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EDITORIAL

- As We See It-

Evidently there is really going to be a change
in Washington. The “time-for-a-change” argu-
ment so often heard during the recent campaign
apparently was not “just campaign oratory.”
This much seems to be clear from the choices

that the President-designate is making for key
posts in his Administration. Not one of them is
a “crony.” Neither do the appointments appear
to have been used to pay political debts. With

few, if any, exceptions, Mr. Eisenhower has °

‘chosen men with long and impressive records of
real achievement in' their chosen fields. Their’
selection seems to “make sense” in a practical .
way. ‘

Naturally, some of them will find themselves
working in an atmosphere that is not altogether
familiar to them. It has become a common saying,
commonly accepted as a fact during the past two
Adrinistrations, that' good businessmen do not
make good government officials;- and-certainedt—
is that few if any of the numerous successful

businessmen who took their turns in Washington *

in those years were able to leave a record com-
parable to that they had made prior to taking
up residence on the banks of the Potomac. The
“Arouble was, however, that Government was be-
ing conducted by crafty politicians and scheming
reformers, and the business executive was ex-
pected to conform to their ideas and their modes
of: doing business—and when they did not do so
it. was quite. possible for their detractors to get
the:ear of the Chief Executive.

It will take real courage, real diplomacy, real
ability and real independence of petty politics to
weld this team that Mr. Eisenhower is putting

Continued on page 30

/ ’ N\
DEALERS ~

An Inviting Stock Market!

By KENNETH WARD*
Partner, Hayden, Stone & Co., Members, N. Y. S. E.

Market analyst cites following factors now making for a
bullish market: - (1) Liberal dividend and earning yields;
(2) increased book ‘values; (3) investors’ recession-

_consciousness; (4) continuing high industrial activity;

(5) stable: commodity prices; (6) Washington Admin-
istration friendlier to business, and (7) swelling invest-
ible funds.: Expects stock averages to go into new high
ground by ‘February, with more two million-share days.
Believes ‘market will be selective, and lists . relatively
favorable groups and specific issues.

The role of prophet on the market is dangerous busi-
ness and I feel a little like I did when I was a youngster
and Zane Grey made the dreadful mistake of writing a
book entitled “Ken Ward in the Jungle,” ‘and all my
young pals kept reminding me of
the many dramatic. escapes. I experi-
enced from the clutches of the .wild

easts. Today I find myself. in a
very realistic and terrifying. jungle,
and I often wonder, like my. name-
sake in Zane Grey’s book,” whether

his time I can escape with a whole
in, o
;Most of us here fre concerned™
with the problems of determining/
security values as part of our every-
day jobs, but there are others, not in
the security business, who are some-

. times called upon to determine se-

‘curity values and I think you will be
interested in the opinion of the.court
in a recent stock valuation case in :
which I was called as a ‘witness and where the claimant
sought to establish the actual value of a stock at over
four times the average price at which the stock had been
selling for a period of about a year and a half. In ren~-
dering his: decision the Judge in this case made this:
summation: “In the opinion of informed buyers and sell-

Continued on page 36

*An address by Mr. Ward before Second Eastern Regional Con-
ference of the New York Society of Security Analysts, Inc., New
York City, November 24, 1952,

Kenneth Ward

ON THE INSIDE — A glance é,t the Index on page 3 vividly shows the wealth of infor-
mation of vital importance to.the securities field, investors, and businessmen which is
available in the Thursday “Chronicle” every week throughout the year.
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Basis For a New Foreign
Economic Policy

By WINTHROP W. ALDRICH*
Chairman of the Chase National Bank, New York

Contending old efforts toward world - peace and eco-
nomic recovery must, under the new Administration, be
supplanted by a sound, long-range program, prominent
New York banker warns we cannot decisively win the
cold war on basis of superior productive capacity and
military' power-alone, nor can we indefinitely sustain the .
endless arms race and grants-in-aid to allies. Outlines
principal world economic problems and concludes these
problems must be solved realistically, before we have a
foundation for a new foreign economic policy.

The 39th National Foreign Trade Convention which:
draws to a close tonight has met at a tremendous moment,
in history. Twenty years of rule of the affairs of this.
country by the Democratic Party will ;
end next January as a result of the
verdict of the largest number of vot-
ers who have -ever gone to the polls.

During these 20 years the second

. World War has divided events in the

field of international econorhic pol-
icy 'into two periods. Prior to the
second World War, in an effort to
combat the effects of the great de-
pression of the early ’Thirties on
their own individual economies, the
nations of the world moved progres-
sively towards state socialism, man-
aged currencies, exchange controls,
import quotas, and other devices
which, taken together, spelled eco-
nomic nationalism, and which had
the effect of severely restricting the role of private
enterprise in world commerce and’ of greatly reducing
the volume of world trade.

Since World War II, the foreign economic policy of the:
Continued on page 38

Winthrop W. Aldrich:

*An address by Mr. Aldrich at the World Trade Dinner of the.
39th National Foreign Trade Convention, N. Y. Citx, Nov. 19, 1952;
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The Security I Like Best

A continuous forum in which, each week, a different group of experts
in the investment and advisory field from all sections of the couniry

participate and give their reasons for favoring a particular security. - yyarren Petroleum — August Hu-

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

AUGUST HUBER

Spencer Trask & Co., New York City
Members, New York Stock Exchange

Warren Petroleum

Since this suggestion repre-
sents one among others, which I
have been privileged to outline
briefly in this column, I shall
take the lib-
erty of label-
ing it “among
the  securities
1 like better,”
rather than
the pin-
pointed ‘“Se-
curity I Like
Best.”

I believe
Warren Petro-
leum has the
necessary = at-
tributes of
high level
earnings, ade-
quate income
return, strong undeglymg growth,
and capable, aggressive manage-
ment to place it among the more
attractive issues in the semi-in-
vestment category.

At the latest dividend meeting
held recently, Warren increased
the quarterly dividend rate to 40c
per share from 30c: At the cur-
rent price of about .30, the shares
yield 5.3% on the present $1.60
annual dividend rate.

Earnings for the fiscal year
ended June 30,-1952, rose to $4 80
per share, compa1ed ‘with $3.80 the
previous year. If earnings from
the now wholly-owned subsidiary,
The Devonian ‘Company, are in-
cluded, net for the 1902 year was
$5.06.

August Huber

on Nov. 1, 1951. Warren, along

with - this subsidiary, now. holds 48
substantial acreage in the Willis- #%

ton Basin area in addition to that
held in Texas, Oklahoma, Louisi-
ana, Kansas, Mississippi, and New
Mexico. As of June 1951; crude

reserves totaled 45,500,000 -bbls.,.
‘along with 191 billion cu. ft of gas.

Since ‘that time substantial addi-
tions have heen made to both crude

reserves and potentials. The num--

ber of acres of potential oil and

gas land increased from 475,000

acres to 869,000 acres during the
past year.

More importantly, Warren is the
leading independent enterprise
specializing in natural gasoline
and liquefied  petroleum gases.
There has been a strong growth
trend: in these products due - to
their increasing wuses in many
different fields and the new ap-
plications in established 1lines.
Since 1946 Warren’s natural gas-
oline sales increased from 300
million gallons to 647 million gal-
lons and liquefied petroleum
products from 218 million gallons
to 651 million gallons. In 1948
the comipany had 1,899 tank cars
in operation and now has 3,424.

In the marketing of liquefied
petroleum gas, Warren has con-
tinued its program for the con-
struction of underground'storage
and . the acquisition of additional
facilities for marketing these
products. Installations of under-
ground - storage in substantial
quantities have now been com-
pleted and other installations are
in progress or are contemplated.
These storage facilities will con-
stitute important contributions to
the equalizing of supply to the
seasonal demand for these prod-
ucts.

The expanding uses and grow-

‘ing demand: for- liquefied - petro-

leum gases in major fields—util-

The Devonian Company, a crude .
oil producer, was fully acquired’

ities, transportation, chemicals,
ete. — promises to continue and
Warren Petroleum is regarded as
a favorably situated “growth” is-
sue. ‘ )

Profits for the first quarter of
the new fiscal year—three months
ended Sept. 30, 1952—increased to
$1.35 per share from 94c a year
ago.

With current $5 earnings, the

" shares at 30 are sellmg at a con-

servative ratio of six times, while
the increased dividend rate of
$1.60 per share provides a yield
of 5.3%. This is a relatively at-
tractive return {for an -issue in

. the “growth” category.

Although earnings are running
at a higher rate, the dividend has
been raised, and-the potential of oil

“# and gas properties has increased,
i the shares at 30 are still selling
.. under the high of 33 reached ear-

lier this year and a top of 34%

in 1951.

HAROLD S. MUNROE, Jr.

Partner, Hay, Fales & Co,, N. Y. City
Members, New York Stock Exchange

Pittshurgh Metallurgical Company, Inc.

This year as my selection for
the excellent feature “The Secu-
rity I Like Best,” I am picking
an exceptxonally strong growth

stock within a

sttong growth

industry. As.
is customary
with - my se-
. lections, this
stock 'is not
one of the bet=
ter known
- ‘companies“in
American - in-
dustry, but ‘on
the contrary;
is a relatively
obscure- situa-
tion traded on
the New York

Curb Ex-

change. The
name of the company is Pitts-
burgh. Metallurgical Company,
Inc., engaged in the business of
producmg ferro alloys which are
used not only in the produection of
ordinary carbon steel but, more
importantly, in the production of
stainless and other alloy steels.
As of June 30, 1952, which is the
end of the company’s latest fiscal
year, its capitalization consisted
of 249,346 shares of common stock,
and notes payable to bank ‘ag-
gregating $2,000,000 due in equal
annual installments over.a 10-
year period. According to the com-
pany’s annual report, on Aug. 1,
1952, it borrowed an additional
$2,000,000 on a short-term basis.
This borrowing was necessary to
permit the carrying of larger in-
ventories, to protect
production facilities and sales
volume and to meet a portion of
the cqsts of the modernization and
construction programs mentioned
below. In connection with the
capital structure of the company,
it is interesting. to note that ac-
cording to-the proxy statement
for the annual meeting of -the
company which was held on Oct.
14, 1952, directors and immediate
members' of their family held ap-
proximately 65,000 shares, or 26%

of the total capltal stock out-

Harold S. Munroe, Jr.

'standmg

That this is indeed a growth
situation is attested by the follow-
ing figures which are taken from

.the company’s latest annual report.

In 1932 the company’s net sales
aggregated $225,418.00. By 1936
sales -had . passed the -$1,000,000

‘mark, by 1942 they had: passed

increased -

This Week ..
Forum Participants and 7
Their Selections

ber, Spencer Trask & Co., New
York City, (Page 2)

Pittsburgh Metallurgical Co., Inc.
—Harold S. Munrce, Jr., Part-
ner, Hay, Fales & Co., New
York City. (Page 2)

the $5,000,000 mark and by 1951
they had passed the $20,000,000
mark., For the fiscal year . ended
June 30, 1951, net sales totalled
$20,564,548. Net income for that
year, after provision for Federal
Income- Taxes of $2,960,000, or
almost $12 per share; aggregated
$1,834,184, or $7.35 per share of
common stock. In the fiscal year
ended June 30, 1952, net sales
totalled approximately $20,477,000
and net income declined to $1,-
114,424, or $4.47 per share of com-
mon stock. The reasons for the de-

cline in sales and net income in.

1952 fiscal year are many, includ-
ing the following: The steel strike
of mid-1952 resulted in curtailed
operations and seriously affected
sales output, and second, during
that fiscal year the company was
engaged in a large. construction
program. at all three of its plants
which are locaied at '‘Niagara
Falls, N. Y. Calvert City, Ky,
and Charleston, S. C. It is a well
known fact ‘that a construction
program infringes upon the ef-
ficiency of an operating plant if
construction. and operation are
carried on simultaneously.

There are other reasons which’
space does not permit delving into
at ‘this time{ although it may be
gaid that, the squeéze-between am
inflexible retail price (unchanged

.sinee Jan. 1,'1951) for the:products:

and sharply mounting ‘raw ma-

terlal labor~ and’ other :costs™was'

an lmpoxtant contnbutmg factor
‘However, there are- grounds’ for'

expectmg some' relief in the mat="

ter of price in the near future. In
connection with the construction
program, the company’s annual re-
port states, “For-the first time io
13 years.our expansion, moderni-
zation and construction- programs
are practically completed and our
plants are in the best physical
condition in- our history.”

Pittsburgh Metallurgical Com-
pany, despite its relatively obscure
status, is one of the largest pro-
ducers of ferro alloys in this coun-
‘try. - Under- the guidance of Mr.
Charles F. Colbert, Jr., Chairman
rof the Board, President-and-Gen-
eral Manager and who has been a
director of the company since
1939, the company has assumed its
rightful place as a strong, aggres-
sive and- progressivé company in
the corporate scheme of things in
this country. Through exhaustive
research the company is endeavor-
ing to develop new alloys and new
uses for. existing alloys, and it is
my opinion that with the continu-
ation- and expansion of the- jet-
powered and atomic age. with its
concomitant reauirements for high
heat and corrosive: resistant ma-
terials this company will continue
.to grow and prosper.

In the fiscal year ended June
30, 1952, dividends on the common
stock of this company aggregatea
$2.50 per share, duplicating that
paid in the previous fiseal year.
The. latest dividend of 50c¢ per
share was paid in September and

the next dividend will be due in
December of this year. Making a

conservative assumption of a con-'

tinuation of the 50c quarterly rate,
dividends for the fiscal year end-
ing June 30, 1953, will aggregate
$2.00 per share, affording a yield
of 5.6% at the current price of

Continued on page 27 |
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Growing Imporlance
- Of Porelgn Trade

By ROBERT F. LOREE*

Chairman of the Board
National Foreign Trade Council, Inc., New York

Mr. Loree: calls attention to increasing:volume of world trade
and the magnitude of American investment in foreign trade
activities- and’ enterprises. Calls attention to U..S;-increasing’
dependence: on- foreign raw ‘materials, ‘and lists as important
matters for Congressional consideration: (1) constructive tariff
adjustments; (2) international' allocation of raw materials;
, (3) avoidance of double taxation; and (4) new treaties relat:
ing to commerce and nawgatlon. Cites work of National For-
eign Trade Council.

The growing importance of for-

elgn trade, I am sure, is apparent
to all of you. For more than six
consecutlve years American ex-
pbortshave
averaged well
abovea bil-
lion dollars a
month. Sales
of such mag-
nitude are one
of the basic
elements con-
tributing to
the mainten-.
ance of a high
volume of
production
and of a re-
sulting high
prosperity for
both capital
and labor. Besides, a fine Amer-
ican car or typewriter or any
other American product which
gives better than good service
abroad must do more-to win re-
spect for the United States and
our free enterprise system than
thousands of words of propaganda
broadcast to foreign lands.
_ More than $15 billion of private
capital is now invested directly by
Americans. in wholly or partially
owned -enterprises in foreign
countries, This capital benefits not
only the people of the United:
States but also the peoples of the
lands where it is invested. . Much
of it is used: to. provide the United
States with raw materials essen-'
tial to the maintenance of our
standard of living and to the stra-
tegic strength of the whole free
world. It gives employment to
those living in the areas where it
is invested and provides the means
for ‘development of resources
which ~otherwise would remain
unavailable and have little or no
value. Too often this mutuality of
advantage is forgotten when the
receiving countries begin to feel
that capital is getting too large a
share, although these same coun-
tries were glad enough originally
to receive the investment and the
resulting enterprise.

