income
by $3.7 million at full operation.
A new hot-rolled.sheet mill; a new
blast furnace and a new open-
hearth are to be finished by the

latter part'of 1952,cand a new’

cold-rolled sheet mill in 1953.

Pittsburgh Steel gained .an out-
let. for its large excess semi-fin-
ished steel capacity through acqui-
sition of the Thomas Steel Co:,

producing specialty grades of cold— )

rolled steel strxp, alloy strip”and
high-carbon spring steel, none of

which had previously been manu-
factured. Thomas Steel has last
year installed a new cold-rolled

This Week’s
Forum Participants and
‘Their Selections

First York Corporation—Albert H.
‘Deuble, - Oppenheimer & Co.,
N. Y. City. (P. 2)

Pittsburgh Steel — F. M. Stern,
Gruntal & Co., N. Y. City. (P.2)

steel mill the capacity of which
has only been partially used due
to shortages of supplies and could

‘be doubled when Pittsburgh will

have the steel available.  When
the additional plant construction
is' finished, Pittsburgh. will have
increased its ingot capacity by
about 50% to 1,560,000 tons a year
and will be in position to convert
all of its semi-finished steel into
a flexible product mix of better

- palance, roughly consisting of 52%

flat-rolled steel, 27% tubular, and
21% wire products.

The $56 ‘million’ expansion  is
covered by certificates of neces-
sity totaling some $38 million, per-
mitting accelerated amortization
of about $2.5 million in 1952, over
$7 million -a year in 1953-56, and
some' $5 million in 1957. This is
in addition to normal depreciation
estimated over $2.5 million an-
nually.

The company has arranged for
'$40 million new financing through
gale to-an insurance company of
$25 million 20-year 3% % bonds,
a $5 million 3% bank loan and
$10 million 3% notes to be sold,
if needed, to two motor car com-
panies in return for a 5-year sales
contract for sheet steel. Present
funded debt is only $217,000.

Stockholders have been asked to
increase the authorized number of
prior preferred-stock from 225,927
to 400,000 shares and the common
stock from 1,500,000 to 2.500,000.
There is no indication: that the
management contemplates selling
any of the new preferred shares.
However, they may be used to
acquire other independent small
steel companies, if ®btainable un-
der advantageous conditions, to
further strengthen and diversify
operations.

Consolidated earnings  for the
first- nine ‘months 1951, including
only one month of the Thomas
Strip Division, amounted to $4,-
937,457 after provision for Federal
normal surtax and excess profits
taxes based on The Revenue Act
of 1951. This is equal to $25.09
on the 196,841 outstanding shares
of prior preferred stock, or-six
times the accumulated dividend.

Nonconsolidated earnings of .

Thomas Steel during the first eight
months-of this year are estimated
to increase ‘this ample coverage
by about 20%. In 1950, Thomas

‘alone earned more than Pitts-

burgh’s  total dividend require-
ments including the shares issued
in-the former’s acquisition. Earn-
ings for the full year 1951 are
expected to continue the favorable
showing made in the first nine
months when net of $4,937,457 was
reported as compared to.$3,655,942
in the comparable period of 1950.

This 35% increase is better than.

the industry average. -Beginning
about the second quarter of 1952,
further’ substantial improvement
should derive from installation of
the new bloommg slabbmg mill,
after,the changeover is completed
and certain incidental cuts in oper-
ation are restored.

Investors looking for high re-

turn on  their.capital with min-

imum risk should note the great
betterment  taking place: in the

company’s status and its changmg_

about one-third of its product mix
from normally unprofitable semi-
finished steel to the more lucra-
tive sheet steel business. Thanks
to the new management which
has only been in office ‘some two
years, Pittsburgh Steel Co. is no
longer the -marginal -producer
which it used to be, and I am con-

fident. that the market valuation-

of the 515% prior preferred stock

will not remain at its currerit’de-

pressed level but will ‘eventually
reflect  this basic improvement.
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A Neglected Facet of Liflation

By MELCHIOR PALYI

: Pomting to the rapid growth of indebtedness, beth pabliz and
privaie, Dr. Palyi contends cur liabililies grow a: much faster
rate than physical volume of preductiva assets, and. thus con-

" st.tute a neglected facet of inflation. Says Federal dzbt is under-

«stated; and. gives:daia relating to-total public ‘and private in-

“debtedness: Holds present-inventory loans constitute most vul-

‘~+nerable factot im the piivate debt structure. Concludes-growth of .

our real wealth: is outmatched by growth-of -our real liabilizies. - -

Dynamic is the word we lik2
to use to describe our economy.

. It implies. continuous growth in

production, efficiency, standards
us living, It
means the ex-
pansion of our
+ assets in.phys-
ical volume as
‘well as in
value. -
What
are - less con-
cerned ~ with,
o1 forget al-
together, is
the .fact that
-our liabilities
grow at a very
mnuch  faster
rate than does
the paysical

pr

Dr. Melchior Palyi

iVolume of productive (tangible)

i'the Treference

assets that constitute the foun-
dation of our wealth,

:In the main, if debt is discussed,

. Federal debt. But that debt, while

vitally important, only tells a part
of the story. The over-all debt

" is a tfactor of greater immediate

and direct significance to the
business . picture.

It has. been little noticed, and
scarcely discussed, that.in 1950
the net indebtedness of business,
individuals and municipalities,
skyrociketed by over $38 billjon,
or by almost 18%. The private

| ‘sector ‘of the economy incurred

i lion in a single year;

{in the entire

liabilities to the tune of $36 bil-
the munici-
palities took the rest. -

This was a unique performance;
it comes close to the $42.5 billion
increase of private and local debts
period - 1925-1929.

! The debt accumulation of those
i five years carried the biggast

boom in all history previous to

i World War 1I; and it broke for
i that very reason: for having ac-

. cumulated (in five years’

time,
mind you) such a huge volume

i of indebtedness. Presently, we do
i as well in little more than one

| year.

Even in terms of a constant

: dollar, this sort of dynamlsm is a
‘ yery serious matter.

A Stz_mstlcal Fallacy
A few words about the nature

of the statistics at stake, The an-
‘“nual data’ of the Department of

¢ savings

Commerce distinguish between
gross and net debts; in the latter,
duplications are eliminated. If,
for example, a city has $10 mil-
lion chligations outstanding and
$1 millicn government bonds in
its porifolio,
million. .

In cne instance, however, the
official: “net” figures are mis-
leading: bonds held by Federal
égencies and trust funds (postal
system, social - security,

we-

is made to the.

its- net- debt is $9-

ete.) are not counted as ‘part of
the net Federal debt—as if-those
bonds would belong to the Treas-
ury, with no “strings attached.
This curious trick makes the net
national debt appear at present
about $39 billion. smaller than lt
is in reality.

In the following we use
corrected net data, unless other-

wise indicated, dividing them in °
two basic categories: the political :
(federal) obligations and the eco-"-
The latter include
the outstanding municipal (state

1:omic debts.

and local) ‘as well as the private

(business, real estate, consumer) .

debt.
Economic Debts

The economic (private and mu-
nicipal) indebtedness reached in
1929 the peak of nearly $175 bil-
lion. It hit the bottom at the end
of 1938 with $140.3 billion—which
was still nearly double the 1916
level. In- the following seven
years to 1945, it climbed slowly
and hesitatingly, at an average
annual rate of $2 billion, almost
entirely in the shape of short-
term corporate debts. By 1946,
things began to happen. The pu-

vate debt alone jumped by:

$14.7 billion in 1946

26.3.billion in 1947

20.8 billion in 1948

6.3 billion in 1949

36.0 billion in 1950

Thus it will be noted that pri-
vate debt has shown an .average
annual rise of more than $20 bil-
lion over the postwar quinquen-
nium, State and local obligations
started to move, too; after having
been deflated: by $3: billion {rom
a boom-time record-of $16.7 bil-
lion in 1933, they came up with
a new high of $20.4 billion at the
end of last year.

After 15 years of decline and
virtual stagnation, we, the peoplé,
(disregarding for the moment the
national government) ‘are plung-
ing into debt by leaps and bounds.
It could be pointed out that prices,
national income and output, etc.,
have also been “jumping” in these
last five years. But what do such
statistical comparisons mean? The
trouble with an over-grown debt-
structure is that it stays with us
even if commodity prices, dispos-
able incomes and physical output
decline. Such decline, as a matter
of fact, is what brings about the
process ol*debt liquidations, which

in turn constitutes the, very core

of a depression,

The price — one price—we pay
for rising living standards  and
enhanced industrial productivity
conalsts in mortgaging the con-

sumer’s and entrepreneur’s prop- -

erty and income, this on top of the
mortgage on all of us represented
by the national debt. A progres-

- Continued on page 78
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" LOST & FOUND

Did you lose dough on obsoletes?
Find it quick at 99 Wall Street!

Obsolete Securities Dept.
99 WALL STREET, NEW YORK
Telephone: WHitehall 4-6551

Primary Trading Markels
Canadian Superior Oil
Cedar Point Field ,Tr,list

_’"Doﬁae Exploration

*Natural Gas & Oil :

*Western Leasehdlds, Ltd.

*Prospectus on Request "

J.F.Reilly & Co.

Incorporated
61 Broadway, New York 6
BO 9-5133 Telctype NY 1-3370
Direct Wires
Philadelphia and Los Angeles

Artkraft

Manufacturing Co.

Associated Development
and Research Corp.

Canadian Superior Oil
Hydrocarbon Chemical

Wyoming Gulf Sulphur
o
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HA-2-0270 . 40 ExchangePL,N.Y.5
Teletype NY 1-1825 & NY 1-1826

Air Products
Baker-Raulang
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Di-Noc -
Hoving Corp
Stromberg Carlson

Whitin Machine
Works

Bought — Sold — Quoted

THEODORE YOUNG & CO.
40 Exchange Place, New York 5, K.Y,
WHitehall 4-2250 Teletype NY 13288
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Now Proprietorship
(Special to-THE FINANCIAL CHRONICLE)
SAN FRANCISCO, Calif.—Paul
C. Rudolph is now sole proprietor
of Paul C. Rudolph & Co., 127
Montgomery Street.
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MANUFACTURIN
COMPANY
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KEARNS & WILLIAMS

Members of National Association of
Securities Dealers °

11 Broadway
New York 4, N. Y.
Teletype NY 1-716 Digby 4-2066
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LEAD—ZINC
TUNGSTEN - OIL - GOLD

Analysis avallable on reques

JouN R. LEwis, INC.

1006 SECOND AVENUE
SEATTLE

Teletype SE. 105 ELiot 3040

7/ N\
SENECA OIL COMPANY
CLASS “A”

A dividend paying growih
opportunity in Crude Oil

Information on request
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SECURITIES CO.

Powers Bldg, Rochester 14, N. Y.
# Telephone LO 3190 : Teletype RO 87

AN INTERESTING
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PRODUCERS
OIL CORPORATION OF
AMERICA
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5 Cents
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For Information

E. E. SMITH CO.
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4 New York 5, N. Y. DI4-4740
Bell System Telctype NY 1-1318
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Some Perspectives of
1952—and Beyond

By NEIL H. JACOBY*
Dean, College of Business Administration
University of California, Los Angeles, Calif.

“Among the perspectives of 1952 mentioned by Dr. Jacoby are:
%772 (1) domination of international situation; (2) renewal of infla-
- tionary pressures; (3) - continuation of high rate of private -
- ‘4avings; (4) decline in new: plant investment, except in defense -
dustries; (5).increase in U. S. fomxn investment; (6) firm-
ing*of ‘money-rates;:(7)-decline in. corporate earnings; and

(8).:significant- redm:twn in.-home construction. . Foresees
> ""vksunmg of world tensions-over longer term and replacement ~

Wmlldary spending - by public ' works, -social welfare and
foreign aid.

ditures were running at an annual
rate of $208 billion. During the

third quarter of 1951 the rate of
gross national production rose to
$328  billion, but personal con-
sumption - expenditures fell to a
rate of $202 billion. The build-up
in military outlays during 1952
will -assuredly add to national in-
come and result in an increase in
personal consumption . expendi-
ture.  But it seems likely that
consumers’ will continue to exer-

cise . restraint 'in . their attitude .

toward -spending.. The px"incipal

. Teasons are: first, relatively hlgh

inyentories” of durable’ goods ln
‘consumers’
gresswe elimination:of deferred

You have asked me to present relanons, namely, a continuance demand; third, the continued ef-

my. views about the future, espe-

of the present era of “cold-war” or

cially probable ‘developments ing “hot peace,” of military engage-
construction. and mortgage lendw!ments in -limited . areas, of high-

. ing. I confess

that my crys-
tal ball is even
cloudier ‘than
usual, but I
shall do my
best to peer
into it and tell
you what I
see. In the
kind of world
in which we
live today,
pure economic
analysis has
limited fore-
casting value,
He who wishes
to forecast the
future should also be an historian,
a  political scientist, a military
strategist, and a social psycholo-
zist. It might even help if he were
a psychiatrist! Any economist who
is not all these things will ap-
oroach the task humbly and ten-
tatively, knowing that he may be
wvrong because his basic premises
srove incorrect although his eco-
aomic logic is impeccable, With
your permission, I shall first pre-
sent  some perspectives of the
coming year, 1952. Following this,
I shall take a longer view of the
decade of the 1950’s as a whole.

Neil H. Jacoby

International Affairs Will
Dominate Domestic
Business in 1952
The dominant single factor in
the economic outlook for 1952 will
be the state of international af-
fairs. Never before in “peacetime”
'as the state of international af-
fairs been so important an influ-
ence upon American business.
This is true because the expendi-
ture of our Federal Government
or military purposes has become
the most important dynamic ele-
ment of spending in the economy,
and the rate of defense expendi-
tures will be determined by the
prospects of war or peace, of re-
armament or disarmament, of
nounting or relaxing international
tensions. It is also true hecause
*he rate of private expenditure by
American bhusinesses and con-
sumers is currently dominated by
the state of international affairs.

Suppose that international de-
velopments should create general
expectations of early world-wide
peace, relaxed international ten=
sions, and greatly reduced arma-
ments. Is it not rather obvious
that American businessmen would
then sell down inventories to a
working basis and reduce expendi-
wres for new plants; that con-
sumers would adopt an attitude of
~estraint toward spending wuntil
prices came down or new and bet«
«r moaeis appeared; and that the
rate of expenditure by govern-
ment for military purposes would
fall drastically? On this assump-
tion, is it not clear that the total
rate of spending in the economy
would decline, for a number of
months at least? If we assume the
contrary state of international

*An_address by Dr. Jacoby before the
Southern California Mortgage Bankers
~ssuciation, Los Angeles, Dec. 5, 1951,

tensions, and of an accelerating
armament race between the big

" nations, it is obvious that we

arrive at much: different conclu-
sions -about' the probable .amount
of spending in the American econ-
omy. Our view of the economic

" future becomes totally different.

In this case one may well expect

further strong' inflationary pres- -

sure.

Federal,” Business and Consumer

Spending in 1952 Will Again
Exert Inflationary Pressuare

I venture to assume that the
nature of foreign and international
events during 1952 is  likely to
restrain the rate of increase in
spending, both by government and
by private businesses and house-
holds. I am inclined to think that
total spending will suffice to
create some inflationary pressure
on prices, but that this pressure
will be moderate. Inflationary
pressure will not be as strong as
appeared likely six months ago,
when the present defense mobili~
zation program was first an-
nounced.

‘During 1952 we shall probably
be faced with a series of “peace
offensives” by Russia. and her
satelites. In all likelihood there
will be further proposals for dis-
armament or arms limitation, and
international conferences looking
toward a peaceful settlement of
world problems. The men in the
Kremlin may wish to create an
impression that they seek peace,
Whether or not they are sincere
is not so important as the fact that
their action will probably lead to
feelings of less urgency about de-
fense mobilization among the
Western powers. I am persuaded,
however, that the American peo-
ple will not come to believe so

strongly in peace or disarmament °

as to abandon the current defense
mobilization program. This pro-
gram will be pursued, although
wme pace may be reduced,

Consumers Will Continue to Save
at a High Rate

Let us be more specific by
directing attention to the major
components of expenditure that
make up total value of gross na=-
tional production, namely, per-
sonal consumption = expenditure,
private investment expenditure,
net foreign investment, and gov-
ernment expenditure., What will
be the probable movement of each
of these items, on the basic as-
sumption that has been made

about the state of interhational -

affairs in 1952?

One of the remarkable recent
developments has been sharp re-
duction in . the percentage of
personal income spent on con-
sumption, and the rise in the
fraction of personal income that is
being saved.

generating national production at
an annual rate of $319 billion,
and personal consumption expen-

During the first’
quarter of 1951 our economy was-

fect of credit controls; and, fourth,
anticipation of newer models, bet-
ter quality and lower prices. All
these factors ‘will  probably pre-

vent a runaway buying spree by -
,priyate investment  will - decline

consumers during 1952, . Personal
consumption expenditures ‘may

‘tories;

hands, second," pro--
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therefore be exnected to rise mod-
erately to an annual rate of
around $215 billion during the
last quarter of 1952,

Plant Investment Will Decline,
Except in Defense Industries
The second major tategory of

spending is private {nvestment in
new -construction, producers’’
equipment - and busmess inven-
Gross . private domestic
investment has proceeded’ at the
unprecedented annual rate of $60
billion during the first three quar-
ters ~of 1951, although it fell to
$55.7 _ billion - during. the third
quarter A substantial part of this

,hlgh investment took the form of
.Aincreases
‘rose both in physical quantity and
‘in dollar value.
tories rose -about $11 -billion dur~
ing the year ended Sept. 30, 1951.

“in inventories, which

Business ‘inven-

The prospect is, that the rate of

Continued on page 79

clude the following:

e An experienced staff

e A complete research

transactions,

WE CAN PROVIDE.

Telephone WOrth 4-2300

Portland  Hartford Clearfleld

Paul H. Davis & Co.,

Westhei

TO BROKERS - DEALERS - BANKS

A Word about Your Orders
in Unlisted Securities

We know it is important to you and your customers
that you obtain the best markets and the best service
for your customers’ orders in Unlisted Securities. . . .

And we think we are stating the simple facts to say
that we can provide the kind of markets and service
that makes it advantageous for you to trade with us.

The facilities and services we maintain to assure you
swift and efficient service in the unlisted market in-

maintaining firm markets in over 400 issues.
Large blocks or odd lots traded.

A trading “know how’ built on years of
trading unlisted securities on a nationwide
basis and on a vast daily volume which itself
aids in making good markets.

A trading wire system with direct private
connections to Boston, Philadelphia, Hart-
ford, Providence, Portland, Me., Cincinnati,
Chicago and Los Angeles, as well as direct
private lines to 400 banks, brokers and deal-
ers in leading trading centers.

¢ Working capital of more than $1,750,000.

lysts who have available all the leading
services and valuable file dota on unlisted
securities — all available for your use.

Arrangements available for payment in
local funds to aid you in financing your

Cage personnel and facilities handling a
multimillion dollar- nationwide business.

CALL US ON YOUR UNLISTED ORDERS—WE WOULD
LIKE THE OPPORTUNITY TO CONFIRM TO YOU THE
EXCELLENT MARKETS AND SERVICE WE KNOW

J.Ammun WARNER & Co.

Incorporated
Investment Securities

120 BROADWAY, NEW YORK 5, N. Y.

Philadelphia ' Boston Jersey City Albany Utica Wellesley = Pittsfield
Providence

Dn‘ect private leledhones be!}eln &ew York, Philadelphia, Boston, Hartford,
Providence, Portlamd, Me., and ‘Jersey City, N, J.
Coast-to-Coast Wire Servive through direct pnvate lines to
Chicago and to Murgan & Co., Los

& Co.,.

comprising 25 traders

unit staffed by 7 ana-

TWX-NY1-40

Rocklund Me. . Hyanmnis

Angeles




. investment - opportunities.

..care of itself” following the proper evaluation
- of individual issues—with the overall con-

»

& g

Volume 174  Number 5072 . . . The Commercial and Financial Chronicle

Observations . . .
: By A. WILFRED MAY :

Our Method for Determining Common Stock Vaiue

... It seems appropriate now, following the suggestion of a num-
ber of our readers, to *“nail down” with a synopsis, including con-
crete examples of method, our value approach and technique for
evaluating common stocks.

.. Fundamentally, our philosophy is based on
the invalidity of. picturing the market as a
whole, as well as of attempts to time move-
ments of the market or individual issues either
by “technical tools” or “by ear.” It is premised
on disapproval of concentration on market
. “liquidity” and changes in price.
Affirmatively, we maintain pervasive
emphasis. on value criteria (specified below)
in lieu of attempts to time fluctuations. We
« assume that market price tends to depart from
value, creating. in this “spread”  continuing
Disregarding the
. historical background of the price level, we-
- believe ' that the general market will “take

A. Wilfred May
clusion that any time is a good time to buy a

. 'good value, and no time a good time to buy a bad value.

We believe that illogical attitudes of the investor constitute
a major component of the risk of investing. '

More concretely, our methodology, which satisfies the need
for realism concerning the concept of yield and multiplier*,
rests on the “hard boiled” common sense assumption that the
money-use and risk elements of one’s capital investment should
be compensated for in the buying price; that the price should he
such that the buyer can foresee the probability of recouping his
‘principal-with-interest over a reasonable period plus retaining a
continuing equity ‘“as gravy.” In stocks, as there occurs in real
‘estate, our buying price should provide for annual amortizations
from out of dividend payments sufficient to recoup the invested
capital within a reasonable time.

Specifically, we capitalize the expected long-term dividend
receipts at a rate embodying the pure rental value of our money

plus an amount of annual reserve sufficient to amortize our in-

';vestment during a period of time is adjusted to the estimated risk.

Thus, a price giving a 632 % dividend yield would .in 25 years
completely amortize the capital invested after compensating for
"the use of the money (annual 2% % of rental value plus 4% in
amortization), leaving the equity remaining at the amortization
period’s termination as profit. The company’s balance sheet
strength importantly influences the determination of the length
of the interval devoted to the complete amortization of the in-
vestment.

As an alternative interpretation:—with a 632 % dividend yield,
one can conclude that he gains fair rental value for his money
plus an indeterminable increment ranging around the remaining
49%—perhaps less, perhaps more.

Representative Calculations

We follow with specific examples of valve-appraisal calcula-
tion of five representative companies: a heavy industfy leader
(U. S. Steel); a retail distribution company with potential growth
elements (Montgomery Ward); a cyclical comnmodity stock (Ken-
necott Copper); a heavily capitalized stable utility (American

*I. e, That number by which the annual earnings or dividends are multi-
plied to result in the price. :

Two Winners!
WEST END CHEMICAL COMPANY

One of 3 largest producers of borates and the
amazing BORON used increasingly in hardening
steel, Glass Industry and most other industries.
Strong financial condition. !

Trading Market — 4-4/,

COLUMBIA MACHINERY & ENGINEERING CO.

Excellent .new management; clients—top com-
panies. No conversion problems. Unusual situ-
ation lately unfolded. Bright future -ahead.

Trading Market — 2Yg-2Y,

Our detailed. reports are at your disposal. »

B

Kobbé & Company

53 Liberty St., New York 57~ BArclay 7-2663

b:#/fraser.stlouisfed.org/

(2)- Est'd future ave. divs.

i

" Telephone); and a “Red Chip” off-the-beaien-track high’ net-

quick, liquidating-value company (Méinhattan Shirt):
U. 8. Montyomery ' Kenne-
Issue Stecl Ward cott
(1) Est’d future ave, earns. = $5 - %8 $6.50
$2.75 - $5 $4.50
2% % 2% % 2%%
5% 4% . 4%
%% 6% % 6%%

phone - ., Bhirt
$10  $3

$8.50 $1.75
(3) Rental val, of cap. inv.

(4) Ann, amortization res.
(5) Ann. deduct. (3) + (4)
(6) Capitalization of div.
(2) at rate of (5) gives i
the advantageous buy- .
ing price as 7 $77 $70 $130  §27
Our estimate of future earnings is based on a number. of

4% 4%

varied factors:including potential economic. elements (inflation).-
as they will affect the respective company, as well as-the past °

record. Our dividend expectation takes into account evidences.
of management’s policy in this regard as well as the backlog of
financial strength. .

Five percent is the annual amortization reserve apportioned
in the case of Steel resulting from our estimate of 20 years as the
proper “run’” of our investment, because of thiz company’s heavy

" capitalization combined with some uncertainty concerning its

status over-the very long-term. In the case uf Telephone, while
we likewise have: a heavy prior capitalization, that drawbark is

offset’ by the apparent permanence of the cnterprise. The other -

three issues represent companies with enormously strong: balance
sheets; two of them—Montgomery Ward and Manhattan Shirt—

* having a “net quick liquidating value” in excess of the price quo-
. tation. Hence, in the case of all four issues excepting Steel, we are

willing to let the amortization period run for 25 years.

Our technique of valuation results in dn advantegeous buy-
ing price (rather than an appraisal furnishing a hard-and-fast
dividing line between continuing buying and selling).

Decisions for Buying or Selling Action

In selling an owned security, as well as in buying, the decision
as to the degree of over- or under-valuation necessary to prompt
market action depends importantly on' the instant constitution of
the portfolio—that is its over-all balance, -diversification, etec,
Of course, buying and selling every time a security sells under or
over its advantageous buying price is not suggested.

Fundamentally our continuing decisions for action in buying
or in liquidating are also dependent on the following surrounding
framework of over-all investing policy:

(1) Continually explore individual situations via value cri-
teria;

(2) Secondarily, maintain limits on the total of purchases of
sales in accordance with pre-determined proportions between
fixed-interest and equity securities, Thus, 6622 % might be the
portfolio’s proportion of common stocks constituting the ceiling on

- purchases, and 20% the floor under disposals.

(3) This formula is always to be maintained strictly secondary
to the individual issues’ valuation by our above-specified criteria.

Another limitation on hard-and-fast following of individual
valuation procedure with purchases and sales is the subjective
element of one’s particular individual income tax bracket, since
this directly and inescapably determines his net “take-home” divi-
dend pay. (Partial offsets to the tax-levy is the qualitative one
of the furnishing of the inflation-hedge gratis, and the quantita-
tive one of the investor’s partial possession of the amortization
fund during its term.)

In estimating the worth of our approach and technique, it is
fully realized that some unavoidable forecasling imponderables
(as those connected with earnings-and-dividend projections)
exist here too, but they are far less decisive than those arising in
other speculative-investment approaches.

Tele- Manhattan

21%6% 215%
6% % 6% %

‘nomic.
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Business
“Man’s

Bookshelf

America’s Biggest Stock Market
—William J. Hudson, Jr.— Monu-
mental Press, 32nd and Elm Ave,,
Baltimore 11, Md—paper—$1.00
(lower prices on quantity orders).

Foreign Exchange Regulations
in Great Britain, 5th Supplement—
Monetary and Economic Depart-
ment, Bank for International Set-
tlements, Basle, Switzerland—14.00.
Swiss francs. (plus postage).

. Health Progress Among Indus-
trial Policyholders 1946 to 1950—
Louis Dublin and Mortimer Spie-
gelman — reprinted from Society
of Actuaries Transactions—paper:

Price of Controls, The—A Re-
port of the Committee on Eco-
nomic Policy—Chamber of Com=:
merce of the United States, Wash-
ington 6, D; C.—Paper—50¢ (lower
rates in quantity). i

Survey of Economic Education
—Foremanship ' Foundation, Day=
ton, Ohio—Paper.

Wages Are Going Lower!—Wil-
liam J. Baxter—International Eco=
Research Bureau, New
York 5, N. Y.—Paper—$1.00.

Garpenter, Berman
Joins Gourls & Go.

(Special to THE FINANCIAL {JHRONICLE)

CHARLOTTE, N. C—Courts &
Co., members of the New York
Stock Exchange, have opened a
branch office in the Liberty Life
Building under the direction of
Miles S. Carpenter & Michael E.
Berman. Both were formerly of-
ficers of R. S. Dickson & Co., Inc,

Joins Aigeltinger Co.
(Special to THE FINANCIAL CHRONICLE)
BOSTON, Mass, — Henry G.
Vickers .is with Aigeltinger &
Co., of New York City.

$7,000,000

Dated November 1, 1951

‘DICK & MERLE-SMITH
WILLIAM BLAIR & COMPANY
WM. E. POLLOCK & CO., INC.

December 7, 1951

This announcement.is not an offer to sell or a solicitation of an offer to buy these securities.
The offering is made only by the Prospectus.

Central Maine Power Company
First and General Mortgage Bonds, Series T 355% due 1981

Due November 1, 1981

Price 101.749% and accrued interest

The Prospectus may be obtained in any State in which this announcement is _c.irtu.ialm' from anly such
of the undersigned and other dealers as may lawfully offer these securities in such State.

HALSEY, STUART & CO. INC

AUCHINCLOSS, PARKER & REDPATH
THE ILLINOIS COMPANY

THOMAS & COMPANY

e r——
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“The Federal Reserve: Bulwark

~ Of Our Private Economy

By ALLAN SPROUL*
President, Federal Reserve Bank of New York

Mr. Sproul reviews Federal Reserve policies and points out
difficulties experienced in attempting to balance sound national
credit policy with Treasury’s fiscal and debt management ideas.
Upholds independence of Federal Reserve, but says it must
conform to national economic policy. Says Treasury'should
‘not be subordinated to Federal Reserve, and opposes replace-
ment of Federal Reserve Board by single administrator or
officer of Cabinet rank. Stresses credit policy should not be

sacrificed on altar of cheap

money, and upholds present

structure of Federal Reserve System.

. Not many years ago a speaker
at a meeting such as this, who
chose to speak on some aspects of
the operations of the Federal
Reserve  Sys-
tem, would
have ‘had to
begin by tell-
ing you what
the Federal
Reserve - Sys--
temis, how it
is organized,
and how it
periorms the
functions
which- have
been - “dele-
gated to it by
Congress.
I assume that
is no longer
necessary. The . circumstances of
the war and postwar years have
brought the Federal Reserve Sys-
tem and the life insurance com-
panies in close touch with one
another, even if only indirectly.
You have been concerned par-
ticularly with our open market
operations in Government securi-
ties, and with the generality of
our credit policies. We have been
concerned with your purchases
and sales of Government securi-
ties, and with your widespread
activities in the field of term
doans, direct purchases of capital
issues, and mortgage financing.
. It remains true, of course, that
our primary and direct concern is

Allan Sproul

*An address by Mr, Sproul before the
45th Annual Meeting of the Life Insur-
ance Association of America, New York
City, Dec. 12, 1951,

with the commercial banks of the
country, most of which in terms
of assets and about half -of which
in terms of numbers are our mem-
ber banks. This is so because the
principal function of the Federal
Reserve System is. to exercise an
influence upon . the availability
and cost of bank credit, so that
inflationary pressures may be
réstrained and ‘deflationary pres-
sures may be moderated, And it is
only the commercial banks of de-
posit which can increase or de-

crease the supply of bank credit,:

and of money in the form of bank
deposits, based on reserves pro-
vided by the Federal Reserve Sys-
tem. This simplified picture has
been scrambled somewhat, how-
ever, by the fact that we have
taken it upon ourselves to main-
tain and preserve orderly condi-
tions in the market for Govern-
ment - securities, extending this
prescription, at times in the past,
to the actual pegging of market
prices.. Right there we became
pretty directly involved with the
operations of life insurance com-
panies and other institutional in-
vestors, who are among the larg-
est holders of and traders in Gov-
ernment securities.

The most critical aspect of this
relationship in recent ycars has
grown out of the fact tha the mar-
ket was not always able to come

close . to clearing the amount of"

long-term Government securities
which you wished to sell, at prices

and yields which would conform -

to our ideas of an orderly market,
or our ideas of the lowest desir-
able price for the. longest term

The Commercial and Financial Chronicle ;.. Thursday, December 13, 1951

issues. To make our policies effec-
tive ‘meant - purchasing,.through
the dealer machinery, tne securi-
ties you could not sell in the
market. This put reserve funds
into the banking system almost as
if ‘we had '‘made the purchases
direct -from’ the banks and pro-
vided the basis for a possible
multiple increase of bank loans
and investments. And because in-
flationary tendencies have ‘been
present more often than not, dur-
ing the postwar years, these
support operations . usually - ran
counter to our desire to restrain
unnecessary expansion of bank
credit.

It is true that we were able,
through sales and redemptions of
short-term or maturing -securi-
ties, to offset a large part of the
addition to bank reserves result-
ing from our bond support opera-
tions, and from gold inflows and
a decline in currency circulation
as well. Nevertheless, we did. pro-
vide some net addition to bank re-
serves during the postwar period.

Preserving Order in Government
Bond Market

The Federal Reserve System has
been severely criticized for assum-
ing the secondary ' obligdtion of
preserving order in the market for
Government securities. The more
severe and doctrinaire critics have
challenged us to show any author-
ity from the Congress for the per-

formance of this function. It is my"

own opinion that the great growth
of the Federal debt over the past
10 or 15 years, its dominant posi-
tion in the whole.debt structure
of the country, both public and
private, and the importance which
the instruments of Federal debt
have assumed in the money and
capital markets, are ample war-
rant for our concern and our ac-
tion, ! :

The more modern crities, in-
cluding some from your own
ranks, have criticized the way. in
which we have attempted to carry
out the task of maintaining order-
ly conditions in the Government
security market, and more par-
ticularly the pegging of prices of
the longest term securities which
we engaged in from time to time.
It is not my purpose here to rake
over the embers of old con-
troversy, nor to try to justify
everything we did, the way we did
it, and the timing of our actions.

This announcement is neither an offer to sell nor a solicitation of an offer to buy these securities.
The offer is made only by the Prospectus.

100,000 Shares

- Baxter Laboratories, Inc.

Common Stock
(§1 Par Value)

* Price $I7 per Share

In addition to the above-mentioned shares-being sold by the Selling Stockhold-
ers and publicly offered by the Prospectus, the Company is offering 25,000
shares to certain of its employees upon the terms set forth in'the Prospectus.

Copies of_rhc Pr'ospectus 'may be obtained in any State only from such of the several Undey-
writers, including the undersigned, as may lawfully offer the securities in such.State.

LEHMAN BROTHERS

December 11, 1951,
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I do want to tcuch on one or two
aspects .of this experience, ‘how-
ever; -which - perhaps - contain ‘a
lesson for the lite insurance com-
panies as well as tor the Federal
Reserve System. :

The lesson for the-life-insurance.-ably-reiying .on this. action-of the"

companies might be ‘that  you
should not try to eat your cake
and have it; During the war years
the life insurance companics were
~among’ the largest purchasers of
long-term Government securities
This. was not waolly a patriotic
demonstration of support of the
wayp cffort. The steausty increasing
tlow of funds into the life insur-
ance companies and the war-time
lack of other investment outlets,
as well as the safety of the Gov-~
ernment’s obligations; made most
of ‘these purchases a pleasant ne-
cessity.” ‘At the end of the war the
life insurance companies, on the
basis of previous standards, had
an overbalanced portfolio position
in. Government securities. And
with the appearance of a strong
private demand for capital funds
in the postwar years, your com-
panies proceeded to-redress the
balance. They did this by commit-
ting new funds to other assets,
and by large net sales-of Govern-
ment securities.