The increasing dependence we.
must place on foreign sources of
raw materials' is of highly dra-
matic importance-to our growing
foreign trade. The Materials Poi-
icy Commission, in its report, “Re-
sources for Freedom,” states that
of the more than 100-mineral ma-

terials essential to our standard of
life, only about one-third such
things as sulphur, coal and phos-

* *Address by Mr. Loree at the First
General ‘Session' of the 39th: National For-

Robert F. Loree

eign: Trade- Convention, New York City, -

Nov, 17, 1952,

phate, but including only two
metals, can be fully supplied from
our own resources. Another third
is composed of materials we ob-

. tain partly from our own re-
. sources and partly ‘from. abroad,

such as iron ore, petroleum, cop-
per, lead, zinc, and bauxite. The
proportion of these items part of
which we must acquire from
abroad increases annually as our

i own reserves and production pro-

vide a dlmmlshmg percentage of
our growing requirements. The
other third of the list consists of

- materials- which we do not pro-

duce at all, and which we must
get - entirely from abroad. This
latter third has assumed greater
and greater importance as ad-
vances in technology and high-
temperature alloys and electronics
have brought into greater prom-
inence such items as columbiun,
cobalt, high-grade quartz crystals,
ete. Of the 72 strategic and critical
materials listed by our Munitions
Board, more than 40 must be pro-
vided entirely by imports and the
balance partially by imports.

International trade and the
problems surrounding'it cause
those interested to support the
National Foreign Trade Council,
which seeks:to further and pro-
teet our international commerce.
The Council’s activities-cover the
whole range of foreign business:
exports, imports, investments,
transportation, communication, fi-
nanee, insurance, travel, etc. As in
every year since its founding in
1914, the Council throughout the
past twelve months has devoted
its efforts to the maintenance and
improvement of conditions for the
conduct and- expansion of Amer-
ican foreign trade.

Matters for Congressional
Consideration

Congressional committees have
been informed by the Council of
the constructive.views of foreign
traders regarding tariff questions;
the issue of international alloca-
tion of raw materials through gov-
ernment direction rather than
through the operation of a free
market; treaties of friendship,-
commerce and navigation; con-
ventions for the avoidance of
double taxation; and many other
subjects affecting foreign trade
and investment. Proposals and
criticisms of policies respecting
many of these matters have been
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Wools in a Bear Market

By IRA U. COBLEIGH
Author of “Expanding Your Income”

While dull earnings and soggy inventories have wrapped the
woolen share market in a blanket of gloom for months, better
quotes may now be in order.

.In the spectacular stock sym-
phony generally referred to as the
Bull Market of 1952, certain in-
struments have been’ playing low
and flat —
among them
the woolen
shares. They're
just another
division, along
with the
movies, the
distillers and
a dotting of
chemicals, to
drive home
the necessity
for contin-
uous selectiv-
ity; and if
someone asks
“How’s the
market?”, more than ever are you
entitled to jibe “What market?”
True, the rails, electrics and elec-
tronics are good but when will
the wools get out of the dog
house (sheep dog, that is)?

Ira U. Cobleigh

American Woolen

‘Let’s look at two or three wool-
en companies; and let’s straighten
out at once the fact that woolly
bears are fuzzy caterpillars that
tell the weather, and not short
sellers in Amerxcan Woolen! This
is as nice a lead line as we’ll get
to limn for you the largest manu-
facturer of woolen and worsted
fabrics on this planet, and pro-
ducer of 15% of total American
output in these divisions. i

If you like volatility in your
investments, American Woolen is
your boy! Common sold at 3%
in 1942, 7034 in 1946 and 23
today. Earned $21 a share for
1946, $9.22 last year; and, as it
d'd for some years prior to 1939,
it will show a deficit this year.
From 1924 till 1946 the 978,342
shares of common were without
benefit . of dividend, although
$40.50 per share, in total has been
paid since that time. You’ll have
a tough time finding a $100 mil-
lion company with such wide
swings in fortune.

Actually, it seems WY racks up
its big earnings only when de-
mand is roaring, and big inven-
tory profits can be sheared from
rising wool prices. In times be-
tween, the cost of maintaining 26
mills, with a big percentage of
idleness, strains the earnings
statements; and then, of course,
if you earry a big inventory, as
does American Woolen, heavy
losses are, at times, inevitable.
WY wuses roughly 100 million
pounds of raw wool a year, a
staple that has varied over $2 a
pound in a single year!

Even with some stabilization in
the wool markets, the current
projection on WY is not too op-
timistic. Deficit per share for the
first nine months of this year was
$4.66 (against $10.22 earned for

same 1951 period), and on Nov.

21, the company announced that

it was closing its mills in Law-
rence, Mass., and in Dover, N. H,,
normally employing 2,000, and 400
workers, respectively. The an-
nouncement stated.that the com-
pany “can’t conceive of business
getting good enough to require us
to operate the mills.” Thus 2 out
of the 26 mills owned and oper-
ated appear out of business for
good, leaving 22 (some of these,
too, not_ presently operating) in
New England, and two in the
South. Working capital position
is strong and per share book value
at 6/30/52 was placed at $74.55.
With WY common within a point
of its year’s low, you may, on
thorough delving into the facts,
conclude that perhaps this enter-
prise has already encountered its
full share of the adverse factors
native to its industry.

Bachmann Uxbridge

A much smaller company but
one with a quite impressive rec-
ord of uninterrupted earning
power is Bachmann Uxbridge
Worsted Corp., with 1,050,000 out-
standing ‘shares of common, pre-
ceded by $1,867,000 of preferred
stock and a bank loan at the end
of September of $11.5 million —
down from $18 million 12/31/51.
Here's a stable, well managed
property which has operated at
a profit in every year since 1924
even though 1951 results were a
squeaky’ net of only $120,714,
down from a fat $3,150,000 in 1950.

1951 was a dreadful year for
wool, however. Egged on by
fears of shortages, engendered by
the Korean outbreak (July 26,
1950), and, a few months later,
by panicky government orders for
uniforms, and stockpiling, the
standard grade of raw material—
wool top—zoomed from $2 a pound
in July, 1950 to a fabulous $4.80
a pound in March of 1951. And,
anticipating' ' sustaihed demand,
Bachmann bought a ‘lot of 'wool.
Then what happened? The gov-
ernment stopped buying and the
retail trade ditto.. And to the
journeyman economist, it was
merely standard operating pro-
cedure for the wool price to
plummet, as it did, to a low of
$1.80, in September, 1951. Then
a market stabilization, of sorts, oc-
curred between that figure and
$2.10. It would now appear that
this lethal market shakeout  in
wool is at an end.

So Bachmann Uxbridge in 1951
(and on into 1952) had to work
out an inventory loss; and at the
same time finance a rather am-
bitious program of buying 100
Warner & Swasey Sulzer Weaving
.Machines to replace certain old
and outmoded looms. Where these
new machines are in service, im-
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portant gains in operating effi-
ciency have. been noted.

The company manufactures
woolen, worsted .and blended
fabrics’ for lower priced men’s
and women’s clothing; military
uniforms and automobile -uphol-
stery. About 60% of sales total
(1950) was from men’s clothing,
20%, women’s and 13% automo-
bile fabrics. At the peak of World
War II, sales to. Armed Services
were % of total sales.

Because Bachmann has already
surmounted most of its inventory
headaches, is improving in effi-
ciency, has' 55% of its loom ca-
pacity in the South and West, and
has proved for two decades an
ability to earn money under all
sorts of business conditions, there
are those who feel that this com-
pany, with its common at an all-
time low of 634 (1951 high, 1334),
has been harshly treated market-
wise. A company that can knock
off $6% million in bank loans in
nine. months must be making
some sort of progress.

The Bell Company

Most of the uncertainties of the
raw wool market, discussed a few
paragraphs back, apply as well to
a third entry we’ll now touch
upon, The Bell Company. Bell
has for some time beamed its pro-
duction and sales programs to
reach effectively the luxury
clothing trade. To that end, .it
has created a broadly diversified
line of distinctive fabrics mer-
chandised under the brand name
“Miron.” These are sold to a
limited group of manufacturers,
and certain patterns are .offered
as yard goods for distribution by
prominent stores in a number of
large cities, such as Marshall
Field, Lord & Taylor, Strawbridge
& Clothier, etc. This policy of
keeping “Miron” as one of the
top names in fabric, is further
implemented by an extensive ad-
vertising program, with a big slice
of it ($665,000 in 1951) paid for
by retail stores.

Because Bell has sought to turn
out high-quality woolens and
worsteds, in quantities less than
full demand, and importantly on
order, its inventory problems
have not been as acute as those

-of others; and the company has
‘shown a loss in but one year

(1932) in the last 21 years. That’s
a pretty fine record for a textile!
Net for 1951 was $490,000 even
after a thumping million and a
quarter inventory depreciation.
Book value at the 1951 year-end
was $22.70. For the first six
months of 1952, a net loss of $405
thousand was . shown, primarily
from non-recurring markdowns
on inventory carried over from
last year; and the management
apparently feels that a last-half
earnings upturn is a real possi-
bility.

Intensive research, and some
important new developments in
the blending of wools and syn-
thetics give some promise of bet-
ter days ahead. Meanwhile, Bell
common (only 335.620 shares out-
standing) is at 81, down 50%
from its 1951 high of 1613, A lot
of devaluation has taken place
here—perhaps enough.

In all three of these situations,
the shares are not on a dividend
basis . currently. Probably the
heaviest inventory debits have al-
ready been seen, greater effi-
ciency is being sought, and some

turning to synthetics as an offset’

to gyrating wool prices is evi-
dent. Bachmann is already one of
the largest users of spun nylon,

Further, as has been noted in
cotton textiles, there’s an impor-
tant trend among woolen com-
panies to southern locations.

These . three selections may
sefve to give you a current pic-
ture of wool manufacture, and
refer to your own analysis and
iudgment, an answer to the ques-
tion, “Are wools still in a bear
market?” Perhaps they’re now
ready for a market
nounced ewe) ‘turn! - -

U (pro- x

Long-Term Qutlook for L‘thes

By BENJAMIN GRAHAM*

President, Graham-Newman Corporation (a2 Mutual Fund);
Visiting Professor of Finance, Columbia University

Investment analyst, in assaying future of stock prices, reviews
history of stock market frends from 1871 to present. Examines
basic factors that make for stock values: and discusses effect
of corporation taxes on dividends and net earnings. Com-
cludes, despite adverse conditions, the long—term trend of com-
mon stocks will continue in future, as.in past, to. be irregularly ! .
upward, and an equity mvestmcnt, when made at a reamnable ;

price, is a promising one. - - 3

The subject assigned to me for
this afternoon is one about which,
precisely speaking, I know

nothing. When it comes fo state--

ments about
the future in
t e economic
realm, none of
us actually
have knowl-
edge in the
scientific
sense of the
term. What
we have is
opinions and
surmises — let
us hope, based
upon adequate
reflection and
study.

This subject
would best be
approached by referring first to
the long-term past history of
equity prices to see whether that
will give us a guide to conclusions
about the long-term future of
equity prices; and then by raising
questions as to the differences, if
any, that exist between the situa-
tion for the future and that which
has obtained in the past.

The history ‘of stock prices in
record form goes back, I would
say to 1871, the beginning of the
Cowles Commission’s figures; and
that history appears to divide it-
self pretty well into three parts.

The first period would run from
about 1871 to 1925. There we find
that the index of stock prices,
starting at 37 in 1871, reached
about 90 in 1925. You had in that
entire 54-year period a well-de-
fined, underlying, upward move-
ment, punctuated and sometimes
almost disguised by wide fluctua-
tions between bull market tops
and bear market lows,

However, the record as it un-
folded over the decades was suffi-
ciently clear so that Edgar Law-
rence Smith, was able to form an
imported conclusion in his small
book, “Common Stocks as Long-
Term Investments,” published in
1924, He saw that there was an
inherent tendency for equity
values to increase over the years,
and he related that tendency to
the basic fact that corporations
build up their book values by the
reinvestment of profits not dis-
turbed as dividends.

The actual effect of reinvestment
of profits is somewhat controver-
sial. The Cowles Commission fig-
ures, in their study published
about the middle of the 1930’s, in-
dicated that the rise in average
prices did not parallel fully the
increase in book values, but re-
flected about two-thirds on the
whole of the reinvestment of
earnings. However, the underlying
thesis that average prices in-
creased over the years because the
assets and resources of the cor-
porations increased over the years,
seemed to be quite a sound one.

Shortly following Edgar Law-
rence Smith’s thesis, which was
adopted with too much enthusiasm
in Wall Street, you had a series
of events which called. that point
of view completely in to question.
There was the tremendous bull
market—the “New Era” market——

Benjamin Graham

‘Stenngmphlc report of a lecture by
Mr. Graham in a course on "The Eco-
nomics of the Securities Industry,” spon-
sored by the Investment Assoclatlon of
ew, York and New York University,
New York City; Nov. 12, 1952,

culmmatmg in 1929; then the tre-
mendous collapse of stock  prices
after 1929, and then a partial re-
covery running up to 1940 or.
thereabouts. If “you look at the
situation. between 1925 and 1942,‘
you'would feed ‘that equity prices
had entered upon a different era,
in which they were still subject to
wide fluctuations, but there was
no clear-cut indication of an un-
derlying advance. It appeared the
central level of prices would be
more sideways than up. Note that
the adjusted price index for 1939
was 89 against 90 for 1925—both
reasonably “normal” stock-market
years.

Then we have had the third
period, which began either in 1940
or 1942. It was marked by World
War II and its aftermath, and
gave us not only a resumption of
the upward movement of stock
prices (a virtual doubling of the
averages from 1939, say, to today)
but also an unusual phenomenon
in the absence of any very severe
setback of the market leaders .in
that entire 10-year period.

Those of you whose business
experience is limited to the years
from 1940 to 1952 might very well
get an entirely different picture
of the inherent nature of stock
markets than those of us here.
(Mr. Roosevelt and myself, per-
haps) who have seen things de-
veloping since 1914, or even be-
fore that time.

Pre-1929 Ideas Back

As a result of the rise that has
taken place since 1939, some of
the pre-1929 ideas are back ‘in
circulation. It is now customary
to publish charts which show the
movement of the averages—say
from 1897, when the Dow-Jones
record started —and indicate a
quite definite long-term rise of
the middle value, the upper value
and the lower value.

Most of you, I suppose, have
seen the Keystone Chart which
shows the three lines. If you
study it, you will find something
rather interesting, namely that the
average market values seem to
increase at the rate of one-third
every ten years. What that means
is that the gain in stock values
indicated there is at precisely the
same rate as the increase in the
value of series E bonds, which are
bought at $75 and are worth $100
ten years later.

The vital difference, of course,
is that not only dld the stock
buyer get the 334 % increase in
ten years, but he received the
dividends as well; whereas you da
not get a corresponding interest
income on the bonds,

I might add that there is also
a sumlarlty to the chart showing
the annual increase in overall ef-
ficiency, or productivity per man-
hour in the country’s economy. It
would not be too difficult to work
out some cause-and-effect rela=
tionship between the increase in
stock prices and the increase in
man-hour efficiency running
somewhat at the same rate,

The resumption of the rise im
stock prices after 1941, or the re-
turn to the old pattern (whichever
you want to call it), is attribut-
able to two basic causes: First,
the war and the postwar busmes
activity with the earnings gener-
ated thereby; and, secondly, the

Continued on page 30
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Steel Production
Electric Qutput
Carloadings
Retail Trade
. Commodity Price Index
Food Price Index.:
Auto. Production
Business Failures

State of Trade
and Industry

\ J

. 'I‘he “over=all “total .for  the nation’s: industrial effort in the - -
period ended. on Wednesday-of last week reflected a slight.advance : -
*to-a new record level since the close of World War II. Increasing

for the third -consecutive week;-total :output was placed at about
5% higher than the “year before, but ‘was still about 7% under
the.all-time record attained -during World War 1I. :
* Unemployment remained- slightly over -one -million,. or the
‘lowest point since the end of the above conflict. It should -be noted
that defense materials displayed a steady rise. S
. According to the Federal Reserve Board, United States produc-
tion of goods and services this year will be the highest in history,
Figured at market value—without adjustment for price increases
—the Board estimated 1952 output at $345 billion—up 5% from
1951.  Factors in the upturn, its survey said, were increases.in
defense production, consumer spending and outlays for plant and
equipment. ‘ L e
The Board also-forecast.a rise in income receipts of individuals
this year to a record $267 billion—up 5% from the previous high
in 1951. Disposable income — income after taxes — will be 4%
higher this year than last, it noted, adding, a 2% increase in con-

sumer prices ‘and. 1.7% . climb in population will hold . disposable '

income per capita to the 1951 level.

Living - costs inched ‘up. 0.1% .in. the month  ended Oct.’ 15, --
carrying- the Bureau of -Labor ' Statistics’ :eonsumer .price. index. *
10 190.9% of the 1935-39 -average—1.9% higher than a year ago. -

. 'Thé rise, however, was.too small.to offset previous declines in the - '
" ‘quarter ended in mid-October, resulting in closé to a million auto

and aircraft workérs whose wage scales are ‘geared to living costs
taking ‘a one-cent hourly wage: cut, effective Dec. 1.." - '
Food prices dropped 0.3%, in the latest month, .The -biggest

_ .increase, 0.5%, took place. in_utility charges—for fuel, electricity.

and refrigeration. .Residential rents were up 0.4% .and miscel~
laneous goods and. services 0.3%. The Bureau. said .the climb in

. .Tents was led by a 2.1% rise in Detroit, where rents were.decon-

trolled Sept. 30. Detroit workers, of course, will bear.the brunt

: of the one-cent wage reduction by all major auto companies,

Steel companies in ‘the United States are adding more than
1,250,000 net tons of ingot capacity this year, a survey just com-

_. pleted by “The Iron Age,” national metalworking weekly, reveals:

When this is added to their capacity at the beginning of this year

.. (108.6 million tons), year-end capacity will be close to. 116 mil-
. Tlion tons, it states.

Completion of several large additional projects early in 1953
will raise the industry within reaching distance of its 120 million-
ton goal established unofficially in early 1951 under the spur of
defense requirements, fast tax amortization, and industry confi-
dence in continuing civilian demand for steel.

Of the 1952 expansion total, more than 6 million tons is rep-
resented by new openhearth capacity. Balance of the new capacity,

-over 1 million tons, is due to electric furnace expansion.
] When final figures for 1952 are in, openhearth capacity will
be over 101 million tons, an increase of 6.3% over capacity at
start of the year, and 11% over capacity at Jan. 1, 1951. Electric
furnace capacity will be over 9 million tons, up 13.5% from start
glf the year and 24% over capacity at Jan. 1, 1951, it further dis-
oses.

Geographically, over 3 million tons of new 1952 capacity is
being brought into production in the Midwest, while over 2.5 mil-
lion tons is scheduled for the East.

Included among capacities to be added early next year will be
1.2 million tons at the new Fairless Works of U. S. Steel in addition
to the 600,000 tons scheduled to be added before the end of 1952,
the survey shows.

New capacity, completed and in the offing according to the
above trade authority, is a polent factor in industry arguments
for decontrol of steel. A steel industry task force supported its
|£iecontr§)1 recommendation with the following market forecast
or 1953:

(1) The industry can produce as much as 118.8 million net
tons of ingots—if needed.

(2) No more than 14 million tons will be required for military
and atomic energy uses, as now planned.

(3) This will leave as much as 104 million tons for all other
purposes—one-third more than the estimated 80 million tons which
will have been available for non-defense uses during 1952.

An open-end Controlled Materials Plan now seems likely in
the near future. There is a good chance that all controls, except
for military and atomic energy priority, will be lifted by April 1.
The present system of directives will probably be continued for
some time to assure that defense production needs of tight prod-
ucts be met, states “The Iron Age.”

Model changeovers last week made United States auto output
-decline 8% from last week, but production was still a good 59%
above the like week a year ago, states “Ward’s Automotive Re-
ports.”

Auto production so far this year is 3,828,500, a drop of 22%
from the like period a year earlier.

“Ward’s” warned that this week auto output may drop to about
88,000 units—the lowest since early September. Production will'be
“erratic through the year-end” because of changeovers and holiday

- shutdowns, it said.

Despite such setbacks, though, the makers alread}" producing

- 1953 models “will persist” with vigorous output,” this agency
- forecasts, .

“Ward’s” ‘believes the appointment of Charles E. Wilson, of

¢ General Motors, as Secretary of Defense means that decontrol of :

Continued on page 33.
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Ike’s Headaches
By ROGER W. BABSON -

Mr. Babson. lists among - the
new; President’s headaches:. (1)
Korea; ' (2) - the- weather;. (3)
Iabor  unions; : (4) foreign. im--

*. ports; (5) excess' manufacturing .

. . capacity; (6) high mortgage in-
- debtedness; . (7) ' inflation; : (8)

. declining - stock -and: commodity ..

* markets, and (9) a likely un-.

. friendly Congress. ' Urges putting -

. good of nation ahead of ‘our own - -

selfish-wishes. -~ -
" Headache No., 1—Korea

The sad feature of the Election -
_is that "his, landslide ‘may have~

come from pdrents’ and young

" people who dreaded Korea. If so,

; .~ may not this

+be a sign

. " of fearior

"-cowardice

which -may

.- likewise ‘show

’- itself in' other
~ problems?

. The: Weather
Certain
states are now
‘severely - suf-
“fering from
drought.” This
~was one factor
which. brought
. X on the Hoover
depression of the “Thirties, fol-

“lowing = several . bountiful years
under President ' Coolidge. When

Ike_reads the 41st. Chapter 'of
Genesis his headache must be-
come worse. ,

. Headache No. 3—Labor Unions

" " Tke realizes that wageworkers
should receive their share of the
profits—but they should do so by
increasing production — not by

" "Roger 'W. Babson

striking. During the past 10 years

Labor Leaders have usurped the
powers of government. They will
not give up this power without a
struggle. Yet, Ike will consider it
his duty to curb this dangerous
situation, We must back Ike up
in his efforts.

Headache No. 4—Foreign Imports

Ike knows that to keep Europe
and Japan from going Communis-

. tic we must -accept their goods

graciously. To raise tariffs would
-be suicidal, he believes. Yet U. S.
manufacturers will make a con-
certed drive upon him for higher
tariffs.

Headache No. 5—Excess of U. S.
Manufacturing Capacity

Fear of World War III has
caused a great expansion in manu-
facturing space. This has greatly
stimulated the building trades—
lumber, steel and the other 27 in-
dustries which go into building.
Barring World War III, this ex-
pansion is ending. Accompanying
unemployment appears inevitable,

Headache No. 6—Real Estate
Outlook

Last year five times as many
houses were built as during a year
10 years ago. This would be en-
couraging if these houses were
paid for; but they were built on
a ‘shoestring. When unemploy-
ment comes a million of these
houses could be vacated and come
back on the market. This could
ruin the market for houses, as

well as throw millions of car-.
penters, bricklayers, painters and-

- others out of work.

Headache No. 7—Inflation
Ike has promised to stopinfla-
- tion and he won millions of votes
thereby. But can inflation be.
-stopped . without deflation? Does
anybody .want deflation? Solving

Continued.on page 8-
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Observations . . .
== By A. WI.LFRED, MAY ==
._ On Mark_et Déuble-Taik :

John L. Lewis, in ‘a.private .discussion a few nights: ago,
broached his fears' of: prospective disastrous depression on two.
grounds.. First.the United-Mineworkers’. head (following Keynes’
and' now Slichter) 'believes’ that:the: Republicanized Administra--
. r - tion’s tendency to suppress wage demands will_

.curtail’ consumption - and . aggravate overpro=

~duetion;' and second, that apparent relaxation

- of -international -political .. tension,: ihrough- a’;

Korea truce or  otherwise, would unwar=}

rantedly ‘entail irresistible popular’ dema_ndi_.l

for armament curtailment. ’ o

. This reasoning, the first representing the,

. self-interested argument of a labor leader to:

.prove his thesis, and the second the selection

of one coordinated set of arguments selected -

from .a mass of imponderables,” well typifies :

prevalent basic foibles in forecasting. . i

Time and again we see selective emphasis '

centered on a few of the visible factors, and a
 “double-standard” .interpretation of the tra-

A. Wilfred May . .~ ditionally  relevant elements, to support-a

< . breconceived forecast.

Fitting the News to the Market’s Behavior o

This twin process is constantly seen also in interpretation
of the financial news—in rationalizing. market action to fit %t'
exr post facto. With the recent reversal of the stock market’s
course we are being treated to good.demonstrations of this:
Exemplifying . the selective-emphasis foible were the “gxplana-
tions” of the recent declining ‘'markets on the grounds of ex-

"pected “Republican. deflation” " resulting . from - curtailment of

spending (following the British market pattern), and of pros-
pective decline in armament activity, with or without armistice. .
Conversely, now- that sizable advances have replaced gnarke_:t'
declines, we see cognizance of the .aforementioned economic “ex-
planations”. of previous. market action replaced by attribution of
the reverse bull movement to ‘“causes” as these:— s

“The tremendous confidence in the ability of the incoming,
Administration to contend with the vast problems being pre-.
sented in the foreign sphere” [illustrating both foibles],” ;

“Technical considerations suggesting a usual year-eqd
rally” [in contrast to the preceding preponderating emphasis
on year-end tax selling]. Significantly, another popular market
letter now comes up with this ex post facto discovery: “ . .. the
best proof that tax selling of itself has no effect upon the mar-
ket is the action of the market itself,” .

“Wall Street’s renascence after 20 Iong years,”

“The new Administration’s friendliness toward business in~
cluding the utopian ending of the long assault on investment
capital, in a capitalistic climate.”

“The new outlook for generous extra dividends,” .

“Relaxation of price controls” (conceived of midst falling
stock price periods, as manifestation of declining commodity
prices and glutted consumer markets),

“A stabilized commodity price level” (similarly regarded as
bearish during a bear market),

“Prospective relief from the awful tax burdens and injus-
tices, as ‘Excess Profils’ taxation, the confiscatory liquor tax,
and the capital gains’ six-month holding period.”

And the suddenly realized concrete fact that stocks are
reasonable on the basis of hard-hoiled value. o

One leading brokerage house’s current letter—clearly dem_on‘-
strates this rationalizing process cat-out-of-the-bag in reporting:
“the action of the market also supports the theory that the favor-
able economic outlook is a dominating factor.” [italics mine]

The “Double-Standard” in Interpreting News .

Manifesting the “double-standard” of economic interpretatipn‘
time and again we see the directly contradictory construction
successively put on a single external event. For example,. high
corporate taxation (including EPT) is sometimes conveniently -
construed as bullish because of its inflationary stimuli, at other
times as bearish because of its deflationary attributes, incentive-
dampening, etc.—all following the action of the stock market, or
perhaps to fit a forecast. We have seen the same with production
controls: for a bearish construction they are restraining, for a.

Continued on page 35
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Lower Interest Rates Ahead!

By HAROLD S. CHERRY*
First Vice-President, Lionel D. Edie & Company

Laying down: principle that interest rates tend to rise when
the economy expands faster than money supply, Mr. Cherry
predicts softening of the rates next year. Bases this belief on
substantial rise in non-producing consumer population. -Says
bond market is basically healthy, but is threatened by fan-
tastic rise in corporate and individual debt. Forecasts, how-
ever, slower rise in corporate debt and downward ‘trend in
personal borrow'ng, which will halt interest rate rise. Lists .
classes of bonds in" order to their attractiveness.

It is easy to say that the bond
market has been weak. I would
rather state the case differently
and say that it has proven itself
to be funda-
mentally
strong, It had
to be strong
to carry the
extraordinary
burdens it has
borne and do
as well as it
has. It follows
that any light-
ening of the
load it is car-
rying, even a
small mar-
ginal change
in the demand
for money,
should be re-
flected promptly in the bond mar-
ket and more gradually in the
whole interest rate structure.

The basis of reasoning rests on
the rather simple proposition
that interest rates tend to rise in
an economy which is expanding
faster than the ~money supply.
Traditionally, good business and
bad' bond markets are likely to
go together. The reverse is true
also. . My associates and I expect
a change in the trend of general
business .conditions and a soften-
ing of interest rates next year.

In 1945, suppose you had known
that in the coming seven years the
population of the United States
would increase 17,000,000, or more
than that of New York and New
Jersey combined. You would have
been shocked by any estimate of
the amount of money which
would be required to furnish the
equivalent of such a new country
with complete facilities and at the
same time foster a higher stand-
ard of living for the whole Nation
than it had ever enjoyed before.

Furthermore, 'suppose you.had
foreseen the great changes in the
nature of the population and had
known that the consumers who
would - be .too old or too young
to be producers would rise 22%,
while the age group constituting
the producing labor force would
increase only 6%. You would have
agreed that greater hourly -pro-
ductivity would be required of
the relatively static labor force if
it were to support the enlarged
consumer group in an ever rising
standard of living. You would

H. S. Cherry

have agreed that the machine age’

would need to be utilized to the
nth  degree. You would have
known that enormous sums would
have to be spent for more efficient
productive plant and machinery.

It takes money to build suburbs
where- people -with -babies want
to move. Once there, they must
have shopping centers, cars,
schools, streets, television, etc.
_Growing children consume inor-
dinate amounts of clothing, food,
. drugs, etc. You do not have to
be an economist to know that the
birth of children in a family in-
. creases the rate of turnover of
~mmoney. All you need to do to
know that is to have -children.
"'The enlarged group of aged re-
guires expanded retirement cen-
ters, larger hospitals, more drugs,
ete,

Suppose you had known ‘that at

*An address by Mr. Cherry at the
Conference of the New Jersey Bankers
Association, Asbury Park, N. J., Nov.
20, 1952. :

the end of five years there would
be a Korean Invasion which
would superimpose a boom on an
economy which was already ex-
pansive. Suppose you had Known
that for a while after the Korean
Invasion the actual and threatened
loss of purchasing power of the
dollar would increase the pubiic’s
willingness to spend rather than
to save, Suppose you had known
that a stupid tax law would give
many of the large companies such
a strong incentive to borrow that
they could do so and leave the
proceeds of the loan idle and still
earn over 1% net to stockhold-
ers on it. Suppose you had known'
that the gold . stock would cease.
to rise as foreign countries spent
their dollar credits and could no
longer buy from us on balance. To
cap the climax, let us assume that
you knew that the Federal Re-
serve would practically free itself
of the necessity- of supporting :the
bond market after which the Fed-
eral Government would float a
large lcan without more than
fleeting Central Bank support.

Bond Market Nourished by
Savings

If even as late as 1945 you had
realized some of these things and
had foreseen others- which -were
to develop, I ‘think you would
have said thal government bonds
should sell at 60 cents on the dol-
lar to yield 5.3%. I think this
market is basically strong to be
selling at 97. The personal sav-
ings rate, as reflected through
pension funds, savirgs banks, in-
surance companies, etc., has nour-
ished the market well. "

Of course, the bond market
looks bedraggled. It ‘has ‘been
fighting ‘a hell of a war.: But,
basically, it is healthy. There is
nothing wrong. with' it that.a lit-
tle less heavy artillery fire would.
not cure, A little less fire, a:little
time to rest, and I thirk the;bond
market would counter-attack and
much ground would be _gained.
The enemy is showing signs of.
weakness.

The population increase is ex-
pected to continue at a high level.
But -expansion eras get -ahead of
themselves and must often stop to
digest the growth. . The. excess
protits tax, which puts a premium
on debt creation and spending in

general, will probably be abol-

ished. The ‘gold stock may not

rise, but one is unable to hope
that foreign countries have the

ability to get on their productive
feet to the point where they will
sell us -enough goods to-cause a
reduction in our gold stock. For-
eign governments will do well

enough if they can hold the gold:

which is newly mined outside the
United States.