Taking all life "insurance com-
panies together, this seems to have
been an almost continuous process.
There were wide variations among
you in the amount of Government
securities sold and in the method
of sale, ‘but many of you gave the
impression of feeling that you
had the Federal Reserve System
over a barrel and could whack it
at will. Taking advantage of our
market support, Government
bonds ‘were treated as short-term
investments ' bearing . long-term
rates of interest. They were
treated as investments - which
could be held profitably and dis-
posed of readily, in large amounts,
when more attractive outlets for
funds developed. They were even
made the basis, in effect, for en-
tering into future commitments
for large scale financing.

You may say that this is a
normal aspect of your investment
operations. You may say that this
is an evidence of the free enter-
prise system at work. Or you may
say that the blame, if any, was
ours for supporting the market,
and /giving assurances of support
even though these assurances were
only applicable to “existing condi-
tions” and for the “foresecable
future.” That is all right as far
as it goes, but I would introduce
a note of caution. Many of you

have become <o big, and the op--

erations of ‘all of you are so
charged with a public interest, as
to inhibit your recourse to the
market practices of investors with
smaller aggregates of capital funds
and ‘with ‘no public responsibili-
ties. A wise degree of business
statesmanship is needed to chart
a course between the Scylla of
increased public regulation and
the Charybdis of falling behind
your competitors in the race for
business and profits.

It is true that you could not
promise to hold forever the Gov-
ernment  securities -which = you
purchased during the war or after
the war. No one, I believe, ex-
pected you to remain frozen into
a disproportionate holding of Gov-

ernment securities. Looking at it

from my side of the fence, how-
ever, you might have been ex-
pected not to use long-term Gov-
ernment securities as if they were
short-term investments. You might
have been expected not to try to
unload .long-term  securities in
chunks of five, ten, fifteen, twenty
millions, or more, on short notice
whenever you wished. Such shifts
in holdings, as some of you recog-
nized, require time and marketing.
Reliance on such heavy liquida-
tion .of  long-term securities, to
_meet immediate or near-term cash
needs, meant that the monetary
authorities felt forced to inter-
- vene to preserve order in the mar-

ket, or even to peg prices in order
‘to avoid 'the risks ol a :possible
temporary panic-in capital values
and a temporary ‘cessaiion of
capital financing. And it also sug-
gests that some of you were prob-":

monetary - authorities to -enable
you ' to continue, wilh saiety,

-drawing long-term rates of inter-

est on what were being: treated

‘as short-term investments. That is

trying to eat your cake and have -
it, too. ;
Some revision of ideas concern-
ing the proportion of your assets
which might be held in Govern- !
ment ‘securities under present day '
conditions, a better marketing ap-
proach to the liquidation of Gov-
ernment ‘securities when you felt
you had to sell, and a little less
haste in reaching for the ‘higher
returns, of corporate obligations,
direct placements; and mortgage
financing during periods of strain
upon our economic  resources,
might have been becoming to your
industry and good for the-econ-
omy. And-1 say this' recognizing
that ‘one of your aims was to
reduce the premium cost to your
policyholders. As you have so
often and so well emphasized, no
one has a greater stake in the.
prevention of inflation than the ;
holder of a life insurance policy.
If practices which contribute to a
reduction of premiums also con-:
tribute to inflation, the policy~-
holder gains at the spigot but’
loses at the bung: B

Difficulties in Balancing Credit
Policy with Pegging Govern-
ment Bond Prices
As for the Federal Reserve
System, during the postwar years,
it had a harsh and thorough les-
son in the difficulties of combin- "
ing an effective credit policy with
the maintenance of Government.
security prices, and achastening
experience with the problems of
“letting go” once you have re-

sorted to pegging a market.

I do not mean by this to agree
with those who argued then, and ;
argue now with an “I'told you so”’
inflection; that we should -have
addressed: ourselves solely to re-
ducing the money supply after the
war, come what might in the Gov-~*
ernment security market, or else-
where in the economy. The. fi-.
nancing of the war almost trebled

~the money supply of the country, |

and public holdings of liquid as- |
sets increased tremendously when j
incomes. were high and ‘civilian
goods and services were lacking.
These were the inevitable. infla- |
tionary factors in war financing
and in a war-time economy. The ;
inflationary pressures thus gen-
erated were held in check but
not removed by rationing, price
and material controls, and other
-direct ‘measures. When ‘the war -
ended, and as direct controls were .
removed, our job was not and
could not be to try to reduce
drastically the war-swollen money
supply. The most that could be .
attempted; by way of credit policy, !
was to prevent increases in bank
credit from adding unnecessarily
to the money supply, and to avoid |,
creating fears or expectations !
which would stimulate the in-
creased use—or velocity—of the
money which was already in ex- |’
istence. 4
What this country chiefly had i
to do in those postwar years was |
to grow up to the increase in the !
money suoply generated by the .
war, as quickly and with as little
dislocation as possible. I still do
not believe that we eould have or '

should -have resorted to a drastic !

policy of deflation. We did try to -
follow, with disheartening delays '’
in application, a modest policy of
restraint on unnecessary credit -
expansion, while facilitating a
rapid strengthening of our: pro-
cuctive-capacity to meet accumu-
lated domestic demands, and the
needs of reconstruction among our
friends and allies abroad. But the
only final and constructive answer
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to the lack of: balance between
the supply of goods and services

and the supply of ‘money, in-

berited from the war, was.an in-
creased supply of'goods and serv-
ices growing out of increased pro-
duction — out of increased -effi-
ciency of men and machines. That
was the only way we could adjust
to the increase in costs which had
already taken place in our econ-
omy, without. the hardships ‘and
suffering and the economic losses
of widespread »depression and un-
employment. . .

If the banks had been placed
under severe pressure by a drastic
credit peliey, they would have had
to follow a much more restrictive
course in financing business and
trade. If prices of Government
securities had had a - bad-fall in
the immediate postwar years, the
supply -of capital  for: business
might have come forward hesi-
tantly and in less than adequate
amounts, It is extremely doubt-
ful, in my opinion, that drastic
action could have been taken:to
reduce ‘the money supply in' the
years following the end of the
war, without seriously hampering

the necessay expansion of produc-
- tion. ;

modest program of credit restraint
which we did attempt, was not in
our- arithmetic; it was not in our
additions * to - and
from the reserves available to ‘the
banking system, nor in’ holding
down the money supply.  Our fail-
ure, to the extent that we failed,

was a failure to gain sufficient.

understanding and acceptance for
our policies: The' influence of .a

central bank depends a lot on tra-.
dition—on the belief that its ac--

tions will be wise and: timely and
effective.
System has had little enough’'time
to build up such a tradition, and

you may question whether it has-

made -the best use of the little
‘time it has had. In any -case, our

policy of modest credit restraint,

following the war, was tardy in
apnlication. due ' to  differences
with the Treasury, and seemed
inconsistent. and ineffective’ ‘to
many bankers and businessmen
and. to the public, because of our
involvement with the' Government
security market. We were ' not

Where we fell “short; " in - the "

substractions -

The = Federal = Reserve:

able, except occasionally, to create
the dtmospheére of crecit restraint.
We did not do the job we might
have ‘done. ?

More Coordination of Credit

Restraint and Debt Manage-

: ment Needed:: » s
In. 1950 and 1951," we have "had
to face a very different. situation
than that which we faced in the
years following the war.- By 1950
this -nation  had -achieved a tre=
mendous expansion of its produc-
tive facilities, and of housing and
had, in fact, gone a long way to-
ward - “growing up” to the war-
generated. money supply. So far
as the Government security mar-
ket was concerned, the. longer
term debt was- better fitted into

investor portfolios and better held’

than it had been éarlier. Interest
rates at short-term ‘had ‘already
moved upward, so' that static rates
and fixed prices were no longer
the only features of the market
landscape to which traders and in-
vestors were’accustomed. It had
become practicable to try to en-
force more severe general credit
restraints by a coordinated pro-

gram of ~ctedit policy and debt

management,

The outhreak of the war in
Korea made it imperative to put
this program to the test. Strong
inflationary forces had regained
the ascendency. An insistent large-
scale demand for bank credit re-
appeared, Consumers were.led to
believe that a period: of scarcity
of “goods: and increases in prices
lay ahead and they acted accord-
ingly. Bugsiness plans for improve-
ment and expansion of plant and
equipment were revised upward,
and inventory 'accumulation pro-
ceeded " rapidly.. The residential
building boom, which had been
deliberately .encouraged by very
liberal financing terms, was ac-
centuated. Deficits in the Federal
budget were widely predicted.
There was a. rapid expansion of
the money, supply growing out of
increased private financing—not
out of defense financing — and
equally important, an increase in
the -willingness' of ' the public to
spend, It'was certainly high time
for .the Federal Reserve System
to get wholly out of the business
of pegging market prices of Gov-
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ernment securities, and to step up
its programof restraint on the
availability of credit.

This was ultimately worked out
with' the Treasury; an accord was
reached “last March, A final at-
tempt was made to- remove the
supply of long-term Government

‘securities overhanging the market

by means of a conversion offering,
and" by Federal Reserve and
Treasury purchases of securities
{rom those who still wanted cash.
The Government security market
was then set free except for the
maintenance of orderly day-to-
day conditions, and the Federal
Reserve regained, more completels
than for a decade past, the initia-
tive with respect to the availabil-
ity and cost of reserve funds. And
this' freedom has been buttressed
by -a voluntary. credit restraict
»wagram..which. enlisted the en-
thusiastic and effective support of

all groups -of principal lenders, " -

including your own. On this oc-
casion we have been operating in:
an atmosphere favorable to credit
restraint and with widespread un~-

Continued on page 98
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Dated December 15, 1951

-+ $65,000,000 +
State of New York

1.30% and 1.50% Grade Créséing Elimination (Serial) Bonds

Due December 15, as shown below
l‘r'in«ipu] and Semi-annual interest (June 15 and December 15) payable in- New York City at, the Bank of the Manhattan' Company. Coupon honds in
denomination of $1,000° each, exchangeable for honds yegistered as to principal and interest in.denomitation of $1,000, $5,000, $10,000 and $50,000.

- Interest Exempt from present Federal and Newe York State Income Taves

Legal Investinent for Savings Banks and Trust Funds in Nexe York.and certain other States'and for Savings Banks in Connecticut and Massachusetts
¢ 7! (

.ﬂlz{:‘:‘/ﬂluh/c fo the State of Newe York as security for state deposits. to the Supevintendent of surance to secure policy holders,
and to the Superintendent of Banks in trust for Banks and Trust Comparies

AMOUNTS, MATURITIES AND YIELDS, OR PRICES

(Accrued inferest to be added)

$45,000,000 1.30% Grade Crossing Elimination Bonds

Bonds'maturing D

"Due December 15, 1952-61, incl.
ber 15, 1961, red

bl

at the option of the State, at par and

‘accrued interest, on June 15, 1960, or on any interést payment date thereafter.

$4,500,000
4,500,000
4,500,000

1952
1953
1954

95% .
1.00
1.05

1955
1956°
1957
1958

$4,500,000
4,500,000
4,500,000
4,500,000

1.10%,
1125
115
1.20

$4,500,000
4,500,000
4,500,000

1959
1960 @
1961/60

1.25%
100
1.35%

$20,000,0001.50%, Grade Crossing Elimination Bonds
g

Due December 15, 1952-71, incl.

Redeemable, at the option of the State,.at par and accrued interest, on December 15, 1968, or on any interest payment date thereafter,
all of such bonds then outstanding, or all of the bonds of a single maturity beginning in the inverse order of their maturity.

$1,000,000
1,000,000
1,000,000
1,000,000
1,000,000

1952
1953
1954
1955
1956

95,
1.00
1.05
1.10
1.125

$1,000,000
1,000,000
1,000,000
1,000,000
1,000,000

1957
1958
1959
1960
1961

1.15%,
1.20
1.25
1.30
135

$1,000,000 1962
1,000,000 ea. yr. 1963-64
1,000,000 ea. yr. 1965-66 @
1,000,000 ea. yr. 1967-68
1,000,000 ea. yr. 1969-71/68

1:40%,
.45
100
1.55%,
1.60

The ithope Bonds ave affeved when, as and i isswed and ceceiped by us, and subjeel ty prioe sale and agproval of legality by the AMlorney General of the
Ntate of New York. 1 is earpected thal Tilerim (4 clificates will he deliveped in the first instance peadiig preparal ion of Definitive Bouds,

The Chase
Kuhn, Loeb & Co. -
ChemicalBank & Trust Company
;B'ear, Stearns & Co. T
Mercan'i'iT{us‘" Company.
B Von g b Calt
Adams, McEnjee & Co., Inc
W. EHutton & Co: -~ Carl M;
Hannahs; Ballin & Lee The

R.L. Day &Co.

New. York, December 12, 1951

Detmer &

Equitable Securities Corporation

Geo: B. Gibbons & Company

National Bank

Hallgarten & Co.  C.J. Devine & Co.”  Blyth & Co., Inc.

Blair,

Incdlgorated.

Incorporated Incorporated

Bache & Co.

Incorporated

Loeb, Rhoades & Co.

Incorporoted

Public National Bank and Trust Company
it of New Yok
Co.

Francis |. duPont & Co.

Rollini &G, Kidder,Paabody & Co: The MarinaTrustComp
Estabrook & Co.
The Philadelphia National Bank ~ Shields & Company
Gregory & Son
A.G. Becker & Co.
W. H. Morton & Co.

Gfeer\, Ellis & Anderson

Bairr Brothers & Co.

of Western New York

Stone & Webster Securiti

Hernblowsr & Weeks ~ Reynolds

First. of Michigan Corporation

of Albany

Weeden & Co. William  Blair

Incorporoted

R. W. Pressprich & Co.

Hemphill, Noyes, Graham, Parsons & Co.

Hayden, Miller & Co.

Bank of the Manhattan Company

. Salomon Bros. & Hutzler -

Kean, Taylor & Co.
es Corporation White, Weld & Co.
& Coi - L. F Rothschild & Co.

Laurence M. Marks & Co.

National Commercial Bank & Trust Company : - State Bank of Albany

& Company
Schmidt, Poole & Co.

* Julien Collins & Company

Ladenburg, Thalmann & Co.

dny. ManufacturersTrustCompany ~ The Northern Trust Company  Harris Trust and Savings Bank

Manufacturers & Traders Trust Company

Buffalo

A. C. Allyn and Company

Incorporated

Schoellkopf, Hutton & Pomeroy, Inc.

Fidelity Union Trust Company

Newark

Swiss American Corporation
Paul H. Davis & Co.
J. G. White & Company

Incorporated
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Canada’s Astounding
Industrial Advancement

By H. A, STEVENSON*
President, Barclays Bank (Canada)

Prominent Canadian bank executive reviews economic and
financial situation in his country, and stresses rapid industrial

and agricultural advancement
growth of Canada’s foreign trad
and British economy: Explains

in recent years. Points out
e and its close link to American
Britain’s economic plight, and

its impact on Canada. Says “world is astoundingly bullish on
Canada,” as evidenced by inflow of foreign capital. Sees world-
wide inflation threat and calls for international economic

cooperation as best remedy.

As one looks back at the year
under review, feelings of great
disappointment prevail at the lack
of success which has attended the
efforts of the
democratic
powers teo
bring an end
to the war in
Korea and to
armed strife in.
‘other parts of
the globe. On
‘occasion, there
has been ap-
parently good
Teason fo an-
ticipate that
through the
United Na-
tions a meas-
ure of con-
c¢iliation be-
tween conflicting ideologies might
e achieved and the path to estab-
lishment of more peaceful inter-
‘national relationships broadened,
but hopes have not materialized:
We have to be grateful for the
‘courage and perseverance with
which the United Nations have
been dealing with their enormous
‘task in the face of ever-increasing
difficulties, Trouble has been
blowing in from all quarters and
it is indeed regrettable to see that,
recently, a strong wave of ex-
treme nationalism and insurgency
has been overrunning several

countries of the Orient and has
widened the breach between the
East and the West in a somewhat
ominous way. The tension which
has been spreading abroad has
added greatly to the burden of
the peacemakers, and has also
naturally - intensified the appre-
hensions of the democratic powers
and furthered the necessity for
their rapid military rearmament.
The scale on which this has to be
continued must involve an expen-
diture and a segregation of ma-
terial resources which can but
redound to the serious detriment
of ‘economic welfare the world
over,

H. A. Stevenson

Canada’s Continuing Growth
Since the end of the World War

*Address of Mr.-Stevenson at the An-:
mual Shareholders Meeting of the Bar-
«lay’s Bank (Canada), Montreal, Can,,
Nov. 20, 1951.

Outlines rearmament program.

II, Canada has made astounding
industrial advancement: each
year's accomplishments have pro-
gressively outstripped those of the
previous years in remarkable

- fashion and this year is no excep~

tion. ‘It has been a period of great
national economic expansion and
of "intense activity in every line
of business endeavor, and this

~year’s volume of national produc-
“tion has reached levels unprece-
‘dented. in - the country’s history.
“'The Bureau of Statistics index of
“industrial. production, - based on
“volumes and ‘using the period"

1935-39 to equal 100, registered
production -at 109.3 in the year
1939 and 198.8 in 1944. In 1946 on
peacetime reaction it dropped to

.159.2, but at May this year it stood

at the remarkable figure of 223.4
and is running slightly lower now.

1t is not surprising as a con-
sequence that unemployment has
been almost negligible, and that
the latest labor survey shows that
all but 1.8% of the country’s en-
tire labor has been gainfully en-
gaged, and that total industrial
and service employment has risen
by nearly 7% above that of a
year ago. Attendant upon this in-
tensified employment, total Ca-
nadian labor income for the first
seven months of this year is re-
corded as having surpassed that of
the same period last year by al-
most a billion dollars, All the in-
dustrial groups showed gains and
the total for the seven-month pe-
riod ending July 31 figures at
approximately $5,460,000,000, a
17.2% advance over the same pe-
friod in 1950; and the upward
trend continues.

Backing up this virile and high-
ly remunerative industrial condi-
tion is a strong agricultural posi-
_tion, and farmers have been en-
joying high rewards for their la-
bors. For the first half of the
year payments for the sale of farm
products was approximately $1,246
million as compared. with . $887
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million for the parallel period in
1950, and since farm cash income
is invariably greater in the second
six months than in the first it can
be confidently predicted that total
1951 income will surpass any pre-
viously received. Harvesting is
practically completed and the
largest wheat crop in history is
confidently anticipated. A yield
of about 580,000,000 bushels is ex-
pected, which is approximately
118,000,000 bushels in excess of
last year’s crop. Grading is also
likely to prove superior to last
year’s,

Canada’s Expanding Foreign
Trade

Looking at the whole picture of
internal production, Canada has
never put up a more completely
satisfactory performance, but, as
our country’s economic welfare is
becoming yearly more dependent
on markets abroad for the disposal
of its production, the course of
our. international ' trade,. from
which 35% of our population di-
rectly or indirectly derive their
livelihood, is worthy of remark.
For the first sevén months of this
year, the turnover. of foreign trade
at '$4,614 ‘million surpassed that
for the similar period last year by
35%,. a very heavy increase in=
deed but one which nevertheless
resulted in a balance of trade def-
icit of $332 million, as compared
with a deficit of only $7.7 million
for the same period last year—a
rather notable difference.

Our seven months total trade
with the United Kingdom
amounted to $596.2 million — an
increase of $103.9 million over the
previous year’s first seven months
—with a resultant favorable trade
balance of $60.4 million compared
to one of $52.6 million for the
same period in 1950,

Overall trade with the United
States for the first seven months
of the year was $3,037.6 million.
This, against $2,262.9 million last
year for the same period, showed
a striking increase of approxi-
mately 34.24%. Our balance of
trade deficit, however, mounted
quite substantially and reached
$373.9 million as compared with
$87.5 million for the corresponding
period in 1950.

Importance of U. S. Market

The proportional = distribution
of Canada’s entire trade for the
first seven months was 66% with
the United States, 13% with the
United Kingdom and 21% with
the rest of the world. The per-
centage of transactions with the
United Kingdom has declined and
the tendency noticeable in recent
years for Canada to veer away
from the old traditional pattern of
trade and to become increasingly
reliant on the United States as a
market for her products continues
—and strongly. The economies of
Canada and the United States are
becoming more interwoven and

. interdependent and it seems that

the influence exercised on Can-

ada’s affairs by our powerful.

neighbor to the south is binding

our fortunes and destiny still

more closely. to theirs.

It is seen that an ever-increas-
ing proportion of our total inter-

Continued on page 48

Dealer-Broker .Invéstmenl

Recommendations and Literature

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

America’s Biggest Stock Market—William J. Hudson, Jr—
Monumental Press, 32nd and Elm Avenue, Baltimore 11, Md.
—$1.00 (lower prices for quantities. .

Bank Stock Outlook—Bulletin—Laird, Bissell & Meeds, 120
Broadway, New York 5, N. Y.

Canada—Monthly business review—Bank of Montreal, Mont-
real, Que., Canada.

Defense Program and the Outlook for the Government Bond
Market—Brochure—J. G. White & Company, Inc., 37 Wall
Street, New York 5, N, Y.

Deflation in Canada and the Decline in the Bond Market—
Analysis—Saunders, King Limited, Montreal Trust Building,
Toronto 1, Ont., Canada.

Over-the-Counter Index—Booklet showing an up-tg-date com=
parison between the 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: a 12%;-year period. Of
the 35 companies represented in the National Quotation Bu-

_reau’s Over-the-Counter Industrial Stock Index, 12 trace .. .

thelr ancestry to years before the Civil War and another -

" nine had their beginnings in 1900 or earlier.. Twenty-three : ot

of the companies have been paying dividends continuously
from seven to seventy-nine-years. Of the other twelve, one
started paying dividends 119 years ago, and its stockholders
have received annual dividends: regularly, with‘the exception

. .of the years 1833, 1840 and 1858—National Quotation Bureau,
Inc., 46 Front Street, New York 4, New York.

Portfolio for Profit—Suggestions—Ross, Knowles & Co;, 330

Bay Street, Toronto 1, Ont., Canada.

Potentialities in Tax Savings—Bulletin—Francis I. du Pont &
Co., 1 Wall Street, New York 5, N. Y.

Public Utility Common Stocks—Comparative figures—G. A.
Saxton & Co., Inc., 70 Pine Street, New York 5, N. Y.

Securities Outlook—January issue assessing business prospects
for the new year, with a selected list of securities with attrac-
tive investment possibilities for 1952—Ask for Copy C—G. H.
Walker & Co., 1 Wall Street, New York 5, N. Y, ;

Strategic Metals—Analysis—Rittenhouse & Company, 226
Street, Toronto, Ont., Canada. ]

Transfer Tax Rates—Booklet setting forth cwirent Federal and
State stock original issue and transfer tax rates—Registrar
and Transfer Company, 50 Cl.lurch Street, New York 7, N.'Y.

* - %

Bay

Acme Steel Company—Bulletin—Faroll & Ccmpany, 209 South
La Salle Street, Chicago 4, Ill. - In the same bulletin is a brief
analysis of Southern Company.

Admiral Corporation—Analysis—Dempsey & Company, 135
South La Salle Street, Chicago 3, Il

Aircraft Radio—Data in current issue of ‘“Highlight”—Troster,
Singer & Co., 74 Trinity Place, New York 6, N. Y. Also'in
the same issue are comments on Reaction Motors,

Allied Stores—Data—A. M. Kidder & Co., 1 Wall Street, New
York 5, N. Y. Also available are data on American Brake
Shoe and United Airlines,

American Metal Co., Ltd.—Memorandum—Oppenheimer, Van=
Broeck & Co., 40 Exchange Place, New York 5, N, Y. Also
available are memoranda on Anaconda Copper Mining Ca.,
El Paso Natural Gas, Gulf Oil Corp., and Texas Gulf Pro-
ducing Co.

Bucyris-Erie Company—Analysis—Eastman, Dillon & Co., 15
Broad Street, New York 5, N. Y. ,

Caspers Tin Plate Co.—Memorandum—Dayton & Gernon, 105
South La Salle: Street, Chicago 3, Il

Central Vermont Public Service Co.—Analysis—Ira Haupt &
Co., 111 Broadway, New York 6, N, Y. v

Chase National Bank of the City of New York—Circular—
Remer, Mitchell & Reitzel, Inc., 208 South La Salle Street,
Chicago 4, IlL

Consolidated - Edison—Review—Dean Witter & Co., 14 Wall
Street, New York 5, N. Y.

‘Consolidated Railroads of Cuba—Analysis—Bruns, Nordeman

& Co., 321-323 Broadway, New York 7, N. Y.
Cornell-Dubilier Electric—Circular—Hirsch & Co., 25 Broad
Street, New York 4, N. Y,

antinued on page 110
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" TROSTER, SINGER & Co.

Members: " N. Y. Security Deulers Asscciation
74 Trinity Place, New York 6, N. Y.
Telephone: HA 2-2400. Teletype NY 1-376; 377; 378
. hPrivate wires to
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In lnvestment Field

Dec, 13, 1951 (Cincinnati, Ohio)
Cineinnati Stock & Bond Club
election of directors.
Jan. 28, 1952 (Chicago, Ill.)
“Bond Traders Club’ of Chicago
" annual dirmer at the: Furnlture
“Club. -
- . Feb. 8-9, 1952 (Chicago, Til.)
" Winter - Meeting -of Board. of

~.Governors-of Investment Bankers. :
““Association at' - the ' Edgewater‘

« Beach Hotel.

May‘ -2, 1952 (Gaiireston, Tex.) -
’ Texas” Group  of -Investment

<:Bankers Association Spring Meet-

~ing at the Hotel Galvez.

- May 14:17%;1952 (White Sulphur
Springs; W. Va.)

. Spring: Meetmg of the. Board of».
: Governors. -of-“the:: Investment:

. Bankers~ Asso‘ciation' 5

" Sept. 28= Oct.. 1,.1952 (Atlantio”
: City, N. J.)

~."". American: Bankers Assocxation

. Annual Convention.:

7 Oct. 19,1952 (Miami, Fla.)

"+ »National-Security Traders: Asgo=-
. “ciation- Convention’ at the Roney
: Plazz Hotel..

" Nov. 30-Dec, 5, 1952
(Hollywood, Fla.)
Investment Bankers Association
Annual: Convention at the Holly-
wood Beach Hotel,

- Stedman o Be Pariner
In G. M. Loeh, Rhoades

Carl'M. Loeb, Rhoades & Co.,
42 Walk Street, New York City,
members of the New York Stock
Exchange; will admit Samuel L.
Stedman- to partnership on Jan. 1.
Mr. Stedman' is Manager of the
firm’s institutional department.

Gross & Co. Admit

Gross & Co., 509 Fifth Avenue,
New York City, members of the
New Yeork Stock Exchange, on
Jan. 2 will admit Mabel Bleich to
partnership in the firm.

On Dec. 31, Charles H. Gross,
member. of the Exchange, ‘will
withdraw from the firm,

Two With Harris, Upham

(Special to THe FINANCIAL CHRONICLE)

BOSTON, Mass. — Charles F,

- Dean and Henry C. Flory have
become associated with Harris,
Upham & Co., 136 Federal Street.
Mr. Dean was prevxously with L. F.
Rothschild & Co. and Mr, Flory
was with” Goodbody & Co.

With Mutual Fund Assoc.
(Special to THE FINANCIAL CHRONICLE)
SAN FRANCISCO Calif.—
Ewing Harper is now with Mu-
tual Fund Associates, 127 Mont-
gomery Street. He was formerly
with Paul C. Rudolph & Company.

With Hamilton Madagem’t
(Special to THE FINANCIAL CHRONICLE)
DENVER, Colo. — Donald A.
Lundberg . and William C. Wil-
ling are now connected with
Hamilton  Management Corpora-
tion, 445 Grant Street,

With Gibbs & Coe

(Special to THE FINANCIAL CHRONICLE)

WORCESTER, Mass.—Frank W.

. « The Commercial and Financial Chronicle

“New Economics
‘For New Problems”’

By LEON H. KEYSERLING *
Chairman, Council of Economic Advisers

Asserting we need for these times a new ‘economics, differing
from the “moribund” economics of the 1930’s, chief of Presi-
dent’s Economic Advisers holds “old economics” did not look
enough ahead and lacked purpose ‘and planning.: Favors long: -
- range approach in  meeting. current mflahonuy problem, but
holds' solving. ‘basic - production .problems. is “more - significant

than control of inflation. Forecasts increasing manpower-diffi-
B culties; and expresses: view rate of produchve growth could be .. -

doubled'in next two: yean. Urges more empham on mcreased
produchon and less on savings' and individual sacrifice. -

If T can do anythmg useful
among - planners, ‘it is to try to
define  what from ‘my vxewpomt

' are" the salient: characteristics ‘of-
v planniog in an’

economy . such

we can make it; and, third, plan-
‘ning means recognizing. the re-
sponsibility 'to fry to fit separate
programs, specialized  -undertak-

:ings, into the framework of a uni-"

fied: and consxstent over-all ap~

7 proach

‘under ‘the
~world condi-
.~:tions'whichwe
“."now-face, and
- will face for a
.+long"time in
¢ my ‘belief,”

salient :char-

acteristics of -

planning,. and.
then relate
them to spe-
cific problems
of national policy, as follows: first;
planning means: trying to look
ahead—as far and ‘as clearly as

we can reasonably see; second,
planning means having a purpose
—as clear and as courageous as

Leon H, Keyserling. -

*Partial transcript of an address by
Mr. Keyserling at the National Planning
Association Meeting, Washington, D, C.,
December 4, 1951,

“Now- I thlok that some ‘econo-
mxsts have been-particularly dere-
lict in not:weaving into their work

a sufficient'amount of this kind of "
planning,; as,’'so. defined; ‘and .I.
think that this omission has had '

a long=run‘ effect ‘upon natwnal

*“ policy. I'think that we need ‘a new
¢ ‘I'shall try:to-.

“define 'these:

economics for-these times; and by
a “new-economics” I do not mean
the-economics of the 1930s,
at’ one time ‘was: called “the new
economics,”’ but which I think:is
as morlbund related to the present

situation as the economics of 1900 :

was in 1933,
In the three 1mportant respects

which I have mentioned, I think

that some economists in their in-
fluence upon economic policy have
tended to lag.

Our Economic Potentials Not
Realized

And let me say this: The reason
why I believe that this lag has

which

been undesirable is that in the
current world situation which we
face we certainly have the highly
developed ‘natural . resources, the
highly advanced technology, the
highly developed plant and equip-
ment, the highly trained labor
skills, and the .highly efficient
organizational abilities, to give us
an. overwhelming potential : pre-

- ponderance: over the:dark ‘forces

arrayed 'against us. If any sober

and patriotic American citizen ¢an:
have' doubt: even for.a minute as

to. the certainty. of our ‘winning

this struggle-in: the-long! rum,: it

must .be. just because :he - doubts
our ability to-plan in the three
aspects that'I have mentioned. . He

may doubt-our-ability to'look far,
enough' ahead or want to look far

enough- ahead. He may doubt the
tenacity of- our -purposes. in- ad~
hering: to-the: central<task ‘which
we: have- set out for-ourselves‘de-
spite  quick and’ superficial . oscil-
lations in' what: seem to be. con-
ditions-throughout the world; and
he may doubt our ability, with.all
our special ‘skills-and all our spe-
cial competences; to weld . those
together both at home and-abroad

into a sufficiently consistent: and:

unified t fore d i %
nified and therefore dynamic and-;making ivensss-and iy can be

effective undertaking as a whole;

I do not:share these doubts. I
think - that we -have: made—and

will ‘continue to make—enormous.
progress in the task that we have

set. But the better we do, the bet-:

ter . we'should seek to do.: Let me

say, here ‘and now, that I believe

very strongly that those in charge
of operations under the great ef-
fort we are now making have
done a superlatively fine job, tes-
tifying to their high fortitude and
capacity—and I am not on this
operational line,

Yet I have always believed that
the function of a public servant
was not solely to be a traveling
saleésman, and that candid self-

-better.

(2249) 9

criticism has a place within, re-
sponsible free government as well
as outside of the government.
Therefore, what I am going to say,
realizing as I do the great accom-
plishments, will of necessity try
to point the way to further prog-
gress, will of mecessily identify
some broad areas in which I think
we as a.nation and we as a gov-
ernment have not done quite as
well as our very best, and conse=
quently must- seek to do even

“Old Economics” Did Not Lcol(
s ..‘Enough Ahead

In: the first place; a heritage

«which has come from the old eco=
.nomics is the.unwillingness or the
Jlack of. desire to look far enough

ahead,-which. I have called. the
first basic element in democratic
planning in a- free country, The

-old.economics tended for the most

part to. describé and analyze the
past. . Insofar as jt:leoked ahead,

.it mostly contented itself—and you

will see here by the old economics
I include some of. the:economics

¢ of today—it contented itself with

_very mterestmg parlor.game

‘of/ making very. short-range fore-

casts. of the economxc situation,

no.more than guesses—as. to the

‘precise: timing’ and" direction of

price trends and production trends.
over. :the -next few weeks  or -
months.:.

Now this has in my judgment
at cramping effect even in normal
times,  and more so in an emer-
gency like this, upon national eco-
nomic policies. This kind of very
short-range forecasts, while they
may be valuable to the single
businessman insofar as they have
competence—I mean insofar as the
forecasts have competence;, the
businessman certainly does have
—nonetheless they are not of much.
value to a great nation seeking to

Continued on page 82
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Prnduciivii&eKey to Prosperity
’ And Peace '

By C. E. WILSON* ‘
President of General Motors

Mr. Wilson lists ‘as essentials of our American industrial
system: (1) acceptance of competition; (2) careful engineer-
ing design, tooling and processing; and (3) full recognition
of dual role of workman both as consumers and producers,
Points out mass produclion cannot be achieved without mass
consumption, and an ever expanding economy has contributed
" to America’s productive capacity. Urges other nations under-
stand and apply U. S. discoveries and political precepts and
meet their problems without losing their freedoms.

It as a pleasure and a privilege
to participate in this First Inter-
mnational Coaference of Manufac-
turers. I hope that those of you
who have
come from
other coun-
itries are en-
joying your
visit here,
trat you . are
finding the
exchange of
ideas ;with
Americans to
be stimulating
and that when
vou return
home you will -
do. so with
ideas that will
kelp- you in
your busi-
nesses, and thus not only improve
Yyour businesses but improve the
£conomies of vour countries,

We have cent to each of our
visitors an envélope containing
hooklets dealing with General
Blotors labor contracts, personnel
policies, organization responsibil-
production and economic
policies, These booklets contain
many details I do not have time
to discuss today. I hope that they
will help  you understand the
fundamentals of our productivity.