The outlook is for reasonable
stability in the Cost-of-Living In-
dex and most other commodity
indices - and fears .of inflation
should decline further. The Fed-
eral Reserve is not depressing the
bond market. It is only letting
economic factors take their course.
The amount of Federal deficit fi-
nancing is uncertain for the
longer period. We do know that
January budget addresses have a
habit of predicting a certain cash
deficit figure which is revised
downvyard about 30% at mid-year
and finally ends up at perhaps
half as much' as the-original esti-
mate. As a mdre practical obser-
vation, we do know that the sea-

.structure,
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son of government cash surplus is

~just ~around. the .corner.

But ‘government financing ‘has
not .been ‘the -principal -enemy. of
the bond market. Since 1945, the
great inflater.of the-economy and
deflater of the bond ‘market has
been’ the ‘fantastic rise in corpo-
rate and ‘individual debts. Net
JFederal debt has declined $31 bil-
Jion ‘while corporate debt is -up
'$78 billion, individual and 'non-
‘corporate debt up $77 hillion, and
municipal debt up’'$12 billion. Fo-
tal .non-Federal .debt-is up $166
billion,

While the Xorean Invasion
stimulated a fresh rise in. both
Federal and non-Federal debts,
the rate ,of rise has been declin-
ing. The increase in total net debt
declined from $39 billion in -1950
to $33 billion in 1951, to an esti-
mated $24 billion this year, and
may be as low as $16 billion next
year. This estimate for next year
allows for an $8 billion rise in
Federal debt, as compared .with
$2 billion this year. It also allows
for $3.5 billion more state, loral,
and authority debt. The decelera-

tion of the rate of increase is im-"

portant. While debts are still pil-
ing up, they are doing so .at-a
much lower rate. The personal

savings rate and - other demand

factors may be large -enough. to
absorb .them on a. rising market
soon. We are in the -advanced
stages and in a declining phase of
one of the great credit cycles of
history.

Look for a Lower Rate of Debt
‘Increase

How can we believe that total

debts will increase at a lower rate

than this year? The answer lies

in the civilian economy, especially

the inventory, nlant, and equip-

“‘ment reguirements of industry. I

believe farm' debt, including farm
mortgages; probably won’t rise
more than about $300 million in
1953, as compared with about $1.5
billion this year. Individual and
other non-corporate debt, other
than farm debt, may rise about
$9.5 billion this! year, but we are
expecting a rise of only $5 or $6
billion in 1953. This estimates
that non-farm mortgages will rise
$6.8 billion in 1953, as compared
with about $7.5 billion this year,
and .that .other types of loans to
individuals will remain.unchanged
or perhaps decline $1 billion. But
we estimate that the total corpe-
rate debt will rise $7.3 billion this
year and actually decline by pos-
sibly $1 billion or more next year.
At any rate, it seems that the
great rise in business debts. is:
petering out, :

"Except for the Federal . issues,
corporate debts are the largest
segment of the national debt
For the past six years
the rise of corporate long debt
to $70 billion and corporate short
debt to $93 billion .has ~been
largely responsible for glutting
the bond market and - keeping
bank loan officers busy. It has
also sparked the general.prosper-
ity. Corporate ‘short debts are :a
volatile segment .

The theory that the rise in.cor-

porate debt is about over for this
era rests on-several observations:

First the time element. K We
have been in.the credit cycle- for
most of seven years, the last three
of which reached the boiling point
in 'credit expansion.

Second, surveys which indicate
that many businesses -intend to
slow down plant .expansion: next
year. It looks as if the steel in-
dustry will practically .end its ex-

pansion during the first half. of
1953. ‘Ten. million . tons' of: new -

productive capacity will come in
during the first half of next year,
and 5,000,000 now" going into, the
expansion of steel .itself will.cease
to be needed and will mean plenty
of steel.

Third, the fact that overexpan-
sion has already threatened an in-
creasing number of ‘businesses,

Continued on page 31

Why American 'Cﬁmpanies '
Made Investments Abroad -

By JACK

L. CAMP*

Vice-President, International Harvester Co.

Commenting on_recent-gevernment efforts to increase private
-.investment abroad, executive -of leading farm -machinery pro-
ducer refers to studies being made of foreign investment-possi-
bilities.and problems.. Stresses principal reason why American
companies put. capital abroad is “to make money,” and holds
this fact should be understcod by government and public.
Gives as other reasons: (1) geting raw materials; (2) attrac- |
tive profits; and (3) pretecling markets open to U. S. manu-
facturers. Lists requirements for sound foreign investment.

For several years our govern-
ment has encouraged private in-
vestment abroad, . but there are
recent indications ‘that the tenor
has changed
to what seems
to be in -etreci
an urgent ap-
peal. I . have
been unable
todiscover ¥
just why the &
topic has sud- - §
denly become
so .prominent.
Are these gov-
ernment as-
partments
hoping to re-
place with
private capi-
tal a large
part of the public gifts and loans
which have been made for devel-
oping the economies of foreign
countries? If we knew tne an-
swer, we could better gauge how
to explain our ‘position. There
are very basic reasons wihy Amer-
ican money is invested outside
this country, and it is highly de-
sirable from the businessman’s
point of view that these be thor-

J. L. Camp

~oughly understood by everyone

concerned.  Possibly those 'of -us
who have been fighting the battle
of satisfactory investment climate
for years are like the forgotten
man, who all at.once finds him-
self in.the limelight and does not
know quite what to make of it.

*-You-are probably aware of the
fact that several government
agencies -are at present doing
their best to get American inves-
tors to go abroad. The Interna-
tional Development Advisory
Board, of which Mr. Eric Johnston
is Chairman, held a conference in
San Francisco on Sept. 24th and
25th- on the- subject of “Private
Capital Investment .in Interna-
tional Development.” ‘Indications
are that similar meetings will. be
held.in_other large cities -around
the United States. It so happens
I.attended the San Francisco con-
{ference and can report to you that
strong salesmanship was exerted
by government spokeésmen in try-
ing ‘to convince the representa-
tives of :American business that
foreign investments are highly
desirable. O .

Getting a Picture of Investment

Possibilities .
- It is public knowledge that Sec-
retary ‘Sawyer with representa-
tives from"the Business Advisory
Council and the Committee for

Economic Development i$-in Eu-.

rope at the present time for the
purpose, -as -I understand it, of
getting a general picture of pri-
vate investment possibilities ‘and
problems  in. that. part .of the
world. ;MSA, which until recently
confined its guarantee program to
Europe, is'now extending . this to
Latin - America and ‘other areas
‘with- .the. hope that much new

-money will be invested abroad, if

there is.an American government
guarantee against  expropriation

and -currency devaluation. -Even
the .International Bank for Recon-
struction and Development is re-

*An address by Mr. Camp at the For-
eign Investments Session of the 39th Na-
tional Foreign Trade ‘Convention, New
York City, Nov. 18, 1952,

ported to be studying the forma-
tion of an International Invest-
ment Corporation, which could
participate with private capital on
an equity basis. E

To take more time in discussing
the different aspects of this gov-

.ernment interest in private in-

vestment abroad would require
that I neglect the subject which
was assigned to me. Of course,
I have been talking about what
is being done in Washington to-
day. Unfortunately, I am not in
a position to predict whether or
not this government interest in
private investment abroad will
continue at this same tempo after
the 20th of January. y

Before starting to list the rea-
sons why American companies put
capital abroad, please permit me
to sum up all of ‘these reasons in
one short sentence—and that is
that the principal purpose of all
private business investments .in
the United States or anywhere
else is to make money. You would
be surprised how many peoplg in
this world apparently do not un-
derstand that fact.. Our govern-
ment may give as reasons for its
foreign aid program such things
as “helping under-privileged peo-
ple,” “assisting good neighbors,”
“stamping out communism,” etc.
Much as we approve of these ob-
jectives, never forget that when
you or I put our hard earned
money into a proposition, other
than charity, we want the assur-
ance that the principal can.be re-
covered, if we so desire, and that
there will be a reasonable return
in the form of profits and divi-
dends.

Three Principal Motives ' ;

. I believe we-may say that there
are -three principal motives be-
hind foreign investments: first,
those who go to develop .sources
of raw material; second,  those
who' follow the call -of .attractive
profits; and-third, those who seek
to. protect markets previously
open to U. 8.'manufacturers. The
first group includes oil ‘and min-
ing companies, agricultural -and
forestry -enterprises, such as ba-
nanas, other fruits, food produets,
vegetable ‘fibers .and .oils, rubber,
lumber, etc. The -most prominent
in‘the second group are the utili-
ties, transportation companies and
-American banks. Third are the
American = -manufacturing  con-
cerns, which .have had to build
foreign plants. and/or marketing
organizations.in order to protect
their name and percentage .of
sales participation in foreign coun-
tries.

Requirements -for Sound Foreign
‘Investments JEE

‘All -of these :groups have in
common - certain - basic ,require-
ments, which must be met before
serious consideration can be given
to. putting ‘money -in-.a foreign’
country. ‘Placed together these re-
quirements ‘are referred to as a
“satisfactory. investment climate.”
Separately they could be listed:as
follows: ‘

(1), Assurance against -confis¢a-
tion and expropriation of the
original investment, -accumulated
profits and profits. put back into
the business. .

(2) Assurance that if the in-

tized for FRASER
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vesti.ent is liquidated ‘at some fu-
ture uate, tae proceeds i local
money couid pe couverced 19 aoi-
lars aua rewurneua 10 tae United
States. Fiease unaersiana toat
‘wnen I reier to uavesuuent, 1
mean not onty tne originai capi-
tal, “wnich - was - sent irom here,
but accually the iull vawe at
which tue business or property
coutu pe sold. ‘I'nis reguirement
has been much discussed, and
some 'foreign governments con-
sider it to be a major problem,
fearing that it could become a
terrific drain on their foreign ex-
change: Actually ‘it is not-as se-
rious as. it might seem to them,
Most of us who have large foreign
investments certainly don't expect
to repatriate these a short time
‘after they are made, -and most
larger firms consider their foreign
investments to be permanent.
“‘Actually what is involved is the:
principle that the owner of capital
should be permitted to dispose-
of it as he sees fit. )
(3) It is very fundamental to
expect that one's investments ‘will
yield. reasonable returns in the
form of dividends or profits. This
is true whether such investments
are made in the United States or
elsewhere, The term “reasonable,”
of course, is subject to a consider-
-able difference of opinion. One
person - might .consider 8% . per
annum to be .acceptablé, while in
‘Someone-else’s.opinion 15% would
be .thought reasonable. Actually,

edly been very expensive and
unsdiisiactory 1o coinpanies .en-
gaged in producing abroad rubber,
vegetable tiber and- oil, - pe-
troleum, minerals' and forestry
products. Apparently these days,
every country wants to be. a
manufacturing power whether or
not it is economic -and to the best
interests of its people.

You will remember that we in-
cluded in the second group trans-
portation and utility companies.
While I am not familiar ‘with all
of the things which attract this
group to a foreign country, it can
be ' presumed that among -the
things they would look for would
be sufficient population and.in-
dustry to permit a profitable vol-
ume of consumption. They would
also want assurance that rates
could be increased in proportion
to higher costs. It is a pretty
well-known fact that. many firms
in this category, which went
abroad years ago at a time when
profits were satisfactory, are to-
day. operating at a loss because
of government competition or
legal red tape, which prohibits
charging rates for services con-
sistent with the tremendous in-
flation .in° commodities and " the
decrease in the value of curren-
cies. ' It can be imagined that the
firms which ' have had this ex-
perience would be very cautious
about again investing in such'an
enterprise, unless  the authorities

these days, income and excess

profits taxes limit profits in most

countries to 3 ‘point that makes .

extortion by inves.ors .an L POS-

sibility. ' Therefore, any limitation °:
placed on the remittance of profits .

and dividends is .considered -an

obstacle to a satisfactory. invest- o

ment climate.

(4) Reasonable and non-dis- :
sound
-labor  and. social .legislation, and !
-stable ‘governments are a'few of .:

criminatory - local taxes.

the other factors.goine to' make
up an attractive ‘investment cli-
mate.

-If the politicians and statesmen
‘of these countries wanting foreign

Jnvestment only understood- tae -

importance of creating these gen-

eral ' conditions, tnere' would be o
no.need for American government .

guarantees, .such ,as those offered
by MSA.

of a particular country have dem-
onstrated.understanding and good
will.

Quite naturally, I am more fa-

‘miliar with- the third -group of

foreign investors, namely: manu-
facturers, such as my own com-
pany. Investments made by these
firms usually start in the form of
credit extended to foreign jobbers
and distributors who sell Amer-
ican made goods. Such credit is
in itself-an investment on the part
of the manufacturer; the exporter
or the banker, as the case may be.
Ioreign marketing subsidiaries or
branches generally 'result from the
belief that better . participation
could thus be achieved than by
selling to independent importers.
In many cases these marketing
subsidiaries and ‘branches have
been forced to local manufacture,
because of high import duties,
exchange restriction, embargoes,

.ete.

My company’s experience has
taught us much about manufac-
turing in foreign countries,-and I
can tell ‘you that it is no picnic.
Regardless of how carefully you
might have: analyzed a situation
beforehand, there are always
numerous unforeseen problems
popping. up daily. If American
manufacturers * are to:.continue
building foreign- plants; they will
probably do so only in those coun-
tries where government controls
over private business are kept at

a minimum, because experience
has. taught that controls, even
though they may be well inten-
tioned, have far reaching reper-
cussions. For example, because of
a law in Australia requiring wage
adjustments ‘every three months,
the..basic‘ wage in that. country
has risen from 4 pounds 2 shilling

per week jn 1939 to 10 pounds 12
shilling per week in 1952. A man-
ufacturer has no option about in-
creasing ~ wages regardless - of
whether his business is profitable.
A couple of ‘years ago Mexico
passed a law leveling. a 16% ex-
port duty, which I am sure is a
terrific ‘handicap on firms manu-
facturing products intended .for
shipment outside that country.
This export tax can be reduced
in the case of certain commodities,
but’ the process of obtaining such
reduction is long and tédious.
Another serious ' problem,
brought about through exchange
controls and import licenses .as
well -as by export licensing from
the United States, is that your
foreign factories may require cer-
tain parts and materials from
America in order to combine these
with local collateral in making up
a finished machine, Many times

(2019) 7.

in recent years large factories
have been entirely closed down
because of the impossibility of
obtaining import licenses or dol-
lar exchange for a small per-
centage of the things that factory
needed in its operation,

We, in this country, are hot in
a position to point the finger of
scorn at foreign nations because
of " government controls. All of
us know that our own government
has been the father and mother
of many of these ideas. The fact
remains, however, that American
manufacturers, everything  else
being' equal, will establish plants
in those countries having the least
number of restrictions and con-
trols. ;

In summing up why American
companies invest abroad, I would
like to repeat that they do' so
principally to make money, and
in order to achieve this end they
go to-countries in - which the gen-
eral investment 'climate is' most
attractive, in which their particu-
lar requirements can best be met,
and where government controla
and restrictions are the least burs
densome.
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offer ito sell these-securitics. They ‘are subject to the registration and prospectus requirements of the Federal
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'COMMONWEALTH. EDISON COMPANY
' $1.40 Convertible Preferred Stock

* (Cumulative—Par Value $25 Per Share)
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Offering. ' The Company is offering the holders-of its outstanding
Common Stock the right to subscribe, prior to 2 P.M., Chicago time,
on December 10, 1952, at $31 per share: for the above shares at the
. rate.of one share of the Preferred Stock for each-12 shares of Common -
Stock held of record on Nevember.24, 1952. The several Underwriters
have agreed, subject to' certain- conditions, to purchase any un-

" Businesgs.” ‘The Gompany is a public-utility supplying electricityin :
Chicago, and. its subsidiary, Public Service Company of ‘Northern |
Illinois, is a public utility supplying electricity'and gas in the northern
part of 1llinois outside of Chicago.” ~ =~ * - E ‘

< Inasmuch ‘as we -have briefly -
covered’ the theme of ‘a generally
favorable "investment . climate, it g
may be. well ‘to. go back ‘to the
three ‘American groups most ac-
tive in ‘“the foreign, investment .
field ‘and examine -some of thé .
specific reasons. for-their entering
this. field .and .afew .of the re-
‘quirements . .which ‘undoubtedly -
“have ~“to- be ‘met ‘in  deciding
whether ‘the investment is advis- y
able. ' As regards “the ’first “group,
it is common knowledge that
many raw materials, such as min-
erals, petroleum and certain for-
estry products,. can no longer "be
obtained in this country in suffi-
cient quantities with which to -
meet domestic demand and main-
tain export markets of n.anu-
factured- goods.

. An oil or mining company, once
having determined that the prod-
uct they seek is available in a
given country, would first ex-
amine the general investment cli- -
mate in  that country and then .
analyze numerous other factors,
such: as transportation facilities,
.specific - laws -affecting that par-
ticular type of ‘business, availabil= .
ity. of labor,. attitude -of unions,
etc. They would also want. defi-
nite assurance that once the proj-

. ect was. established, there would
not-be new rules: and regulations .:
constantly: changing . the- original
proposition. "In my judgment one
of the most serious of: these
changes. is.where a firm s -first
-permitted by a-government to de-
velop the raw material and later
is forced -to build refineries or
processing: plants instead of being
allowed to export the material in
its original form. ‘This practice of
some governments has undoubt-

Conversion Privilege.: The Preferred 'Stock: will ‘be- convertible: ;
into Common Stock on.a 'share-for-share basis on or after December
31, 1952, subject to adjustment in‘certairi events.

subscribed shares. -

During the subscription period the several Underwriters
may - publicly 'offer ‘shares -of the Preferred Stock at prices
which will be within the limits set forth in the Prospectus.
The offering price at.any time may. be obtained from-Under-
writers who are registered dealers in securities in this State.

‘Reaehption.‘ - Tiqe" Preferred St'o‘ck«w‘ill be-redeemable in-whole at :
any time or in.part from time to time at the option of the Company, :
initially at $32.50 per share and ‘accrued dividends.

Legal Investment.:* Counsel for the Underwtiters have furnished )
them with an opinion to the effect that the Preferred Stock qualifies - Listing. Application has.been made for the admission of the Rights
as a legal investment for New York State savings banks under provi- ~ to trading on the New York and Midwest Stock Exchanges and for
sions of the Banking Law of that State now in force. the listing thereon of the Preferred Stock 'upon notice of issuance.

Glore, Forgan & Co.
A. G. Becker & Co.

Incorporated

’ The First Boston Corporati_on

Blyﬂ) & Co., Inc. F Central Fepublichompany
Harris, Hall & (iompany ‘Kidder, Peabedy & Co. ( ni:ll::;:; )Brothers
- Menill Lynch; Pierce,"Fe‘nr‘ler & Beane f'"°°'P°'°“’s;ﬁth, Barney & Co.
. ‘ White, Weld & Co.
Bacon, Whipplé & Co.’ /?*:- i : ':V‘Williaiﬁ'Bléir ‘& Company
‘Hemphill, Noyes'& Co. - e

Paine, Webbé'l;,f.!écli(s_‘bn' & Cdktis

- Harriman Ripley & Co. .

Incorporated

Goldman, Sachs & Co: -

Stone & Webster Securities Corporation

A, C Allyn and Company

Incorporated

Clark, Dodge & Co.

Union Securities Corporation - -

. ‘Alex. Brown & Sons’
Hornblower & Weeks
Wertheim & Co.

Lee Higginson Corporation

Dean Witter & Co.

Please send me a copy of the prospectus relating to $1.40 Convertible Preferred Stock of Commonwealth Edison Company.
Address

Name

bitized Tor FRASER
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Dealer-Broker Investment

Recommendations & Literature

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

Food Chains — Analysis of the industry in Canada — Ross,
Knowles & Co., 330 Bay Street, Toronto 1, Ont,, Canada. Also
available is special review of Dominion Stores Limited.

Foreign Exchange Quotations—Folder listing 144 quotations of
the currencies of various countries throughout the world—
Foreign Department, Manufacturers Trust Company, 55
Broad Street, New York 15, N. Y.

Gas & Electric Utility Stocks—Discussion—S. A. Sandeen &
Co., Talcott Building, Rockford, Ill.

Low Priced Issues—Analysis of their future—Francis I. duPont
& Co., 1 Wall Street, New York 5, N. Y.

Oil Companies — Study of those likely to benefit from new
legislation affecting the off-the-coasts tidelands—Greene and
Company, 37 Wall Street, New York 5, N. Y.

Over-the-Counter Index—Folder showing an up-to-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 13-year period—
National Quotation Bureau, Inc., 46 Front Street, New
York 4, New York. ,

Railroad Securities—Bulletin—Vilas & Hickey, 49, Wall Street,
New York 5, N. Y. ,

(] . L]

Allis-Chalmers—Analysis—E. F. Hutton & Company, 61 Broad-
way, New York 6, N. Y.

Alma Trailer Co.—Card memorandum—Baker; Simonds & Co.,
Buhl Building, Detroit 26, Mich. ‘
Aro Equipment Corporation—Analysis—McLaughlin, Reuss &

Co., 1'Wall Street, New York 5, N. Y.. i

Bank of California—Memorandum—Pacific Northwest Co., Ex-
change Building, Seattle 4, Wash.

Carborundum Company—Analysis—John H. Lewis & Co., 63
Wall Street, New York 5, N. Y.

Chicago, Rock Island & Pacific Railroad Co.—Memorandum—.
Shearson, Hammill & Co., 14 Wall Street, New York 5, N. Y.
Also available are memoranda on Interchemical Corp. and
Internationa! Paper Co.

Cluett, Peabody & Co. — Memorandum — Locmis, Petersen,
Noyes & Hemenway, 231 South La Salle Street, Chicago 4, I11.

Deferred Profit Sharing For Retirement Income—Booklet—
Pension Fund Department, Merrill Lynch, Pierce, Fenner &
Beane, 70 Pine Street, New York 5, N. Y.

E. L du Pont de Nemours & Co.—Memorandum—Smith, Barney
& Co., 14 Wall Street, New York 5, N. Y. Also available is
a memorandum on Great Plains Development Co. of Canada,
Ltd. '

El Paso Electric Power Company—Analysis—Ira Haupt & Co.,
111 Broadway, New York 6, N. Y.

Federated Department Stores—Analysis—Dreyfus & Co., 50
Broadway, New York 4, N. Y. Also available is an analysis
of Convertible Bonds.

First National Bank of Akron—Analysis—McDonald- & Com-
pany, Union Commerp_e Building, Cleveland "14, Ohio.

(Robert) Gair Co.— Memorandum — Cruttenden & Co., 209
South La Salle Street, Chicago 4, IlL

Hoffman Radio Corporation—Revised report—Conrad, Bruce
& Co., of Los Angeles, 530. West. Sixth- Street, Los Angeles
,14, Calif.

Lehigh Vailey Railroad—Analysxs——Oppenhexmer & Co 25
:Broad Street, New York 4, N. Y

“Primary Trading ‘Market in—

Alleghany Corporation
Perpetual Warrants
to Purchase Common

at $3.75 ,
TROSTER, SINGER & Co.

' Members: N. Y. Security Dealers Association
74 Trinity Place, New York 6, N. Y.

itized for FRASER
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Maryland Casualty Company—Analysis—The First Boston Cor-
poration, 100 Broadway, New York 5, N Y. Also available
is a memorandum on Duquesne Light Co.

Resort Airlines—Analysis—Eisele & King, Libaire, Stout &
Co., 50 Broadway, New York 4, N. Y.

Riverside Cement Co.— Analysis and review of the Cement

Industry—Lerner & Co., 10
Mass.

Post Office Square, Boston 9,

Russell-Miller Milling—Report—Uhlmann & Latshaw, 111 West
10th Street, Kansas City 6, Mo.

Southern Railway—Analysis—Eastman, Dillon & Co., 15 Broad
Street, New York 5, N. Y. "Also in the same bulletin are dis-
cussions of Chesapeake & Ohio Railway, Chicago, Great
Western Railway, Chicago, Rock Island & Pacific, Norfolk
& Western Railway, and Reading Company.

Torrington Company—Analysis—White, Weld & Co., 40 Wall
Street, New York 5, N. Y. Also available is an illustrated
booklet on Wisconsin Public Service Corporation,

Wilcox 0Qil Corporation—Bulletin—H. E, Herrman & Cohen, 14
Wall Street, New York 5, N. Y.

Flrsl Post-Effective ““Identifying Statement”
Published on Commonwealth Ed. Co. Offering

A form of securxtnes advertise-
ment which may be the forerun-
ner of an entlrely different- ap-
proach to new'issue advertising is

being used by
-Glore, Forgan

& Co. and-The

First Boston

Corp. and as-

sociates in

connection
with- the un-
derwriting - of
an offering to
" shareholders
of Common-
wealth Edison

Co. of 1,155,-

730 - additional

shares of the

utility’s con-
vertible pre-
‘ ferred = stock.

Representing .a departure from
the customary “tombstone” .type
of advertisement which long has
been associated with the offering

of securities, the Commonwealth
Edison advertisement, based on
the revised regulations of the Se-
curities and Exchange Commission
regarding advertising of securities
offerings, marks the first use of
a -comprehensive Identifying
Statement following clearance of
the offering by the SEC.

Discussing the advantages of the
new type advertisement, James
Coggeshall, Jr., President of The
First Boston Corp., said:

“Before this action by the SEC
most advertising of new securities
issues simply named the issue and
stated the price. With adoption of
the new rule by the SEC, under-
writers can now present in brief
form certain pertinent information

Juo. Coggeshall, Jr.

. which will help investors to ‘de-

termine their interest in the pro-
posed security” offermg i
'“The Commonwealth ‘Edison

Identifying: Statement - makes use. '

“of the newopportunity:and in-
cludes a-statement about the na-
ture of the company’s -business
and-the areas in which: it operates;
-information on the conversion
privilege “of “the “preferred stock,
provisions for redemption, the n

| ~status-of the stock as.a'legal in-

vestment, facts about the offering,
and price of security, as. well as
information about its' listing on
securities exchanges.”

Rights to subscribe to 1,155,730
shares of Commonwealth Edison
Company $1.40 convertible pre-
ferred stock, par value $25 per
share, are being offered to the
company’s common " stockholders

at a price of $31 per share at
the rate of one share of preferred
for each' 12 shares of common
stock held of record on Nov. 24,
1952. Glore, Forgan & Co. and
The First Boston Corp: head a na-
tion-wide group of 158 investment
firms which will purchase from
the  company the unsubscribed
balance of the issue at the close
of the subscription period at 2
p.m. (CST) on Dec. 10,.1952,

_The new preferred stock will
be convertible into the company’s
common stock on and . after Dec.

31, 1952, on_ a share for share -

basis, and will be redeemable at
the company’s option initially at
$32.50 per share scaling down to
$31 per share on and after Nov. 1,
1964, plus accrued dividends,
Quarterly cash dividends on 'the

company’s ‘stock and that of its
principal predecessor companies
have been paid since 1890 and -are
currently at the annual rate of
$1.80 per share.

Proceeds from the financing will
be added to working capital for
ultimate application toward the
cost of gross additions to the util-
ity properties of the company and
its subsidiaries during the four-
year period 1953-1956. Calling for
expenditures of approximately
one-half billion dollars, the con-
struction program will be fi-
nanced to the extent of $220,000-
000 from internal sources and
funds in hand at the end of 1952,
including the proceeds of this fi-
nancing, leaving the balance to
be provided from additional fi-
nancing. Principal projects of the
program call for the installation
of six new. generatmg units thh

-a combined generating capac1ty of
840,000 kilowatts which will !in=-
crease -the: system’s eapaclty to 3 - .

; : ** Astoria“Hotel:on® Dec. '4. Ma)or 3
General William- J. Donovan wnll oy

900,000 kw.

public utlhty supplymg elec-

-triclty in’ Chlcago and its ‘sub--

sidiary, Public ‘Service Company

-of - Northern: -Illinois, - is - a: public

utility - supplying electricity and

gas in- the northern. part' of -Ili--

nois outsxde of Chicago. The com-
bined service area totals approxi-
mately 11,000 square miles having
an estimated population of :5,-
600,000. For the 12 months ended
Sept. .30, 1952, operating reven-
ues of $298,225,000 were derived
to the extent of 87% from eleetric
sales and 13% from gas sales. For
the similar period, consolidated

‘net .income before preferred div-

idends ‘amounted to $33 066 000

e

Commonwealth Edison ‘Co. is'a:

Continued from page 5

lke’s Headaches

this problem will be a real head-
ache, but here again we must
stand behind our new President.

Headache No. 8—Stock Market

Unfortunately, a steadily de-
clining stock market, commodity
market and real estate market
will give millions of people—as
well as Ike —a headache. Most
bankers believe that such declin-
ing markets will come in 1953
and/or 1954, However, these
bankers may be wrong.

Headache No. 9—Congress

For real progress Ike must have
a friendly Congress. He will start
with one as did Herbert Hoover
in 1928. But too many Congress—
men think only of themselves,
rather than the nation’s good. Ike
could lose the Congressional
Elections in 1954 unless we fight
for him from now on, His election
will not be definite until Novem-
ber, 1954.

Headache No. 10—Corruption and
Inefficiency

Ike will try to clean house and
increase efficiency at Washington;
but every government employee
has many Congressional friends
who will beg Ike to retain these
friends—especially if general un-
employment is increasing. Taxes
cannot be decreased without mass
discharges ' of government' em-
ployees. This will cause unem-
ployment. President Hoover tried
it. It started his collapse and" the
depression which followed. -

Headache No. 11—Religion

Ike - well - says that America’s
greatest -need is for "a spiritual

.awakening; but thus far in‘ the

past only  “hard times” ' have
brought such about, This, how=
ever, may not be necessary if we
all work for the New Administra-
tion and willingly put the good of
the nation ahead of our own self-
ish wishes. )

Boston Inv. Club
Christmas Party

BOSTON, Mass. — The annual
Christmas party of the Boston
Investment Club will be held at
the University Club on Wednes-
day, Dec. 10, at 5:30 p.m. Wallace
Strathern, director of training for
Eastern Gas & Fuel - Associates
will be principal speaker. Some
informal entertainment is alsa
planned.

N. Y. Inv. Ass’n to Hold
Second Annual Dinner

The Investment Assocxatlom of

New York will hold- its- second

annual :dinner at 'the Waldorf-'

be- Guest ‘of--Honer: ‘and -will“dis~
cuss ‘the: Free: -World’s * Flght
Against Communism.

- The: Investment Association --of
New York is a.group -of -approxi-

‘mately “300 younger men in the

investment ‘banking and - broker=-
age business- carrying on an:in-
tensive: program -of -education- in
cooperation with The New York
Stock Exchange. g

With Francis 1. Du Pont

CHICA GO, Ill. — Francis L
du Pont & Co., 208 South La Salle
Street, have announced that Ed-
ward Flannigan has become: as-
sociated with them.: -
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| Reducing

Your 'lnveslfng Risks

By G. M. LOEB*

Partner, E. F. Hutton & Co., Members N. Y. Stock Exchange

Market expert cites following risks to be avoided: (1) victim-
izing by promoter, (2) salesman high-pressuring, (3) paying
over exchange market price, (4) over-trading, (5) buying more
than one can safely finance, (6) listening to too many people,
(7) buying the wrong issue or the wrong industry, (8) buying

at wrong time, (9) ‘incorrect information,

balance sheet weakness,

(10) failing to notice

(11) underestimating general market

situation, (12) unexpected news, and (13) effects of inflation.
Stresses importance of planning before buying, including
setting of maximum loss to be taken.