I know that many of you have

C. E. Wilson

" wisited. the automotive plants in

the Detroit area and have. in-
spected many other American in-
custrial plants. Too frequently
visitors to America are overly
impressed by our assembly. lines
and our progressive mass produc-
tion manufacturing methods and
are inclined to think that the
physical organization of the work

is the essence of our American
p;oduction system. They will be
confusing the form with the sub-

%A talk by Mr. Wilson at the. First

Hnternational Conference of Manufac-
turers, New York City, Dec. 3, 1951,

stance if they believe that simply
by installing assembly lines and
progressive manufacturing they
will automatically get the same
efficient production and low cost
that American industry achieves.
If they do not understand and ap-
ply the other fundamentals of our
system at the same time, they
will be greatly disappointed with
the results they get. We have
many. successful, efficient enter-
prises in the United States in
which the inflexibility of large
scale progressive manufacturing
and assembly line production does
not fit. Important as it is to have
the sequence of operations logi-~
cally laid out so that the material
flows from the receiving dock to
the shipping department with a
minimum of rehandling, there is
much more than this to our Amer-
ican mass production system,

Essentials. of American
Industrial System

The first essential of our Amer-
ican industrial system is the ac-
ceptance: by Americans of com-
petition. The responsibility for
individual competition as well as
competition' between companies
and business organizations stimu-
lates the millions of Americans to
contribute to better ways of do-
ing things and to accomplish more
with the same amount of human
effort.

Another essential of our effi-
cient production system is care-
ful engineering design, accurate
drawings, tooling and processing
so that parts can be produced by

-machines in the same manner that

newspapers are printed on print-
ing presses. Dr. Kettering likes to
say we publish automobiles. Mass
production also requires:a careful
balancing and utilization of ca-
pacity for the production. of all

items required and for. doing all
the  other things that are neces-

sary to promptly deliver quality

The Commercial and Financial Chronicle .. : Thursday, December 13, 1951

products to customers. Another
essential is the willing coopera-
tion of hundreds of people—and
in many cases of thousands of

people—in a common effort to de- .

liver good products at low cost.”

Still another essential of our
American system is the full recog-
nition of the dual role of work-
men as consumers as well as pro-
ducers. ' Mass ‘production and its

accompanying low cost cannot be.

achieved ‘without. mass consump-

tion. In an industrial society the

workmen constitute an important
part of the mass market for most
consumer goods. Products must
be designed and produced to sell
at prices which this mass market
can afford. By employers sharing
with workmen through the medi-
um of increasing real wages part
of “the new values achieved
through greater productivity,
American workmen have acquired
not only the desire but the ability
to buy the products of industry.
Employers must ‘recognize on'
their part the necessity of being
progressive and of providing bet-
ter tools and more horsepower per
worker and of ever striving to
find better ways of doing things.
The workmen on.their part must
completely cooperate in this ‘ac-
tivity. ’ ;
Workers Should Share in
Increased Productivity

During the last 40 years work-
men in all manufacturing. in the
United States have had on the av~
erage an improvement in real in-
come of 21>% over the previous
year. This has meant that each

generation of workmen has had
twice as much as their fathers, If
the results of increased productiv-
ity had not been shared with’
workmen aind their real wages
had been lLeld down to the level
of 40 years ago, we would . now
be producing automobiles ty the
thousands instead of by the mil-
lions and radios and television
sets would be a rarity.. The farms
of our nation would not be mech-
anized as they now are and addi-
tional millions of the population
would have to be engaged in
farming to produce our food sup-
ply. In addition, we would not
have been able to réplace 12 mil-
lion or 15 million horses and
mules with tractors, and millions
more of our people would be re-
quired” to ‘produce feed for these
animals. It is worth noting that
four human beings can be sup-

Continued on page; 87
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Trends in the American Economy

By JULIAN D. WEISS :

First Investment Co., Los Angeles, Calif. i

‘Investment Counsellors

West Coast investment counsellor, in sizing up trends in busi-
.. mess affecting the investor, reviews basic changzes in the
economy, comprising (1) growth of big business; (2) infla-

‘tionary price structure; and (3) impact of ihe international

situation, Sees high level of economic activity in 1952, leading

In light of the current extreme
uncertainties, the present time is
a most, propitious one for an-an-

- alysis and evaluation of the major
long-term

trends in our: gl
societyand | G
their implica--
tions for. the
future. It is
particularty
important to
stressthe.

“long-term ap-
proach in that
it provides
important:
perspective as
towhat has
-been going on
in-our econ-

" omy for many
years. .-V

Perhaps the most important

- single. trend has been that of in-
creased’ concentration of powers

~in the Federal government, This
great expansion of powers in the
Federal government _has pro-
foundly ' affected our political,
social . and.' economic - strt_xcture.
Some of the major implications tor
:be derived from this are:.

Julian D. Weiss

Eoom Due to Government Credit
The present boom period stems

from a huge credit expansion fi- -

nanced by government. In. large
part it resulted from the expan-
sion of bank deposits that oc-
curred as a result of wartime
‘deficit financing by the govern-
ment. This has been reflected in
a greaf rise in bank. deposits
which constitute the bulk @ of
money supply. As the money was.
spent, it wound up in the hands
of  private individuals and ;thqs
has been frozen into the economic
structure.

It is' important to differentiate
between a privately financed
boom and one that results from
expansion stemming from govern-
. ment., Previous booms, which were
privately- [inanced, were made
possible - by expansion of bank
loans. Baink loans' have been
‘traditionally contractible. As
bankers becamé less optimistic on
the outlook, they would call loans
and initiate a deflationary spiral.
. With government spending (and

. control of the credit mechanism)

so dominant, a completely differ-
.ent. situation results. No govern-
.ment in history has been contrac-

. 'tion minded. No government has"

~ wanted deflation—Ileast of-all the
-present Administration.
..their words are of .an anti-infla-
. tionary character, their deeds in
the form' of encouraging higher
labor :costs, in supporting farm
prices, ete.; -all' havé an  infla-
tionary bias.. ¢ A

' Keynes’ Concepts Prevail

Since ‘the Roosevelt days,: our,

.-administrations have been :ad-
dicted to. the John Maynard.
- Keynes concept of compensatory.
spending, i.e. that when private
expenditures tend to fall,: the.
" governiment should promptly ‘step
in and spend sufficient money to
. keep 'purchasing power at high
levels; and, conversely, when the
economy -is at peak- levels iand
‘private spending is large, the gov-
- ernmént should .operate on a

budgetary surplus and, thus, im--

part some anti-inflationary as-
- pects to our economy. In practice
this has tended ‘(and for obvious

political ; reasons ,will tend) to .
“ work in only' one way., V\{hen'.

°

While -

- to a peak year, excepting only for corporate profi's and divs.

things are not good, the govern-
ment spends-at a high rate and
thus stimulates the economy. How-
ever, when things are good and -
private spending is high, the gov-
ernment nonetheless keeps think-
ing up ways and means of ex-
panding the scope of its services
and activities.

There can be no better illustra-
tion of this point than the cur-
rent period. Thus far, the increase
in budgetary requirements con-
tinues apace. Secretary - Snyder
recently estimated that in the cur-
rent fiscal year,.to end June 30,
1952, Federal expenditures would
approximate $70 billion and there
would be a deficit of $7.5 billion,
They now project expenditures of

-$80 billion for the next fiscal year,

and another substantial deficit.

" Since taxes already are at the
back-breaking point, it would
appear that even government bu-
reaucrats would recognize that’it
is possible “to kill the goose that
lays the golden eggs.” Yet there'is
no indication from Washington -of
any real desire to pare non-essen-
tial = expenditures. Government
bureaucrats, regardless of party
affiliation, simply do not think in
those terms.. =~ ¥

7

Pressure Groups Protected
The  third development stem-
ming from increased government
powers relates to the political ds-
pects. The Administration, which
admittedly shows political astute-
ness, recognizes that its voting
strength is predicated in large
part on the farm and labor groups.
‘Anese strongly entrenched seg--
ments of our economy have cer-
tain vested interests which are
continuously being observed. More
and. more farm - products have
come to enjoy price supports. It
can be assumed that the ceiling
prices will give the farmers az
very lovely income and that food
prices, which hawe "again started
to advance, are likely to edge up
further in the year to come.

As to labor—the wage ceilings
look very nice on paper. However,
the .present time affords another

~concrete . illustration . of the fact

that so-called government : con-

trols can only diminish the extent

of a trend, but cannot: eliminate

it where there are strong under-
lying forces -at work. By way of

example, - the steel unions. un--
.doubtedly will receive another in-

crease that.will' lift-them above

the present wage ceilings,

It by -now is quite ebvious to

‘all, that taxation is no longer -

purely for revenue raising pur-
poses. The soeial aspects (and, of

.Conti.nued' on page 90
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Steel Production
Electric Qutput -
Carloadings
Retail Trade
Commodity Price Index
Food Price Index
Auto Production
Business Failures

' The
~State of Trade
~and Industry

.In an effort to.meet both defense requirzinents and -increasiﬁg &

« «con§umer. demand; total industrial production .for the, country-at

.:large. reflected a moderate rise. last -week; in. the .wake. ot the .

“downtrend. in the-prior holiday-shortened week. It  continued - to
Jbe perceptibly higher than that of a year ago.- However it was
_ still close to 10% below the record level atiained during World

" 'War. 1I. Although there were scattered reports of layoffs due to

" conversion difficulties, total  joblessness was well under ibat of '

" last year.

" facilities as the industry’s expansion program begins to material- ;

. over recent weeks, especially at Pittsburgh and Cleveland, adding

| - torily settle wage differences now in negotiation, concludes

. it can get needed materials, including: steel. ' ... =

s - Steel ihgot output ‘was off less than one-half poinAt‘ to ,1_0'3.'6%_lof,
_capacity from the all-time high reached:in the week "ended Deciv1:
:+- ~.A shortage of ‘steel mill cranes-has, already:hurt-the:nation’
‘steel ‘expansion’ program, according to ‘‘Theilron ‘Age;’:nationa
. metalworking: weekly. Vitally-needed ingot production has’ been

~lost."And it appears too late to-avert further.losses, -although: the:-
. industry is hopeful that National Production Authority,will ntel,lp Ly
so-that %

- keep Josses from. mushrooming by giving it'a better rating
“The Iron Age’” states that in an effort to minimize ]
“duction losses for lack of cranes, NPA is reviewing the order books

of* builders with - the ‘intention' of - proposing changes ‘to-'matc”ﬁ‘

deliveries with scheduled start of new facilities. The erahe makers

are promising delivery, in 24 to 30 months.. That is, if they can

obtain the needed materials.

- According to.this trade journal, steel officials who have visited S

Detroit are convinced that demand’ for cold--lfolled 'sheets' is def-
initely down. Some high auto executives have admitted this to

them. But the big question still unanswered is—To¢ what‘exteht is

this caused by government restrictions on civilian . production?

Greater steel production shows more promise of making CMP i

run smoothly.than alterations in the controls themselves,

Criticisms' of ‘Government- Distribution Policies

Government ‘steel distribution policies are meeting g‘rowiné'

“eriticism, ‘says “Steel,” the weekly magazine- of metalwofking.

‘With military requirements taking only. a relatively:small percent-- .

sage. of total reutput,: lessthan'=15%; the: Controlled ».Mate'rials
Plan .is under increasing attack. Both producers and consumers

of steel are displaying more-annoyance over government regula- -
tions which, it is-claimed, are contributing {o shortages, harmper--

ing seh2duling and-production,.and forcing :manufacturing cur-
tailments.

According teo: this trade magazine majority opinion” in‘the in-<
_dustry, it. appears, favors limiting controls to-military 'require~
ments, thus relinquishing the bulk of output {or distribution ‘with-

out strings by the separate producers,” While il is conceded cer- -

tain products are in acutely: short supply, some trade authornigs
feel the overall steel scarcity is not actual in the truest sense’ of
the word.

~Steel industry authorities, looking .ahaad, sée surpluses on -
“the way. Some think supply is catching upwith" demand- with

“CMP distribution distorting the market picture, Before Jong, they
fear, with larger production scheduled for 1952, the industry will
be beating the bushes for orders. Currently, soine excess tonnage
is begging for buyers for the reason. authorized CMP tickets are
lacking fo *permit sales to prospective purchasers. David Austin,
Executive Vice-President of U. S. Steel, thinks there will be a
surplus of steel within five years at the rate steel capacity is
being expanded. ; X

Steel is pouring from a steadily increasing number of new

jze. Substantial new ingot capacily has been placed in operation

theusands of tons'to the’ industry’s production potential. : Cur-
rently, facilities are being pushed to the limit of' availability.
Short scrap supply continues the’chief -threat to continued over-
capacity operations“through the winter, barring, of course, inter-
ruptions due to work stoppages stemming irom failure to satisfac-

“Steel.” '
The American Iron and Steel Instifute announced this week

.. that the operating rate of steel companies having 93% of the

vor

steel-making capacity for the entire industry will be 104,19 of
capacity for the week beginning Dec. 10, 1951, equivalent to ¢ 11§ BOR

000 tons of ingots and steel for castings a vise of a half a point
over last week

Last week’s operating rate is equivalent'{o 2,071,000 tons of *

steel ingots and castings for the entire industry, compared to
1049, or 2,071,000 tons a week ago. A year ago production stood
at 1,953,800 tons. A .

Steel Output Sets New Record
The greatest production of steel in histery, in the United
States in 1951, will reach and quickly surpass onie hundred million
‘ : Continued on page 95
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- Defense

Ou'put Forging Aliéhd ,

By CHARLES E. WILSON*
Director of Defense Meobilization

Addressing foreizn industrial representatives, mobilization chief-

.. reveals defense produclion has tripled-in year, and orders are
~.now given out at rate of $1 billion per week, while deliveries
“.are at rate of $2 billion per month. Says by1953 peak of $50

“billion per year outlay will be

reached, but: warns goal can be

~ obtained only by “pinching” civilian production. - Denies U. S.
= is “sponging up” world’s raw materials, and expresses optimism
‘that increased production capacity, when arms output declines,

can be absorbed by increased civilian production.

I am very glad to be ablé to tell
you gentlemen about the progress
- being made in the defense mobili-

; zation ‘of the United States—and

totellyou,
too, of some of
the problems
“we' face. Your
.presence; in
this country
emphasizes
theinter-
dependence of
the Free
~World in the
'great -task . of
. containing
Soviet Com-
-munism -and
‘preserving the
principles of
freedom and
i justice. I am
sure the result of your visit will
be an improvement in the coop-
eration among our various:coun-
tries that is so.vitally necessary to
.iasure maximum productivity. You
are fully aware that there is room
.+ for such improvement.

.. Itds not quite a year and a half
-rsince 'the Republic of Korea was
ruthlessly invaded and a year
since the' intervention of : Com-
munist:China gave the war a new
and ‘grimmer meaning. These cir-
cumstances ‘made it clear-to all
of. our. people that the Free World

Charles, E, Wilson

*rrwas” facing  a savage and deter-

mined © .€énemy who must be

stopped ‘at all costs. Since the end
-.of ‘World ‘War II, we had illusions
-~ of peace—but these illusions were
swept away in the Korean gun-
fofire, i

%*An‘ address by Mr.’ Wilson -at the
- International ~Management Productivity
Mission Luncheon, Washington, D. C,,
Nov. 30, 1951.

If that war were to be localized,
if its repercussions were to be
prevented from enveloping the
world in the holocaust of a third
;major war, it was necessary ‘for
all free men to gird their loins.

To put it in another way-—and-

“this:is the point wof 'view that
sustains me in this critical time—
‘it~ was necessary -for the Free
-World to wage peace. It cannot
-wage peace'through weakness; it
‘must wage peace through strength.

- We have. set about resolutely to
" build ‘a platform of. strength, and
its foundations are now: well laid.
It is a five-sided job: We must
iprovide the troops in'Korea with
everything they need, and-this is
‘being done.- We. must supply our
growing army, navy and air force
with everything from clothing to
the mostt modern types of
weapons, and we must likewise
assist our allies. We must develop
additional = production  lines for
defense ' equipment, so  that we

could swing into all-out produc-.

tion if required. We must expand
-our. entire industrial base—steel,
aluminum, electric power, chem-
icals, oil drilling and refining, and
so -on. Finally, we must provide
for the  needs of our  civilian
economy, G
We have been spending the time
since Korea.in placing the great
economic . forces: of the United
States into motion. Aside from the
immediate needs of.the armed
forces, it has been a period of
gestation: As a foremost American
< industrialist said in a  similar
- period during World War II, when
complaints were heard that vol-
ume - production had not begun:
It. still takes nine months to
make a baby.” Well, the baby has
been horn. From now on you can
watch him grow.
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Orders. At Rate of $1 Billion
; Per Week
Since -the first of this year, we
have been placing orders at the
stupendous rate of nearly $1 bil-
lion per week. At the same time

- we have been drawing blueprints,

writing specifications, organizing
manpower and tooling up our
factories—a massive ‘preparation
for a massive job. ; y
And now the result of this prep-
aration ‘is becoming evident as

. the end-items begin to flow from

our production lines. This flow is
now a- stream which is. ever-
widening and will become in time
a torrent.

It is a fact that in certain essen-
tial weapons” we are behind
schedule. But bear in mind that
schedules, particularly of . the
newer weapons, were dften at the
beginning only a gleam in the eye
~of’ an expert. And bear_.in mind
also that we.are constantly chang-
ing design—which affects produc-
tion but gives: us higher per-
formance. Finally bear in mind
that we could have produced more
weapons were ‘it not for the .ef-
forts we ' have ‘expended 'in the
two .other phases of our program
—the installation of standby pro-
duction 'lines, 'and the expansion
of our basic production of metals,
electricity, petroleum, -and - the
like.” ¥ e

The fact is that the actual de-
liveries of military end-items now
total nearly $2 billion - worth
per month—which -is three times
what it was -this time last year.

‘These items have included heavy

and medium bombers, light and
medium tanks, guns of all kinds,
fire-control systems, radar equip-
ment, various types of missiles,
rockets; modernized warships and,
of course, the products of atomic
energy which, as you all know,

-are now being successfully tested

in the deserts of the West.

_From now on there will be a
steady rise in  production, to a
peak of about $4 billiona month
in 1953. You gentlemen witnessed :
American preduction miracles in -
the last war. You are about to wit-
ness another performance of the
same: phenomenon. We are going
to produce not only everything-
that is needed to supply our cur-
rent forces, ‘as well. as to. ship
arms fo our allies, but we are
going to establish standby facili-

Continued on page 92
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" Dillon, Read & Co. I
_A. G. Becker & Co.

Incorporated

Union Securities Corporation

This announcement is riol an offer of securdlics for sale or asolicilalion of an offer lo buy securilies.

180,000 Shares

Mathieson Chemical Corporation
Convertible Preferred Stock, 1951 Series
4.25% Cumulative Dividends, Par Value $100 Per Share

Price $100 per share

plus accrued dividends from December 1, 1951

Copies of the prospectir may be oblained from sueh of the undersigned
(who are among the underwrdters named tn the prospeclus) as may
legally offer these securdics wnder applicable securtlics law..

nc.

Blyth & Co.,Inc. Alex. Brown & Sons = Goldman, Sachs & Co.
,'Hayden, Stone & Co. - Merrill Lynch, Pierce, Fenner & Beane  Smith, Barney & Coy

White, Weld & Co.

December 12, 1951

Stone & Webster Securities Corporation -

1
d

Dean Witter & Co ’
: : |
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Consequencés of a Wage Policy

Based on Automatic Escalation

By LEO WOLMAN*
Professor of Economics, Columbia University

Dr. Wolman, assertiag if a- wage increase is general, costs will

most likely rise just as fast.a

nd as much as wages, and will

surely raise- prices: - Points' out automatic: escalation,. nnder.
wage ‘contracts, intensifies. price iincrease. trend.: -Holds higher = .
wages based on' increased: labor ‘prodactivity may also .result:

in higher. prices; and points to *

cost factor. Foresees breakdown of both escalator and produc-
tivity principles of wage adjustments under present conditions..

‘This formidable title' is- not as
difficult’ as it seems, -It-raises a
number-of -clear’ and: well-defined
u}estions;
st What ef- - 7«
‘ect under . -
srevailing
conditions,
does tying
wages to the: -
cost of living '/
and an annual
improvement
factor have on
prices?

Put in this
form, it is
hard to see
7hy anyone
should have
:ny - difficulty
nswering the
uestion. Wage :
increases, under present. circum-
tances, will surely“raise prices,
however the way increases are ar-
ived at. In this respect, wage
ncreases tied to living costs and
i annual: productivity: increment
vill behave like.any.other pure
ind simple wage increase of -equal
imount, 'Wage increases of either
type raise prices because they in-
crease costs and increase the total
income of the group that receives
by all odds the largest share of the

country’s income, These two con-
sequences, taken together are a
powerful - influence  for- lifting
prices. No one can or would deny
this. The government, in its so-

Prof. Leo"Wolman

*An address by Dr. Wolman at the
56th Congress of /American Industry,
sponsored by the National Association of
N;asnufacturers, New .York City, Dec. 6,
1951.

3

D
§

‘fringe benefits” as an additional .. - ;

. .called anti—infiafionéry‘ policies,
'recognizes: the potency of .these
~‘influences.” It. is .constantly de-

- reduce; not raise;the available in-

-come.-of individuals.- It,. also, in-
“sists that'some; if not all,'wage-in-

. creases, do not increase costs. But

‘this is: a specious: argument: for
. ithe government knows very- well
"that 'swiftly - rising . wages are- an
“simportant causeof ‘swiftly rising
-costs. - The -increase - in . costs -may
:not” be ' exactly .equal  to" the in-
jcrease. in wages, but, if the wage

ncrease. . is- general, ' costs . will
;most. likely rise just-about as fast
-and ‘as mueh as wages.

Escalation Intensifies.
Wage Rises

A related question, though one
not so easy to answer, is whether
the automatic type of wage adjust-
ment is likely, ‘in" these times, to
raise ‘wages, and, hence, costs and
prices faster ‘than they would
-otherwise rise.: This 'would not be
the effect:of the improvement fac-
tor, ‘since . this:'adjustment: is in
.general made:once.a -year, and in
a. period when wages and prices
are rising, under-inflationary in-
fluences, it is' by ‘no means’un-
common for wages to be changed
within the course of a year. Es-
calator adjustments are, however,
:by their nature more frequent. If
large numbers are working under
escalator arrangements, there may

thus be a tendency for wages, so
to speak, to jump the gun and for
the wage movement to be acceler-
ated.

What has been said has little, if
anything, to do with the wisdom

Automatic
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Bullish and Bearish Factors
In the Steck Market.

or unwisdom of an employer’s pol-
icy which provides for automatic
wage adjustments under a long-
term contract. The motives which
lead to a wage settlement are
usually mixed. ‘In recent years a
prime consideration has been the
pressing ‘desire for as long a pe-

riod as possible of industrial peace.

Many businesses have been will-
ing to pay a high — perhaps.too
high — price’ for*peace in: labor

relations because:they. know- how.
- costly-long. stoppages. are and: be-

cause.they hope” that-a ‘spell of

By GORDON

Y. BILLARD . :

J. R. Williston & Co., Members, New York Stock Exchange

Stock m?rket analyst lists bullish-and bearish factors affecting
-current_stock market movements, and though not expressing

opinion: as.

‘years; relatively: free- of  demands. - ‘Numerons

' “and-‘pegotiation, - will- promote

quiet; harmony,-and cooperation—

- all very ‘vahiable,; assets :in. run-

ning a. business. - Anyhow . this is
-the risk. men have taken and will
continue. to take and it.is not an
adequate, -nor : entirely  fair, cri-

The . central - question. manding higher’ taxes:in order: to ticism of their policies to say that
. the term3 on which’ they have. set- -

tled may. violate: certain accepted
-'economic’ principles. -
,-Important'and practical ‘as these
.considerations™ are, it is ‘equally
important. to' recognize .and admit
' what the expected’ economic con-
sequences. of ‘a wage .policy’ are.
-Nothing- is-gained, and much con-
‘tusion may result, by clajming for
a-wage policy more’;than it de-
-serves, or by attributing to it vir-
tues which other policies are said

not to possess.
Wages and Increased Productivity

"There has, for example, been a by  force ' through - all-out " war.’

lot of loose talk around about the
ayailability of - increased =produc-
tivity as - the . source ‘of: rising
wages. Wage rises credited to this
source are commonly believed. to
be costless and. are, therefore; to be
encouraged or even promoted. Ob-
‘viously. many will ‘favor wage-in-
.creases that do not.require price
Increases. It is true; of course, that
in the long run-rising. wages and
advancing material  standards . of
living depend .on the increasing
productivity, or.efficiency, of in-
dustry. But this simple, and un-
deniable, fact does not make in-
creased productivity, or manhour
out_put, a piece of black magic by
which substantial annual increases
In wage rates can be made with-
out generating -commensurate in-
creases in costs and prices,

On the average and in the very.
Iong run the annual increase in
productivity has been moderate,

Continued on page 110
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PROGRESS

The opening of the Delaware Memorial Bridge, between

Wilmington and Deepwater, and the New ]eréey Turnpike

connecting this Bridge with Metropo]itan New York, marks an

_ important step in the advancement of industrial, agricultural
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~-and resort: development in Southern New Jersey. The smooth
flow of traffic to and from this diversified area is important to
success.. Equally important is an adequate supply of electric

power now ready for this development.

8 HLECTRIC CONPANY
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vestment Séntirent dur’
.months.  Some_ <ot theserwill- ma=,
paramount
-factor is “the
:U. S.~Russian
:relationship.
There aré two
fundamen=--.
" tally different | ;s
concepts- for
. dealing with
* this.-problem:
* (a)y The be-"'
lief exists that. ¥
the Soviet
dictatorship:is
the . center .of
,d gigantic
conspiracy. t0 . . Gordon'y. Billard
conquer the ;
“worldand -~ o S
. must and. can only. be destroyed

-terialize, . othersv will..not:. The.

‘Many prominent Americans argue
that the Soviet dictatorship must

> sooni ‘be overthrown by force, if |
. necessary, ‘to .guard our -national .

, safety. ‘Since  Red China’s inter-

-vention -in Korea,: the -influence .

~of this: group has undeniably in-
: creased. The widespread repercus-
- sions-of all-out ‘war.defy accurate

appraisal. Because of these.un-

~certainties, outbreak of World War-
-III would probably have imme-.

diate major bearish repercussions.
Later on, if permitted, = there
would be mass flight from the
dollar and ‘all fixed-income ob-
ligations. ;

(b) The belief exists that the

Soviet dictatorship . is = already
vastly over-extended and that in
recent years Russia has done more
to discredit Bolshevism than any-
thing the United States has done
or: can .do. Many ‘support this
. point of view and believe that the
overexpanded Soviet empire will
eventually fall of its own weight
if 1ocal wars are fought to prevent
~further breakout beyond the ex-
isting - perimeter. This concept
would. ‘mean: an indefinite pro-
longation of the cold war and
would continue as a major bullish
market factor.
Other. bullish and bearish
factors are summarized below.

Bullish

(1) The stock market has lagged
behind the -postwar jnflation.
Leading stocks on the New York
Stock Exchange are up 100%
from the 1939 average but gross
national product has risen 259%.
Corporate profits after taxes have
risen' 326% and dividends . have
risen 150%. ’

(2) Only about 7% or 8% of the.

53,000,000 spending - units in the
United States own stock in cor-
porations. The potentialities are
very large - for an ““Invest  in
America” movement
stocks). ' .
.~(3) While high personal taxes
offset the gross yield advantage of
common - stocks for wealthy in-
vestors, non-taxable funds (pen-
sion funds, trusts, etc.) are in-

creasingly- potent -in - the- demand -

“for sound investment stocks.

. (4) The earnings and dividend: -

outlook for 1952 is favorable.
(a) Incoming business orders

-on-a weekly -basis-have been 1n -

an uptrend from mid-June;
(b) Corporations are still pro-
jecting record capital outlays.:
" - (c) The excess profits tax will

result in aggressive spending by !

corporations - on’;:research "and

~market’s:"trend, " advises . careful ' review
vimdividual holdings at.this time. -~ .= [

gcoming’.” - liabilities. : = -

‘May, 1946__
- Mar.,; 1947

‘May, 1946.-

(common

“of.',;
' other activities to- -avoid ta
“«.(d):-Deliveries . of . goods “tp - *
‘-Armed - Services -will - be sub-
- 'stantially greater mext year., '

“.” (5). The advantage offered. by

ommon stock yields as contrasted
with bond yields, .°-. 77 000"
s S B et Pt Poing
e L o High - Advans
‘Dow-Jones Grade. :tage.:
‘Industrial ' - Bond" .- -for “!
Avg: Yield - Stocks
2710 2.93% 31717
1228 274 - ~2.87°
212 2,59 0641
Mar 194 321 050°
Sept., 1929_. 381 3.30 612" —2.82 -

~(6) The relatively low capital-
ization ‘of earnings and dividends.

Sept;, 1951.
June, 1950....

= D-J - ‘-D-J Pct.-Pt,
Ind.- Times “Ind.: Adv, for
.. Avg. Earnings  Yield Stocks
Oct., 1951z 275 10.2 *6.10%  .3.06:
June, 1950__ 228 9.9 561 g
L2122 3.23
156 21.4 3.45 ;.
Mar;, 1937.. 194 16.9 371 050,
Bept., 1929_7381 19.2 3.30 —2.82°

(7). The inherently sounc.l.<ixi4

Sept.; 1639:

:ternal financial structure of stock

market. ‘ £
s -~ Total ~ Ratid
. D-J Brokers’ ‘Stock  Loans
Ind. Loans .Value " to Stock
Avg. - (inmillions) - Values
2271 | '$667. $108,911

194 © 1,075 - 62,618

381 ° 17,882 89668

~(8) "The privately held money
supply ‘rose $900 million during
September to an all-time peak of
$177.9 billion.

‘Sept,, 1951
Mar., 1937 °
Sept., 1929

Total Privately-Held
Money Supply
——_. $170,000,600,000
164,000,000,000 .
__ .. 63,300,000,000

(9) Individual income, ' after
taxes, for the third quarter of 1951
reached an annual rate of $225.7
billion versus $207.1 billion in the
same quarter of 1950.

(10) Farm income in September

was at an annual rate -of $21.5
billion versus $18.6 billion a year
ago. '
(11) The latest tax increase is
the prelude to wage increase No.
7. This will shortly get under way
with steel workers starting the
trend. Other industries will follow
suit, A further wage increase will
be permanently frozen into' the
price structure, thereby adding to
costs and consequently prices.
.~ (12) History proves that when
government takes in -taxes more
than 25% of the national income,
the trend is to finance any-deficit
by inflationary borrowing. Taxes
-are now absorbing some 30%  of
the national income,

(13) Broadening income base.
Latest, figures show.that 20%. of
American families had incomes of
$5,000 -or more, compared -with
4% % 10 years ago, while nearly
32% had incomes of .$3-$4,000,
compared with 12% a decade ago.

. (14) Personal savings iné¢reas-
ing. For the past six months, per-
sonal savings have been double
the rate for all of 1950. From
April through November, personal
saving has been running at a rate
six times that of 1947, ’

_ Personal | vk 2o
‘ Income ¥
After - Personal Consumer
-Taxes - Savings.Spending
(in billions)

*$225.7 ., $21.9. - -
$ 214

1951-3rd qtr.

. 2nd qt-.

©oAstagtr,
1950 -
1949

“222.8

1947 ol - 1656
19467 —viarir . 1469
, *Annual.rate, seasonally adjusted. ii.’

. Continued on page 102
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FromWashington

Ahead of

The News -

By CARLISLE BARGERON

The late  Senator Borah made it
a point never to'visit Europe be-
cause- he might catch globalitis.
Once, in fact, he declined the offer

of a mnational
mmagazine
of $50,000 to
make 3 tour
and write his
impressions.
He always
diked to keep.
the visiting
foreign states-
men at arm’s
length; ~:
It is ‘doubt-
ful if any. of
our. present

' ‘members -0f.: - i /N P
"Con’gress -hold "" Carlisle ﬁ_‘ai’l{;;m': i K

to-this 'atti-

tude.  You get the impression,. in- -

stead, that.a lot of thém run’ for

Congress in order to see the world,

At least they scarcely: get their
seats ‘warm before' they cook up
some excuse to go abroad. .

In the present Congressional re-
cess a good 200 will have visited
Europe before Jan, 8, and you can
bet your boots that they will re-
turn deeply impressed with what
good the Marshall Plan has done,
what the NATO has done and how
necessary it is that we continue

" ouraid to prevent Western Europe

from collapsing. It is almost im-
possible for tnem to -escape such

an impression. From the time they

step off the boat or plane they
are' taken in hand not only by
busy bees from the foreign offices
abroad, but from our foreign of-
fices as well. What has been ac-
complished in the past and the
great. sunrise that lies just ahead
if we just don’t let up in our aid
is drummed into them from morn-
ing until night, along with the
wining, dining and dancing girls.
. Occasionally one of them will
get up the nerve to warn 'that
these countries must help them-
‘selves, but he will be promptly
assured that they are doing that.
Thus he has done his duty by his
constituents and he agrees- that
the aid must continue,

Two hundred members of Con-
gress is more than a third of the
legislative body. They will be
back on the job next month, some
of them flusned with the exciting
recollections of their first trip and
practically all of them imbued
with' the exotic beauty of Paris
and with a touch’of gay careless-
ness in their blood. They will
have been tapped or re-tapped, as
the case' may be, with the Old
World culture and' the spending
on Europe will not be curtailed
but increased.

When these European govern-
ments made -their firsf approaches
for more money several months
ago, there was some lifting of eye-
brows among our global planners.
There was a doubt in their minds
as to whether they. could get any
more aid authorized.

But these doubts have been now
erased. A good job has been done
with the Congressional junkets; it
was. a record-breaking Congres-
sional visitation, in fact, certainly
in the brief period of time.

So it is being accepted as a cer-
tainty in political Washington that
there will be more spending on
Europe next year, not less.

Mr. Truman is to come up with
another demand for taxes which
he has no expectation of getting;
there will be more talk about
tighter controls and stronger ef-
forts to hold the line against' in-
creasing - inflation, .but _the only-
thing that will ‘be accomplished

will be"the increased spending, If -

e

anything, Charlie Wilson will 10se

his fight'to keep rearmament bal-

anced with the civilian. economy.
More likely the -scales. will be
tipped in favor of stepping up re-
armament and further tightening
up on civilian goods. :
"For that matter there is a grow-
ing agitation from segments of in-
dustry and from organized labor

that the present balanced program -

is causing unemployment and a

dwindling of* profits.. Let’s have-

faster rearmament- spending, they
demand. Wilson and those of his

school of thought contend that if

the balance is tipped we shall be
pushed on to all-out rearmament.
The year. 1952 is liKely to be quite
fateful in this respect. .

For the life of me, I can’t under-
stand why it is considered good
politics for Mr. Truman to ask for
more taxes when he knows he
won’t get them, or even if he
knew he would. You would think
that the very word at a time when

the headlines shout new revela-'

tions in corruption would make

him wince, ~ :
But the theory is that he will

have an issue for, the campaign,

an issue that he is trying to “make
the'rich pay”and the reactionaries
in Congress, the Harry Byrds. and
Tafts, -et .al, won’t let. him. The
tax bill he will submit will be
pitched to this tune: more corpo-
ration taxes, more taxes from the
higher brackets. In the meantime,
the labor leaders will have gotten
wage increases to offset the in-
creased tax deductions from the
workers’ pay envelopes. - You
haven't had to pay any of the in-
creased taxation, they will be told.
Itsa great game as long as it lasts.
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. Melville Investment Co.

TWIN FALLS, Idaho—John F..
Melville has formed the Melville
Investment Co, with offices in the
. Twin Falls Bank & Trust Build-
“ing, to engage in the securities
business. He was formerly with
E. W. McRoberts & Co.