The title of this talk is “Re-
ducing Your Risks.” I 'don’t know
any more important subject. There
is an old saying that goes some-
thing about
. “If you watch
Your losses,

‘the profits
-will take care
0f them-
selves,” and I
think that that °
is perhaps one

 of the most -

.correct say- |
ings that has °
to do with in-
vestment.

A sub-title, °
.given to me
as a subject,
is termed “The
Calculated
versus the Involuntary and Un-
necessary Risk.” Anyone who
takes involuntary or unnecessary
risk without knowing how much
it is or how much she or he are
willing to take is not doing very
scientific investing. I think you
start investing by judging how
much can you make and how
much you can lose. Of course,
there’s no exact way of knowing,
It’s just a sort of an appraisal,
but an apprasial is better than
nothing at all. You can go through
the stock lists and take positions
and think, “Well, I can lose so
much and make so much, and it’s
very necessary that you feel that
You can make considerably more
than you can lose. In other words,
if the odds aren’t in your favor,
You haven’t very much chance to
begin with,

Now when I say “make,” T mean
what you might make from an
advance in the price of ‘a stock
plus what you might make from
any dividends you might collect
while you own it—everything that
comes in, less taxes. And when I
say what you might lose, it is of
course always a market loss. It
.doesn’t do much good to buy a
stock for a 5% or 6% return and
hold it a couple of years and have
it drop 2 or 3 times the amount
©of dividends collected.

In any event, every stock pur-
chase ought to be considered from
the standpoint of what you might
lose. For instance, from now till
the end of the year, a great many
stocks are under pressure because
of tax selling. That will go on
right until the last day of Decem-
_ber. And you can look at all the
stocks that are near their lows
and all those stocks with -this
technical pressure on them. Then
You can try to pick out those that

G. M. Loeb

- may have some reason to come

back in January or February of
‘next year when the tax selling ‘is
over. You have a good risk there,
. because the chances of them going
down after the tax selling is lifted
is less.

The program says that there are
two schools of thought. It says,
““trading versus investing,” “specu-
lation versus gambling in the
stock market.” I have an idea
that I'm tagged as the trading
-man and I hope I'm not tagged
as the gambling man because I
don’t believe in gambling at all.
The question of trading versus

*Transcript of extemporaneous remarks
by Mr. Loeb before the Federation of
Wemen Shareholders in American Busi-
mess, fnc., New York City, Nov, 17, 1952,

gitized for FRASER
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investing probably means buying
and selling for the short term,
this used to be a few hours, and
then a few days, and later weeks,
and now I think most people be-
lieve that any stock that is bought

- and sold inside of six months and

is .a short term capital gain is
trading. That is because of the less

.active markets that we've had.

in most
means -buying

Investing, I imagine,
people’s minds,

. something they think is safe for

the dividend return. Trading is
something for the professional, I
don’t think anybody who has any
other duties can make much of
a success in trading. I think you
have to look at the stock tape
from 10 o’clock to 3:30 o’clock
every day, so I don’t think it’s
really a matter of discussion in
this auditorium.

Speculation Versus Gambling

Now when it comes to specula-
tion versus gambling, I don’t think
that calls for much comment be-
cause anyone who gambles in the
stock market, using the dictionary
explanation of the word, is just
going to lose their money. So the
real difference here is speculation
versus investing and there is a
difference there because the spe-
culator, the successful speculator,
tries to buy a stock at a cheap
price or at a low price before it's
considered an investment by most
people. In other words, they buy
some issue that people don’t think
has much merit or where they feel
the dividend isn’t safe or where
it isn’t paying a dividend. Then
they hope one or two or three
years later to sell it to people
after its status has been raised and
it has become an investment. In
my opinion, intelligent specula-
tion is very much safer than what
I think most people mean when
they talk about investment. There
is such a thing as an investment
stock selling at a speculative
price, General Electric, for in-
stance, as far back as I can re-
member, has been an investment
stock, but if you bought it in 1929,
you paid a speculative price for

"it, so if you call it an investment

when you bought it, “you ‘were
probably putting the wrohg tag on
it. On the other hand, 'you‘might
have bought a stock of much less
quality at a low point in the mar-
ket and it might have been called
a speculation and yet it would
have been a good investment.

Take Losses to Reduce Risks

Now I think that taking losses
is the key to reducing risks and
personally, I think for most
people, a little planning before
they buy something as to how
much risk they want to run, or
how much loss they want to take,
makes quite a lot of sense, and I

think it works out very well."

There are a lot of different ways
of doing that. I've seen various
textbooks which often say “always

take a three point loss.” Anything

you buy, if it goes down three
points, take the loss. I don’t be-
lieve in anything so arbitrary. I

think that the best system is to -

take a.loss when something occurs

that alters your reasons for: buy-~
ing it. In other words, going back®
to the trading, supposing you.

bought a stock simply because it

was moving up and you thought

it was moving higher. Well, if it
stopped moving, I'd take my loss. .
Most people here would buy a
stock because it's paying a good
dividend return or because they
thought the dividend was going
to be raised. They might buy be-
cause they felt that earnings were
going to be larger. Another reason
might be their idea that a stock
was going to gain in investment
stature. Stocks bought for reasons
such as this should not necessarily
be sold just because they tem-
porarily run against one. If an
objective valuation suggests that
nothing is changed and that the
criginal premises still hold good,
one should wait and give the stock
a chance to come back. If you find
out you're wrong, and the picture
has changed, then the quicker you
take the loss, the better.

In all the thousands and thou-
sands of accounts that I've looked
at in the 30-odd years I’ve been
in the brokerage business, I think
the biggest mistake has been a
lack of willingness to take losses.
In faet, I've looked at a lot of
portfolios with 20 or 30 stocks that
people say “Shall I buy this, sell
this, what shall I do.” I couldn’t
possibly look up each of the stocks
individually, and many of them I
wasn’t familiar with, and yet I
could have done a pretty good job
just by selling the ones that
showed losses and keeping the
ones that showed profits. It’s not
a scientific approach and yet it
works.

Now speaking about losses, I
suppose everybody here knows
that they are only partly deduct-
ible, taxwise, as far as regular in-
come is concerned. You're only
allowed $1,000 a year against your
regular income for five years.

That about covers what I had
in mind as to the general subject.
I have about 20 different kinds of
risks listed on cards but before I
get into those, I want to mention
a peculiarity, I think of the secu-
rities business, through which a
professional advisor may be un-
fairly judged. Naturally, most
everybody goes to somebody for
advice. It might be a stockbroker,
a banker, a friend who is a suc-
cessful investor. Sometimes they
go to two or three people for ad-
vice, Then very often if one per-
son tells them to buy a stock and
it goes up, and another person
tells them to buy a stock and it

-

goes down, they take it for grant-
ed that the one who told them to
buy the stock that went up is the
better advisor of the two. Well,
the fact is that the element of risk
has to be considered. It may very
well have been that the purchase
of the stock that went up involved
six or eight or 10 chances out of
11 or 12 of losing and the one that
went down might have been a
much safer situation even though
it resulted in a loss. I think that
is something someone should
think about very carefully in try-
ing to decide who’s giving them
good advice and who's giving
them bad advice,

Now I didn’t write these risks
down in order, but just as they
occur to me. The first risk of los-
ing comes from being the victim
of a promoter. There is nobody
here who has to be the victim of
a promoter. Anybody ought to be
able to recognize a promoter—
someone that, offers  something
brand new, something that is not
listed, something that promises $10
or $100 for $1. I think that type
of thing ought to. be completely
ruled out. .

The second risk is a risk of be-
ing high-pressured by a salesman.
The difference between the pro-
moter and the salesman is that
the promoter might take all your
money or 75% or 50% and a sales-
man might take what you might
call legal rates. It is much better
to be a buyer of a security than
it is to have someone sell them
to you. Perhaps I'm prejudiced,
being a stock broker, which may
be the reason I think one does
pretty well on the whole with a
broker who gets the same com-
mission on the New York Stock
Exchange than with a salesman
who gets a varying commission.

Risk of Paying Over Market Price

The next risk is paying over
the market price. I don’t think

that’s a risk in New York City,

but outside of New York City, I've
seen securities sold for way over
what the price was on the stock
exchange. I've seen people out of
town buy a $1,000 bond for $950
which was selling for $850 on the
stock exchange. Anybody who
buys a stock ought to look and
see that they’re paying the right
price and if they deal with a rep-
utable broker, they will.

The next risk is against the
stock broker—overtrading—which

.certain
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means getting a customer to buy
and sell unnecessarily just for the
sake of making a commission. It’s
up to the customer to see that he’s
not the victim of it.

The next risk is the risk of buy-
ing more than you can safely fi=-
nance.” Well, of course, in the old
days, margins as we call them
were fixed by the houses and all
they were interested in was to see
that they wouldn’t lose -any
money, but now the Federal Gov-
ernment tells you how much you
can borrow and things are on a
much safer basis, but just the
same, I think that buying on mar-
gin or buying on credit or buying
on borrowed money is something
for the expert rather than for most
of us.

The next risk is a peculiar one
—Ilistening to too many people.
I've had a great many customers
come into my office and this per-
son has told them this is a good
buy, this is a good sale and there’s
been so many cooks spoiling the
broth that it was just impossible
to know where they were at. All
it did was to confuse them.

Now the next risk, of course, is
fundamental—buying or selling at
the wrong time. Of course any of
us who know the right time would
have the key to becoming million-

‘aires right away. You can write

a book on. this subject. In fact,
there have been many books writ=
ten on the subject of buying and
selling at the right time. All I
can say about that is that for the.
inexperienced person, there is a
safety in not buying
everything all at once. You can’t
do it on the basis of saying, “Well,
it looks high or looks low,” be-
cause one never knows before-
hand. In 1929, there were good
stocks that sold at 200 and when
they went to 100, they looked low
and then they went to $6 or $7 a
sharé.” Going the other*direction,
you see stocks that start at 10 or
20 and they go to 35 and they look
high, but they might go to 75 or
100 so the answer isn't there. The
answer, of course, is having a good
slant at things, and not doing
everything all at once.

Now the next risk is buying
the wrong issue or the wrong in-
dustry. Strangely enough, that is
a much lesser risk than the one
of buying at the wrong time. I

-just think the most expert people

Continued on page 28
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- What Can Be Done Abouf

The Payments Problem

By IVAR ROOTII*
Managing Director, International Monetary Fund

Asserting solution of the Payments Problem cannot be found in
continuation of U. S. aid, International Monetary Fund execu-

tive, expresses belief progress

is being made toward its solu-

tion, since there is a steady improvement in European exchange
position. Holds payments problem is not confined to Europe,
and it is not exclusively a dollar problem. Points to increased
raw materials production and economic improvement in back-
ward areas as indication problem may be approaching world-
wide solution. Contends persistence of dollar payments prob-
lem is natural consequence of excess emphasis on full employ-
ment and rapid development. Urges more U. S. imports.

The International Monetary
Fund and the National Foreign
*Trade Council share a common in-
terest in expanding the volume of
the world’s trade. This is in your
interest as businessmen, it is in
the national interest of -every
amember of the Monetary Fund,

and it is essential to the peace,"

the prosperity, and the social and
political stability of the world.
The Fund’s interest is primarily
in the world payments problem
and the exchange policies that
govern world trade and payments.
1 shall direct my remarks this
afternoon principally to the most
important single problem which
stands in the way of restoring a
payments system based on con-
vertible currencies. This is the
persistent balance of payments
surplus of the United States and
the persistent dollar deficit of the
rest of the world. This problem
has been held at bay throughout
‘the postwar period by extremely
generous aid from the United
States Government, especially to
those countries which suffered
severely in the war and are how
cooperating in the restoration of
the economic structure of the Free
World. It is clear, however, that
‘the solution to the problem can-
not be found in the continuation
of United States aid. This aid is
at best a scaffolding to assist in
the erection of a permanent struc-
‘ture. Let us see then what has al-
ready been done in the erection of
this structure and what tasks still
lie before us.
~ Opinions on this differ sharply.
On the one hand, there is an ex-
treme attitude that there is no
good reasonr: why the world should
not put its dollar payments in
order, Those who take this view
cite the fact that United States

imports now pay for about twice.

as much exports from the United
States as before the war. Under
such circumstances,
countries ought to be able to earn
enough dollars, directly and indi-
rectly, to pay for a volume of im-
ports suited to their economies.
The implication is that the pay-
ments problem persists because
they, the deficit countries, refuse
to take adequate measures to
solve it. )

On the other hand; there is an
extreme attitude that the pay-
ments problem is intractable and
can never be solved. The dollar
problem is said to have existed in
one form or another since the first
World War. -And its persistence
is variously attributed to. such
factors as the rapid.increase in
“productivity in the United States,
‘the recurrent recessions and de-
pressions in the United States, the
recurrent booms in the United
States, the development in the
United States of substitute prod-
ucts for major imports, as nylon
for silk, and synthetic rubber for
natural, erratic stock-piling poli-
cies in the United States, too low
a dollar price of gold, excessive
protectionism in the United States,
or the unwillingness of Ameri-

*An address by Mr. Rooth, at the
Iaternational Finance Session of the 39th
National Foreign Trade Convention, New
Yeork City, Nov. 17, 1952,

the deficit .

cans to invest abroad. And the
conclusion is that the dollar prob--
lem will persist because you, the’
surplus country, decline to take’
effective steps to solve it.

The Correct View on Causes of
Payments Problem

I believe that these extreme
views are unjustified and that
they do positive harm. The pessi-
mists say that as the dollar prob-
lem will not be solved, there is
no reason for taking unpleasant
measures to try to solve it. The
fact is a great deal has been done
to meet the problem. In 1947, the
world’s dollar deficit on goods and
service transactions was almost
$12 billion. The indications are
that, excluding military aid ship-
ments from the United States, the
dollar deficit in 1952 will be about
$21, billion. And the import
restrictions in deficit countries are
now considerably less severe than
they were in 1947. It- should not-
be expected,” of course, that the
zoods and service gap will be
completely closed, as part of it is
more or less permanently covered
by capital outflow from the
United States plus private dona--
tions, Moreover, a substantial pro-*
portion of the remaining deficit
is attributable to increased de-
{fense expenditure in Europe and
to the disruption of East-West
trade. Each of these elements is
part of the cost of the common
defense of the Free World. Let us
hope that a separate solution will
be found for them. I believe that
the greater part of the problem
has been met, and I see no reason
for assuming that the remainder
cannot be met by the right
measures.

Let us consider what has been
done by the United Kingdom, the
second .trading country of the
world and the heart of.the sterl-
ing area that accounts for more
than one-fourth “of. total world"
trade. Two major factors have
been responsible for most of the
British postwar payments prob-
lem. In 1938, the net earnings of
the United Kingdom from over-
seas investments (excluding oil,
shipping and insurance) paid for
a volume of imports that would at
present prices cost about £750
million. In 1951, the net earnings
of the United Kingdom from over-
seas ivestments paid for less than
£100 million of its imports. Here
is one single factor that caused
a deterioration in Britain’s cur-
rent payments of £650 million, or
about $1,800 million.

A second major factor has been
the great rise in the prices of food-
stuffs and raw materials, Britain’s
principal imports, relative to the
prices of manufactured goods,
Britain’s principal exports — that
is,. the change in. the terms of
trade against Britain as compared

- with the prewar period. If be-

tween 1938 and 1951 the prices
of United Kingdom imports had
only risen in the same proportion
as the prices of United Kingdom
exports, their cost in 1951 would
have been less by nearly £1,050
million, or nearly $3 billion. Al-
Jowing for £ 200 million of dupli-
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cation -between them, these two

. faetors, both beyond Britain’s con-

trol, -have together involved . a
deterioration of £ 1,500 million, or
over $4 billion, in its payments be-
tween 1938 and 1951. !

What has Britain done to face
this problem? Its most significant
action -is found -in an 1ncreased
volume of exports. These exceeded
the prewar volume¢ by 80% in
1951 — that is, by an amount
valued at over 4£1,200 million, or
$3% billion.

In much the same way European
countries have met a considerable
part of the payments problem. In
1947, the "volume of exports of
France, Belgium, the Netheriands,
Norway and Denmark was below
the 1937 volume, These same
countries are now exporting be-
tween 60 and 70% more than
before the war, In 1947, the dollar
deficit of Western Europe was
about $5% billion on goods and
service transactions. In 1951,

- omitting military aid shipments,

it was about $2 billion. 5

Improvement Is Progressive

The improvement in European
payments is not a temporary
phenomenon. It reflects a real im-
provement in the whole economic
environment of Western Europe.
Industrial production in Western
Europe is between 40 and 50%
greater than in 1947. I believe that
it could be increased further, and
without the addition of new capi-
tal equipment, by the more inten-
sive application of known tech-
niques and perhaps a further shift

toward incentive systems for re-’

munerating labor. The structure

of prices in Europe is also more’

competitive now than it -was five
years ago. due principally to the

"1949 devaluations. And now, mon-

jetary -xpoligy in most Buropean
countries i§ better directed toward
avoiding inflation and restoring a
balanced payments structure.

So far, I have- spoken of the
world payments problem as if it
were a European dollar problem:
In fact, the payments problem-is
not confined to Europe. Nor is it
exclusively a dollar problem. My
reason for emphasizing Europe’s
dollar payments is that this prob-

“lem is so complex. The payments

difficulties .of other regions, no
less than Europe’s, must be solved
if balance is to be restored in
world payments. Their problems,
however, would be easier to solve
if a solution had been found in
Western Europe.

Even before the war the pay-
ments situation was unsatisfactory.
It was kept in tenuous balance by
tolerating unemployment in some
industrial countries — especially
the United States—and stagnation
in the raw materials countries, It
was a frail structure shored up by
devaluations, exchange controls,
bilateral clearing arrangements,
and in -some instances by default
on international obligations. The

war brought about vast disruptons

that further weakened the struc-
ture “of international payments.
There has, however, been a great
expansion in production and trade
in the postwar period. But, un-
fortunately, we have not yet got
a strong and stable pattern of in-
ternational payments.

Changes in National Economic
*- Pelicy ~
. The most important reasons for
‘this, I-believe, -will be found in
the great changes that have taken
place during this generation in the
objectives of national economic
policy. Throughout the years there

has been a great’ increase in the’

degree of responsibility which ra-

tions have assumed for their do-"

mestic incomes and employment,
-and full employment policies have
been pushed particularly hard in
some of the deficit countries of

Europe. In many of:the raw ma- -
terials producing countries, rapid

development, with emphasis on
industrialization, has become ‘a
political and social necessity which

governments must heed. Too little
attention has been- paid to en-
couraging domestic savings in
either industrial or raw ‘material
producing -countries, The objec-
tives of full employment and eco-
nomic development are good in
themselves, but the policies de-
signed to achieve them have some-
times been pushed so far that they
have served, not so much to con-
tribute to the attainment of the
cbjectives themselves, as to pro-
mote inflation.

It is now generally recognized
that inflation tends to result in
payment deficits. When demand
is inflated beyond what can be
met by current production for the
home market or from imports fi-
nanced by current exports or for-
eign loans or assistance, the excess
demand will be used to bid away
goods from export markets. It
will also spill over into larger
imports than the country can pay
for. If the inflation persists, it will
unbalance the structure of prces
and make it difficult for the coun-
try to compete in world markets.
Inflation may even reduce home
employment opportunities by cut-
ting off the means of payment for
raw materials. Fortunately, many
countries are now aware of the
fact that a sound financial policy
is an indispensable condition for
a strong payments position and
continuing high-level employment.
The recent improvement in the

payments positions of certain Eu-

ropean countries is largely at-
tributable to the renewed empha-
sis on credit policy.

In the raw materials exporting
countries, the poiicy of rapid de-
velopment has often been sup-
ported. by - inflationary finance,
which here also has had the effect
of attracting resources to home
markets and discouraging exports.
The supply of foodstuffs and raw

‘materials for export from non-dol-

lar regions has generally not in-
creased commensurately with de-
mand, Sometimes it has not
increased at all. On the other
hand, with increased production
in the United States and Canada,
the dependence on dollar sources
of supply has increased,.and this
dependence has been accentuated
by the- falling off in East-West
trade. .

This . persistence of the dollar
payments problem is a natural

-consequence of excessive emphasis

on full employment-and rapid de-
velopment. The payments prob-
lem, in turn, has led to exchange
restrictions. Some -persons . are
even willing to accept as per-
manent a situation in which the

‘demand for imports is continually

swelled by inflationary domestic

‘policies and is continually held

in check by exchange restrictions.
I believe that we should not ac-
cept ‘such policies as’ permanent.

I believe, on the contrary, that
we should aim at a system of bal-
anced international payments at a

-high level of trade, carried on

under competitive conditivns, free
from restrictions and discrimina-
tions, and with prompt remittance
of import payments and current
earnings. Under such a system, the
currencies of the great trading
countries would be freely con-
vertible. Countries could export,
say for sterling, and know that
they could use the proceeds to im-
port from any part of the world.
Traders could export to any coun-
try and know that they would
be paid promptly in accordance
with the credit terms thal they
have agreed upon.

Solution Some Way Of!

We are still some way from
achieving such a payment system.

Yet I believe that we shall achieve.
it. As examples of its advantages’

let us look at the United Kingdom
and : some countries
America, I believe thet it is in the
interest of the United Kingdom to
work for the restoration of the
convertibility of sterling. - The
higher prices which must be paid
in inconvertible sterling raise the
cost of its imports and handicap
its producers in competing in
world markets. With inconvertible
sterling, the traders and financiers -
of the United Kingdom <annot
{ully perform their customary role
as merchants and bankers to the
world.

Some countries in Latin Amer-
ica are in substantial arrears in
paying for their imports. These
countries pay a heavy price for
this delay and uncertainty in re-
mitting for their current obliga-
tions. Exporters add a large pre-
mium in the prices they charge to
cover interest and risk. Foreign
investment in such -countries is
also discouraged and their eco-
nomic . development - is slowed
down.

Many of these countries are

‘now seeking ways of putting their

houses in order- This can not be
done by setting up new machinery
and devising new gadgets. It can
be done only through wise na-
tional and international policies.
The International Monetary Fund
will make . its resources-available
when necessary to member coun-
tries pursuing such policies.

National policy in all countries
must start with eliminating - and
avoiding inflation through strong
budgets and tight credit. Obvious-
ly, this is not consistent with the
extreme view that there must not
be any unemployment at any time
in any sector of the economy. On
the other hand, I do not believe
that a sound financial policy need
involve -widespread or persistent
unemployment. It should prevent
a. persistent rise in costs.  But
there must also be sufficient flexi-
bility in the economy to allow re-
sources to be moved to the pro-
duction of the goods which the
country needs for its own use and
for its exports. This seems to me
consistent. with a moderate policy
directed to maintaining high-level
employment without inflation.

In the underdeveloped countries
there must be some moderation in
their policy of rapid development
at any cost. Many of these coun-
tries would welcome a policy of
balanced development that would

.enable them to produce efficiently

for the export and the home mar-
kets. Such a policy would require
them to limit investment to the
amount that they can finance by
foreign capital and home savings
without inflation. If foreign capi-
tal is available on a generods
scale, a policy of balanced de-
velopment can be made effective.
It would enable the wunder-
developed countries to import on

.a larger scale, widen the ‘sources

of supply for foodstuffs and raw
materials, and make it possible
for industrialized countries to earn
dollars in third markets.

. What U. S, Should Do

So far I have spoken of what
they, the deficit countries, should
do. I must supplement this with

in Latin ~
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b ports of ‘the United States. It-is
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" what: you, the: surplus- country,.:
* should do. First, large as your im-
» ports are, they are still too. small
for ‘your:own .best- interests-.and
- too'small for the ‘needs of a world
driven. by circumstances ‘to be~
- much.more dependent on the ex-

‘ true- that . half ‘ef your imports,
* mainly. foodstuffs and ‘raw ‘ma-
) terials, are.duty-free. . But .some..

raw materials and foodstuffs and

most manufactured goods are stiil.

burdened by tariffs and othcr im-
« pediments, .In particular, ..some

L agricultural goods that your con= =
sumers want and which your pro- -

ducers are unzble to isu‘pply ade-
quately are-wholly or partly:

excluded ‘from ' your market by . -

prohibitions: or quantitative - re-

+ strictiond. - It * is “encouraging ' to:
know that so able and public
spirited a group as the Public Ad-
visory. Board for Mutual Security
is now re-examining the trade and
tariff policy of the United Sta‘zs
for consideration by the new Ad-
ministration.  We look forward to
their report.

There is one .other field in
which the United States can take
the lead in restoring balance in
the world economy. The European
countries, which were large for-
eign ‘investors in the past and
which still invest abroad,; will not
be in a position to increase their
foreign investments until they se-
cure a surplus in their payments.
In the -meantime, if- the under-
developed regions are to have an
"opportunity to expand their pro-
ductive capacity without resorting

* to - inflation, it ‘will- have to be
through a larger capital flow from
the United States than at present.
T recognize, of course, that the real
barriers to international invest-

“ment are the political uncertain-
- ties and-the economic risks, some-

»of .them. the consequence ' of un-
wise policies in the countries
seeking foreign capital. I believe,
nevertheless, that constructive’
steps can be taken jointly by the
United States and these countries
tfo encourage investment on a
sound basis and on a larger scale
than at’present.

' There is ‘one further point I
should mention. The level of gold
and dollar reserves of many mem-
bers of the International Mone-
tary Fund is too small to allow
an adequate margin of safety for
payment fluctuations when ex-
change restrictions are relaxed.
These countries, therefore, often
hesitate to allow a gerater meas-
ure of freedom in trade and pay-
ments, even when their payments
position becomes stronger, because
. “of concern for their reserve posi-
tion. Of course, no level of re-
serves is adequate unless mem-
bers are prepared to adopt policies
ivhich will bring their payments
into balance within a reasonable
period.© Whenever- members do
adopt such policies and desire to
relax restrictions, it will be the
policy v’ the Fund to assist them.

Conclusion
In br.ct, this is what I believe
dan be done on international pay-
ments: It is possible, by proper
measures in-both deficit and sur-
blus countries, to meet the hard

persists.:“As' international :: pay~ | e’ia}: policies in the' deficit: coun-- not hesitate to use its resources to
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How Banking Is Affected
= By Vicissitudes of Railroads

By DAVID
Vice-President in

C. BEVAN*
Charge of Finance

Pennsylvania Railroad Company

" In stressing importance of railroad welfare to banking, Mr.
.. Bevan points out banking and railroad prosperity are closely
- linked, and if railroads are nationalized, banking will follow.
... Says railroads are over-regulated, thus hampering their prog-
«ress. Cites low return on railroad investment, and says railroad
borrowing is depleting working capital. Advocates: (1) rail-

* ‘roads receive equal treatment with other forms of transporta-
 tion; (2) elimination of rate adjustment delays; (3) abolish-

- ment of the Long and Short Haul Clause of ICC Act; (4) right

- of appeal to ICC from decisions of State authorities; (5) that
-ICC consider effects of rate adjustments on railroad finances,

The railroad industry, while
admittedly not constituting our
entire transportation industry, is
a very large and important seg-
ment. There-
fore I think it
is perfectly
obvious, and
not subject to . 2%
debate, that it
is not only es-
sential but
imperative
that the rail-
roads be kept
financially
sound, vigor-
ous and dy-
namic to as-
sure a strong
national
transportation )
system. I believe it is self-evident
that if our transportation system
deteriorates and becomes weak
and inefficient, dry rot will per-
meate our entire economic strug-
ture and it in turn will gradually
wither and virtually die on .the
vine,

* So much for the economic
standpoint. Let us further con-
sider the dire tragedy which will
befall us in the event of war if
the transportation industry in
geueral, and the railroad industry
specifically, becomes crippled. I
think the thought itself is so ter-
rifying that I will not labor this

David C. Bevan

point further, other than fo point.

out that in the’last war 96% of:
all organized military. traffi¢ was
handled by the railroads.

‘ Problems of Railroad Industry

' Now let us examine for a few
moments the railroad industry,
certain of its characteristics and
problems. In one sense the rail-
road industry is similar to the
banking business. We both have
the same product to sell, namely,
service. The railroads have an
investment in plant of over $25
billion. Total resources of all our
banks of course far exceed this
figure. The railroads employ one
ard a quarter million people, ex-
clusive of the thousands of addi-
tional employees in outside indus-
tries which supply them with ma-
terials. As against this one and a
quarter million, it is estimated
that there are approximately five
hundred thousand employees in
the banking field. Last year rail-
road revenues grossed over $10
billion but net income amounted
to slightly less than $700 million.
1951 net income of the banks was
in the neighborhood of $800 mil-
lion, to $900 million, or slightly
in excess of that of the rails. The
latter earned 4.8% of their net
worth as contrasted to about
7%% by the banks. Having as
yet to'meet a banker who would
admit that his earnings were ade-
quate, I wonder how any of you
would feel if you were in our
position. However, I must admit
when we examine the records of
other industries we have a perfect
rirht to use the crying towel
jointly. Last year manufacturing
—— .

*An address by Mr. Bevan at the 24th
Annual Trust and Banking Conference

of the Mew Jersey Bankers Association,
Asbury Park, N. J., Nov. 19, 1952, "

companies as a whole averaged
14.4% return on their net worth,
and looking at a few of the spe-
cific industries making up that
average we find that paper prod-
ucts earned 15.1%, industrial
chemicals 17.3%, petroleum refin-
ing 15.7%, motor vehicles 17.9%,
office machinery 16.6%, and so on.
In other words, many industries
obtained- a return on their net
worth of about twice that of the
banking industry and three to
four times that realized in the
railroad industry. }

Sometimes, strange as it may
seem, I think we become so in-
volved in the everyday statistics
of our own companies we fail to
keep them in the proper perspec-
tive in relation to figures for in-
dustry in general. While all types
of investment have their particu-
lar characteristics and values, cer-
tainly the figures I have just
quoted do not make a-good intro-
duction for a sales presentation
to solicit equity funds fOr either
of our industries. :

Banking and the Railroads

Now let us consider for a mo-
ment how the welfare of your
industry is affected by the vicis-
situdes of the railroad industry.
The very fact that you so kindly
invited me to come here today is
ample evidence not only of your
recognition of this existing rela-
tionship, but far more encourag-
ing, 'your: manifest concern: One
of the most serious problems with
which we are confronted is not
regulation but over-regulation for
the railroads, and lack of uni-
formity of regulation for all forms
of transportation.

As I see it, there are two im-
portant effects of railroad regula-
tion on banking. First, the day-
to-day effect; and there is no
need to point out to you that as
the railroads prosper thers are di-
rect benefits to banking, or that
as the reverse situation prevails,
there are adverse banking effects.