W. G. Oliver Opens
* SONOMA, Cal—W: G.-Oliver
- has, opened offices here to engage
in the securities business.

aging $297,

and symbolizes their

THROUGH the doors of these sub-
sidiary companies of Beneficial
Loan Corporation passed the peo-
ple to whom more than a million
small loans were made in 1951.
These loans were family size, aver-

When IS a loan beneficial
The Beneflcial ‘symbol above iden-

tifies - these  subsidiary. companies ’

o —o

SYSTEM

g

long “established

philosophy

that a loan is beneficial only if it
serves the best interests of the in-
dividual. Families who seek loans
regard this symbol as the sign of a

organization rendering a friendly
and helpful loan service geared to
.family requirements.
Loans on character
and personal possessions

These are responsible. people who
need a temporary loan to meet an

and” responsible

This

WILMINGTON;

DELAWARE

emergency or to take advantage of
an opportunity. More than onee
third own their homes : : : 71 per
cent carry life insurance ;% : 28 per
cent have savings accounts ; ; ; 20
per:cent possess savings bonds ot

. postal savings.

possible because. thousands. of in-
vestors have- made their savings

- available, through these companies,
for this worthwhile purpose:

service is made

higitized for FRASER
p;//fraset.stlouisfed.org/
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Heltleman Co. fo
Admit Daniel Cowin

Hettleman & Co., 1 Wall Street,
New York City, on Jan. 2 will
admit Daniel Cowin to partner-

“ship.  Mr. Cowin has been with

the firm for some time.

Joins Frank D. Newman
(Speciai to Tue FINANCIAL CHRONICLE)
MIAMI, Fla.—William V. Barn-
stone has become associaied with
Frank:D. Newman and. Co., In-.
graham Building.

RESERVE
Here’s one of America’s
most popular whiskies,
richer, milder, {ar more
pleasing to the taste.

Blended Whisky
86.8 proof, The
straight whiskies
in this product are
8 years or more
old. 35% straight
whisky. 65% grain
neutral spirits,

SCHENLEY.

Straight Bourbon
or' Rye Whiskey,
+ 109 proof. 8 years
‘old, Bottled in
‘. Bond. Twice as old
a3 most Bottled-in-

Bonds,

THE HOUSE OF RARE WHISKIES
Schenley Reserve, Blend‘,;d Whiskey 86

proof. 65% grain neutral spirits. Schenley
Distributors, Inc., New York, N.Y. ~

gitized for FRASER

"
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Montreal and the Royal Bank .of

L
Across the Dominion of Canada— ciwie” & reici e

By Land, Water and Air

By IRA U.

In the last ten days Canadian
Pacific, the stock, has been all
over the ticker tape, in much the
same way as Canadian Pacific, the
company, is - ‘
all over Can- "
ada, Taking its
cue from

. Northern Pa-

cific, south of -
the border, it
h'as ‘encour-
aged investors
to forget such
prosaic items
as locomotives .
and box cars,
and to switch
their head-
lights to gold-
en visions of a
future . profit-
ability based on mineral bearing
real estate. Well, let’s see, in our
brief report today, just what it is
that has been causing CP to be
cutting these Canadian Capers in
the canyonsof finance.

Since the word “railway” ap-
pears in its corporate name, we
ought to talk about that phase
first. CP now owns or controls
20,875 miles of railway in Canada
and the TUnited States (against
around’ 14,000 for Atchison), Its
transcontinental main line, run-
ning from St. John, New Bruns-
wick, in the East to Vancouver,
British Columbia, in the West, is
the longest privately owned rail-
way on this planet. If you care
for a few figures, railway assets
show up on the books at a net
value of $1,100 million; and in-
clude 1,880 steam and diessl-
electric locomotives, 77,300 freight
cars and 2,800 passenger cars. CP
differs from most-U. S. roads in
that it chugs for hundreds of miles
through sparsely settled’country.
It thus combines long hauls with
light traffic density; and it has not
dieselized to nearly the extent of
the average U. S. line.

Along with this railway, it pro-
vides communications galore — a
telegraph line, overseas cable, long
distance Trans-Canada telephone,
teletype, and radio transmission
service; plus world wide wireless
connections. Add to this an ex-
press company grossing $8,500,000
a year.

If you favor water travel CP
can supply that too. Has 40 ocean
going, coastal, or inland steamships
with gross tonnage of nearly a
quarter of a million tons. Its ocean
fleet includes the luxurious Em-
press of Scotland, Empress of Can-

Ira U, Cobleigh ,

+ ada and Empress of France. And

these are not used as just feeders
—the steamship division netted
$3,159,592 in 1950. ,

If you’re resort conscious, CP
owns some of the finest hotels
anywhere — 14 in all — including
the Chateau Frontenac, and such
exquisite hostelries as the Banff
Springs, and Chateau Lake Louise,
with their alpine scenic grandeurs
(perhaps this accounts for re-
ported heavy buying in CP by
Swiss interests recently!).

And, oh yes, airways.- Canadian
Pacific Air Lines, Limited, oper=~
ates a transcontinental and inter-
national air service—at a profit.

Getting away from transporta-
tion, CP gleans its most.valuable
net reserves' (apart from railroad
operations) from its 51% owner-
ship in Consolidated Mining and

Smelting Company. This holding

is a honey. At the 1950 year-end
it stood on the books at $17,046,-
561; yet in the same year it paid
dividends into CP of $15,983,750!
Cominco is one of the world’s
largest producers of lead, zinc and
silver; and added to this, it is now
building chemical and ~fertilizer

COBLEIGH

production of great magnitude.
You perhaps noticed that just last.
week Cominco announced:a five-
for-one split of its common stock. -
This is of interest for two reasons:
First, it places a- value of-about.

Chairmen of the Steel Company of

-Canada, General Motors of Can-

ada, . and 'the Port of London

~:Authority: If. you like cushy, top:
« . » . oninsviibrass i, your seeurity < holdings,
Author. of “Expanding’ Your. Incoms " brother “you’ve got it Lere. "

- Another interesting sidelight is’

the ‘fact “that this ' mammoth pri-
vate -enterprise shares the Ca-
nadian ‘rail trainsport assignment
‘with Canadian National Railways,
a.government owned and operated

$36 on the new silares—sﬂggesting;Sysmm B T

the possibility of offering minority
holders CP- common on -a’ share-
for-share basis. The second rea-
son ‘is a personal one. In an ar-
ticle in these columns. July 26,
1951, entitled “Stocks With Split
Personalities,” I predicted a split
(my guess was 3-for-1) in Co-
minco before July 4, 1952, Seems
I gave myself too much-leeway!

“Now: let’s talk about real estate,

‘Like many another. road, CP re-

ceived a whacking land grant
from the government when. it
started out laying ties—25 million
acres to be exact. To colonize and
develop the wide open western
spaces, CP sold off a lot of land
to settlers—so much so- that at
Dec. 31, 1950. owned land con-
sisted of but 953,831 acres of farm
and . pasture  land, -plus’ 609,718
acres of timber land and. town
sites. That doesn’t seem very much
left, out of an original inventory
of 25 million. acres, but:there’s 'a
gimmick. 11,384,000 acres were"
sold with rights to minerals re-
tained by Canadian Pacific;. and
of this over 8 million acres are in-
Alberta—deep. in the heart of what
people are calling the “Texas.of.

‘the North.” If the rosiest predic-

tions as.to the magnitude of this

Western Canada (plus Montana
and North Dakota) oil field come
true, CP is in for some fancy in-

take on its'customary 1sth royalty

interest. At the moment, of all

this vast stretch of soil, only 55,000
acres are under lease to oil com-:
panies ‘(actually bringing in oil).

The rest is under what is ‘called-
“reservation_for exploration,”” and
it should, in any .event, be frankly

recognized ‘that only a small per-

centage of land held will probably
prove importantly oil bearing. But

other minerals besides oil may be *
located, too.

Actually some CP land has
proved to be pay dirt in seven
present sectional oil fields, and a
new one called Armenia just oozed
in last week. If you like romance
in your investments CP should
satisfy you. '

These, then, are the  various
assets on which to predicate the
future earning power of Canadian
Pacific Like its United: States
counterparts, however, CP has the
standard - railroad * problem  of
higher labor costs, and it, too, goes
to a government agency ‘for ap-
proval of higher rates. ‘Recently"
there has been a feeling that CP
could make a better case for the
necessity of rate increases if it
were not so embarrassed by .lush
income from other sources. Hence
the various rumors about placing
the trains in one corporate -pie;
and the land, the Smelting ecom-
pany, the hotels, -plus the ships, in
another investment-type company.
It does not appear logical, -how--
ever, that possibilities of corpo-
rate fission here should be the
dominant cause of an upward
surge in CP. commaon. In 1950 rail-
road earnings alone produced more
than 50% of total net. L

So far, nothing has been salid
about a factor vital to the success
of any project—management. Well"
_you ought.to look at that board of .
directors -of Canadian Pacific! It's
doubtful if, in any management
echelon, you'll find such an ele-
gant roster of the economic elite:
as is contained in the CP direc-
torate.* -Among - other names are
the Presidents of the Bank of

"It has-long been fashionable to
seek diversification in any invest-
ment. program, but frankly you’ll
go-a long way before you find so
much diversification — geographi-
cal and industrial—as is wrapped
up in this single package labeled
Canadian Pacific, It's a call .on
the future of all Canada, a land
area- 20% greater than our 48
states, yet containing a total pop-
ulation. about even with that of-
New York State alone—14 million,
Commitment in this one company
offers, to the dreamy, a horizon of
growth in. population, ' develop-
ment of natural resources, and po-
tential = earnings, comparable to
the opening. of our own West in
earlier times.

-.Something surely should be said
about finances. Well, they’ve been
sound all along, but great im-
provement has been recorded in
the past 12 years, For instance, in
1938 annual fixed charges stood at
$26,853,757. Today they are a lit-
tle over $13 million. Also it is not
incorrect to conclude that balance
sheet assets have been important-
ly understated. Mention was made
a while back, that the Consolidated
Mining investment was booked at
$17 million; yet it’s worth, at to-
day’s market prices, over $300 mil-
lion! - How conservative can you
get?  And Consolidated is grow-
ing, with a present expansion’ pro-
gram of $64 million including $30
million for 205.000 horse-power in
new. electric power generation.
.-As far.as your personal invest-
ment entry -into this picture is
concerned, there are two mediums
that might be:suggested. First, of
‘course, is. the 13,400,000 shares of
“ordinary :stock,” quotations on
which will flash before your eyes
about ‘every 45 seconds, the next
time you sit down in a broker’s
board room. The price was 37
when - this account ‘was penned.
Among ‘' ‘other ‘inducements to
your purchase of CP common, are
probable' per share earnings of
zbove $3.50 and 1951 cash divi-
dends of. $1.50.

~If you want a parlay, take a
look at . Canadian Pacific Con-
vertible Fifteen Year 3%.% Col-
lateral Trust Bonds due Oct. 1,
1966. Between April 1, 1952 and
April 1, 1959 these carriage-trade
obligations are convertible into
CP common—29 shares for each
$1,000 bond.  Currently selling
at 110 these 31%’s give you a qual-
ity “bond (secured by $1.200 of
Perpetual 4’s) plus a seven year
call on the stock. If you favor
convertibles, you probably ough

to favor this one..-. . §
‘The foregoirig account, a rapi
sort of newsreel summary of
what’s cooking in CP,.is of course
vastly incomplete, A number of
brokerage houses have prepared
quite extensive studies on this
property, .to which I humbly refer
you. But even with what little is
jotted down here, you must per-
ceive 'some ‘slight reasons for CP
to -be _the. most spectacular rail

performer on the Exchange (with

the ' possible exception of NP).
Whether viewed as a railroad in'a
fast growing country, as a vast
producer of minerals, or as possi-
bly the British future source of
oil to replace Iran, CP appeals to

the imaginative. -It!s an aeross the. :

board coverage of what’s happen-
ing across Canada—by land, water
and air.

Tomorrow’s
Markets

wWalter-Whyte-)l.

LBy WALTER WHYTE :—_'

This is going to be one of‘ ‘

those columns you ¢an skip
with little regrets.: Maybe as
I get. into it, it’ll becomé in-
teresting. But right now I see

little of immediate interest to - .

anybody, particularly myself.

2

The chief reason is that the
market .is now between hay
and grass. Last week’s
strength was the result of
considerable cash buying. The
fact that it was strong enough
to. carry averages up. about
five . points was: cheering to
notice, assuming, of course,
that you're bullish. It might
be noted as an aside that no
small part of the. rally was
fed ‘by short interests cover-

ing.

% %

ok * #

From - here - on,. however;

‘there -should be either a dull,’

dead market, or a decline. The
reasons behind this belief are
varied. Tax selling should in-

crease between now and the

end of the year. Such antici-
pations are no secret. It seems
to me that if any additional
important - buying is to be
done, the potential ~buyers
would place’ their bids under
the market (in some cases
some -distance under) rather
than bid for them at the mar-
ket.

e * £

Another reason is more
fundamental than technical.
It deals with a basic cause of
our present economic strue-
ture which, in turn; is built
on rearmament. I suggest you
read  your news - despatches’
about proposed disarmament
plans with care. ;

S * *

I wish I could understand
all the diplomatic double talk
that I read daily. On one hand
I feel it doesn’t make sense to

5 MINUTES .
FROM WALL ST.

——  N. Y.’s largest Hotel
offers foremost
facilities for

- banquets
meetings
- - office parties

Outstanding values —for large

or small groups! Clark St. sta.

. . 7th Ave. IRT subway in hotel.
" Telephone MAin 4-5000. i

" HOTEL

'ST.GEORGE

Clark st, Brooklyn, N. Y.
Bing & Bing, Inc., Monogement .




‘crease war - production.’

'} Air Reduction. @267 Mar. 15
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arm ‘and re-arm' daily ‘unless
we intend to lead from
strength: ‘in _our - dickerings
with- Russia. But® if we are.
looking for increased strength -

" then why sit. down and.talk .

about cutting down our arms
production? e

* * *

Major industry throughout :
the country seems to be
equally confused. . It has.been .
told for months to.cut down
on civilian production and in-
A
glance at wvarious statistics,
however, -will show. that the
war orders have not ‘come-in
as plans called for, S

* E Pt

Some of these things have -
undoubtedly kept markets on

‘ tenterhooks. Morality and pa-

triotism aside; one ‘can’t be

. prepared for a big dinner and

then: be asked to sit around
indefinitely with a glass of
water and some fancy dishes.

* el *

:In any event some of these

doubts added to the year-end |

tax selling will; in my opinion,

be sufficient to stop any -sus- .

tained advance for the time

. being.” However, I think that

recent purchases should be

held intact.

[The views eapressed in this
article do mot mecessarily at any
time coincide with those of the
Chronicle. They are presented as
those of the author only.]

Pacific Coast.
~ Securities

Orders Executed on
Pacific Coast Exchanges

Schwabacher & Co.

Established . 1919
INVESTMENT SECURITIES
Memb rs
New York' Stock Ezzhange
New York. Curb Exchange (Associate)
San Francisco Stock Ezthange
Chicago Board of Trade
New York Cotton Exchange
14 Wall Street New York 5, N. Y.
COrtlandt 7-4150 Teletype NY 1-928
Private Wires to Principal -Offices
San Francisco—Santa Barbara
Monterey-—QOakland—Sacramento
Fresno—Santa Rosa

‘SPECIAL c ALL OPTIONS

e Per 100 Shares Plus Tax «
Canadian Pac.@36 - Feb. 14 $325.00
U. S. Rubber. @71'4Feb. 2 3593.00
Sinclair Oil...@42 Feb., 9 262.50
Studebaker ... @33 Feb. 11' 137.5)
Dist. -Seagrams@25%; Mar." 10
No. Pacific ...@70 Jan,. 9
So. Pacific... @59 Feb. 1
Armco Steel.. @38, Tan. 25
‘Mission -Corp.. @275 Feb; 19

.19
Philip - Morris. @46',Feb. 19
Imperial - Oil. . @344 Mar." '3
So. Railway /@50 Feb:- 15

262.59
387.50
237.59
325.00
425.00
362.50
462.5)
300.00
200.00
175.60
287.5)

B&O @19%5Vlar: 8
Gen. Motors. .@50Y; Tan. 17
Int’l Tel. & Tel.@16% Feb. 19 2125}
Amer. Woolen. @39% Vlar.- 15 200.00
~Subtret to prior sale or price nhangev

Ezplenatory pamphlet on Tequest -

"THOMAS, HAAB & BOTTS

Members Put & Cails Brokers & Dealers
Association, Inc,

<0 Broadway N: Y. 4, Tel. BO 9.8470

igitized for FRASER
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‘nue, who -came to-Wall Street

: the present firm, in 1931 as a mes-

225.09 | |

Ten New Partners - .
" For Mertl Lynch-

Ten new partners will be ad-
mitted to’ Merrill:Lynch, Pierce,
Fenner & ‘Beane, 70 Pine Streét;
New York City; members of "the

‘New York Stock“Exchange;" it is -
‘announced by Winthrop H: Smith,

managing -partner. -of ‘the nation=-
wide investment firm. :
The partnerships will
effective on Jan. 1, 1952. )
The -new partners in N.'Y, are:
John H. Moller, Manager of the
firm’s office at 575 Madison ‘Ave=

become .

immediately - after : graduation -
from Harvard in 1929.:~He joined:
E.:A. Pierce and- Co., -one of the:
firms which later ‘became part of
senger, . : i

John F. Sullivan-joined Merrill

a security
Manager of

Lynch..in v1945 as
analyst” and is now

the : pension .department in the

firm’s . security research division.
He is a graduate of Yale Univer-

.sity and served for many years as

a trust-officer in the Commercial
National Bank and Trust Co.’
-'James D.: Corbett, Manager of
the ‘industry - specialists’- depart-
ment, has been with the company
for - ‘eight years.. He . attended
Dartmouth Colleége  and- holds a
degree .in business administration
from New York University. Be-

“forejoining- Merrill Lynch he was

a ‘security analyst' with Moody’s

-Investors Service.

Austin "'A. ‘Graham has been

connected: with the investment

business since 1919, when he took

‘his first job as.a messenger with
‘Spencer Trask and Co. He joined

E."A. Pierce & Co. in 1929 as an
order ¢lerk and ‘is now in the buy-

ing department of Merrill Lynch’s
underwriting division. = .

Kenneth H.. Bitting: joined the .

firm to become manager of the
St. Louis office when it opened
in’ 1948. He'has been active in
civic, ‘charitable and financial

. circles in St. Louis since 1919; and

before. he came to Merrill Lynch

was President .of his own firm,.

Bitting, Jones & Co.
- J, Lowell Driscoll has been with
the 'firm since 1939, when he was
hired as an account executive, He
is a graduate of the University of
Michigan and at one time held the
office of State Treasurer for his
native South Dakota. He is now
managing the Minneapolis office,
Francis D. Willis has been in
the brokerage business for over a
quarter of -a.°century and with
Merrill. Lynch since 1927, Born
in Augusta; Ga., he attended
Stanton, Military Academy' and

L (2255) 15

the~Citade!, and is now manager
of the Atlanta office, ;

John C. B: Burch' is a native of
Tennessee and manages the Mer~
rill Lyneh office in Memphis,. He:
‘attended Sewanee Military Acad-
emy and the University of the
South, He has been with the firm.
since 1932. I 1
_.John J. Gurian first entered the:
investment business when he
joined Merrill Lynch as an" zc-
count executive in.1934. He Fas
spent most of his life in the Pa-
cific Northwest and is now man-

-ager of the office in Portland, Ore.

George C. Thayer, is manager:
of the Philadelphia office. He
graduated from the University
of Pennsylvania, where he was
All-American end and captain of
his., football team. Before hLe
joined Merrill Lynch in 1946 he:
was  Vice-President : of =Westerns

Who Wo

- Crow About :
*308 Million

That was the 1950 income from agriculture in the
territory served by. West Penn Electric. A rich har-

vest — $65 million in

fruitiand field crops, $243

* million in livestock and dairy- products!

West Penn Electric power serves farms, orchards and
dairylands ‘in' Pennsylvania, Ohio, West Virginia, -
Maryland and Virginia; Cold 'stoxfage and processing
of fruit; drying grain and. hay, lighting and venti-
1ating barns, milking cows, hatching eggs, processing
: feed, drlvmg méchihei'yé electricity helps farmers
do all these jobs better and faster. In our five-state

area,. agriculture is big
stay big! B

business—with the power to

Savings Fund Society.

Information regarding West Penn Electric’s opera<
tions may be obtained at the Company’s office, 50
Broad Street, New York 4, N. Y.

THE

est Penn
Electric Company

(INCORPORATED)

. Pri;rcipal operating subsidiaries: Monongahela Power Company -+ The Potomac Edison Company « West Penn Power Company
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Sound Analysis! ‘Baum Heads Ghicago

- : ur Reporter on Governments i |

“The basic and correct concept of security is 0 /& ! (E{xlg‘!"gg%? _5::;':‘ ‘esBiun
something that benefits everybody; that everyone : By JOHN T. CHIPPENDALE, JR. partner, Wayne. Hummyer i Cr;.
should strive for, every one should have . .. and was elected Chairman of the Chi.

i H The government bond market.appears to have stabilized, at o
that one should achieve through one’s own efforts least for an interim period,. just slighily above the lows of the gggg 5 f??ﬁ;‘sﬂon of Stock '_Ex-

and not at the expense of some- year. The pressure of selling, which has never been large, appears it the annual
body else. to have been lifteq temporarily by the action of .the monetary meeting, ‘He'
“In the name of security and : 2 authorities in stepping ir}n{ l’éere ;n(}' the'lif;l;md,?al'(mg securlt:es tl)n e ceeds
; i il- " order to keep the market orderly, opinion seems to be
ltih rOUg? thieeap (fmcﬁt? Fe of blsl i JSNEE gaining - strength that the long-term Treasury obligations  are ]}E!Ilu?n:nt(t’xa} o(}f.
ons. 0 money-of all taxpayers, 4 establishing a stabilization area which should be a good buying Swift. Henke
the economic planners have y opportunity for those that are interested in income and modest ‘g™ “UREE
given our farmers the doubtful - iR ), price betterment over a period of time, Nonetheless, it is going. ~}° "< & o
boon of price support for their ' to take some time before the income-minded investor. is going to~ 4 o 3500
roducts 3 put much more than limited amounts in these securities, How- years ;
P N 5 8 P ever, as greater stability comes into prices (as many believe vylll F r' ed W. i
This is giving one group se- : ; be the case), the size of the commitments will no doubt be in- o *® ¢ ot )
curity at the expense of all 4 y v éreased. ; i Sills, Fajrman
others. In a nation capable of . . . The short-term market is just about as vigorous as ever in.’ & Harris, Inc,
feeding its people  generously Y “ spite, gf tighter mtoney conditlions,t ﬁvith the ]iqusidltﬂ an;i rfxs{des: was elected _
ifici i Rl asset buyers as active as usual in these issues. Small out-of-tow Vice-Chair- H A. Bau
“;e dh%ve tﬁrtlﬁc‘il fsce;r(;lttiy ggg- [Cetty: Somervell deposit banks are a new addition to this field, because 0f tax  man; Richard i oy
R N o AR oSk JANRSVE : : operations. * L. Kennedy, Jr., Harris, Upham &
nomic delusions . .. and our people are paying prices ) q ar z
i . . Co., was elected Treasurer,
for food that they are less and less able to afford. . Tax-Loss Selling by Commercial Banks “ Governors. elected - for -three-
“Because of similar economic fallacies and policies Commercial banks, that is the smaller outt-'of-tiowtr;] ir'i;stitu- %ez.ar terms IvJvere: é\/(r.JBau}rjn.' éVIr.
iti ienc the security .of tions, have been and will continue to be more active in the Treas- airman, eonar . aider,
bta}feg' (;.nu pSOIil;xc&iinexgigadil y’unermined yThe ury market from now until the end of the ‘year, accordmgito Goodbody & Co., and Edward F,
OMICE. . BrOnD HPEINg Y f i reports. . It is indicated these banks, which have not been doing Thompson, Jr, Lamson Bros. &
wage earner, benefited temporarily by necessary ~ very much in the government market, are taking losses for tax ' : ;
wage increases: to keep pace with the rising cost of - purposes or are in_ the process of preparing for this operation, . : 1T
living; finds that' this: gain is illusory.”—General The issues that are being bought in place of the obligations which GQOdbOdy & co, W|“
Brehon B. Somervell are being disposed of by these banks, are bills, certificates and ) ;
’ . /. notes. It is reported that many of th;se smalltex(-i banktsharcé in lt_he g Adm“ Two Paﬂners
is' seem : 2403 3 ¥ " excess-profit tax brackets and, in order to cut'down the tax lia- el e
AlL:this: s e obv.lous that/jt l.s difficult to bility, are evidently willing no’w to dispose of some of the higher- Goodbody & Co., 115 Broadway,
understand: the hold this false security seems to .. income eligibles upon which they have fairly sizable losses. In' New:' York City,: members of the
have on so many ‘ . ) :..most -of these cases, the bonds that are being sold will be repur~ New. York Stock ‘Exchange, on
Snist g s i g : ‘chased as soon as the 30-day period is over. A few of the banks, Jan. 1 will admit Frank W. Bryan
We can only wish the General all success. in however, may be inclined to wait longer and take a chance on g)_ éene;gldpal;tnelljsh}tp&andv gohn 2
ing-the i - ; i picking the time 'and spot.in the market for repurchasing ~these .. Goodbody to ‘limited partner-
arousing: the people to-their danger securities,  They feel that the market quotations are not going to ship in the firm. e
2 ; register any important changes; as far as the lﬁigher-income elig- A STy
. ; . ibles are concerned, because of the influence the 1952 eligible tap
'Joms Charles Parcells WIth Waddell & Reed issue will have upon the market trend of these obligations. GOIdman; saehs 00.
(Special to THE FINANCIAL CHRONICLE) (Special to THE FINANCIAL CIONICLE) o .
DETROIT, Mich—Richard E. DETROIT, Mich—Mary J. Sey- Short-Terms in Demand To Admit Algyer
Schmansky is with Charles. A. mour is now associated with Wad- Demand for the short-term issues is still very strong, despite s
. Parcells & Co., Penobscot Build-' dell & Reed, Inc. Miss Seymour tight money conditions. Switching by compniercial ; bakks: afito St?e%ltdnl?e% S;‘g?ﬁ l(i:zigo.,m?ml;g;:
ing, members of the Detriot was previously with the Detroit these securities from the higher-income obligations for tax pur- ' Now York Stock ‘Exchange
Stock Exchange. Stock Exchange. poses has added to the already sizable buying that has been going )\ "72n" 1 Wil admlt-Diirwin: .
i on in these securities. The fact that the smaller deposit banks Algyer to partnership. Mr. Algyex:
have now entered this field has increased the competition some- % ey :
. is Manager of the firm’'s retail
what more than was expected would take place, when, as and if sales department.
they. came in for tax purposes. Corporations continued to keep
themselves will invested in the near-term obligations, with savings . i
banks and life insurance companies also putting temporary funds Joins Renyx, Field
into the short-term obligations. No let-up in purchases of these (Special to Trr FINANCIAL CHRONICLE) .
securities is in sight at the present time. DENVER, Colo. — John D.
o i : Menge is with Renyx, Field & Co.,
1952 Eligibles in Spotlight Inc., 2239 East Colfax.
The 1952 eligible tap bonds are in the center of the spoﬁlight .
again with more than a passing amount of interest being shown .
in these issues. . Although volume has not been too sizable in’ JQmS Schwanz Co.
these bonds, it has nevertheless been larger than was the case AE"E‘S;ZT”IEJ‘"‘”;“‘ C’;““;““}’{ ‘
recently. The principal issue in the 1952 eligible group is the list h i _d_ tize ta.ff °; f
2% % due 1962/1967, with more institutions evidently liking this s‘sher al nge eI 5 o 9
bond each day, There have been enough of these obligations ; “;an; ti olmé)anln{r,Bn'cl.(,r £x«
around to keep quotations from advancing very much. However, ¢1ants National Bank Building.
it is indicated the supply is not too large and it is believed not too
much more of the real investment buying would be needed to give
this obligation a much improved market tone. The June
1959/1962s have been fairly well taken, but they do not have the ,
same following as the 5/5/52 eligible obligation. : 3 ,U- S: TREASURY

Market Briefs : : STATE
Our clients never blow their tops be- Pension funds and certain charitable organizations have been

sellers of the short-term obligations, with advices indicating these : and
funds have been going ‘into high-grade common. stocks. - These
same institqtions, according to reports, have ‘also put some of this MUNI CIPAL
money- into preferred stocks, ‘with more funds likely to go into - SECURITIES

cause producing superior printing is
routine . at Sorg — even against - the
most imminent deadline." -

Théy know the quality they can expect thése stocks. if prices drift lower; which has been the case in the
from specialists with over thirty years’ PRk . Wy
experience in every type of financial, ° Fire insurance ;a‘rnd casualty compames_have been buyers of
corporate and Iegal printing and find - the last two maturlges of the tap bonds. T?lese_ purchases, al- A
distinct advantages in our handling of - . though {:ot_, very la;ge:»hqve b<‘aen rather, consistent. It seems as
design, printing, bin ding and mailihg Nk though‘ it is muqhvea‘sxer at this 'stage c_)f‘ the market to pick up
ol nrde onis ool . oy bonds in small amounts, ' Accordingly; it appears to be better to
: go to the well more often, which is what a good many of these
' concerns are doing now, bC
CONFIDENTIAL P | w : The 2%s- due - 1960/1965 continue to be getting a bit more’ AUBREY G. LANSTON
SERVICE § | - than the 'usual amount of attention, especiaily from the mid- ] :
SINCE 1920 . R western banks, with the Cleveland institutions  reportedly the & Co.
L) /e largest buyers. at this time, v INCORPORATED .
Savings banks, it is b‘elieved in ‘some quarters, will be fairly 15 Broad Street 45 Milk Street’
sizable sellers of governments after the turn of the year for tax - NEW YORK 5 -~ BOSTON 9
loss and in -order to get funds which will be used to pay for WHiteha i1 31200 HAncock 66463
tax-exempt obligations. Some of these municipal purchases, it is
reported, have been made on a deldyed-delivery basis. e

gitized for FRASER
p.//fraser.stlouisféd.argl. . ~ ... cvecs s
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Pension Systems

By ROGER W. BABSON

Pointing out pension systems may
improve labor relations, but can
also result in colossal trouble,
Mr. Babson stresses need of cau-
tion and research in setting up
pension plans, - Warns “all par-
ties involved are sitting on a keg
. of dynamite”. when investing
money  for . thousands of - wage -
© earners.

A new and very-important  de«
! velopment is taking place in: the .
. . investment' and labor. world in
connection’ with employees’ Pen-
s i 7t sion’ Systems,
1t is of utmost
“importance ‘to
every em-
ployer and
_‘every . reader
" «of this column.
Pension
Systems may
greatly im-
prove labor
relations, = or
can result in
colossal
trouble. At the
present time
they are not
controlled by
legislation
and are usually unsupervised by
the corporations and wageworkers
enjoying them.

What Is a Pension Plan?

There are various forms of Pen-
sion Plans and all should be “cus~
tom made” for each different cor-
poration. Usually they provide for
compulsory retirement at 65 years
of age and optional retirement
after 30 years of employment,
Each wageworker receives a pen-
sion based upon his salary and
number of years of service, less
his Social Security Pension. A iull
pension usually averages about
$150 a month| for wageworkers,
and ‘up to $600 a month for
executives.

For a new corporation without
any back obligations, this is a very
simple matter. Even for old cor-
porations it is simple to care for
new employees and to make cur-
rent appropriations for old em-
ployees. But, when it comes to
providing the money to take care
of the back years of old em-
ployees, this requires heavy ap-
propriations. To encourage cor-
porations to adopt these Pension
Systems, the Government. allows
(if definite rules are followed)
the corporation to charge all such
appropriations to EXPENSE. This
means that Uncle Sam will pay
about one-half of the bill. The
corporation also can ‘have the
Trustee purchase some of its own
stocks, which may be very ad-
vantageous to- all concerned. '

Method of Operation

The usual method of operation
is to have a Committee appointed
—one member representing the
stockholders, one member repre-
senting the wageworkers, and one
member representing the execu-
tives. This Committee selects a
lawyer to draw up the proposed
Pension Plan, an Actuary to deter-
mine the annual payments (un-

. less an insurance company is
used), and a bank to receive the
funds for investment. If the Com-
mittee is wise, before any plan is
adopted, it will first employ some
impartial statistical organization
to give independent advice in the
interest of all parties.

Some Pension Plans are ‘“con-
tributory,” in 'which case the
wagewoarkers make ‘a contribu-
tion, but in most cases the entire
burden is carried: by the corpora-
tion. After the above steps have
been consummated, the work con-
sists of an actuarial study each

year to determine..how much

" Roger W. Babson

p:/ffraser.stlouisfed.org/

should be paid to the bank and
how the bank invests the money.
The payments to retiring em-
ployees are made by the bank.

Where Is the Dynamite?

The work of the Trust Depart-
ments of banks has heretofore
been limited largely to handling
Family Trust Funds, serving as
Executors of Wills, and operating
Agency Accounts. In these' cases
only a few beneficiaries are in-
volved, If the bank then makes a
mistake, only two or three chil-
dren may be affected, When, how-
ever, a bank is investing thig
money. for 1,000 wageworkers,
whose families are depending al-
most solely thereon in' their old
age, the situation is very different.
All parties involved are sitting on

a keg of dynamite! Hence, the
greatest care should be taken.
Some banks want to invest all

- the money in Government Bonds,

forgetting this policy was followed
by the big banks of Germany
where these Pension Plans started.
As a result, the money was en-
tirely wiped out with a total loss
to everybody. Other banks want
to buy stocks now selling at an
average of $270, forgetting that
these stocks sold ‘at only $42 in
1932 and may again, Other banks
want . to. buy = only  corporation
bonds, ignoring the continual de-
cline in the.value of the dollar,
as do the Life Insurance Com-
panies, Finally, there are banks

which follow all three policies un-
der - the “shotgun” ‘theory. The

-correct procedure is for the Com-

pnittee, after employing outside
independent advice, to consult
with ‘the bank about the policy,
and inform the wageworkers quar-
terly thereon. This cannot be done
by using an insurance company.

J. H. Brooks Admits

J. H. Brooks & Co., 25 Broad
Street, New York City, members
of the New York Stock Exchange,
on Jan. 1 will admit Roland W.

Nicholas, William- W. Stahl, Wal-

ter P..Swan, Arthur J. Whitaker
and William Henry Davis to part-
nership, Mr. Davis will be in the
firm’s New York office;. Messrs.
.Nicholas and Stahl in Scranton,
Mr. Swan in Wilkes~-Barre and
Mr. Whitaker in Hazleton,

- (2257) .17

Carlisle & Jacquelin Admit

John T. Winkhaus, Jr. and
Bayard Dominick Stout, "both
members of the New York Stock
Exchange, on Jan. 1 will become
partners in Carlisle & Jacquelin,
120 -Broadway, New York City,
members of the New York Stock
Exchange. - Both have been active
as individual floor brokers,

Farr & Co. to Admit

Farr & Co., 120 Wall Street,
New York -City, members of the
New York Stock Exchange, on
Jan. 1 will.admit Lawrence
Howland Dixon to:partnership in
the firm,

Call to Arms. Once again the re-
search and manufacturing of the Bell
System are mighty weapons in the

defense of the country.

More than twelve hundred proj-
ects for the armed forces were com-
pleted in the last war. Many new
assignments are now being rushed to
completion. This new Fire Control
System is already in production.

System’s ability to

Skilled Teams at Work. The Bell

forces comes not only from its unique
qualifications in the field of elec-
tronics, but from the way it is set up
and equipped to do the job.

The Bell Telephone Laboratories,
who do the research and develop-
ment, work hand-in-hand with the
Western Electric Company, which is

BELL TELEPHONE LABORATORIES' NEW

""ELECTRICAL-THINKING

MACHINE'* AIMS ANTI-AIRCRAFT GUNS LIKE THIS ONE. It’s even more
effective than the Bell Laboratories’ famous Electrical Gun Director

that proved.such a factor in the last war.

... The radar equipment

locates hostile planes, day or night, and feeds continuous informa-
tion concerning their location into a computer or “electrical think-
ing machine.”, , , At the same time, data relating to wind velocity,
velocity of the shells, temperatures, etc., are given to the computer,
The machine then calculates where a shell should explode and aims
the guns, continuously and automatically, to bring the planes down.

serve the armed  ing unit.

weapons.

the Bell System’s own manufactur-

Service and Security. For many
years this close, efficient association
of research, dcvelopmenf, and manu-
facture has helped togive this country
the best telephone service in the
world. It is now helping to give the
nation the world’s best fighting

BELL TELEPHONE SYSTEM
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Looking Ahead 50 Years |
- For Business and lndustry_

By LAWRENCE D.-BELL* ;
President, Bell’Aircraft Corporation

Prominent aircraft manufacturer, assuming we can avoid an

annihilating war or a long period of high degree of prepared-
ness and creeping paralysis of communism, contends we are on
threshold of industrial and business developments that will
““create a better life both at home and abroad. Advocates aid

to industrialization abroad and decries fears of overproduction.

In trying to look into the future
oertain basic factors must be con-
" sidered beforé any clear vision is
“ possible. For example,. in‘ what
kind  of cli-
rzaate is busi-
wess and in-
" dustry going
to find itself
in the future?

- Are we facing

» zn all out an-
wihilating, or
wear - annihi-
lating war?
Will it be
wecessary for
«s to maintain
over a long
period of time
#z high degree
«f prepared-~
wess in fear of
war? Will -we succumb to .the
treeping paralysis of communism
that will destroy our mdxvxc{u@l
freedoms and our private activi-
ties and institutions?

Assuming that we can find a
wray  to avoid these disastrous
zituations, I fully believe we are
@n the threshold of industrial and
business | developments in = this
country that can make enormous
zontributions to a better life, not
only at home but throughout the
svorld.

All of us in our 50’s can well

- remember the progress we have

i smade since the horse and buggy,
the coal oil lamps,:wood burning
=toves and individual wells in the
hackyard. Already in this country
we have progressed in many
fields to the button pushing
=ztage. Through science and tech-
nology and the production facili-
ties to implement this progress,
swe will enjoy still greater con-
veniences and comforts in our
=very-day life.

We cannot, however, enjoy this

Lawrence D. Bell

to the fullest extent unless we’

felp the people of the less pro-
gressive countries to share in our
1200d fortune, Perhaps the great-
@st reason -for ‘the primitive life
endured- by many other nations
»s the lack of industrial and busi-
ness development in those coun-
tries,

*Statement by Mr. Bell at the Niagara

¥rontier Convocation, Buffalo, N. Y,
Dec. 8, 1951,

Along with our progress at
home it is my opinion we must
assist in every way possible to
industrialize these other nations
so that they can help themselves.
They have no-money to buy our
goods and we cannot afford for-
ever to give them the goods. It is
comparable to supporting a family
on welfare. What the breadwinner
need is a job — not permanent
charity—so that he can support
his family in dignity.

Question of Over-Production

This brings us to the question
of over-production. I do not be-
lieve there can be over-produc-
tion until every one has the things
he needs and that will never come
because every one can always use
more. It is hard to visualize over-
production of - shoes when  one
realizes that there are millions
upon millions of people .in the
world who ' do not have shoes,
Television was unheard of a few
years ago and yet: today in this
country millions of sets are owned
by people in all income brackets
from high to the lowest.

If business and industry are to
contribute the maximum to the
welfare of mankind we must pro-
duce more and more of better and
better things at lower costs. Un-
fortunately, the productivity of
the American people, individually
and collectively, has not kept pace
with technological and mass pro-
duction developments, =~

Weare all familiar with the
new frontiers throughout the
world that have been developed
to the benefit of all concerned. It
is my opinion that the greatest
frontier of all, and it still remains
to be developed, is the determined
passion of each individual to be-
come more productive of the
things everybody needs and wants.
I am not speaking only of the
workmen who operate automatic
machines, but also of the execu-
tive and the white collar man who
as a team are responsible for the
production of more and better
goods at less cost.

If this frontier of the unused
capacity of all of us can be de-
veloped, more and better and
‘cheaper goods will be produced. in
much less time with much higher
remuneration to the producers,

service at

)

T
INDIANA GAS

-1

IT'S BEEN...

b

The increased demand for natural gas ', . .
coupled with our firm desire to render the best

brought about a-healthy
since its organization in July, 1945. .
Gre'atly improved service during the six-year
period has ‘resulted in a 429 increase in the
number .of gas customers served and 1409
Increase in operating revenues. -

We are now providing natural gas seryice to .
over 85,000 customers, ‘and water service 'to
approxi!nately 33,000 customers. In the healthy
economic Indiana area of residential, agricul-
tural and widely diversified industrial territory.

)

the most equitable rate . . . has
growth in our company

Betto.. I

& WATER CO., INC.

.
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leaving much more leisure time
for all of us in which to enjoy the
fruits of our efforts. We must find
a way to develop more and more

producers and less and less drones. -

We all know what has happened

in history. We have seen empires . .-,

* rise and fall because the people :

" became lazy, careless and decadent
and were easy targets for any ac-

' tive aggressive ‘race or virulent .

disease which came to conquer,
Each of us needs to develop with=
in ourselves a leadership that will
preserve our heritage and further
improve "our standard’ of- living

"~ which is today far superior to that
of any other nation in the world.

P. E. Hoffman Joins -
NPA as Hearing Officer

Philip E. Hoffman, New York
attorney noted for his philan-
thropic associations, has been ap-
pointed as a hearing . commis-
sioner for the National Production

Authority in connection. with its

enforcement activities 'in the

‘States of New York and New

Jersey, John F. McKiernan, New
York. regional director for. the
U. S. Department. of Commerce,

.announced.

Mr. Hoffman, whose home is in
Orange, N. J., has a law office at
50 Broadway. In World War II
he was’ assistant general counsel
of the War Production Board and
was in charge of the legal staff
which serviced the Forest Prod-
ucts Bureau of the Board.

As a hearing commissioner, Mr,
Hoffman will serve as the presid-
ing officer - at . public hearings
called by the NPA in: the New
York-New Jersey region in cases
where the government seeks ad-
ministrative action, such as sus-
pension ‘of priority privileges,
against violators of NPA regula-
tions, | :

Mr. Hoffman, a mnative New
Yorker, is a- graduate of Dart-
mouth College and the Yale Law
School and' is a member of Phi
Beta Kappa. He is a founder of
the United Jewish Appeal of
Greater New York and is a mem-
ber of the national council of the
Joint Distribution Committee.  For
the past year, he has been Pres-
ident of the Essex County Chapter
of the American Jewish Com-
mittee.

First of lowa Corp.
Formed in Des Meines

DES MOINES, Iowa—The First
of Iowa. Corporation' has been
formed with offices in the Equit-
able Bfiilding to act ‘as under-
writers and dealers in Iowa and
general market municipals, under-
writers and distributors of public

SECURITY TRADERS ASSOCIA"I’ION OF NEW YORK

Harry. L. ‘Arnold.- Goldman, Sachs:& Company, has' been
elected’ President ‘of The Security Traders Association of New
York, Inc., for 1952." John J. Meyers, Jr. of Gorden Graves & Com-
pany was-elected First Vice-President ‘and Charles M. Zingraf
of Laurerjce M. Marks & Company was elected - 7+ . - . -

decond Vice-President.

George V. Hunt of Starkweather. & Com-
pany, was elecled Treasurer and Alfred F.
Tiscn of Fitzgerald & Comnpany, Inc. ‘has been

elected Secretary.

Directors elected Jor a two-year term.
‘were: Edward J. Kelly, Carl M. Lioeb, Rhoades
& Co.; Daniel Gordon Mullin, Tucker, Anthony
& Co.; Henry Oetjen, McGinnis & Co.; and
Lewis H. Serlen, Josephthal & Co.

Trustees of Gratuity Fund, elected for-a
two-year term, were: Samuel F, Colwell, W, E.

Hutton & Co., and ‘John Gahan,

 Hutton & Pomeroy, Inc.

Schoellkopf,

< National  Committeeimen elected ‘were: *

Samuel Magid, Hill, Thompson & Co.; Edwin
J. Markham, Wertheim & Co.; and Stanley L.

Roggenburg, Roggenburg & Co.

Harry L. Arnold

National Committeemen: Altej'-

nates elected were: James F. Fitzgerald, W, L. Canady & Co., Inc;;
Irving P, Grace, W. C. Pitfield & Co., Inc.; Cyril M, Murphy, John
C. Legg & Co.; Barney Nieman, Carl Marks & Co., Inc.; and John
J. O’Kane, Jr.. John J. O’Kane, Jr, & Co.

= About 350 members attended the annual meeting Dec. 7 at

the Antlers Restaurant.’

SECURITY TRADFRS ASSOCIATION OF NEW YORK
The Security Traders Assodiation of New York (STANY)

Bowling League Standing as of Dec. 6, 1951

TEAM

are as follows:
Points

Kumm (Capt.), Ghegan, R. Montanye Krassowich, Manson. - 41

Goodman (Capt.), Weissman, Farrell, Valentine, Smith___

38

Serlen (Capt.), Gold, Krumholz, " Young, Gersten

Mewing (Capt.), G. Montanye, M. Meyer, Lapaio, Klein____

Leone (Capt.), Tisch, O’Marra,

34
Nieman, Bradley

Donadio (Capt.), Rappa, O’Connor, Whitinz, Demaye
Krisam (Capt.), Gavin, Gannon, Jacobs, Mirphy

.Bean (Capt.), Lax, H. Frankel, Werkmeister, Ried

Burian (Capt.), Siepser, Gronick, Growney, Kaiser
Hunter (Capt.), Craig, Fredericks, Weseman, Lytle
Greenberg (Capt.), Siegel, Cohen, Sullivan, Voccoli

H. Meyer (Capt.), Swenson, A. Frankel, Wechsler, King.__

200 Club
George Leone

BOND CLUB OF DENVER

5 Point Club
Jos2 Donadio

The following officers were elected at the annual meeting of

the Bond Club of Denver:

utility, industrial and railroad se-

curities, ‘and mutual fund shares.

Officers are Roy W. Leriche,
President and Treasurer, and
Harry B. Graef, Vice-President
and Secretary. Mr. Leriche was
formerly a partner in Leriche, Al-
len & Company and prior thereto
an officer of Wheelock & Cum-
mins, Inc. Mr. Graef was pro-
prietor of Graef.& Company of
Des Moines. O

Bacon, Whipple to

- Admit Three Partners .

CHICAGO, Il,—Baeon, Whipple -
- & Co., 135 South La Salle Street,

members of the New York and

- Midwest - Stock Exchanges, will.

admit Harold A. Bray, Joseph ‘E:
Rich and Leslie Wagner:.to part-

- nership on Jan.. 1. All have been

associated = with the “firm for
some time, Mr. Bray as manager
of . these Statistical Department
and Mr. Wagner sales manager.
On Dec. 31, J. W. Marshall will
withdraw from partnership in the

firm. .

Raymond Robinson

John H. Alff

Robert Kirchner

President—Raymond L. Robinson, Sidle, Simons, Roberts ‘&
Co., succeeding George S. Writer, Peters, Writer & Christensen,

Incorporated.

Vice-President—John Alff, Amos C. Sudler & Co. ‘
Secretary—Robert M. Kirchner, Boettcher and Company.
Treasurer—Donald Campbell, J. A. Hogle & Co. 3 : .
Directors in addition to the officers, are George Writqr; Rob-
ert Crist, J. K. Mullen Investment Company; Neil King,. First Na-
tional Bank of Denver; and Orville C. Neely, Merrill Lynch,

Pierce, Fenner & Beane,

National :.Committeemen eléctéd were Mr. Robinson; Phillip
J. Clark, Amos-C. Sudler & Co.; Barnard Kennedy, Bosworth,

Sullivan & Co.; and Lloyd Hammer, Coughlin & Compan.y. i

With Eisele King

(Special- to 'THe Fx;\'ANcmL CHRONICLE)
HARTFORD, Conn:—Frederick
R. Shaw is associated with Eisele
& King, Libaire, Stout &,Co.,
members of the.New York Stock
Exchange. He was formerly with
Shields & Co. and. Walston, Hoff-
man & Goodwin. In the past he
conducted - his * own - investment
business in Hartford.

_'Stewart J. Lee '
Suffers Heart Attack

Stewart J. Lee, head of Stewart
J. Lee & Co., Security Dealers at
60 Wall Street; New  York City
suffered a heart! attack in his of-
fice,  Thursday, merning, Dec. 6,
1951. He was _tal)gen to Freeport
Hospital ,in Freeport, L. I, in
critical condition.
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Inflation and Deflation in Britain -

By PAUL EINZIG e

' Agsertng present-day Britain provides striking instance ‘of in-

flatiun’ and deflation running concurrently, Dr.: Einzig points .-

to new pol.cy of Brit'sh Government as producing deflationary -

2. effects, -while higher vages and “over-employment”- furnishes..:...-=
w-daflalisnary pressures. Foresees public indignation if tightening. - ...

credi: produces unemployment. Distinguishes’ between . “full
: employment” and “over-employment.”..: :

LONDON, Eng. — Uatil quite recenﬂy writers on eéonomic

subjecls were in the habit of.over-simplifying their description -

of the monetary trends. According to their writings' there -was,

during any-given period, either inflation or’ deflation or: equilib- ;
rium." It 'is only quite recently-that the:pos- .

as a policy aiming at the return to large-scale unemployment. If
the policy of credit restrictions should produce even partial results,
and local unemployment should. be created through the -curtail-
ment-of ‘the output by some industrial firms for lack: of credit
facilities, there is bound to ke an outcry of indignation. Pressure

- .would be brought to bear;on the government to call a halt in the

application of.its policy the continuation of which would amount
to political suicide. b ;

~-:The first step in the right direction would be the recognition

+0f the difference between full employment and over-full employ-:
.ment. . Most .of those favoring a detlationary credit policy nave

failed to make this distinction. Their writings tend to discredit the
government’s policy of credit restrictions; because its opponents
are enabled to denounce’it ag aiming at'the restoration of mass
unemployment.  The government is denounced for having reversed
the policy advocated by Lord Keynes. Yet Lord Keynes must have
turned in his grave as a result of the misuse of his authority in
defense ‘of the policy aiming at the perpetuation of inflationary

over-full employment. Were he alive he would undoubtedly have

;reinterpreted his.principles in the light of the -changed situation

\ . -
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Hooker & Fay Admit: :
Will Be NYSE Member

SAN- FRANCISCO, Calif.
Hooker & Fay, 340 Pine Street,
members of the . San Francisco
Stock Exchange, on January 1 will
admit to partnership Hartley F.
Hutchings; 'Dave H. Coddington,
member of the New York Stock:
Exchange; Palmer C. Macauley;

David C. Kuh, as general partners,

—_—

~and. William W. Mein, a limited

partner. On the same’date the

firm will acquire membership on

the New York Stock Exchange.
Messrs, Macauley and Codding-

sibility of inflation and deflation running sim-.: ;2T¢€1!
~ ultaneously in different bspher‘es “of -the Egeco—‘_ ‘and he would have protested- against the misuse of his argumenti
mnomic “system:came-to be discovered.. - Even: % fayori X i Y
ow very Little attention’ is paid to the phies avoring full employment in defense of over-full employment.
. nomenon :of - inflation -and - deflation < running . . -
concurrently. Yet' it is by no means a new
phenomenon. Economic history -provides many
4r stances; cutstanding amengse them is. the in-
stance of -the decline ‘of the Roman Empire.
._+.Tor centuries the inadequacy of the output of
. precious metals and the outtlow. of gold to Asia .
“in’ paymeiit for laxury imports had resulted in’;
“a deflationary trend. It was confined, however,:;
to wholesaie tride where payments were made
Jargely in precious metals changing hands by -
weight. “In retail trade payments were made in'
debased silver coins the silver content of which
. .was gradually:reduced to about 1% of. their
metallic value ‘and the circulation of which was: increased ‘accord-:
-ingly. There was therefore an inflationary rise in prices in spite
of -the deflationary scarcity of precious metals, The same ' phe-
nomenon repeated itself on many occasions during subsequent cen-:
turies when various kings debased their coinage. ; : .
" Present-day Britain provides a striking modern instance of-:
inflation and deflation running concurrently.. The new govern-
ment is making an effort to curtail the volume of credit, .ox,at any .
rate to prevent its further expansion. In view of the Ancrease. of
prices, there is bound. to be a shortage of credit unless-its. amount ..
is allowed to adapt itself to the increased requirements due to
rising prices and wages and to rearmament.: Such a shortage will
tend to produce deflationary effects in due course. This is what
the government is aiming at when adopting a policy- of credit
restrictions. By means of credit deflation  it' isendeavoring: to
reduce over-full employment. The alternative method  would be
a discriminatory reduction of credit facilities to industries produc-
ing superfluous goods, or ‘the adoption, of. physical restrictions of
their output. Even the Sccialist Government, with a:declared
policy favoring controls, did not seem to have produced very im-
pressive results with discriminatory credit control.. The banks
told Mr. Gaitskell that it would be impracticable to fix officially
the limit of particular categcries of credit. That being soj thetold=+
fashioned method - of “aiming atan- indiscriminate “reductionof"
the total of credits had to be resorted to. 5

In so far as the new policy of credit restrictions proves: to be
effect:ve its result will be a reduction of industrial activity. Fewer -
new factories will be created and fewer existing-factories will be -
expanded, owing- to- the difficulty of raising the funds required’ -
for the purpose. The shortage cf credit will not prevent, however,

a continued increase of ‘prices due to the rising trend ‘of wages. ;
Since the advept of the new government and'the adoption .of its ...z
deflat onary credit policy. cost inflation has been proceeding at an
accelerated pace. Substanital wages demands have been conceded
“or are about to be conceded. Higher ‘wages to coal miners and
railway employees are about to give the vicious spiral of.inflation
new upward turns. It seems that the new credit oolicy is unable
to prevent a further sharp increase in the cost of living. That is,
it will be unable to do so if applied in moderation. The only pos-
sible chance for checking the upward movement of the vicious
spiral would be through the administration of a sufficiently strong
dose of deflation to brirg over-full employment to an end.

The extent of over-full employment in Britain is not suffi-
ciently realized. Indeed most people have not even realized that
there is ‘a difference between full ‘employment: dnd over-full
.emplovment.  Yet in practice. and also in theory. the difference is
fully as marked as that between full employment and large-scale
unemvloyment. Full employment prevails when the number of
emplovable unerrployed is approximately equal to the number of
vacancies to be filled. Unemployment prevails when the number
of uremployed is larger than the number of vacancies.. Over-full
emplovment prevails when the number of vacancies is larger than
that of the unemployed. According to official figures there were
in October nearly two vacancies for each unemnloyed. In reality
the provnortion is much higher. Allowing for the unemployables
in the figure of the unemployed, and for the large number of un-

registered - vacancies, it may be said -without exaggeration  that

there must be at least 10 vacancies for each genuine unemployed.

r.Com:eivably the proportion.is as high as 20:to one. - y ¥
So long as such a state of over-full employment prevails wages -

demands are bound to wipe out the deflationary effect of credit

restrictions. Even though credit restrictions reduce the extent of

over-full employment, they would have to proceed very far before

a state of equilibrium between the number of vacancies and that )

of unemployed is reached. Unless and until such a state is achieved

Jabor remains ‘in a strong bargaining position and continues to

raise wages, costs of production and the cost of living. On-the

face of it this state -of affsirs suits the interests of the working - . A N A c o N D A

- classes.” Since; however, they are consumers as well as employees, .

the rice in the cost of living wipes out from time to time the : .
COPPER MINING COMPANY

ton were - formerly. partners in
Davies & Co.

Dr. Paul Einzig

 HERE
ANACONDA TRADES
TIN CANS FOR

0PPER!

¥

‘Hete is a picture of ingenious “‘coppet mining”!

In this copper precipitation plant at Butte, mine water containing

copper sulphate in solution is pumped from underground operations.

As it flows over shredded, detinned cans, a basic chemical reaction takes place.
The iron frees the copper from copper sulphate in solution. This”’reaction
" results in a mud-like precipitate —known as ‘“‘cement copper’” —

which has a 75% copper content!

Thus, by an application of basic chemistry; Anaconda recovers about 750,000

- pounds of copper every month! The new plant, recently completed, handles more
than 30,000 fons of mine water a day. From this ‘ocean of copper-laden water .
the precipitation process recovers an average of 93% of the copper

“which ‘would otherwise wash away.

This phase of Anaconda’s current modernization and expansion program is.
matched by dozens of other new developments in mining and metallurgy, as well
'a's‘in refining and fabricating operations. Thus is Anaconda continually
pioneering significant new frontiers in the field of metals. v

The American Brass Company
Anaconda Wire & Cable Company
International Smelting and Refining Company
Andes Copper Mining Company '
Chile Copper Company

* Greene C Copper Ci )

benefits gained by wages increases. s
Even so, it is politically impossible for the present government

to adopt a policy that is liable to be denounced by its opponehts
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: ".'l"yl'ut‘,l!"/?,fér'dge_rjt of stock: = 1
'~ Dividend disbursing agent. .~ Subscription agent

For many years, the Stock Transfer Department of the Chase has served
hundreds of corporations as transfer agent. It has proved to these
corporations as well as to national security exchanges, investment dealers
and stock brokers that it can be relied upon to furnish a consistently
outstanding service, freeing the companies from a constant burden
and responsibility,

This performance has been made possible through the painstaking
development of a highly trained and versatile staff qualified to
handle all phases of transfer work.,

The fees for Chase stock transfer setvices and for its other agency
services are moderate and usually much less than it would cost
a corporation to maintain a department to do these jobs.

st and agency sérvices offered by the Chase are the fqllow;ing:,i"f e
Pinng agent for p‘rinclpdlpnd.imgfe‘st‘y";;x; T
Trustee of mortgage bonds, debentures and notes -

o Registrar of b'on’ds"undv debentures - . o o
Registrar of stock . =+
- Depositary-exchange agent under reorganizations,

. recapitalizations and mergers oo Gl
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Keep Public Informed on Investment Bankmg :

In assuming the duties that
Larry (Laurence Marks) is re-
linquishing, I am mindful of the
honor that has been accorded me.

. We all rec-
ognize that a
business ‘o1~
ganization
such ‘as ours
is but the
lengthening
shadow of a
succession of
administra-
tions. Our
Association
throughout
the years has
always had
able direction
and I will do
my utmost

“during the fortieth year of IBA

history to carry on in the tradi-
tion of my predecessors in_ office.

Fortunately 'the President 'of
our Association does not- stand
alone.
posed in him with a cabinet of
Vice Presidents and the Board
of Governors and competent na-
tional committees  who, together
with the Group Officers and the
individual member firms through-
out the country, really carry on
the work of the Association. The
President is really just a catalyst.
The men you have elected to
serve with me as Vice Presidents
have already agreed to form a
working committee. - Through our
composite judgment and combined
effort we hope to provide help-
ful guidance for the coordination
of the various activities of our
Association and will seek to ex-

*Inaugural address' of Mr. Johnson at
the 40th. Annual Convention of the In-
vestment Bankers Association of Amer-
ica, Hollywood, Fla., Nov. 30, 1951.

He shares the ‘trust im--

By JOSEPH T. JOHNSON*

Incommg President, Investment Bankers Association of America
- President, Ihe Milwaukee Company, Milwaukee, Wis.

In inaugural address as President of IBA, Mr. Johnson deplores lack of a
positive approach by bankers in facing ‘public problems and meeting public
‘criticism. - Urges members of ‘the Association' take action to keep people
informed of nature and importance of investment banking business and
.-advocates investment bankers assume responsibility of leadership in issues

tend the notable progress achieved -
under Larry and those who have:

worn . the .President’s- button be-
fore him.. All of the incoming
Vice Presidents have already ade-
quately demonstrated their ability
and - their zeal in. working - for
our industry welfare,

The Great Lakes region is rep-

‘resented on the cabinet by Ewing:
- Boles, who deserves credit for the

inauguration last January of the
Group Chairmen’s meeting as
part of the Winter Meeting of the

Board of Governors. He has been -
a vitalizing: force in indoctrinat-’

ing Group Officers and in stimu-
lating Group actwlty

The South is represented by
Walter Craigie, who-distinguished
himself as Chairman of the Mu-
nicipal Securities Committee in
1950, Under - his chairmanship
notable progress was made in ex-
tending the recognition given to
special revenue obligations.

George Davis represents the
Far West. He ignores distance
and has an enviable record for
attendance at Association meet-
ings. George made that talk on
salesmanship that has blossomed
out and reached full flower in a
Manual.

confronting their industry.

Walter Schmidt, a Middlewest-
erner, who now makes Phila~
delphia his home, -has long been
active in IBA affairs.. He served
as - Chairman ‘of - the - important
Federal Legislation Committee
and more recently has .been one
of the moving spirits in establish-~
ing “Invest in America Week.”
The Eastern Seaboard. under-
standably has a second represen-

tative in the cabinet—Norm’

Smith. In the years that I have
béen active in this Association I
have only rarely seen so much
achieved by any one committee
in so short a time'as has been
accomplished by the Education
Committee under Norm’s leader-
ship,

What  we accomphsh at both
the national ‘and group levels
depends to a very considerable

‘degree on the smooth functioning

and the efforts of our staff mem-
bers in° Washington and Chicago.
We are most fortunate in having
able and enthusiastic workers in
Murray ‘Hanson, Bob :Stevenson,
Dudley Smith, Erwin Boehmler,
Gordon Calvert and their -assis-
tants,. They make up a hard-
working team, -

The honor you have conferred
upon me carries with it certain
grave responsibilities, particularly
in days such as these that try
men’s souls. I say that not in
pessimism, but in realistic ap-
pralsal

Bankers Must Have Positive
Approach to Present Problems

In a recent talk that excited

comment far:beyond the circle -of -

commercial ‘bankers: who ‘ heard
him, Mr. ‘Allan’ Sproul of the New
York Federal Reserve Bank said:

“The . banking community has
left it to others to propose broad
legislation programs . .. it has al-
lowed itself to be cast in the role
of opposition - or resistance * to

-change. -

“A positive, affirmative ap-
proach . . . is the plain duty of
the banking community. (It should
give) the public the idea.that
banking stands for something be-
sides its own ‘special interests.
I would expect banking to take

its place with' progressive indus-:

try and organized labor in trying
to influence and mold  public
opinion on: the critical economic

- issues: of our times,”

If Mr. Sproul’s .indictment ok
the commercial bankers generally'
be valid, I believe that we invest.
ment bankers too are subject té

‘the same criticism.

I' have .said on frequent occa-

-sions " during -my almost . thirty
.years ‘- in our industry-——and {

bears -repeating as I assume my

-new . duties — that ~our. .industry .

would' stand in higher public es= ’
teem today: if, during.the past

. generation, or even during the last -

ten ortwenty years, we had stead-
fastly pursued an intelligent and
comprehensive program: of im-
forming the . publi¢ = about our
business.

While many ! of us have been
aware of the need, our. particular

.industry has been one of the last

of the essential groups in the fi-
nancial community ‘to move ag-
gressively . and - to - take -positive
and - persistent. . corrective -steps.
Even those of you who share this
conviction may not be willing to
follow me in what I am.going to
propose. It is. my :belief that the:
job of informing the public—the:
public® relations “aspect of our:
business—is but half, and the less
important half, of our problem
The other half calls for leadershlp
of 'the public.

This responsibility ~of :leader=:
ship is infinitely more difficult,
for it .implies that we ourselves
have been educated; that we have:
asked ourselves such questions as
these: “What is the larger pur-
pose of our industry? ‘Where does
our industry stand with regard to;
the economy as a whole? What
is the impact of our industry on
the American people? What are:

Continued on page 36
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Britain’ s»~Political':.g,and..;;:.;Elcono:"nic«*--:\Probl'emsv

In this session of reports,
my job to give you some report
on the pohtlcal situation in Eng-
land and in particular of the con-

sequences that
you can ex-
pect to result
from the gen-
eral - election
just a few

weeks ago. We ;

approached
that election
in the convic-
tion that it
was going to
s how a
substantial
change in the
British
political opin-
ion. The pre~
liminary fore-
-cast talked about a very consider-
‘able swing over of votes from the
Labor party to the Conservative
party. The results, therefore.
‘were something of a disappoint-
‘ment,

As has been known to happen
elsewhere, the forecast of the
political arithmeticians was dis-
appointing. The actual = direct
‘turnover of votes from the Labor
to the Conservative Party was less
than half of 1%. The fact that the
‘position in the House of Com-
mons was just pushed over the
watershed and that a microscopic
Labor majority was turned into a
hardly larger Conservative ma-
-jority was simply and solely due
.to one circumstance, and that was
that the Liberal Party, the third
and smallest, which at the pre-
vious general election in 1950 had
Pput up over 400 candidates, that
time put up 100 or so; and in
. those 300 districts where there
-was this time no Liberal candidate
and the frustrated Liberal voters
were compelled to choose between
the two major parties, they chose
the Conservative in the proportion
of about 2 to 1. That almost alone,

Geoffrey Crowther

*Stenographic report of an address by
Mr. Crowther at the 40th Annual Con-
vention of the Investment Bankers As-
sociation - of America, - Hollywood, Fla.,
Nov. 27. 1951.

it is.,

Editor of leading English economic journal recounts current. political and eco-

By

GEOFFREY CROWTHER*
Editor, “The Economist,” London

nomic situation in ‘Great Britain, particularly with reference to return to power
of Conservative Party. Reveals personalities of leaders in British Cabinet, and
predicts no drastic changes in Btitish economic structure.. Sees as chief inter-

locking problems for Britain.tcday: (1) rearmament.to meet international .

situation; and (2) restoring and maintaining kalance in internationai payments. '

was the change that the election
showed.

It was a tedious business sit--

ting up through the night of elec-
tion day listening to the results as
they came in. There are 625 seats
in the House of Commons and of
these, 597 showed no change, only
the remaining 28 changed hands.

I think first I must try and give
you some explanation of why the
change was- so slight. The cam-
paign played some part in it, The
accusation against Mr. Churchill
of being a ‘“war monger,” by the
unanimous testimony of those who
were working
played some part in the campaign.
It's a monstrous charge and an

untrue charge and one he has re-.

sented very deeply, but it does
have this grain of -— I wouldn’t
say truth—but of similitude. in
that Mr. Churchill is a great sol-

dier. His great achievements are.

those of wartime and there is no
doubt that ‘it is in wartime that
his gifts show to their best.

I don’t think myself that this
warmonger issue was really the
major explanation of the stabil-

ity of the vote. I think the major

explanation is to be found, as,
hazardmg a guess, it was to be
found in the equal stability of the
vote in this country in the last
political election, - in that old
adage of Al Smith’s, that “No one
ever shoots Santa Claus.”

Situation of British Worker

No doubt, seen from here, eco~
nomic affairs of Britain seem to be
those of constant crises and aus-
terity, but seen from inside Eng-
land that is not so at all, at any

in the districts.

rate. not as far as the ordinary
working man is concerned.

He has .steady employment,
higher wages than he .has ever

had before and a higher standard

of living than he has ‘ever had
before. As far as the famous aus-
terity is concerned, it is restricted
to a few items, of which food is

“perhaps the most important, and
even so, as I stand before you, I

can perhaps serve as visible proof

-that it'can’t be too bad.

The ordinary Englishman is
pretty content with his lot and the
recurrent crises that affect the na-
tional economy are, so far as he is

concerned; newspaper stuff that-

appears in the headlines and does

not affect the ordinary tenor of his:

way.

The Labor Government for six-
years deliberately tried to"shield:

the British people from the conse-
quences of these external crises,
and the high vote they got in the
general election of last month was
their reward for their success in
cushioning the British electorate
against the realities of this cold
and ‘cruel world; not, one may sur-
mise, a policy that can possibly be

carrled on indefinitely, but one:
- that they managed to make work

for six years or so.

Well, in any case, the election
served its major purpose of giving
us a new government and I think
the general reaction to that was
one of pleasure. If democracy is
as it has been defined, a system
of government by trial and error,
then frequent change of adminis-
tration is in itself a good thing.
I realize that I am getting close
to a delicate ground here.

Underwriters and Distributors

s

Investment Securities

Union Securities Corporation

I must ask you to believe that
nothing I am saying is to be ap-~
plied to any country other ‘than
my own; but certainly in England
we believe that it’s a bad thing
for any one party to stay in office
for too long. Therefore the change
that we have had produces certain
feelings: of pleasure.

Personalities in New Government

I think-you would like me to
say a few words about the per+
sonalities of the new government,
Of course, there is one'personality

that dominates the picture. That .

is the old gentleman himself.

Mr. Churchill will be 77 1n a
few days. He is in quite remark-

able health and spirit and shows.

an astonishing energy for an old
gentleman of that age who has
never attempted to deny himself
the pleasures of this world.

But he has taken on quite a bur-
den, ‘He is not only Prime Minis--$
ter but also Minister of Defense.
Translating this into. American
terms, -he has. taken.on- the jobs
of the President, of the Secre-
tary-Treasurer of . Defense and
quite a large part of the tasks of
the majority leaders of 'both
Houses of Congress. That is quite

an assignment for a gentleman of .

his age. It must remain a question
as to how long he can stand the
pace.

The unchalienged second mem-
ber of the . administration is Mr.
Anthony Eden, and he also carries
a very heavy burden, He has taken
on the job of Foreign Secretary
and ‘it always seems to me that
to be in charge of the foreign af-
fairs of a country involves details
and an unremitting responsibility
of a kind that is not reflected in

‘other departments of government.

~After all, in other government
offices, it is to some degree, at any
rate, a matter of hard work for a
period, laying down policies, and
then a relatively quiet period of
sitting back while those policies
are executed.

In foreign policies, that is not so;
There is a constant inward and
outward stream of telegrams and
messages, any one of which may
carry in it the seeds of a most
important decision of policy and

the man in charge of the foréign
policy of any country must bear:
seven days a week an unremitting .

-responsibility for which there is
‘no. parallel elsewhere. That, Mr,

Eden has undertaken. o
He also is Deputy Prime Minis=

‘ter, which means that he w1l have

to do, or at: least. be-present at
the doing of, a large part .of the
central coordinating and. leader-
ship work of the government,.

The third member of ‘the gov-
ernment is ' Mr® Ri-hard Justin
Butler. Though it was obvious be=
fore 'it was formed that Mr.
Churchill would be number one
and Mr. Eden number two, it was
not clear wno was number three,
and some political significance can
be attached to the fact that Mr.
Richard Justin Butler, the Chan-
cellor of ‘the Exchequer is' num=-
ber three. He is a younger man
than the other two, still in his
40’s. One would have said of him
until quite recently that he was a
man whose - intelligence was not
doubted at all but one wasni’t sure
whether he had-the firmness of
character - and - resolution and
moral courage necessary for high
office.

I.think that. judgment now has
to be modified. -He started very
well, first of all by insisting that
within the Government he shall
not merely be Chancellor-of the
Exchequer in the old fashioned
sense, as the accountant who takes
in revenue and pays out exendi-
ture, but also shall be in the con-
trol of the economic policy of the
Government. He fougat that fight
and won it. Secondly, he: has al-
ready demonstrated that he is
willing, perhaps not in the fullest
degree one might have wished, but
still in quite a considerable degree
for a politician, to put forward un-
popular measures if they are
necessary” for the solvency of the
international economy.

These are the three main mem-
bers of the Government, though of
course, there are many other in=
teresting personalities in it. :

Predicted Chanves in British
Foreign Policy

I want very briefly to try to
sketch for you some of the changes
you will see in British Govern-
ment policy as a result of this
change of government, first of all,
in foreign policy, and then in eco-
nomic policy.

In foreign policy, Mr. Churchlll
has always made it quite clear
that in his view, the very key-
stone of foreign policy for Great
Britain lies in good relations with
the United States,” and the fact
that he asked to be allowed to
come to Washington in January

Continued on page 66
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IBA Activities During Past Year

Lookmg through an old volume
of, “Punca” recently, I came upon
a cartoon captioned ‘Proposal a la
mode.”

. . tleman , and
lady, fashion-
ably attired,
standing  in

* front of a con- "
fectioner’s '
window in -

which-reposed

-a. huge  wed- -

ding cake. - He

“was” pointing

“towards the

~cake’ ‘with - his:

“cane and. say-

ing, ““How
. about, it old
thing?”

Laurence ia. aviarks

I think at

the end of my year as President
‘of the IBA you are asking me the
same question. So I'should like to
report as-briefly - as' possible on
our .activities ‘during the ‘past 12
months.

First. of all, I am sure you are as

pleased  as I am that the Govern- -

ment saw fit on Nov. 19 to dismiss
its suit against-the- IBA. I' am
sorry it did not see fit to do like-
wise with respect to the 17 de-
fendant firms. The action how-
: ~ever-will obviously save the Asso-
ciation and its ‘stdff much time
and expense, which in turn can be
put- to good 'advantage on . the
many constructive problems with
which we have to deal.

Your Board of Governors has
met twice.

Our first gathering was the
Mid-Winter Meeting held in Chi-
cago the last weekend in January.
The value of holding this meeting
in Chicago, with its central loca-
tion, was proven by the fact that
we had five men from the Coast
and two from Denver, which is
somethirig of a record,

Meetings Productive

A further feature of this meet-
ing, and"an innovation, was the
fact ‘that at the suggestion ' of
Ewing Boles, Chairman of the
. Group Chairmen’s Committee, we
had ‘practically all of the Group
Chairmen in attendance. = They
were thus informed of the plans
of the Association for the year,
what  their predecessors in each
Group had- done last year, the
projected activities of all national
committees, and they were then
better enabled to plan their ac-
tivities for the year. - It has defi-
nitely paid dividends. ;

The next Board meeting was the
Spring Meeting  held in White
Sulphur Springs for four days in
the middle of May. This meeting

*Remarks of Mr. Marks at Annual
Convention of the Investment Bankers
Association of ‘America, Hollywood, Fla.,
Nov. 26, 1951.

It depicted a young gen-

By LAURENCE M. MARKS*

Retiring President of Investment Bankers Association of Amerlca, and

; Presndent of Lamence M. Marks & Co., New York City

Reportmg briefly on Astociation’s activities during past 12 months, retiring -
‘President of IBA calls attention to success of efforts toward' obtaining coopera-

tion of -all segments of financial community on leglslatlon and other matters.
of mutual interest. Expresses: pleasure at Government’s decision to dismiss its °

suit agamst IBA and pays tribute to work of orgamzatlon s permanent staff.

was hlghhghted by AR excellent
.address ‘by the:Ionorable. Frank
Pace; Secretary. of the-Army, and
by . - several. = most- -interesting
forums. We had an “attendance

of over 450 and a most enthusias=.

tic and worthwhile meeting..
Another meeting which is’worth
mentioning ‘wasa joint meeting
of the Conference and Executive
Committees held in Washington
Oct. 29 and 30, which. wasalso
attended' by a  number of. the:
chairmen of the national commit-
tees.

This meeting consisted * of - a
Monday morning ' meeting ~and
lunch ‘with top Treasury.officials,

an - afternoon meeting - with the -

Federal - Reserve, followed by a
joint ‘meeting of the Executive
and. Conference. Committees,
That evening we had dinner with
all five of the Securities'and Ex-
change Commissioners.

On. Tuesday morning we-had a
meeting . and  luncheon at' the
World Bank and in the afternoon
a conference with the President’s
Council of Economic Advisers; At
each of these gatherings we had:
excellent opportunities to. ex-
change points of view and discuss
common problems with the re-
sponsible public official dealing
most directly with our business,
and I can assure you it was not
only pleasant but  very 'much’
worthwhile in our common inter-
ests.

Importance of Regional Groups’

The real work of the IBA, as

am sure you all realize, is car-
ried on first, by the national com-
mittees and secondly by the com-
mittees of the eighteen regional;
Groups.

Regarding the work of the na-
tional committees, you will hear
directly in these sessions reports
from all the chairmen on the ac-
tivities of their respective com-
mittees and their ‘accomplish-
ments.” You will see that all of
them have been active and force-
ful in fostering constructive de-
velopment in our common interest
in tneir respective fields. :

Regarding - the -work of our
eighteen Groups, and their local
committees, all of them have func-
tioned . splendidly. Starting with

a - meeting of the Southwest- -
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March- 6 and ending with two
meetmgs of the Canadian Group
in Toronto and Montreal on Nov.
14 and ‘15, Murray- Hanson and I
have‘a'ttendecl meetings of -every
regional Group of the Association,
We have thus heard a first-hand
account of the activities of each
Group, 'and although their inter-
.ests “and .activities vary w1dely,
one can’t help but get the impres-

‘sion 'that - collectively they. have

“done a grand ]ob for the mdustry
"I think this is obviously due in
large part to the ability and inter-
est of our Group chairmen,

As you will remember, the 1949
convention (over which’ “Armie”
presided): was keynoted by a call
for ‘unity of all segments of the
financial community on such mat-
ters “as ' education, regulation,
leglslatlon, and like matters where
“it 15 desirable to present a united
front, Albert Armitage made great
progress in. effecting, this sort of
cooperation during his. adminis-
tration and I-am glad to report
that during the past year we have
continued this tvpe of cnnnerative
team-work with the NASD, the
New' York Stock Exchange, the
New York Curb Exchange and
the Association of Stock Exchange
Flrms

in. Kansas City ‘on "

We have had over a dozen joint
meetings with these organizations
on problems that affect all of us
and to me this makes an awful lot
of -sense. - Benjamin Franklin said
some 175:years -ago, “If we don’t
hang together- we’ll hang ' indi-
vidually.” I am glad to be. able
to report that in my view, all seg-
ments of the 1ndustry ‘are hanging.
together, -

Educational l’rogram Successful

As ‘an example, we have con-
tinued the work of the joint edu-
cation program with these organ-
izations I have just mentioned and
last summer the committee had a
most successful three weeks’
course in New York., As most of
you know, this program consists
of - bringing certain professors
from ‘universities all over the
country, active in the teaching of
economics - and finance, and cer-
tain students, to .spend. three
weeks in the operating end of the
security’ business. This course
met with a most enthusiastic re-
sponse and will, of course; be con-
tinued next year; = Since its incep-
tion - we have had 34 professors
and 25 students participate in this
course and I am sure these men
have a much more realistic picture

‘of our financial community as a -

result of this experience, and &
feel equally certain that this is
reflected in their teaching, - .

Other meetings of national or-
ganizations in which we partici-
pated were three meetings of the
Conference of National Organiza-
tions  held . in 'Atlantic City in
March and July and in Chicags
in. November.

Joe Johnson and members of
his Public Educatlon Committee
also represented 'us at severzl
meetmgs of the “Invest in Amer~ -
ica” program in Phlladelphla 1158
which Walter Schmldt is one of
the leaders

" Wharton Schot)l Seminar

While I propose, ‘as I said previ- *
ously, to have. all the ‘nationzl
committee ‘chairmen report on tke .
activities of their respective com-
mittees, I would like to commert:
on the Seminar held at the Whar- |
ton School of the University of °
Pennsylvania by the Education
Committee under the able leader-
ship of “Norm” Smith.". .

As you know, the Americax .
Bankers Association has held .for °
a number of years a two weeks?
course . at Rutgers University. *
This year our Education Commit~
tee for: the first time held a orne
week’s refresher course at Penn- -
sylvania—a combination of the
theoretical contributed by various -
professors from. the Whartom °
School and elsewhere, and. the -
practical contributed by members
of our own industry.

The course was an outstandirg °
success: =~ 'We had hoped - for 9@
students: We had an attendance
of 106. A

One of the criticisms. of volun-
tary organizations is that they
lack  continuity ‘due to steadwv

Continued on page 66
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I am happy to be here and to
meet the people of the Investment
Banking profession and to try to
€ind out some way in which the

New York

Stock Ex-

“change can

join-hands

“'with you in

. “our important

fl. . job of repre-

--senting the

- Securities In-

# dustry to the

‘public of this
country.

Now of
course, it
would be
quite pre=~
sumptuous
and certainly
not appropriate if I, the newest
pomer in the Securities business
and much the junior among the
Stock Exchange Presidents, were
4o try to say anything at this time
except in the most general terms
about our profession. I haven’t
even been in the Stock Exchange
fong enough, a little over two
months, to do anything more than:
know what :the problems are. I
don’t have any of the solutions
but I think:I am getting an 1dea of
some of the problems..

1 assume that in this group here,
I don’t need-to belabor with you

G. Keith i Funston

the importance-of the Investment -
Banking profession-.or of the Se-:

curity exchanges or-of the over-
the-counter- markets—the- impor-
tance of ‘these institutions to our
eountry. :

T chose  this business from a
completely unrelated field -'be-
cause it seemed to me that'the
Securities industry offered a real
ppportunity to participate in ‘a
service vital to this country, a
service which needs to be per-
formed very ably. We all know of
the need, if our private enterprise
system is going to be maintained,
of maintaining (a free flow of
equity capital, which is our pri-
gmary responsibility

It also scemed to me that the
Securities industry was an honest-

*Stenographic report of a talk by Mr.
Funston before the 40th Annual Conven-
tion of the Investment Bankers Associa«

tion of America, Hollywood, Fla., Nov,
29. 1951.
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Unity in the Securities Industry

By G. KEITH FUNSTON *

President, The New York Stock Exchange

Recently installed NYSE executive upholds honesty and integrity of securities
industry, and stresses its importance in our economic system. Sees improved
public attitude toward securities business, and urges all segments of the
industry set up a united front to work out their differences and join in move-
ment to spread ownership of equities as well as to get more protection for

1y conducted one, where the ethics
were high and where a man main-
taining his ideals and his integrity,
could have an expectation that
those ideals would be fairly re-
ceived. It also seemed to me that
this Securities business of ours is
a vitally sensitive area in this job
we are trying to do to combat the
foreign “isms.”

After having been in the indus-
try for two months, I have been
reassured . on these beliefs. In
other words, I am sure our indus-
try does provide a vital service,
I don’t believe the public : has
any .idea. of the high. code of
ethics and: the self regulation that
goes.on in our business, I think
that-is' a story we haveto  tell
them,

Industry’s Contribution to
Democracy

I got a completely new vista of
inspiration - the other: day with
respect to the part that the Se-
curities industry may play in this
fight we are having, this world-
wide - fight with Communists,
when - the two Czechoslovakian
trainmen, the engineer and the
train ' dispatcher, who crashed
through the barrier and came into
the free Europe a couple of
months ago, paid a visit to the
Stock Exchange.

These two men have been hired
and brought to this country by a
corporation which: has recently
been listed on the Stock Ex-
change. They are going to work in
the factory. They were brought to

the Exchange by the officers of the

company and we showed them
around. At first it was rather dif-
ficult to talk to them because we
had to do it mainly by gestures
and through interpreters but as
they stood out there and looked
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individual 'savers.

down - on' the floor ' and then
walked away, the crowd clapped
and cheered.

The men turned to me and said,
“What are they -doing?” I said,
“They are cheering for you. Go
up and take a bow.”

They walked to the visitors’
rostrum, stood there on the plat-
form and waved their hands; the
cheering grew even greater. Then
as we walked off,. one of them
turned to me and through the in-
terpreter said, '“I don’t under-
stand it.” The ' Communists ‘have
told us that. Wall - Street - and
these people here-in this room in
the Stock Exchange are. our
enemies, that they don’t like us at
all, they are against us, they.are

trymg to .take: everything .away-

from us,” and he concluded, “And
we come here, and this is. the sort
of reception we get.”

Immediately - they: wanted, to
know, “Can anybody buy stock?
Can people: who aren’t citizens
buy stock?” They wanted to know
how. much it costs and I said,
“Well, you can buy it for $15.00 or
$20.00 in the company you are
working for.”

Well, it was an inspiration to
see their reaction and it was an
inspiration to me to know that I
am engaged in a work where, if
we once get the story across to
others, it has that effect of re-
affirming their faith in what our
Government ‘and what our eco-
nomic system stands for,

All Industry Branches
Interdependent

I assume also that in this group
today I have no need to mention
the fact that we are all dependent
and interdependent, one with the
other. Most of my experience hav-
ing been in the manufacturing
world, I tend to think at this point

“in terms of industrial relation-

ships. In other words, I think of
the Investment Banking profes-
sion as being one which manufac-
tures securities and then dis-
tributes them in the primary mar-
ket.

Then the over-the-counter mar-
ket and the stock exchanges come
along and provide for the sec-
ondary  distribution of those se-
curities. In other words, we are all
together, You can’t exist without
us and the reverse is also true,

Now, let’s review for a minute
just where we stand at the present
time, just what the recent past
history has been, in the hopes that

it may point where we should go

in the future and how we should
get there..

Do you remember Harry Mc-
Donald yesterday, in that delight-
ful story told about how, on the
Archives Building in Washington,
there is a statement which says
that the past is merely prologue.
The past in our industry was
marked by difficulties. About 20
years ago, we really had a tough
time. The Securities industry was
caught in this cataclysm of -eco-
nomic despair, not of our own
making, some of it perhaps. our
own fault, The public reaction at
the time was very bad and found
response: in government regula-
tion. We are now a very tightly
regulated industry. ;

Many of our leaders were’ at-
tacked and some were discredited.
Some of the attack was fair, some
of it wasn’t, but the point is, we
caught it and we caught it in the
neck. The rule of caveat emptor
was done away with and the rule
“Truth in Securities” was adopted
in place. ‘

The interest rate on bonds went

from 6% to 2% % and such is the

measure of the change. Our in-
dustry was punitively attacked. It
was popular for demagogues to
attack the Wall Street crowd.

Era of “Punitive Attack” Over

Well,” maybe it is because I
have come into it so recently, but
it doesn’t seem to me the general
public has that impression any-
more, There are a number of
things which indicate that the era
of punitive attack for us is over.
For example, we have a very able,
intelligent and  cooperative ad-
ministration of the Securities laws
in Washington.

In this last Congress, for exam-
ple, we made great headway in
impressing the Congress with the
fact that the capital gains tax
should not be increased. It was in-
creased a little bit but it was in-
dicative of the interest of the
Congress in our problem that the
increase was so slight. Twenty
years ago they might have slapped
a big tax on us just because they

thought it was good for our, souls. -

Legislation all over-the .country
is - permitting common’ stock+in-
vestments. The public is entering

the market. Government attorrneys’

have found that in antitrust suits
it is no longer possible to say
anything 'against big business and
have a judge take it without
question.. The Investment Bankers
Association - itself, -has. recently

been acquitted from the antitrust
suit, which is all to the good.

The time is right, therefore, it
seems to me, for our whole indus-
try to move forward together in
a . public  relations program. In .
other words, we have the chance
now to sell our wares, if we have
anything to sell.: You probably -
remember the story about the
bartender who was very conceited.
He had been mixing drinks for .
a long time. and he thought he
knew all about .it. He was brag-
ging one night to'a customer at
the bar and the customer said,
“Well, I don’t think you know
as much about this as you say you
do. Let’s- test.” So the bartender
agreed. They blindfolded the bar-
tender and they began to give him
samples of all the different kinds
of drinks.

They gave him some whiskey, -
some rye, and he identified
right-away. They gave him Scotch
and he guessed that. They gave
him Bourbon and he said, “Bour-
bon.” Then they gave him some
wine to sample. He got them all,
Port, Sherry -and they even went
to the cordials. He had. all those.

And finally, in-desperation, the
man who-was giving him the test
gave him a glass. of -water. He
took the water, put it .in -his
mouth, swished ‘it “around .and .a
puzzled look came on:his face. He
said, “Well, 1. don’t know what -
it'is, but I'm sure you'll never sell
b | A L
Broaden Base of Securities

Ownership

If. we are going to influence
people and win friends, we have
to know what we are going to sell. -
I take it that all of us, the In-
vestment Banking profession, the
Securities exchange’s the over-
the-counter market, are all agreed
that what we stand for is a
broadening of the base of owner-
ship in this country. We want to
bring in new owners and we want

.to do it not only for ourselves

and not only to provide the serv-
ice to our customers, but be-
cause by so doing, we defend our
private enterprise system. In other
words, ownership speaks ever so
much louder than oratory. If we
can get most of the people in this
country owning securities and in-
terested in stock, then we will
have accomplished the objectives
of = the Socialist Government
ownership state without having to
have the government run the
businesses. The people of the
country will own the businesses
themselves and there will be no
demand for government owner-
ship.

So I take it that in that area,
we. are united and we must pre=-
sent a, united front. Now before
I came down here, I was warned
that ‘théie--were . many- irrecon- :
cilable’ groups on Wall Street, that
it was impossible to'get the mdus-
try together Again, I don’t be-

.lieve that is true. The only con-

flicting ~influences “that:.I: have
Continued on page 43 .
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- Sees More Underwriting in Years' Ahead

In this year's report to the
Fortieth Annual Convention of the
Investment. Bankers Association,
meeting at. Hollywood, Fla,, the

Industrial ‘Se-
curities - Com-
mittee, headed
by Chapin-S.
"Newhard, of
Newhard;
Cook & Co,,
. St. Louis, Mo.,
widened the
scope of its

field and ex--

amined the
over-~all as-
pects of secu-
rities - under-
writing in the
light of the
experience Of
the last three
decades. The Committee came to
the conclusion that, despite  ob-
structions, such as private place-
‘ments and corporate  financing
from surplus funds, there is pros-
pect for “a larger and more prof-
itable underwriting business dur-
ing the years ahead.”

The text of the report follows:

Unlike some of the other re-
ports on securities of specific in-
dustries the scope of the Indus-
trial Securities- Committee seems
to “cover the waterfront.” There-
fore it seems appropriate to exam-
ine some of the overall aspects of
underwriting,” with reference to
the general economic framework
that currently exists. “As back-
ground let us trace a brief sketch
of the securities markets and fi-
nancing during the past 30 years.

A Reminder of the Past
Thirty Years

1920-1928—Turning the pages of
history back 30 years we read of
the extended postwar period fol-
lowing World War I. That decade
was marked by a growth of the
United States as a nation of world
power. Not only was the scope of
American power broadened on the
political plane, but its might as
an industrial nation became pro-
nounced. As an accompaniment,
Net Private Capital Formation —
which we define as the total cost
of corporate construction and pro-
ducers’ durable equipment, plus
changes in business inventories,
less depreciation charges and for-
eign investment—progressed at a
lively pace and the investing pub-
lic eagerly sought the new securi-
ties issued to finance this pro-
gram — in fact toward the latter
half of the 1920’s the demand for
securities, particularly common
equities, became so great that
reason was disregarded.

1929—Then came the bust! Dur-
ing that fateful fall ‘of' 22 years
ago the intemperance of specula-
tion was revealed and the invest=
ing public was forcefully awak-
ened in a shambles of its folly.
Thus began the unwinding process
that toppled our economy from
unprecedented prosperity to the
most serious depression of mod-
ern economic history.

1930-1940—The boisterious par-
ticipation in the security financing
during the 1920s was succeeded
by a lethargy bordering upon ab-~
horrence, All securities seemed to
become a curse for awhile and
capital formation virtually ceased
to exist, It declined to a negative
figure in the -early 1930s when
capital formation amounted to less
than depreciation charges and only
recovered slightly in 1937 and
again in 1939. Capital financing
during these years also declined
sharply from an average monthly
top of $719,953,000 of new capital
in 1929, to a monthly average of
only a nttle over $100,000,000 in
1936 and 1937, the best years -of

that decade., | ™

During those lethargic years,
from the security dealer’s point of
‘view, a vast change was occurring
in the economy of this country.

Chapin S. Newhard

hitized for FRASER
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Industrial Securities Committee of IBA, under Chairmanship of Chapin S.

Newhard, of Newhard, Cook & Co., St. Louis, reviews investment market
of past thirty years and concludes, despite obstructions and difficulties, there

- will be a larger and more profitable underwriting business during years ahead.

It was during those years that the
New Deal introduced its socialistic
program through progressively
higher income taxes and the fos-
terinig of labor and farm demands.
This process reduced the accumu-
lation- of savings by the wealthy
to. a negligible amount, while it
increased the relative wages of the
laborer and the farmer.

1941-1945 — The redistribution
of wealth begun during the 1930’s
was accelerated during the- first
half of the 1940’s when the prose-
cution of World War II necessi=
tated high taxes and provided
full employment. = This change,
one of the most important de-
velopments in the economic his-
tory of America, has shifted the
annual accumulation of liquid
savings from the wealthy class to
the farmer and laborer, There-
fore a much larger proportion

of the money supply is owned

by the latter two groups.

1946-1950 —Emerging from
World War II industry was con-
fronted with the problem of
serving the accumulated consumer
demand built up during the war
and of accommodating the further
demand based upon. the huge
money supply with an increasing
velocity of turnover. This neces-
sitated a hugh capital expansion

—the first since the 1920’s not’

financed by Government. - Much
of this capital formation could be
financed ‘ through retained earn-
ings as pointed out later in this
report, but the capital markets
were called upon ‘to absorb the
balance. However, the absorption
qualities of the equity market
has been severely squeezed
through the gradual redistribu-
tion of wealth during the previous
fifteen years. That is to say, the
laboring man and the farmer
were not acquainted with nor did
they have any urge to place their
savings in “wicked-capitalistic”
stocks, and the man of wealth has
less capital to invest.

And so, as stock offerings in-
creased in 1946 to finance the new
capital expansion, they were not
readily absorbed—dealer inven-
tories of unsold securities built
up—the market experienced a
sharp break that fall—and did
not regain an ‘important follow-
ing until the summer of 1949.

Meanwhile the Stock Exchange
and, the, Investment Bankers
Association of Americay noting
this fundamental change in our
economy of the redistribution of
wealth, inaugurated an advertis-
ing campaign and a program of
education for the uninitiated who
now had the money to invest, It
took those three years, from 1946
to 1949, for that program to reveal
its effectiveness,” but during the
past two years the demand which
formerly existed only in poten-
tial form has now been partially
converted into an active demand
for common equities and this has
been ‘a factor in the upward
trend in stock prices.

Capital Expansion in Post-War -
Years

Net private capital formation
reached a peak of $8,629 million
in 1929, which was historically
high up to that time. This figure
was not again duplicated until
just prior to the United States’
entry into- the war during the
year 1941, when the total reached
$11,307 million. However, during
the active participation in the war
by the United States private capi-
tal formation was supplanted by
government capital formation and
it was. not until the conclusion

of the war that industry. was:

required . to. expand . of ‘itself. In
1946, Net Private Capital Forma-
tion  jumped : to. $23,063 million,
followed by . $26,429 ‘million in

1947; $29,615 ‘million: in- 19438, -

$16,961 million' in 1949, and $28,-
309 million ‘in. 1950.

In spite of this sustained capital
formation at an annual rate of
about three times the peak level
established in 1929, corporate
security flotations for new capital
have run at a substantially lower
monthly average volume during
these postwar years than the rate
established in 1929. During that
fateful year corporate . security
quotations for new . capital aver-
aged $719,953,000 per month as
compared ‘with $297,237,000 per

month in" 1946, $402,587,000 per
month in 1947, $522,002,000 per
month in 1948, $430,052,000 per
month in 1949, and $380,878,000

per month in 1950. During the first
eight months of 1951 the average
was $488,310,000 per month.

Too Much Cash
Thus it is noted that net private
capital formation
running some:three times greater
than the peak reached in 1929.
On the other hand, corporate se-
curity flotations for new capital
are running at only 60% of the
1929 figure. The difference is
being drawn from accumulated
cash through retained earnings.
Other evidences of this strong cash
position of corporations are the
balance sheets themselves; what
was formerly regarded to be a
strong' financial position in the
late 1920’s would now be regarded
as unusually weak by comparison.
A current ratio of about two to

one was regarded as being quite

is -currently:

satisfactory some twenty - five
years ago, and if cash was 25%

_ of current liabilities the company

was in a secure position. Now,
howeve;', a much higher current
ration is a normal requirement
for an.industrial concern and if
the company.does not have cash
or the.equivalent at-least equal
to - current- liabilities; eyebrows
might  be raised and questions
a'sked _conce'rning a. corporation’s
fmanpxal strength, : S

This strong. cash position, how«
ever, will not -last indefinitely,
As capital formation progresses
from year to year and accumu=
lgted ‘cash is.gradually used to
finance a part of this expansion,
those . cash ‘positions, which are
now fortifying. corporations ex-
tremely well, will be.eroded and
the investment analyst will again
become content with cash ratiog
of less than one to one, This
of course, presupposes that capital
formation will continue at -its
present pace.

"What’s Your Guess?

Some observers may doubt that
our economy .will continue to
Continued on page 34
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In Attendance at IBA Convention

AXBBE, CHARLES M.

Blyth & Co., Inc., Boston
ABRAMS, Jr., JAMES 8.

Allen & Company, New York
ACHESON, A. GLEN*

Bache & Co., New York Cny
AHEARN, JOHN W.

Rockland Atlas National Bank, Boston
A1DEN, Jr., WILLIAM O.

©O'Neal-Alden & Co., Inc., Louisyille
ALDINGER, CYRUS B

Fordon, Aldinger & Co Detroit
ALDRICH, GEORGE D.*

The Parker Corporation, Boston
GUSTAVE A,
Granbery, Marache & Co., New York
MONROE
Leedy, Wheeler & Alleman, Inc,,
©Orlando

" ALLEN, E. RAY

. Ray Allen & Commny, Inc.

Thicago
ALLEN, HERBERT

AUen & Company, New York City
ALLYN, ARTHUR C.

4, C, Allyn & Co.; Chicago
’ALLYN JOHN W.

A, C. Allyn & Ca Chicago

A!.TGELT Jr., ERNEST J.*

Harris Trust & Savings Bank,

New York,
AMAZEEN, EDWARD 8.*

Coffin & Burr, Incorporated, Boston
/AMES, AMYAS

Kidder, Peahody & Co., New York

_ ANDERSEN, JONAS C.*

RKuhn, Loeb & Co.,, New York
AXNDERSON, HERBERT R.
Distributors Group, Incorporated,
New York
ANDERSON, Jr,, WILLIAM J. :
Equitable Securities Corporation,
Nashville

ARMITAGE, ALBERT T.*

Coffin & Burr, Incorporated, Boston

ABRMSTRONG, R. L,
Paul Frederick & Co., New York

ARNHOLD, HENRY H

Arnhold & S. Bleichroeder, Inc,
New York

*Denotes Mr, & Mrs.

ARNOLD, H, WILSON*
Well, Arnold & Crane, New Orleans

ATWILL, Jr., WILLIAM* -~
Atwill and Company, Miami Beach

AUCHINCLOSS, Jr., REGINALD L,
Courts & Co., New York

AUSTIN, J. HOLLIS*
J. W. Tindall & Ccmpany, Atlanta

BAKER, DUDLEY F.*
Bosworth, Sullivan & Co., Denver

BAKER, FRANK E,
Fulton, Reid & Co., Cleveland

BAKER, JOHN D,
Reynolds & Co,, .New York

BAKER, RALPH D,

James Richardson & BSons, Winnlpez !

BANEY, ARTHUR L,

E. R. Jones & Co Baltimore
BANKER, HOWARD H

C. J. Devine & Co., Cincinnati
BARBOUR, PHILLIPS T.

‘The Bond Buyer, New York
BARCLAY, Jr.,, WILLIAM K.*

Stein Bros. & Boyce, Phlladelphia
BARCUS, JAMES S.*

Barcus, Kindred & Co.,
BARR, F, SEYMOUR#*

Barr Brothers & Co,, New York
BARRINGTON, CHARLES S.#

Harry Downs & Co., New York
BARRY, EUGENE P.*

shlelds & Company, New York
BARTOW, CLARENCE W.*

Drexel & Co., New York
BARTOW, Jr., FRANCIS D.

Bartow Leeds Co., New. York
BARTOW, PHILIP K

‘Wood, Struthers & Co., New York
BASSETT, EARL K.

W, E. Hutton & Company, New York
BAXTER, DANA F.

Hayden, Miller & Co., Cleveland
BEAUBIEN, ANDREWS

L. G. Beaublen & Co., Montreal
BECKETT, THOMAS*

First Southwest Company, Dallag
BELL, ANDREA

Montreal
BELL, RUSSELL D.

Greenshields & Co., Inc., Montreal
BENDER, FRANK J.

‘Wachob-Bender Corporation

Chicago

Industrial =«

New Yoax Bostox

PuiLapELPHIA

Investment Bonds and Stocks

United States Government Securities

International Bank for Reconstruction
and Development Bonds

State, Municipal and Revenue Bonds

Public Utility -
Bonds and Stocks

Bank and Insurance Company Stocks

Canadian Bonds + Foreign Dollar Bonds

Underwriter + Distributor - Qealef

CLEVELAND

Pricate [ires 1o all offices

Railroad

PrrrssurcH Cuicaco

Say Fraxcisco

BENNETT, CHARLES R.

United States Investor, Boston
BERGMANN, CHARLES L.

R. W. Pressprich & Co., New York
BIANCHETTI, A, J.

Bary Brothers & Co., New York
BINGHAM, CURTIS H."

Bingham, Walter & Hurry, Los Angeles
BIRR, H, THEODORE Jr.*

First California Company, San Franclsco
BISCOE, “Jr., HOWARD M.#

Whmng Weeks & Stubbs, Boston
BIVINS, ROBERT A,

The Chase National Bank of the City of

New York, New York
BLACKFORD, HENRY J.*

A, M. Law & Co., Spartanburg
BLAIR, EDWARD McCORMICK

William Blair & Company, Chicago
BLAKE, JOHN L.

Eaton & Howard, Incorporated,

Boston
BLAKE, SIDNEY S8.*

H. M, Bylleshy and Company, Inc.,

Philadelphia
BLYTH, ROBERT B. M

The National City Bank of Cleveland, |

Cleveland
BOEHMLER, ERWIN W.

Investment Bankers Association,

Chicago
BOGERT, Jr., H, LAWRENCE

Eastman, Dillon & Co., New York
BOLES, EWING T.*

The Ohio Company, Coiumbus
BOLGER, JOHN F.*

Shillinglaw, Bolger & Co.; Chicago
BOLTON, FREDERICK J.

H. V. Sattley & Co., Inc.,
BONNER, DOUGLAS G.*

-Bonner & Gregory, New York
BORKLAND, Jr.,, ERNEST W.*

Tucker, Amhouy & Co., New York
BOWMAN, FRANCIS B.

The Chase.National Bank of the Clty

of New York, New York '
BOYNTON, ELWOOD D.#

Hallgarten & Co., New York
BRADFORD, J, C.

J. C. Bradford & Co., Nashville
BRADLEY, MAHLON 0.%

Paul H. Davis & Co., Chicago
BRADLEY, 8. WHITNEY#*

Eaton & Howard, Incorporated, Boston
BRAUN, FRED C., Jr,

F. 8. Moseley & Co,, New York
BRAYSHAW, DONALD B.*

Lord, Abbett & Co,, ‘Atlanta
BREWER, ORLANDO §.*

Phelps, Fenn & Co., New York
BROOKE, Jr., FRANCIS M.,*

Brooke & Co., Philadelphia
BROOME, ROBERT E.*

Guaranty Trust Company of New York,
- New York"® 2
BROPHY, L, A,

Associated Press, New York
BROWN, DONALD F.*

Beettcher and Company, Denver
BROWN, HARRY

Salomon Bros. & Hutzler, Chicago
BROWN, J, FRED*

Boettcher and Company, Denver
BROWNE, ‘ALAN K,

Bank of America, N. T. & S. A

San Francisco
BRUCHLOS, W. C.

The Bond Buyer, New York
BRYAN, JOHN E,

Cleveland Plain Dealer,
BRYCE, T, JERROLD

Clark, Dodge & Co., New York
BUDD, Jr., JAMES 8.

The Citizens and Southern National

Bank, Atlanta
BUECHLER, RICHARD K.*

E.F. Hutton & Company, New York

Detroit

Cleveland

‘BUHSE, HOWARD E,

National Association of Secumics
Dealers, Inc., Chicago

. BULLOCK, HUGH*

Calvin Bullock, New York
"BURKE, PAULEN E.

Burke & MacDonald, Kansas City
BURKHOLDER, III, JAMES R -

Holton, Farra Ccmpany, Lexmgton
BURNS, EDWARD

F. Eberstadt & Co. Inc., New York
BURNS, Jr., JAMES F.

Harris, Upham & Co., New York

BUSCAGLIA RAFAEL
Government Development Bank,.
Puerto Rico
BUTCHER, W. W. KEAN*
Butcher & Sherrerd, Phllndelphla
CALDWELL, DONALD
J. Barth & Co., New York
CAHN, Jr., WILLIAM M.*
Henry Herrman. & Co., New York
CALLAGHAN, JOHN W.
.- Goldman, Sachs & Co., New York

' CALLAWAY, Jr.; DAVID H.*

First of Michigan Corporation,

New York
CALVERT, GORDON L.

Investment Bankers Association,

Washington
CANNON, FRANCIS A.*

The First Boston Corporation, New York
CAPEK, CHARLES A,

Lee . Higginson Corporation, Chicago
CARDWELL, MARION H.*

J. J. B. Hilliard & Son; Louisville
CAREY, CHARLES A.* -

Harris Trust & Savings Bank, Chicago
CARPENTER, FREDERICK. B.

John Nuveen & Co., Chicago
CARR, FRANK C.

John Nuveen & Co., Chicago
CARROLL, LEE W.*

Lee- W. Carroll- & Co., Newark
CARTER, Jr., HUGH D.*

Courts & Co., Atlanta
CARTER, RUFUS LEE*

National Securities & Research

Corporation, Los Angeles
CASEY, J. DOUGLAS

A. C. Allyn and Company,

Incorporated, Chicago
CASSELL, CLAIR F.*

C. F Cassell & Company, Inc.,

Charlottesville
CECIL, 0. V.*

Merrill - Lynch, Pierce, Fenner &

Beane, New York
CHAMBERLAIN, M.

Chemica) Bank & Trust Co., New York
CHANVER Jr., GEORGE 8.

I aleU o6 v, L,nicago
CBAPMA\Y R. C.

Fulion; xeid & Co
CLARK, GEORGE E.*

Adamex Securities Corporation,

New York
CLARK, ROBERT E.*

Calvin Bullock, New York
CLARK, SYDNEY P,

E. W. Clark & Co., Philadelphia
CLARK, WILLIAM

Merrill, Turben & Co,, Cleveland
CLARKE, Jr.,, HAGOOD*

Atwill and Company, Miam:
CLARKE, JOHN W,

John W. Clarke & Co,, Chlcago
CLAYTON, C. COMSTOCK

Clayton Securities Corp., Boston
CLEAVE, WALTER C,

Biyth & Co., Ine.,, Chicago
CLUETT, W. SCOTT

Harriman Ripley & Co., Incorporated,

New York
COBURN, MARY LOU 3

Investment Bankers Association, Chicago
COGGESHALL, GEORGE K.#
" Schoellkopf, Hutton & Pomeroy, Inc.,

New York” ~
COHEN, MORTIMER A.*

Steme Agee & Leach, Montgomery
COHU, HENRY WALLACE‘l

Cohu & Co.,-New York ®
COLE, WALTER L*

Beecroft, Cole & Co,, Topeka
COLEMAN, FRANCIS X,

Gregory & Son, Incorporated, New York
COLLIER, W. T. K.

- Collier, Norris & Quinlan, Montreal
COLLINS, JULIEN H.*

Julien Collins & Company, Chicago
COLYER CHARLES M.

Central National Bank of Cleveland,

Cleveland
CONDON, 1, P,

McDougal & Condon, Inc
CONDON, RAYMOND V. ;

B. J. Van Ingen-& Co., Inc., Chicago’
CONWAY, POWHATAN M.*

Tne Barkers Bond Co Inc Louigville -

COOK A, HALSEY /
*The National City Bank of New York,
New York .

Cleveland

Chicago

COOK,; HAROLD H.*
Spenccr Trask & Co., New York
COOK,. ROBERT 1.
B.J. Van Ingen & Co., In¢., Miami
CORRINGTON, JOHN W.*
Paine, Webber, Jackson & Curtis,
Cmcaﬂo
COUIG, J. DALTON
Hirsch & Co., New York
COURTS, MALON C.* s
Courts & Co., Atlanta
COURTS, RICHARD W,
Courts & Co., Atlanta *
COWLES, F. MORGAN, Jr.
Putnam & Co., Hartford
CRAFT, ROBERT H.*
Guaranty Trust Company of New Yorl,
New York:

CRALGIE, WALTER W.*
F. W. Craigie & Co.,
CRANFORD, JAMES A.*
The Atlantic National Bank of

Jackaonville Jacksonville
CREELY WALTER J.#

Goldman, Sachs & Co., 8t.° Louls
CROSS, CALVIN M.

Hallgarten & Co., New ‘York
CROSS, JOSEPH=

C. J. Devine & .Co.,
CROSS, MILTON C.

Hamman Ripley & Co., Incorporawd

New York
CROUSE, CHARLES B,
_ Crouse & Company, Detroit
CROUTER, GORDON

DeHaven & Townsend, Crouter &

Bodine, Philadelphia
CROWELL, WARREN H,*

Crowell, Weedon & Co., Los Angeles
CROWTHER, GEOFFREY

The Economist, Lordon
CRUNKLETON, JOHN R.* .

* Mercantue LrUsE Co, of Ba]timore,

Baltimore 5 ank
CULLEN, DANIEL J.*

Walsion, Hoffman & 'Goodwin,

San Francisco
CURRY, ANDREW G,

A. E; Ames & Co,, Inc., New York
CUSACK, WILLIAM*

The Keystone Company of Boston
DALEY, LEO F.

F. 8. Moceley & Co., Boston
DANIEL, ROBERT E,

Pacific Northwest Company, Seattle
DARDI, VIRGIL D.*

Blair, Rollins & Co. Incorporated,

New Yok
DARLING, E. MERRILL*

Kidder, Peabody & Co., Boston
DAVIS, JOSEPH D.

Blair, Rollins & Co. Incorporated,

New York
DAVIS, JOSHUA A

Reynolds & Co, New York
DAY, JAMES 'E.

Midwest Stock Exchange, Chicago
DEAN, HOWARD B,

Harris, Upham & Co., New York
De BARY, MARQUETTE

F, S. Smithers & Co., New York
DECKER, 0. PAUL*

American National Bank & Trust Co.

of Chicago, Chicago
de JESUS, ROBERTO

Government Development Bank,

Puerto_Rico
DE\IPSFY L.. WALTER*

B. J. Van Ingen & Co. Inc., New York
de NEUFVILLE, OTTO

Swiss American Corporation, New: York
DITTMAR, ELMER A,

Dittmar & Combany, San Antonio’
DIXON, JOSEPH W.*

American Securities Corpornt!on,

New York
DOERGE, CARL H.*

Wm. J. Mericka & Co., Inc., Cleveland
DOMINICK, II, BAYARD*

Dominick & Dominick, New York
DONNALLY, JESSE P.*

Peoples Naticnal Bank, Chnrlottesvlllc
DOOLITTLE, ROY W.*

Doolittle & Co.; Buffalo
DORBRITZ, ER\EST 0.

Mooreé, Leonard & Lynch, Plttsburgh
DOUGHERTY, A. WEBSTER = -

A. Webster Dougherty & Co.,:

Philadelphi~

Continued on page 63
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Petroleum Industry’s Profits at Peak

The - Oil and Natural-Gas - Se-
curities’ Committee of the IBA,
whose . Chairman was' William
Hughes of Wagenseller & Durst,

Inc.,of Los -

Angeéles, Cal.,
- in a report to’
.t h e Agsocia-
tion’'s. 40th,
A'nnual
... Conventjon' at
‘“Hollywoed,
‘Fla., revealed
the acecom-_
plishments “of
‘_the oil indus-
try during the
past, year, in-
dicatingthat
all segments
of - the indus-
try. have es-
tablished new records both in op-
erations and in profits, despite a
greatly augumented tax burden.
The jull text of the:report fol-
lows: 3
The accomplishments of the
American petroleum industry in
1951 can be described only by the
‘liberal ~use  of 'superlatives. In
every division of the industry—
production, refining, exploration,
development-and marketing—new
“historic records are being estab-
lished. Demand has kept pace with
supply and, despite some narrow-
ing of profit margins and a greatly
augumented tax. burden, net
profits are expected to be larger
than in any past year. The stock
market has recognized these
achievements and oil = company
equities, on average, have sold at
the highest prices in history....
Despite this most- favorable
background, the industry is not
without current problems. The
most important of these, from the
standpoint of its immediate im-
pact, is the disruption of world oil

William o.saugues

Oil and’ Natural -Gas - Securities- Committez of.IBA, under Chairmanship of
William S. Hughes, of Wagenseller & Durst, Inc., reveals every division of

petroléum industry’ has’"ést‘abl‘ished»-new*records, and, as result, cil and gas :

company  equities, on igVQtagé; are at highest levels in history. Sees, how-

< ever, problems: arising from Middle East oil disruptions.

markets caused’ by the cessation’

of Iranian operations. Since :1945
the center-of gravity of the inter-

national .- eil "market: has .been,

shifting from the Gulf: ports to the
Mediterranean, !
East now holds: the: key position

in world oil affairs, The' Iranian-

dispute has emphasized the im=
portance :of Middle “Eastern oil

and, although United ‘States prop--

erties are not involved directly,
the controversy is of 'vital concern

to'Americans for two reasons: (a)/

the strain being ‘placed on our
domestic il supply  to replace
Iranian- output, and ' (b) -possible
political repercussions on Ameri-

dle East’ nations.

The importance of the Middle
East. in the world oil picture can
be clearly seen from the summary
in the accompanying Table,

As can he seen, from the data
in the table, the Middie ‘East ‘is
one of the two major oil:produc-
ing areas in the world which has
a supply substantially .in excess
of its own requirements. = The
data also show  the degree to
which Western Europe is depend-
ent upon continued flow of Mid-
dle East peiroleum. Another im-
portant facet of the world petro-
Jeum picture disclosed in the tah-
ulation is the iact that the Mid-

dle East contsins half of the-total:

world oil reserves but:accounts
for only a little over 2% of de-
mand.

While this area’s .oil- produec-

WORLD OIL — RESERVES, DEMAND, SUPPLY

Percentage distribution by Areas

Estimated

Reserves: D

27.5%
2.6

Vnited Statesiosicoois
Other North America. .

Total North America_ -
Total South America...

-0
DN =

e

Western Hemisphere__
Europe (excl. U.S.S.R.)
PSSR Gt s dmmna e S
Africa :
Midd'e East

Far East—Oceania..._

w
—ooUIok,
Ui booow

Eastern Hemisphere__

World Totals

59.1%
4.8

Net Excess.of
Demard Supply
w——Barrels Daily ———
591,000 -

239,000

1950
Supply
52.1%

2.7

1950
emand

. 54.8
16.9

830,000
1,072,000

|

*accounted: for
and , the-.-Middle:

tion s, far in excess ‘of its internal

requirements, its- rank 'as a pro-
ducer: s far below -its “indicated
reserve position- since last year it
only -about: one-
sixth' of total world output: How-

:ever; production is on.-a steady
‘up-trend ‘which undoubtedly will
-continue ‘unless disturbed: by po-
Jitical’ interference.

The ' Middle
East so far is easily the most pro-
lific' of ‘the ~world’s three major
oil producing. regions, as can be
seen- from 'the fact that. output
per. well averages approximately

:5,000 - barrels: a - day against a
Jlittle over 200 B/D in Venezuela
and only 12 B/D in this country.
can oil investments in other Mid- -

The development of the Middle

_East. into a major: source of oil
‘production. has alse. had a major

bearing' ‘on * inter-continental . oil
flow, particularly  as it offects

~Western Europe. In ‘1938, the last

full year ‘before the outbreak of
World War I, over 75% of Eu-
rope’s ‘oil imports came from the
Western » Hemisphere . with  only
239% from the Middle East. ' Last
year, however, 69% came from
the Middle East and only 31%
from' the Western Hemisphere.
Iran accounted for about 35% of
the 1950’ Middle East crude output,
its production amounting to 610,-

000 barrels per day. This com--

prised: 150,000 B/D of crude and

460,000 B/D refined products from,

the famed: Abadan refinery, the
lapgest in the world. The Iranian
crude’ has: been replaced by an
increase of = 270,000 B/D: from
other Middle Eastern “fields, the
diversion of Middle Eastern crude
previously exported to the United

. States for refining, and increased

production’. from  the Western
Hemisphere. Refined products
have been provided by the utiliza-
tion of surplus European refinery
capacity of about 200,000 B/D and
by purchases from the United

States. The PAD on Oct. 3 esti-
mated that the United States ‘was
supplying -190,000 B/D of refined

‘products and diverting to Europe

about. 90,000 B/D. of crude- pre-
vipusly imported from the Middle
East.- ¥ o A
Probably second to the Iranian
nationalization move in its signifi-
cance to the world oil industry
has been ‘the consummation of
new financial arrangements for a
50-50 profits split between the oil
operators and respective . Middle
Eastern governments, 'The. two
such  arrangements sofar nego-
tiated (in Saudi Arabia and in

‘Iraq) directly concern American

companies and: presumably have
greatly strengthened their political
positions in these mnations. The
principal - American interests: in
Middle  East oil ‘are held by the
five so-called international com-
panies: Gulf Oil, Socony-Vacuum,
Standard Oil Company of Cali-
fornia,  Standard 0il Company
(New Jersey), and The Texas
Company. The . best known' of
these investments . perhaps isthe
ownership of the Arabian Ameri-
can Oil Company (Aramco) by,
the last four named companies.
Gulf Oil is represented primarily
through a 50% interest (with the
British-owned Anglo-Iranian Oil
Company) in Kuwait, and “Jer-
sey” " and Socony also equally
share an indirect 2334 % stock in-
terest in the Iraq Petroleum Com-
pany and jointly have full owner-
ship of the Standard-Vacuum Oil
Company, which operates in the
Far East. In addition to these in-
vestments, which largely involve
production, the American com-
panies have collateral interests in
refining, marketing and pipe line
facilities throughout the Eastern
Hemisphere.

The relative importance

of .

Eastern Hemisphere income to
American companies in 1950
ranged: from 7% for “Jersey”’ up .
to*the.approximate 25% net con- ~
tribution to consolidated earnings -
received. by The Texas Company
in' the form of  dividends (net
after . taxes). These 'percentages

 -take.into account only dividends

actually, received from non-con-
solidated subsidiary and affiliated
‘companies and in'many cases ‘the
undistributed “earnings of ' these
enterprises were quite substantial. *
Elsewhere 'in the world addi- "
tignal .oil reserves have been lo-
cated. Considerable publicity has
been. given to the indicated de-
velopment of major oil reserves
in Sumatra by a joint affiliate of
Standard Oil. eof California and
The Texas Company. While this
area offers promise of substantial
future output and worthwhile fi-
nancial benefits to its American
owners, it is a little early to ap-
praise with any. degree of cer-
tainty just how important this
region will prove to be in world
oil production. Investments in this -
area appear to be subject to even
more political uncertainty than
those in the Middle East, but one
of the more important facets of
this development is its proximity
to rapidly expanding markets in
Australasia, which will lessen the
dependence of these Far Eastern
markets “on -the' availability - of
Middle Eastern crude oil. f

Production and Demand ~

_,Domestitc demand for petroleum
products in 1951 is estimated at
7,055,000 barrels daily, a gain of
8.4% over the 1950 average.: Pro-
duction for the current year is es-
timated at an average of 6,150,000
barrels daily, or 14% greater than
last year.' The increased supply

together with imports has not only
been adequate to satisty the en-
larged demnands and offsel smaller
net imports, but has resulted in a :
considerable build-up of stocks.
Since the first quarter inventories
“of crude and refined products have
been increased by some 85 million

Continued on page 37
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: 242,000
1,236,000
95,000
229,000
1,486,000

Uicowmo &=

250,000

254,000

100.0% 12,030

Source: “World 0il,” July 15, 1951, issue.
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Warns Against Federal Tax Policies

In a brief summary report of
its activities, the Federal Taxation
Committee of the IBA, under the
Chairmanship of James M. Hutton,
Jr. of W. E.
Hutton ‘& Co.,
Cincinnati,
expressed ‘the
view that Sec-
retary of the
Treasury
Snyder ‘would
at next ses-
sion of Con-
gress renew
his recom-
mendation
that the capi-
tal gains tax
rate be in-
creased and
that a with-

holding tax be levied on dividend
" and interest payments.

" The text of the summary report

of the Committee follows:

Many of you will recall that in
our report to the Convention last
November we outlined a rather
ambitious program in the tax field
in_the light of then current and
likely future conditions and it is
something of a commentary on
world and domestic developments
in the interim when one considers
the things we thought practicable,
or at least worth working for, at
that time, These included:

(1) A top limit on mdlvidual
combined normal and surtax rates
of not to exceed 50%;

(2) A reduction in the capital
gains tax rate, a shortening of the
nolding period, and an increased
deduction against other income
for losses;

+ (3) Relief from present double

taxation of corporate dividends;

(4) Support to the effort to
limit Federal taxation in times of
peace to 25% by constitutional
amendment;

(5) Opposition to the passage of

an excess profits tax.
- Very shortly after our meeting
here last year, events in Korea
and elsewhere changed the whole
picture, and instead of a lessening
of the need for Federal tax reve-
nues, we were faced with the
necessity for additional revenues
to cover the cost of a vast rearma-
ment program, not only for our-
selves but for our allies as well.

"J. M. Hutton, Jr.

Federal Taxation Committee of IBA, headed by James M. Hutton, Jr., of

W. E. Hutton & Co., forecasts likellhood Treasury will again seek to

increase Capital Gains Tax rate, and renew proposal to enact withholding
tax on dividends and interest.

Thus we had recommendations
from the President and the Secre-
tary of the Treasury for vast new
sums of money’ which, of course,
made the plank. in our platform
for a top limit of 50% on individ-
uals wholly unrealistic from a
practical political point of view,
even though it still might well
have increased total revenues.

We decided, therefore, to con-
centrate our efforts on those
phases of the tax proposals which
were made to the Congress which
most directly affected the securi-
ties business.

It will be recalled that Secre-
tary Snyder, among other things,
recommended that the then exist-
ing capital gains tax rate of 256%
and the holding period of six
months be increased to 37% % and
one year, respectively, It was and
is our considered opinion that a
lower rate than 25 or 26% and a
holding period shorter than six
months would produce more reve-
nue than existing law and that
any increase in rate or holding
period will reduce revenue. Go-
ing on the assumption that the
principal purpose of tax legisla-
tion is to produce revenue, we
thought it only appropriate to
join others, both within and with-
out the business, with like views,
and to present these views to the
members. of the Congress as dis-
passionately and vigorously as we
knew how. I think this effort was
worthwhile and that the Senate
Committee, particularly, was con-
vinced that any increase in the
rate and the holding period would
produce less revenues, even
though the Senate ultimately saw
fit to go along with the final Con-
ference Committee compromise to
increase the rate to 26%.

Secretary Snyder also made a
number of other recommendations
very directly affecting the securi-~
ties business which we had not
anticipated last fall but which,
after consideration, and for a va-
riety of reasons, seemed to us un-
sound. We refer:
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(1) to the proposal for the with--

holding of income tax on divi-
dends and certain types of interest
payments and royalties which he
estimated would - produce  addi-
tional revenue of some $250 mil-
lion annually; and

(2) to require related corpora-
tions in a controlled group to
divide one surtax exemption
among them and to reduce the
excess profits tax credit of each
related corporation to an amount
equal to the surtax exemption of
each such corporation.

Here again I am happy to report
that many people in our business
and others affected presented their
views directly and vigorously to
their Congressmen and Senators
and neither of these proposals was
enacted into law.

It is not practicable in a sum-
mary report of this sort to cover
all of the provisions of the Reve-
nue Act of 1951 which are of par-
ticular interest to the investment
banking business, but we would
like to call your attention to the
fact that our Washington staff did
prepare such a summary which
was sent to all members of the IBA
as “Washington Bulletin” No. 3,
dated Oct. 23, 1951. You can find
the story there.

Now what about the coming
year? President Truman has al-
ready indicated that he will ask
for addi{g,ional new taxes, in spite
of the fact that leaders in both
the Senate and House have indi-
cated that, in their view, short of
an all-out war, we have reached
the point of ‘diminishing returns
under our present tax structure.
It is ‘'more than likely, however,
that an effort will be made again
to .increase the capital gains tax
rate and holding period, to with-

hold income taxes on dividends °

and interest, and of course there
is considerable feeling, both with-
in and without the government,
that if we are to raise substan-
tially more revenue we will have
to come to some sort of broadly
based consumption tax, although
there is considerable disagreement
as to just where this should be
placed.

Unless we are directed other-
wise by the Board of Governors
or this: Convention, we . shall do
our best and try to encourage the
membership and others to oppose
the three measures which we op-
posed this past year and any new
ones which similarly seem to us
unsound. We shall endeavor to
keep the membership generally
advised, through the “Washington
Bulletin” or otherwise, of devel-
opments as they occur, and I can’t
urge “you too strongly to get to
know your Congressmen and Sen-
ators and to make  your views
known to them, whatever they
may be. The more of you who do

this, the better they will be in-
formed, and the end result should
be sounder tax legislation for us
all.

The Committee feels very
strongly that a top limitation on
taxes in peacetime is necessary
to the survival of our free enter-
prise system, and that the greatest
possibility of securing such a lim-
itation is through a constitutional
amendment, To. secure this will
require a petition of 32 States to
the Congress. At the present time
25 State Legislatures have already

bitized for FRASER
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passed such resolutions and in

several others resolutions have ‘]

been - passed . in one legislative
body but have been defeated in
the other. In view of the fact
that many State bodies will meet
during the coming year, it is our
recommendation that the members
of the IBA cooperate as closely as
possible with the American Tax-
payers Association and Mr. Daniel
E. Casey, its Executive Vice-Pres-
ident, in an effort to secure favor-
able action on . such resolution
wherever possible.

We also have a problem of pub-
lic education in the tax field. This
is a long range program involving
a great deal of time, effort and
money. The most important con-
tribution you can make to it is the
education of your customers. If
everyone in the investment bank-
ing business «could sell everyone
of his customers a sound tax pro-
gram, it would carry a tremen-
dous amount of weight with Con-
gress.

In closing, your Committee
wishes to express its thanks and
appreciation to Murray Hanson
for the excellent job he has done
on our behalf. During the past
year he has given most generously
of his time and energy in an effort
to further our work.

Let us all hope that during the
coming year conditions may be
more favorable to the advance-
ment of our basic program.

Respectfully submitted,

THE FEDERAL TAXATION
COMMITTEE
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IBA Governors Set
Dates of Winler and
Spring Meelings

The Winter Meeting of the
Board of Governors of the
Investment Bankers Associa-
tion will be held in Chicago,
Feb. 8 and 9, at the Edge-
water Beach Hotel.

The Spring Meeting is
scheduled for White Sulphur

Springs, West Virginia, May
14 and 17.

1852 IBA Convention
Again in Hollywood

The 1952 annual convention
of the ‘Investment Bankers
Association of America will
be held at Hollywood, Florida,
at the Hollywood Beach
Hotel, from Nov. 30 to Dec. 5.
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The Municipal Securities Com- °
mittee of the Investment Bankers
Association of America, under the
Chairmanship of Lewis Miller,
Assistant
Vice-Pres-
ident of the
First Na-
tional Bank of
Chicago, re-
ported to the
Convention at
Hollywood,
Fla., on Nov.
29 that the
almost con-
tinuous in-
crease in the
volume of
new municipal
issues during
the past dec-
ade is likely to show a decline in
the current year.:Says price struc-
ture, which reacted unfavorably
after the unpegging of govern-
ment bond prices by the Treasury
in March, bas in recent months
showed.renewed improvement and
expects further gains as result of
new Federal tax legislation and
reduction in visible supply of new
issues.

Lewis Miller

Following is the text of the re-

In our Annual Report of last
year it was pointed out that each
year for the past decade, with the
exception of 1942, had been a
record breaking year in the mu-
nicipal field as to either price or
volume. Each'year, 1940 to 1946
inclusive (1942 excepted), record-
high prices for municipal 'secu-
rities were reached. Then in-each
of the years 1947 to 1950 inclu-
sive ‘record-high figures in  the
amount of new mumc1pal issues
were reached. .

‘While there is still a portion of
1951 remaining, it would appear
that no record as to either volume
of securities or prices will be set
this year. The amount of new is-
sues of long-term municipal bonds
during the first 10 months was in
the neighborhood of $2,703,400,000.
This compared with about $3,128,-
500,000 during the like period in
1950, -

The largest sales. this year in
the municipal field were: (1) on
July 14 $170,000,000 of bonds of
58 Local Housing Authorities, and

. . Th¢ Commercial and Financial Chronicle

The Municipal Bond Market in

IBA Municipal Securities Commlttee, headed by Lewns Miller, Assistant Vlce-

President of the First National Bank of Chicago, reports that trend of earlier

years with respect to constant increase in volume of new financing and

continual advance in prices will not be duplicated in current year. Says new

Federal tax bill, coupled with drop in visible supply of new issues, points to
further improvement in municipal bond price structure.

(2) on-Oct, 23 $156,700,000 bonds
of 76 Lecal Housing Authorities.

Market

In our Interim Report, sub-
mitted to the Board of Governors
last May, we called attention to
the rapid price advance which de-
veloped in the municipal bond
market after the opening of the
Korean conflict in July, 1950. This
advance continued until the early
part of March of this year when
it was reversed by the removal of
the peg on government bond
prices ‘and the ensuing sharp de-
cline in the market on those se-
curities.

This decline ' continued until
about June 21 when the “Bond
Buyer’s” index of average yields
of bonds of 20 large municipal
units showed a 2.23% basis. 'Since
then there has been a substantial
improvement in the market and
the new tax bill, together with the
drop in the visible supply of new
issues, ‘would -appear to point to
some . further improvement as we
go into a new year,

It is to be hoped, however, that
a price level may be reached and
maintained at some moderately
higher point without running the
risk of too rapid an advance. Ex-
perience would appear to indicate
that the high levels of the past
have resulted in a growing buyer
resistance and precipitated costly
adjustments in inventory.

Municipal Construction of
Properties for Industrial
Purposes

Our Committee is seriously con-
cerned over a comparatively re-
cent development in a few of our
states which is also a matter of
serious concein to local taxpayers
and others interested in the gen-
eral welfare of their state and in
the future credit standing of their
community. Furthermore, there is
a growing fear that this practice
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may spread and carry with it an
unhealthy effect on  municipal
credit in those states where the
practice is indulged in.

This situation is the result of
the enactment of legislation au-
thorizing municipal construction
of properties — industrial. plants,
etc—to be operated by private
companies or individuals under
lease. Mississippi, Kentucky, Ala-
bama, Tennessee and Illinois have
done so.

Mississippi’s authorization is for
the issuance of general obligations
by local governments for the pur-
pose of constructing the plants. In
the other states mentioned the se-
curity financing is to be payable
solely from the revenues’derived
from the rentals. The Illinois law
was enacted last summer. We un-
derstand from ‘counsel that there
is question as to its constitution-
ality. California is another state
in which a somewhat similar prac-
tice is gaining momentum as a re-
sult of recent developments.

On Sept. 13 the Chairman wrote
to the members of our Committee,
Council and Special Committee on
Revenue Bonds on the subject of
this type of municipal financing.
He pointed out that although these
legislative authorizaticns have in
the main received the approval
of the courts as to legality in the
respective states there are, how-
ever, a number of practical and
other problems involved. He di-
rected attention to various detri-
mental factors from the standpoint
of credit and to other features,
among which were that a continu-
ation of this practice would most
likely afford an increase in' the
arguments for taxation of the in-
terest on municipal bonds, and en-
courage arguments for the regula-
tion of municipals. He also di~-
rected = attention to “Moody’s”
writeup on “Industrial Plant Rev-
enue Bonds” in its Bond. Survey
of July 23 last under the heading
“Not Recommended for Invest-
ment.”

Operations of this character ap-
pear to us to be questionable mu-
nicipal activities. We believe the
use of municipal credit in aid of
private industry is unwise. It may
readily become injurious to mu-
nicipal credit and..detrimental to
the best interests of the people of
the respective municipalities.

In our opinion, and in that of
qualified municipal bond counsel,
this type of operation is neither
an essential nor a desirable mu-
nicipal function. Similar proce-
dure in the past has invariably
ended in confusion and in consid-
erable municipal . readjustment.
This is clearly pointed out in an
article by David M. Wood of Wood,
King & Dawson, municipal bond
attorneys - of New. York, “Public
Aid to Private Interests Poor Pol-
icy, Record Shows,” which ap-
peared in the “Bond Buyer” daily
of Oct. 31 and weekly of Nov, 3.
Reprints of this article have been
sent to our membership,

It would be well for each of our
members to carefully screen all
financing for possible relationship
to this type of operation and to
use their efforts in educating the
parties involved to the possible
effect of public financing of this
character.

Your Committee strongly rec-
ommends to our Board of Govern-
ors that an appropriate resolution
be adopted and made available to
the entire membership and others
interested,  pointing out the inher-
ent seridusness of this situation

and recommending the adoption
of such steps as may helpful in
overcoming this unhealthy prac-
tice.
Our Federal and State
Governments

There were several efforts made
during the year to establish Fed-
eral power over the states and

‘their governmental units. ~Among

them were:

(1) The Office of Price Stabili-
zation socught Congressional  au-
thorization of power -to control
rates charged by publicly- owned
utilities. . Expressed - briefly, the
OPS proposed amendments to Sec-
tion 402 of the Defense Act of 1950
which would:

(a) For rate making pur-
poses bring the large bulk of
municipally owned utility
systems under Federal agency .
authority.

. (b) Enlarge the jurisdiction
of the Office of Price Stabili-
zation by requiring these
utilities to file notice ~with
the Federal agency of any
proposed rate increase,

Congress declined to subject the
operations : of -local governments
to Federal dictation.
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(2) For a time, some officials of
the Office of Price Stabilization
sought to apply to local govern-
ments the regulations of that
office for certain service charges,
including municipally owned
parking lots, parking meters, ga-
rages and turnpike tolls. It was
reported that consideration . was
being given to including service
charges for sewer rentals, garbage
collections, -etc.

Probably - the. most - ndjculous
procedure attempted in this con-
nection was one reported in -the
June, 1951, issue of the “American-
Municipal 'News.” We quote: “The
reductio ad absurdum in the ex-
tension of price controls is, per-
haps, the effort of the OPS office
in St. Louis to prohibit the instal-
lation of parking meters by the
cxty on the ground that parking
in ‘the areas. of proposed meter
installation was free during the
base period, December 19, 1900
to January 25, 1951.” -

Aninfringement of power was
finally “recognized and 'the OPS
issued on September 19th -Gen-
eral - Overriding Regulation 14,

. Amendment 2, which specified the

exemption of our local govern-
ments.

(3) Efforts to amend the tax

* law to provide . authority .for the

Federal government to levy a
314 % excise tax on ‘the' electric
energy produced by projects
owned by our local” governments: .
However,; the REA financed elec-~

tric - cooperatives were to :be
exempt.. Congress - rejected: -this
proposed levy of -Federal taxes

Continued on page 71
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In its report to the 40th Annual
Convention at Hollywood, Fla.,,
the Public Service Securities
‘Committee of the Investment

. Bankers = As-
sociation of
America
called atten-
tion to t:ae 1ui-
pact on util-
1es of higher
taxes recently
enacted by
Congress,
which may
adversely af-
fect their net
earnings and
their expari-
sion program
in ‘aid of the
national de-
fense effort. The report " also
stressed “fhe dangers of growth
of public power projects to pri-
vate utility operations.

The text of the report of the
Committee, Chairman of which is
Wiltard A. Lynch of W. C. Lang-
%ey & Co.,, New York City, fol~
ows:

Since the start of the Korean
War, the tax problem has again
become of prime importance to
the utility companies, as it affects
their ability to earn-a fair re-
turn, to finance extensions, and to
aid the defense effort.

A new Federal tax law was
passed early in 1951 and a sec-

Willard A. Lynch

The Commercial and Financial Chronicle ..

Report of the Public Service Securities Committee of IBA, under Chairman-
ship of Willard A. Lynch of W. C. Langley & Co., says higher taxes are
affecting -utility companies’ ability to earn a fair return, so as to finance ex-
tensions and thus aid in defense effort. Sees new: utility construchon this
year less than planned and reports aggregate net income of electnc compames :

1451, making 1wo tax increases
enacted within a single year.
Under the first law the combined

normal and surtax on corporations*

was increased from 38% to 42%
in 1950 and to 47% in 1951 and
the excess profits tax was revived

at the rate of 15% in~1950 and’

30% in 1951. Under the October
law the combined normal and sur-
tax was increased to 5034% in

1951 and 52% in 1952 while the

excess profits tax was left at 30%.
Inasmuch as most " utility com-
panies ‘accrued normal and sur-
taxes during the first nine months

of the current year at 47%, it will

be necessary for these companies
to make retroactive increases to
Jan. 1, 1951.

On the other hand, the 34 %
tax on domestic and commcrcxal
sales of electric energy was re-
pealed as of Nov. 1, 1951. This
tax was a highly discriminatory
levy in ‘that it did not apply to
publicly owned or cooperative
power agencies nor was a similar

Since
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reduced in current ‘year. -

privately owned utility company..
Rather than extend this tax: to’
public power sales, - Congress
eliminated it altogether.  ‘Another
factor which probably influenced

Congress was the strong testimony ”
“submitted by the private power
industry " that any further ma-’
terial incredse in taxes would be’

followed by widespread applica-
tions for rate increases. While the
electric companies were not ex-
empted from higher income taxes,
the blow was softened by repeal
of the energy tax.

The total amount of energy tax
paid by the electric companies in
1950 was $104,000,000 and the net
saving (after deducting. income
taxes) due to its repeal will ‘thus
be over '$50,000,000. A’ prelimi-
nary study indicates that for most
of the companies the increase in
income taxes from 47% to 52%
will exceed in varying degrees the
saving on the energy tax but that
in case of a few of the companies
the latter saving will exceed the
increase in income taxes:

New Construction

Earlier this year it was esti-
mated that the construction ex-
penditures of the electric com-
panies during the . three years
1951-1953 would total about $7,-
000.000,000. Due to shortages of
copper, steel and other materials,
it is now believed that these con-
struction expenditures will be less
than the amount planned. Ac-

. -cording to a recent survey, -the.

industry (including public as well
as private plants) will come close
to attaining its 75,000,000 kw. goal
for 1951 but the target of 84,000,-
000 kw. for 1952 may be missed
by about 4,000,000 kw. While the
construction costs of the private
companies for 1952 will thus be
under the earlier estimates, the
aggregate of these costs, as well

as the financing required there- -

for, will nevertheless be substan-
tial.

We would like to point out here
that before the production of
many vital war supplies can be
started it is first necessary to have
an adequate supply of electric
power and that unless the utilities
and the manufacturers of electric
equipment are allotted the essen-
tial critical materials, the defense
program will be slowed down all
along the line.

Earnings

The condition of the utility in-
dustry is usually best indicated by
its earnings. A brief summary of
the earnings of all class A and
class B electric companies for the
first eight months of 1950 and
1951, tabulated from figures pub-
lished by the Federal Power
Commission, appears in table I,

These figures go as far as net
income but to get a full picture
| it is necessary to follow through

to' common stock. Taking at ran-
dom 10 companies which have
published income accounts for the
12 months ended Sept. 30, 1951,
the earnings per eommon share
declined an average of 9.2% com-
pared ‘with the previous 12
months. This was due to reduced
net. income available for commorn
stock as well "as to the larger
number of common shares- out-

proms during, the current ‘year.
These" increased taxes have not

vested but they have also reached
in and taken away some of the
earnings applicable to already out-
standing securities.

As indicated previously in this
memorandum, there will be a fur-
ther heavy increase in Federal in-
come taxes during the last quar-
ter of 1951 and throughout 1952,
to be offset in part by elimination
of the 3154% TIederal energy tax.

A number- of the electric com-
panies obtained rate increases this
year but the earnings which are
shown in table I reveal that-the
relief granted was entirely inade-
quate to overcome the mounting
tax burden. While it is hoped that
all or most' of ‘the higher taxes
necessitated by the  current de-
fense program have already been
seen, we  urge . utility companies
to -press vigorously for whatever
rate increases-may be required to
keep them in. a  financially
healthy condition.

Public Power

The present huge war and de-
fense programs have given the

public ownership group an added:

argument for increased ‘govern-
ment power plants. Of the many
public projects which have been
proposed, we will touch on two,
one of which is steam-electric and
the other hydro-electric.

Prior to the adjournment of
Congress a bill was introduced in
the House to authorize construc-

- Thursday, December 13, 1951

Utilities Feel Impact of Taxes

tion by the Department of Interior
of eight steam-electric generating

‘plants with a total: capacity . of .-

400,000 kw..in the Pacific North-
west. After four days of hearings
this bill was favorably reported
out- of the House Public .Works

:Committee by a-15 to.9. vote.
:During the last” 10 years the De-

partmett of Interior has sought .

ond law was passed in October,tax paxd by -any other tere of a major factor in-the cleclme m;on shx;different uecasigmy. bn. bl

steam-electric’ plants, five tlmes

‘for the Central Valley project m o

‘only prevented. the companiesicahfcrma and once for the b(mth-

{from earning any return on the: L
large amount of new capital in--bUt 21 ol {ieae PRARAL Weeae re

western -Power. Admlmstratlon,’?'

fused by Congress.

In a dissenting report signed by -
most of the members of the Com-
mittee who voted against the bill,
it was questioned (a) whetter the
granting of FPC licenses to two
hydro-electric projects of 580,000
kw. total capacity in the same area
(one to be owned by a municipal
system and the other by a private
company) had been blocked by
the Department of Interior even
though these projec's could be
completed sooner than the Federal
steam plants; (b) whether the
Department of Interior had allo-
cated additional” a'luminum pro=
duction to the Pacific Northwest
in the spring of 1951 for the pur<
pose of later on showing the need *
for government steam plants (the -
request to  Congress for these "
plants was not made until Sep-'"'
tember 1951); and (¢) whether the
Department of Interior planned
to use the requested authorization,
if granted, as an entering wedge
for the building of other steam=- ‘!
electric plants in the Sou‘hwest-
ern states as well as in the South-
east and other parts of the country, *

The second project which we
will mention conceris the Niagara @
River in New York. Puring 1951
three ‘bills were introcuced in
Congress for the furt-er develop-
ment of this river through the
construction of-over 1.000.000 kw,
of hydro-electric ‘generating ca-

Continued cn page 74

! Table I—Earnings of Class A and B Electric Companies

First 8 months—

1950

1951 Change

Electric operatmg revs. $3,110,604,000 < $3 428,276,000 +4-10.2%

Federal income taxes*
Gross income
Net income

230,343,000
738,138,000
553,517,000

382,394,000 +36.3%
735.562,000 — 0.3%
534,878,000  — 34%

#Includes excess profits taxes of $156,000 in 1950 and $7,898,000 in 1951,

~ *'NEW' YORK

LEE HIGGINSON CORPORATION

INVESTMENT SECURITIES
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BOSTON
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Members New York Stock Exchange, New York Curb Exchange
and other principal exchanges -
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standing (7 out of the 10 com-
panies sold additional common- |
stock during the period). - SR i
It can readily be seen that the
increase in income taxes has been
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Canada’s Economy

In its report to the.Annual Con-
“vention of the Investment Bankers

Association 'of America at Holly- -

wood, Fla., the Canadian Commit-
tee of the IBA,
headed by
J. A. Gaird-
ner of -Gaird-
‘ner & Co.,
‘Ltd., - Toronto,
presented. a
wealth of sta-

tistical data in"

support ‘of the
view that
Canada is de-
veloping a
~leading :role
as :a supplier

«of ‘basic ‘raw’

i

2 4 materials and
James A. Gairdner

products.

Noting- that capital - expenditures-

-of all kinds are currently equiva-
lent.to-22% of the mnation’s gross
natiénal product, the committee
stated that over 215 billion dollars
is ‘being ‘expended. by . various in-
dustries- on’ expansion programs
scheduled for. completion within
the next four years. Canada, ac-
cording to’ the report, “provides
tgday, perhaps more than at any

“time in her history, an unexcelled
opportunity for profitable invest-
ment.” : ;

Text of the report follows:

INTRODUCTION

In view of the keen interest dis-
played by the fraternity of invest-
ment dealers and private investors
in the United States in. Canadian
investments, we propose' in this,
the third Annual Report of the
Canadian  Committee, to ' present
the highlights of the rapid devel-
opment which is now taking place
in Canada and which is bringing
our nation into a leading role as a
supplier . of basic raw materials
and manufactured products,

The rapid growth of Canadian
industry  is such that capital ex-
penditures of all kinds are cur-
rently equivalent to 22% of the
gross national product. The larg-
est proportion of the capital funds
being ‘invested is going into the
soundest type of 'project—those
which will develop our natural
resources, of which oil and ‘gas in
Western Canada, iron ore in Que-
bec and Labrador, nickel in On-
tario and Manitoba, and hydro-
electric power for the production
of aluminum in Quebec and Brit-
ish Columbia, are familiar exam-
ples.

Capital Projects in Progress

The Hon. C. D. Howe, Defense
Production Minister of Canada,
gave a report to Parliament to-
. ward the end of October which
" included some interesting  esti-
FAL

‘manufactured-

Canadian Committee of. IBA, ‘headed by IJ. "A. Gairdner of Gairdner & Co.,

- Litd., of Toronto, commenting on rapid development of Canadian ‘industry, re-

‘veals that $21/ billion is being expended on' projects- now underway and

-scheduled to be completed within 4 years. Says these expenditures will

produce substantial increases in capacity for copper, aluminum, crude oil,

titanium ore, lead, primary: steel and other materials. .Cites role of capital

from U. S. in financing expansion and says Canada today affords an un-
excelled opportunity for profitable investment.

mates of the capital funds which
various- industries are employing
in' projects now under way and
scheduled “for. completion within
four yedrs. The total is over $2%
billion of . which $233-million will
go into- aluminum and $150 ' mil-

lion into other base metals, exclu-

sive of -iron’ mining: which- will
take $226 ‘million. - Petroleum and
natural “gas -development, includ=
ing exploration, drilling, pipeline
construction and' refineries, - will
absorb $513 million.  Hydro-elec-
tric’ power ‘installations’ will “re-
quire '$1,200 - million. = Chemical
plants, including petro-chemicals,
will cost $127 million and primary’
steel facilities afurther $88 mil-
lion. e S

These capital expenditures will
produce - increases in ‘capacity
ranging from between 8% and
27% for-copper, nickel, lead, zinc
and primary-steel. . Much ‘larger

-percentage gaing in’ capacity will

result’ for iron ore, aluminum,
crude oil, cobalt and ilmenite '(ti-
tanium ore).l

Such projects as have been dealt
with in the foregoing, ‘totaling
$21 billion over four years, make
up, of course, only one sector of
total capital investment. The
overall investment figure for Can-
ada in 1951 is of the order of
$4,561,000,000, which represents a
record 22% of Canada’s estimated
gross national product for 1951.
Deducting capital expenditures by
governments, municipalities " and

certain other categories, the out- !

lay by business is about $2,860,-
000,000.2 Needless to say, a large
part of this expansion is being
made by defense industries or
those supplying strategic raw ma-
terials.  The federal government’s
procurement for ‘defense is now
running at an annual rate of over
one billion dollars and is rising
more quickly toward the goal set
in the estimates last spring.

Finance—Available statistics
are insufficient for us to estimate
accurately the source of funds
which are enabling this large in-
vestment to be effected, but it is

1 See Table V.

2 Mid-Year Survey, 1951, Private and
Public Investment in Canada, Depart-
ment O;A'l‘-lﬁdc and Commerce, Ottawa,
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quite ‘evident that while the
‘greater ' proportion is. being pro-
~vided -internally the present rate
_of ;progress would be impossible of
-attainment were it not for. the

influx ‘of funds-‘from . the great.

‘Teservoir of ‘capital which- exists
“in the United States today.

"""We as" Canadians realize the
need for external financial assist-
“ance if our development is to be
on'a scale suited to the markets
and  the ‘defense requirements of
the. Western ‘World and we ‘wel-
come. . the investment . of your
funds and the application -of your
know-how, :

The exact amount of present in-
‘vestment. of 'the United: States in
the natural- resources and indus-
try of :Canada today is not avail-

able, but it is safe to say that-the’

figure is very large relative to the
size of our economy and becoming
-of ever increasing importance and
it is expected that this movement
will continue for the foreseeable
future. :

As far as the investment activi-
ties of the private United States
citizen is concerned, this develop-
ment does not pose-any problem
because he is mostly buying into
situations already . existent and
in ‘which there- is ‘already a sub-
stantial Canadian interest, but the
United States’ corporation which
enters Canada in the form “of a
subsidiary operation of the parent

company does provide a problem.-

A study of fifty of the largest
United States manufacturing com-
panies doing business in Canada
through subsidiary companies
reads like the “Who's: Who” of
.United = States business. These

companies .in. their respective
groups . supply anywhere from
25% to .100% of the Canadian
market in their field of endeavor.
In only. eight cases out of 50 has
the-Canadian public been given an
opportunity of investing in the
common shares of the Canadian
subsidiary . and in two of these
cases the amount held by Cana-
dians is so small as to be of no
real moment—in all the total in-
vestment of Canadians in these
ventures would not amount to a
tiny fraction of the assets in-
volved. In no instance whatever
have shares of the parent com-
panies been offered for investment
in Canada, nor are.the shares of
any of the parent companies con-
cerned listed on any' stock ex-
change in Canada.

In the case of mining, oil, pulp-

and paper, and chemicals, the pic-
ture is ‘somewhat  brighter from
the Canadian point of view. A
number of the older companies
controlled by U. S. interests have

-a reasonably large percentage of

Canadian shareholders and in re-
cent -.months several new  issues
made in connection with oil and
chemical developments in Canada
have been effected in such a man-
ner as to provide for Canadian
participation either in their senior
securities or their equity financ-
ing.

This, in our opinion, is a method
-of procedure that is sound—eco-
nomically ‘and politically.  Our
citizens are intensely interested in
the development of their natural
resources and markets and while
we realize fully that the amount
of equity capital available in
Canada compared to the amount
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‘Reaching New Highs

available in the U.S.A. is limited,
within the bracket of that limita—
tion, and the bracket is constantly
widening, there is a growing feel-’
ing ‘that our ' citizens should be

“.given an opportunity of partici-

pating either in the equity shares-
of swubsidiaries of United States
companies formed for the purpose-
of .developing our’ natural re-
sources or our markets, or of ir-
vesting in the shares of the parert-
companies thereof.

Capital Projects in Progress )

Although it is hardly possibie
in a review of this nature to,cover
effectively. all those fields i=
which noteworthy capital ex-
penditures are now taking place, & -
brief reference will be attempted
to those of special interest whicm
are in progress or planned:

Qil—It has been estimated that
total expenditures for land acqui-
sition, exploration and develop—
ment in Western Canada will tops
$200 million for 1951, There are:
140 geophysical crews in the fieldk
and 91 wildcat rigs at work  anet
the number of both is increasing
rapidly.  Reserves are now placedt
at 1,350,000,000 barrels—up 23¢%
over 1950. 'Production potential is -
up to nearly 200,000 barrels daify -’
which, granted further means of
transportation, places Canada ha'f
way toward self-sufficiency in its
requirements for crude oil.

What will the next few years:

‘hold for-Canada’s future as an ofl

producer? John R. White, Exect~
tive  Vice-President of Imperizk
0il, drew attention in a recent ad-
dress to the rising rate of oil andt
gas discoveries—17 in 1947, 43 im
1948, 58 in 1949, 69 in 1950 and 54
in the first seven months of 195L.
He gave his opinion that the cur—,
rent production potential of 200,-
000 barrels daily could be doubledt
or trebled within the next few
years.

Apart from crude oil consumed
by the growing refinery capacity
of the Prairie Provinces a large
part of our western production
finds its market in-the refineries
of Ontario, having. been trans-
ported by the Interprovincial Pipe

Continued on page 44
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Praises Work of IBA Group Chairmen

Ewing T. Boles, Chairman of IBA Group Chairmen’s Committee, calls the

heads of the Association’s regional groups “Iron Men,

In a brief report to the 40th
Annual IBA Convention at Holly-
wood, Fla., Ewing T. Boles of the
Ohio Company, Columbus, Ohio,

the head of

the Group

Chadrmen’s

Committee  of

the Associa-

tion, praised
the work of the

17 “Iron Men”

who headed
_the regional
< “groups during

the past year.

" In his Te=

port, Mr.
.. Boles said:

Paul de-

Kruif tells a

very interest=-

ing story of
seven iron- men who discovered
the great Messabi:iron range. ‘We
want to-tell’ you:the story of the
17 iron men- and of the great.job
they- did' in - discovering and. ex-
ploiting ‘the pent-up interest in
the 17 Groups-of -the IBA in the:
United States.

From- the lips of our crusading
President;. Larry: Marks, we have
the testimony-of-the tremendous

Ewing Thomas Boles

job that these 17 lean-bellied”

iron  men -have done .throughout
the length' and- breadth of this
fand in promoting not only inter-
est and enthusiasm. in; the IBA,
but bringing to their-members a-
solid and savory ‘diet which not

outstanding job.

only meant increased prestige and
accomplishment for the industry
in general, but bread-and-butter
ideas that help them to increase
the number of their clients who
are holding securities in America’s
greatest enterprises,

Truly this has been a great year
for the industry and some of the
good work that has been done by
these 17 iron men was in part
forecast by what had been done
by some of their predecessors. We
have been accustomed, for a
number of years, to certain of the
Groups doing outstanding  jobs,
but it took the knowledge and en-
thusiasm, the background " and
training, of these 17 men to make
these ideas really catch fire
throughout the country.

We could go .into great detail
as to the outstanding accom-
plishments of each Group—the
fine meetings they have held —
the outstanding . speakers 'they
have had—the promotions - they
have carried on—in short the tre-
mendous: results they have

achieved. But to chronicle these-

individual activities.- would take
far more of your time than this
occasion ‘would permit,

- This Board. of Governors made
a most. wise decision here ‘at Hol-
lywood last year in.inviting these
17 iron men to attend the Mid-
Winter meeting .of the Board in
Chicago, where a special program
was set up so that-each and every
chairman could know,; not only

DOMINICK & DOMINICK

Members New York Stock Exchange

14 Wall Street, New York 5

Canadian Affiliate

Dominick Corporation of Canada
MONTREAL

RAILROAD
PUBLIC

49 Wall Street

BOND and STOCK
BROKERS

*

VILAS & HICKEY

Members New York Stock Exchange
Members New York Curb Ezchange

Telephone: HAnover 2-7900
Teletype:

UTILITY
INDUSTRIAL

New York 5, N. Y.

NY 1-911

bitized for FRASER

” who have done an

what had heen accomplished in
other Groups, but the details of
his duty, the workings of the IBA,
and just what his responmblllty
and opportunities were. In addi-
tion to that, they sat in on the
meetings of the Board and got
first-hand information in detail of
what was going on. The final re-
sult was they felt they were made
an integral part of the IBA and
that without their help and par-
ticipation there could be no suc-
cessful progress ‘made by the As-
sociation.

We are.sure that the Board will
again want to invite all Group
Chairmen to attend the Mid-
Winter meeting of the Board and
we hope this may become a tradi-
tion which may be followed down
through the years,

We are listing here the names
of the men who have done this
outstanding job for you and your
Association, We know you will
give them the enthusiastic salu-
tation which, ‘hecause of their
achievements, they so thoroughly
deserve.

Michigan G roup: William. M.

:Adams, Braun, Bosworth & Co.,

Incorporated, Detroit.

New York Group: Amyas Ames,
Kidder, . Peabody & Co., New
York.

Pacific Northwest Group: Willis
H. Blakely, Blankenship, Gould &
Blakely, Inc., Portland, Ore.

Northern Ohio Group: John S.
Clark, Fahey, Clark ‘& Co., Cleve-
land.

Rocky Mountain Group: Walter
J, Coughlin, Coughlin and Com-
pany, Denver.

Eastern Pennsylvania Group:
Gordon Crouter, DeHaven - &
Townsend, Crouter & Bodme,
Phlladelphxa

New England Group: Horace W.
Frost, Tucker, Anthony & Co,,
Boston.

California Group: Robert L.
Harter, Sutro & Co., San Fran-
cisco.

Ohio Valley Group: Canipbell
S. Johnston, W. E. Hutton & Co.,
Cincinnati.

Southeastern Group: W, Payton
May, Investment Corporation of
Norfolk Norfolk, Va.

Minnesota Group: Donald E.
McFarland, Kalman & Company,
Inc., Minneapolis.

Southern Group: Ralph Owen,
Equitable Securities Corporation,
Nashville.

Central States Group: Charles
R. Perrigo, Hornblower &
Weeks, Chicago,

Southwestern Group: Philip J.
Rhoads, Iirst National Bank &
Trust Company, Oklahoma City.

Texas Group: Lewis F. Rodgers,
Central Investment Company of
Texas, Dallas.

Mississippi Valley Group: Jer-
ome F. Tegzler, Dempsey-Tegeler
& Co., St. Louis,

Western Pepnsylvania Group:
L. Wainwright Voigt, Hemphill,
Noyes, Graham, Parsons & Co,,
Pittsburgh.

Coming events cast their shad-
ows before and we confidently be-
lieve the great upsurge of inter-
est brought about by these chair-
men will be a terrific challenge
to their successors in office and
that we may look forward to
great leadership at the grass roots
level in all the efforts of the IBA.

It 'is by this means and this
means alone that our Association
can really and truly become a
great trade crganization. Our in-
dustry has great and grave op-
portunities and responsibilities in
these trying times of this our.be-
loved America. We therefore, all
the more need such continuing
leadership from our Group Chair-
men.

Golf and Tennis Tournament Winners

At the Investment Bankers Assn. Gonvenlion

GOLF
Alden H. Little Trophy:
1st—Charles C. Glavin, First Boston Corporation, New York.
(Albert R. Hughes, tied, lost toss)
2nd—Donald C. Lillis, Bear, Stearns & Co., New York.

Ladies Kickers Handicap:
1st—MTrs. Harry 1. Prankard, New York.
2nd—Mrs. Wm. S. Hughes, Los Angeles,

Robert E. Christie, Jr. Memoriak:
1st—F. D. Farrell, City National Bank, Kansas City.
2nd—James' C. Ward Third National Bank Nashville.

18 Hole Handicap:
1st—Albert R. Hughes, Lord, Abbett & Co., New York.
2nd—Lawrence Wren, Allen & Co., New York,

Ladies 18 Hole Handicap:
1st—Mrs. J. Paul Woollomes, San Francxoco.
2nd—Mrs. ‘Allen C. DeBois, 'New York.

18 Hole Kickers Iandicap
1st—Benjamin J. Levy, Salomon Bros. & Hutzler, New York.
2nd—Gerald P. Peters, Peters Writer & Chnstensen, Denver.

Mixed Foursomes Tournament
1st—Mr. and Mrs. David B. McElroy, J. P, Morgan & Co.,
New York.
2nd—Mr. and Mrs. Theodore V. Low, Bear, Stearns & Co.,
New York.
Investment Bankers of Canada—Golf Champienship:
1st—W, Neal Fulkerson, Bankers Trust Company, New-York.
2nd—Andrew - K. Marckwald, Discount Corporatlon, New
York.
3rd—Theodore V. Low, Bear, Stearns & Co New York.

Ladies Low Gross:

1st—Mrs. James P, Jamieson, Chicago.

2nd—Mrs. George J. Schaust, First National Bank,. ane-
apolis. .

TENNIS
Men’s Doubles: : _
' First Prize—Malon C. Courts and Richard W. Courts, Courts
& Co., Atlanta,

'Second Prize—Henry W. Putnam, Assn. Stock Exchange
Firms, New York; Jack R. Staples, Fulton, Reid & Co.,
Cleveland.

Mixed Doubles:

First Prize—Mrs. Laurence M, Marks; Malon C. Courts, Courts
& Co., Atlanta.

Second Prize—Mr. and Mrs. George B. Kneass, Phxladelphla
National Bank, Philadelphia.
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Railroads, the ICC and the Investor

In presenting its report at the
Annual Convention of the Invest-
ment Bankers Association of

America at

Hollywood,
. Fla,. the Rail-

road Securi-

ties Commit-
tee, whose

Chairman is

Charles L.

Bergmann, of

R. W. Press-

prich & Co.,

New York
" City, asserted

that “A. com=

plete over-
‘hauling of

our national

transportation
policy is essential to avoid a de-
terioration of the railroads to the
point where ‘the public interest
will require that they be taken
over by the government.” “Viewed
superficially,” the report .stated,
net income of the carriers is some=-
what impressive, although “when
measured in terms of purchasing
power” the results compare un-
favorably with net income of ear-
lier years, Acknowledging inves~
tor apathy toward rail securities
generally, the report, however,
expressed the opinion that low
prices prevailing for many rail-
road income bonds are unrealistic
when consideration is given to
their underlying strength.

Charles L. Bergmann

Text of the report herewith:

During 1951 the railroads of the
United  States will have spent
nearly $1.5 billion for the pur-
chase of new equipment and the
construction of new facilities. As
a part of the program of financ-
ing these huge expenditures ap-
proximately $275 = million ' par
value of equipment trust cer-
tificates will have been issued up
to the date of this report and it
is likely that the total of this type
of financing may approximate
8300 million for the full year. In
addition, a substantial amount of
conditional sales agreements has
been negotiated with = various
banks, insurance companies and
other investors. Complete in-
formation is not readily available
on the volume of conditional sales
financing, but it is estimated that
the total may exceed $200 million.
Because of changes in the tax laws
and in the tax position of indi-
vidual railroad companies the so-
called. “Equitable Plan,” which
was described in last year’s Com-
mittee Report, has not been em-
ployed to any large extent since
the early months of the year,

Long-term*debt in the amount

of $33,347,000 was issued for re-

Railroad Securities Committee of IBA, under direction of Charles L. Bergmann
of R. W. Pressprich & Co., New York City, contends that problems of the
carriers are product of unrealistic national transportation policy. Says adequacy
of railroad earnings should be measured in terms of purchasing power rather
than by “arbitrary and inflexible standard of rate of return on property invest-

ment.”  Although recognizing reasons for investor apathy toward rail securi-

ties generally, report nevertheless avers that low prices prevailing for many
income bonds are not warranted. Contends large per share earnings in some

 instances merely reflect small capitalizations and recommends “false impres- |

sions” be corrected by share increases via stock dividends or split-ups.

funding purposes but no new
money for capital improvements
was raised in this manner. One
railroad company raised about
$5,000,000 by offering additional
common shares to its stock-
holders. Except for this no new
equity financing was undertaken.
In short, it is evident that the in-
dustry has financed a relatively
small part of its capital expendi-
tures program, relying instead on
earnings and depreciation for the
greater part of the necessary
funds.

Investor Apathy

The traditional types of equip-
ment financing are practically the
only devices by which railroads
in need of funds can secure them
at a reasonable-cost. The disparity
between the cost of other long-
term ‘money to railroads and to
other types of industrial bor-
rowers is well illustrated by the
recent sale of $14,950,000 Western
Maryland Railway Company mort-
gage bonds issued solely for re-
funding purposes and rated “A”
by a well known rating agency.
These bonds were sold at competi-
tive bidding at an interest cost of
460% whereas similarly = rated
bonds of public utility companies
could be sold at the same time at
an- interest cost of 3.60%, a dis-
advantage of a full 1% to the rail-
road borrower. This is a striking
example of investor apathy toward
railroad securities.

Another example of the lack of
investor and speculator interest

‘in railroad securities is to be

found in the low prices at which
many railroad income bonds sell
in the open market."For the most
part these are essentially sound
securities issued in connection
with drastic reorganizations of
railroad companies that were
bankrupted by the depression of
the 1930s. In most instances the
bankrupt railroads were prac-
tically rebuilt before termination

of the bankruptcy proceedings and
further large modernization pro-
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grams have been continued since

then. While some discrimination
is necessary between companies,
many of these reorganized car-
riers rank among the best in the
industry when measured in terms
of operating efficiency or rate of
growth. In spite of this their in-
come bonds sell at sharp dis-
counts from. their face value and
offer a: rate of return substan-
tially greater than that offered
by most other acgeptable types
of securities,

Reasons for Investor Indifference

Apathy toward railroad securi-
ties stems from two main causes:

(1) A conviction that the in-
dustry is beset by so many funda-
mental problems. that it is not a
good long-term risk. :

(2) The failure of investors to
recognize that in spite of the per-
formance and problems of the
industry as a whole, many indi-
vidual companies are capable of
above-average ‘performance and
are not subject to the full impact
of the industry’s problems.

At this time it would appear
that railroad freight traffic for
the year 1951 will be approxi-
mately 5% higher than the vol-
ume for 1950. In spite of this
favorable traffic showing, esti-
mated 1951 net income of $625,-
000,000 will be substantially less
than the $783,000,000 of net in-
come reported for 1950. Even if
allowance is made for the fact
that total revenue for 1950 in-

cluded about $149,000,000 of back
mail pay, only a part of which
can properly be attributed to 1950
operations, it is:evident that the
level of railroad earnings has:
failed to keep pace with in-~
creased volume, Several factors
are responsible, .

In order to be properly pre-
pared for the transport demands
of our national defense program
the industry =~ spent unusually
large sums for equipment main=
tenance in order to reduce the
percentage of bad order cars to a
minimum. Accelerated amortiza-

tion privileges on account of cer- -

tain equipment acquired and
facilities constructed have further
reduced the level of earnings
which would have been reported
under normal depreciation poli-
cies, This last factor requires fur-
ther discussion.

The ICC and R. R. Earnings

The Interstate Commerce Com-
mission. is currently giving ‘con-~
sideration to an ‘order which
would require the carriers to ex-

clude from their official income

accounts those amounts by which
accelerated amortization of de~
fense facilities exceeds the normal
depreciation allowances, Such a
procedure would have the effect
of increasing reported net income.
However, inasmuch as the full
amount of accelerated amortiza-
tion will be allowed as a deduc-
tion from net income for income
tax purposes, the amount of such
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taxes the carriers will have to pay
will be less than the.amount they
would have to pay. on net income
as reported under the contem-
plated ICC accounting procedure,
Unless a tax equalization adjust-
ment is made in the official ine
come accounts, the reported earn-
ings will be distorted .upwards for

““five- years and-thereafter a ree

verse distortion will develop.
The ‘most.important-reason for

the .decline in railroad income is

the increase in operating expenses

attributable to wages, Wage rates

for many classes of railroad em-
ployees. were .increased -early -in
the year and the operation of es-
calator clauses in wage contracts
caused further: subsequent  in-
creases. :

To offset increased expenses the
carriers early this year petitioned
for a 15% increase in freight rates.
The ICC granted a meager interim
increase -effective April 1st and
late in August:-permitted final in-
creases . averaging -about 6% %

.effective September 1st. The in-

adequacy of the increases and the
delay in granting the full amount
finally. permitted are another
reason why the carriers’ earnings
have declined this year.

Mail Pay Increase

On the more favorable side, a
further increase in railway mail
pay compensation- was granted
during November -and made re-
troactive to January 1st, It is
estimated that this will add about
$75,000,000 to gross revenues, an
amount not insignificant by itself
but small by comparison with the

~amount of revenues lost because

of the delay in securing a higher
general level of freight rates,

Net Income Inadequate

Viewed superficially, net in=
come of more than $600,000,000
does not appear to be wholly un-
satisfactory. It compares favorably
with the average annual net in-
come of the preceding five years,
It is several times greater than

‘the average annual net income

produced during the "depression
decade of the 1930s. It provides

Continued on page 42
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Sees More Underwntmg

expand, and it is not the intention
. of your committee to debate this
question in this report. However,
. a few significant factors in our
economy are called to your at-
teation:
(1) The gold stock has expanded

about 5.5 times since 1929,

(2) The active money supply—

demand deposits and currency in

. circulation—has expanded about
4 fimes.

(3) The velocity in turnover of
demgnd deposits has diminished
t about 50% of the 1929 figure,
ard

(4) Consumer spending, as re-
wealed by the figures of Gross
ational Product, amounts to only
about $2.75 for every $1.00 of the
active money supply as compared
with about $3.60 average during
the 1920’s.

‘These are only a few “bench

-~ anarks” but it might be suggested .

that they could point toward a
much larger economy than we
have yet experienced ‘and such
expansion must be accompanied
by additional capital formation,
Tf these figures are -indicative,
such expansion could continue for
at least the next four or five years
at the present rate, and possibly
even- longer.

{f our economy develops in this
amanner, the use of corporation
cash to finance capital expansion
might = diminish very substan-
tially, and as it diminishes the
investment banker will be called

In Years Ahead

upon in an increasing manner to
fill the gap through the issuance
of corporate securities. And. so
our industry should ‘be prepared
to .accommodate this growing de-
mand for public financing.

Types of Financing '

The following tabulation pre-
sents the percentage distribution
of corporate security flotations
among bonds, preferred stock and
common stock during the some-
what comparable financing pe-
riods of 1925-1930 and 1945-1950:

—Bonds— " Pfd, «Com,
Long Short
Term Term

63 3 7.2

L i oo gy
KV
LwDoOBE- Lowmmm

SNODHHS - NWHia
HRMHBOR moowi
JIPIONSE &5

-

“8 months.

It wil be noted from this tabu-
lation that short-term bond fi-
nancing constituted a more im-
portant segment of the total than
it does today. This might be ex-
plained by the relatively low in-
terest rates on long-term bonds
at the present time as compared
with the prevailing rates in the
1920’s. It could-be reasoned that
corporate management realizes
that the current period offers an
opportunity to do long-term fi-
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nancing .in the magnitude of 25
to 30 years maturity at historical-~
ly low rates and thus-insure rela-
tively low interest requirements
on the present financing for a
‘rather long period of time. Taken

issues might be used
rather - than straight common
stocks. - We,” in ‘the investment
business, may do well to gear our
underwriting in accordance with
this apparent trend. °

vertible

together, however, it-is worthy of

note that the total percentage of
bond offerings in 1925, 1926 and
1927 constituted about the same
proportlon that bond offerings dld
in 1950,

Private Placements

Bond financing lends itself to
private placements.
competition has injected a new
problem into our industry in this
postwar. period. Indeed, private
placements since 1945 have aver-
aged approximately 40% of ‘all
financing, and as last year's re-
port pointed out the private place-
ments of industrial issues alone
have constituted some 60% to 70%

- of the total in recent years. From

an objective point of view there
are both favorable and unfavor-
able factors in the private place~
ment of securities. For the sake
of -our industry and also.the econ-
omy as a whole, some of the un-
favorable factors .should - be con-
sidered by us and then be called
to the attention of industrial man-
agement. To .enumerate a few,
your committee suggests:

(1) A few large institutional in-
vestors may become dictators- of
corporate fiscal policy.

(2) There is no free market to
permit- the purchase of bonds for
sinking fund on certain occasions
at prices below redemption prices.

(3) The evaluation of price by a
free market for comparative pur~
poses, is absent in the event of fu-
ture financing, and

(4) Private placement does not
develop the allies of investors in
the event of management conten-
tions with labor or the govern-
ment.

The SEC of course, has powers
to accelerate the effective date of
a registration statement, but it is
suggested that the “ground rules”
should be modified concerning the
20-day waiting period and the
burdening prospectus require-
ment. This would permit public
offerings to be made more in the
manner of private placements.

The preferred and comm.on
stock offermgs -during the first
three -years in the earlier period
as presented inrthe above tabula-
tion amounted to about the same
proportions as they did last year.
This may be of some significance
inasmuch as it could make the
present period sormewhat compar-
able so far as the Stock Market’s

absorption of new .common stock’

financing is -concerned. That is to
say, corporate management was
not particularly eager to do com-

- mon stock financing in the 1920’s

until such time as stock prices ad-
vanced in 1928 and 1929 to rela-
tively high levels as compared
with earnings and dividends. From
this point of view the present
market certainly seems compar-
able to the middle, rather than the
later 1920’s.

Convertibles in Limelight

An important feature of ‘the
equity financing in 1951 has been
the amount of convertible pre-

ferred stocks which have been is-*

sued. This type of issue not .only
provides a combination. of - quaht\,
coupled with common stock ap-
preciation possibilities, but - also
reflects an awakening of manage-
ment to the favorable character-
Astics of this type of .issue. Rather
‘than doing straight common stock

financing at aslight discount be-"

low. the existing market, manage-
ment seems to have become aware
that common stock in effect can
be sold thxough a convertible pre-

ferred issue at some-point above

current market quotations.
Until such time as-the’ general
level of common stocks advances

to the point where stock prices:
are selling .on a much higher scale

than current price-earnings ratios

indicate, or on a much lower yield .

basis, it might be expected that an

increasing amount of these con-

This form of

T S W g B

Cautmn on. Stand—by
p Commitments

Before terminating this report
a word of caution might be in or-
der; concerning stand-by commit-
ments while stock. rights are out-
standing. Now that the stock mar-
ket has advanced very substan-
tially during ‘the past two years
or more, and during this time
when our economy hangs 'in the
balance between peace and war,
sharp reactions.could develop  in
the stock market. If such a de-
cline should occur at a time when
a . stand-by commitment is in
operation a substantial loss could
develop to the underwriter., A few
years ago this risk ‘did not appear
to be as great as it is at the pres-
ent time and therefore the under-
writing profit in such a transac-
tion appeared commensurate with
the risk. However, with the risk
apparently = enhanced; it = would
seem reasonable that a larger
profit should be justified. The
problem, of course, resolves itself
into “making the profit (punish=
ment in the words of ‘Gilbert and
Sullivan) - fit the risk (ecrime).”
Furthermore it might be pointed
out that a relatively large stand-

‘by commitment through the offer-

ing of rights on less than a four-
to-one ratio increases the floating

supply rather dangerously. This.

also shall- be considered ineval-
uating the risk -entailed.

A second caution is not to press
the new-issue market to the point
where it might collapse as it did
in 1946. While, at ‘the moment,
dealer inventories seem to be in
good shape, already there is evi-
dence of securities being more
difficult to place. “Selling” is be-
ginning to replace “order taking.”
With the many new issues sched-
uled soon to be offered, indiges-
tion .could again set in.

Summary

In summary it might be ob-
served that present corporate fi-

nancing could be likened to the-

corporate financing of the mid-
1920°s: when  bonds dominated
total offerings of new capital. We
might expect this condition to re-
main thus for the mnext: several
years; and as long as it remains,
the industry will ‘be faced with
the competition of private place-
ment with institutional investors
—an irritation, yes, even a strong
complaint of our industry as pre-
sented in reports of . previous
years. However, there is a better
side to ‘which .our industry might
look in order to prepare itself for
an increased volume of -business.
This improved outlook for our in-
dustry takes two forms: (1) as.cor-
porate cash is used up in capital
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financing, corporate security flo-
tations will aggregate a larger
proportion of private capital for-
mation, and (2) when, as and if
stock prices - work con51derably
- higher, common stock financ<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>