The second effect goes byond
the rather simply first analogy.
I think it is more important and
bears closer scrutiny because it
can have a long-term detrimental
impact on banking beyond the
scope of day-to-day comparisons.
It is the problem of regulation
which has grown to such propor-
tions that in the manner of a
Frankenstein it is more powerful
than its creator. When it is pres-
ent in one large industry, all
others which at the time have a
measure of it, should stand up and
take notice. ’ '

I say to you that your situation
will follow ours, and if excessive
regulation, which holds the threat
of nationalization over the rail-
roads, is allowed to continue, then
sooned or later, the railroads, then
other regulated' industries, then
other essential industries will be
ripe plums for the social plan-
ners. To me there is no question
about the ultimate result — the
only doubt in my mind is the ex-
tent of time it will take to go from
one stage to another and finally
to complete the cycle.

The railroads have had regula-
tion for

over 65 years and I sup-
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'Needed: More Trade and
Less Import Restrictions

pose it should be said for part of
that time it was necessary and
perhaps in the public interest, and
it should truthfully be said that
any monopoly allowed to oper-
ate without any regulation can
bring upon other industries, and
society in general, undue hard-
ships and misfortunes. However,
toaay’s problem is not whether
the regulation when imposed was
desirable or not, but the extent
to which it has been increased far
beyond present needs and the ex-
tent to which the present rules
represent an excess of regulation
which hampers the progress, and
threatens the survival, of an im-
portant segment of privately man-
aged American business.

You cannot imagine the free
economy of this country flourish-
ing without a healthy and pri-
vately managed banking system.
To be sure, some rules are nec-
essary to see that the game is
played in such a way as to make
sure that the banking business
is kept sound and operated for the
benefit of all. Likewise, as I have
previously mentioned, I cannot see
the economy of this country func-
tioning, either in peace or war,
without a strong railroad trans-
portation system, and here again
to the extent that it benefits our
transportation economy as a
whole, regulation may be neces-
sary, but it should be geared to
present day conditions.

You can, I think, appreciate our
position at the moment when you
consider how upset you get when
you. see some of the prime re-
sponsibilities of banking manage-
ment taken out of your hands, I
have heard some of your |com-
ments on rulings of the Federal
Reserve Board, or the United
States . Treasury Department, or
activities of the Reconstruction
Finance Corporation, or the Fed-
eral Savings, and Loan Associa-
tions. K

Railroads—Drastic Example of
Over-Regulation

The railroad industry present a
drastic example of over-regula-
tion. I am here today to seek your
help to get some changes made in
some of the worst features of this
over-regulation. The railroads are
seeking the attention and support
of the leaders in business, finance,
agriculture and. labdr, for the re-
form program which will turn
back the tide of nationalization
which is flowing all too strongly
towards all business. In facing
this tide I believe I can make it
clear to you that the railroads are
presently holding the beachhead.

Let me pinpoint for you, if I
may, our principal difficulty.
With over ten years of unprece-
dented business for the railroads,
we are up against the fundamental
difficulty of an inadequate spread
between income and outgo which
does not produce a proper return
on the investment in our property.
So many times people are inclined
to think of return on investment
as that which is available for divi-
dends or that which accrues to
the benefit of the stockholders.
While it is true that this is an
important part of it, we must not
overlook the fact that there must
also- be included in net return
enough margin to enable the rail-
roads to function in such a way
as to keep them modern and oper-
ating in a fashion necessary to do
the principal transportation job
required by the country and, at
the same time, give them real
financial stability.

The railroads — except for a
mere handful of exceptionally fa-
vorably situated companies—have
not had sufficient earnings for
improvements and necessary re-
placement of worn-out property.
Earlier I mentioned some com-
parisons of various industries on;,
the basis of earnings against net
worth. Let us now, if you will,

By RT. HON. C.

D. HOWE, M. P.*

Minister of Trade and Commerce and
Defense Production, Canada

In hailing increase in Canada’s
U. S., Canadian Cabinet official

foreign trade, particularly with
holds world is. moving toward -

higher level of international commerce; despite postwar trade

restrictions. Says

main objectives should be, first, to bring ..
about further trade expansion,

and, second, to get rid of re-

strictions. Cites Canada’s remeval of rade and exchange

restrictions, and calls
factures,

I am here today to express a
Canadian point of view on some
current problems of world trade,
and it is- particularly gratifying
to be able to
express these
views to such
a distin-
guished and
influential
group. The
impressions
and reports
which go out
from the Na-
tional Foreign
Trade Con-
vention are of
much more
than local in-
terest and in-
fluence, At
these annual meetings, if any-
where, is to be found  the au-
thentic voice of that part of
American business concerned
with trade relations between the
Uniteq States and the world at
large.

Canadians and Americans do
not always see eye to eye on
matters of trade. But the differ-
ences which sometimes arise be-
tween us should not be per-
mitted to obscure the fact that
the area of agreement on funda-
mentals is greater than at any
time in the past. This is true
of our mutual trade relations
and it is true of our respective
trade relations with the rest of
the world, ‘
“ The best evidence that we are
working “along much the same
lines and -along the right lines
is that we are trading with each
other on a tremendous scale.
More trade is carried on between
our two countries than between
any other two countries in the
world. The United States is our
best customer. Canada is your
best customer. Nor is this simply
a matter of proximity and con-
venience. We have always been
in the same geographical posi-
tion, but I can remember only
too well ‘'when goods moved a
good deal more freely to markets
thousands(! 6f miles away than
across the. Canada-United States
border, . ,

In part, the great increase in
trade between our two countries
—some 7 times in value and 3
times in volume since pre-war
years—is attributable to the high
level of demand and to the for-
tunate circumstance that both
countries have been increasingly
in need of what could be pro-
duced efficiently in the other.
But 'that is by no means the
whole story. However high the
demand, however fortunate the
circumstances, such a great in-
crease in trade would not have
taken place had there not been
a mutual willingness to facilitate
trade. .

U. S.-Canadian Trade Obstacles

I know that serious obstacles
to Canadian-United States trade
still exist, obstacles detrimental
‘to the best interests of both coun-
fries...The members of the Na-

C. D. Howe

compare the return on investment. tional  Foreign Trade Council

for the railroads last year, which-
amounted to 3.69%, with that of

Continued on page 29

“* *An address by Mr. Howe at the Amer-
ica’s Session of the 39th National Foreign
Trade Convention, New York City, Nov.
17, 1952,

for lower U. S. tariffs on Canadian manu- ,
Deplores shrinkage of trading areas due to “Com-
munist enclosures.”

know that too. If I may. par-
ticularize for a moment, I would
be even happier about the present
state of trade between our two
countries if you in the United
States were as. ready to admit
manufactured goods and agricul-
tural products as you are to admit
our metals and other raw mate-
rials. I venture.to hope that you
deplore those continuing obstacles
as much as I do. Nevertheless,
when I look at the state of trade
between our two countries today
—when I compare the attitudes
towards trade with what they
were 15 or 20 years ago—I can
only marvel at the progress that
has been made. ‘

This progress has been made,
I believe, because there has been
in both countries a determined
effort to avoid, if at all possible,
a return to the “beggar-my-
neighbor” policies that led to
disillusionment in pre-war ‘years.
The world learned a sharp lesson
in those years, It learned that
prosperity, like peace, is indi-
visible.

It is sometimes said that the
great post-war effort to recon-
struct world trade has produced
little result, since trade is today
more beset with restrictions than
ever before. It is unfortunately
only too true that trade barriers
around some countries have mul-
tiplied at an alarming rate. This
fact, however, by no means justi-
fies the view that the efforts to
reconstruct trade were wrongly
conceived, or that they have
failed,

On the contrary, had it not been
for the series of tariff reductions
undertaken since the end of the
war, and the acceptance, in prin-
ciple by many countries, and in
fact by some, of non-discrimina-
tory trading practices, there
would today, I have no doubt,
be even more barriers to trade
and less trade. We have not
failed; we may, however, have
underestimated the magnitude
and, in some ways, misjudged the
nature of the problem.

At the end of the war there
was a deeply seated fear of de-
pression, a fear that nations
would, in their anxiety to prevent
unemployment at home, attempt
to export unemployment abroad
by restricting imports, as they had
done in prewar years. This was
the kind of situation the world
most feared, and made prepara-
tions to avoid. As things turned
out, the problem throughout
most of the post-war period has
been excessive demand, not de-
ficient demand. Most countries
have found themselves grappling
with inflation and shortages and
not with unemployment. What
we have witnessed, therefore, is
a multiplication of trade restric-
tions, not for the purpose pri-
marily of protecting domestie
producers against foreign  com-
petition, but rather for the pur-
pose of protecting national re-
serves of foreign exchange, par-
ticularly dollars.

Detriments of Trade Restrictions

True enough, this is a regret-
table development. Trade re-
strictions, ‘whatever their origin;
and however temporary.they are
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-intended to be, have a tendency
to become inbedded in the struc-
ture of a nation’s economic life.
Quantitative restrictions, . intro-

"-duced for  balance-of-payments

reasons, do -afford particularly
effective ‘protection against  for-

€lgn -competition, and "the‘longer -
dif- -
ficult they are to abandon.. - -

they are .continued the. more

We know something about -this
problem.  “Just. tive :years: ago
‘today Canada‘was’ forced -to im-
Pose “quantitative . restrictions in

order "to "conserve U."S. dollars."

There ‘was -strong - pressure: - to
continue. those restrictions:when
the need for thém -disappeared.
But the government, from tne out-
'set, made it quite clear that they
-would be removed when ‘they
-were no longer needed, and
“within.- a comparatively short
. period they  were completely
swept ‘away,. We followed the

_. same policy with respect to for-

eign exchange controls. That is
one of the reasons why  Canada
today is in a strong competitive
position on world markets.

- But, when we are inclined to
look on the dark side of post-
‘war . trade developments, let us
‘not overlook one .highly signifi-
i cant ‘fact... That is -tnat interna-'
- tional -trade,  as-a whole, both in-
- volume and value, ‘is greater ‘than:
- ever- before,  -Surely this does’
- not- indicate a collapsing. system
- of _international trade, ‘nor does
¢ it indicaté’ that’ we have:been o

: the. wrong ‘track. @ i

“We may often feel that the plans’
‘ which the free "nations -drew - up ,

“and _launched - seven. -or  eight
* years ‘ago for ' the' revival. and

: expansion. of world- trade have in-

- many respects fallen far short
".of  succeeding in what. they set
- out to do. Admittedly that is so.
- In'certain directions the headway
that we have made has been dis-
appointingly . small . ‘and  slow.
¢ Nevertheless, it is a fact that, in
the last half dozen years, the free
nations nave done far more in
the way of getting together and
working together for the purpose
- of putting the commercial world
back on its feet than has ever
been done before. There has lit-
erally never been a period when
so_much has been undertaken
- collectively and cooperatively.

On this side of the water
. we may occasionally guestion
whether our part in this joint
effort has not been rather costly
in terms of money. On that score
I have no doubt or misgiving
- whatever. If we had failed, either
in Canada or in the United States,
to give the kind of help which in
- these recent years the circum-
stances have required, and have
required without delay, I am
certain that both the immediate
and the ultimate costs~to our
pockets would have been _infi-
nitely heavier than they have
been.

International Trade Moving
To All-Time High

All of the free nations, that
have worked so closely and so
energetically together, can claim
some credit for the fact that in-
ternational trade is mow moving
at an all-time high level. That
fact, however. — extremely im-
portant in itself—is only part of
. the story. We have succeeded in
.reaching a unique position—one
which, I believe, is without prec-
edent. We have a high level of
trade, coupled with a high level
-of trade restrictions. That is not
what we have been aiming at.
What we really want is to have
-the former without the later—
. the high trade without the high
.restrictions.

As matters “stand now, we
"have gained one material part of
‘our - post-war commercial objec-
‘tive. The other part, almost
requally important, we have still
-to win. The target that was set
"several years ago—and set very
largely in terms that were writ-
‘ten or. inspired ‘by -the United
States—is that of a  commercial
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world  characterized: not..only by.
‘expanding trade, but also by the.

greatest measure of freedom from
restrictions. - The part -of this
objective that has "already been
realized - has not been -easily
gained. It has called for unselfish,
co-operative work -on an enor-.
mous. scale, “The part” that still

remains to be accomplished may.

prove-to “be - even more- difficult

‘to- attain. It :will  certainly 'not

be: accomplisheq 'if’ there is any
letdown, either in the cooperative
nature "of the ‘attack upon the
‘problem;- or in ‘the readiness of
each ‘of ‘the free mations 'to make
the kind of contribution that -will
serve best to promote the common
purpose:
Two Main ‘Objectives

Our two main objectives: from
“thz's time forward are: ‘first, to
bring about a further expansion

of ' trade; "and 'second, to.get rid
of . the .restrictions ' that prevent
the free world from.making .the
most _effective , use. “of 'the . re-
sources available. to it.

I do not suggest that the ‘two

-can -‘be regarded as being inde-
pendent -of -each-other, : To ‘some .

extent, however; they lend them-

selves-to separate considerations, ,

and. I wish to say something - first

-with -special -reference to some of
the - factors that have a_major’

bearing-on' the- prospects for -the
expansion of trade.. . - - 4w, %

"Increased -~trade -is- rooted ‘in
increased - production. - Interna~
tional' commerce had its most

- spectacular period of growth dur-

ing the 19th century. In-a very
real sense that was the golden
age of - commercial ‘expansion.
It -wasn’t simply a matter of the
development of immense virgin

areas, such as those of/North -and
South America, Australia and
Africa.’ The whole structure of
world production and world trade -
was being. enlarged, in the older
countries “as” well "as ' the new.

It was -a‘ century of .eeconomic.
‘growth in’

every .quarter of the.
globe, ~~ - - oo )

Part- of the_expansive power of-
the: 19th century,, but hot all of
it, has carriéd over into the pres-
ent" century. "Looking " at- North
America .alone, we -can, no-doubt,

been well maintained—and. even

“increased,” . The same might be
‘said of other regions, but it is
‘very questionable whether it can

be said of the world at large.
It is not. merely that we have
suffered the .disastrous setbacks

of two world wars, or that there
has been an inevitable shrinkage

(2025) 13

in the areas of virgin territory
that are now available to hew
enterprise, . A - third factor,- and
a very. formidable one,' must also
be taken into account, The open-
ing 'up of new frontiers to in-
ternational -trade. is.. now: being
offset—perhaps ‘more than offset

- —Dby the closing off of huge areas

and populations from what we look

upon as noimal commercial inter-

course. :
“.About.one-quarter of the

‘world’s 1 : ,-and. somethin
claim that . the .momentum  has 4wor ¢ Lk ares, 0 m g

more than a quarter-of the world’s
population,  is now fenced in by
.communist. control. The .area in-
volved -is almost equal to that of
North and South  America  com-
bined, and its population is twice
as great as that of North and
South America. Those facts con-<

Continued on page 28
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" The Personal Side of Investing ment ot woich  husy. doctor in-

By LUCIEN O. HOOPER*
W. E. Hutton & Co., Members, N. Y. Stock Exchange

Market analyst asserts it is investment adviser’s duty to match

proper security and investor “personalities”; to choose issues

for the investor as a tailor fitting clothes. Citing frequency

of “mortality” in capital management, Mr. Hooper urges

behaving as an investor in contrast to speculator for infinitely
improving chances of survival,

I make my living advising in-
vestors and executing orders for
them—and casualties among them,
even wounds, to say nothing of
“killed in ac-
tion,” are most
unpleasant to
contem plate.

While there

often has been

a high rate of

more serious

and fatal fi-

nancial casu-

alties among | .
speculators, !,

the wounds |

suffered by
the real in-
vestor tend to
be’ superficial
and not “unto
death.”

If you are an investor, and prac-
tice reasonable prudence, there is
no reason why you should not
continue to be an investor all of
the days of your mortal life. If
you are a speculator, you may be
forced to disassociate yourself
from owning securities, and not
“survive” in this avocation be-
cause of your own imprudence.

Some speculators, however,
seem to have as many lives as the
proverbial cat. I know several
who have been alternatively
“broke and rich several times dur-
‘ing their lives—and at least one
of them is a famous woman now
pushing toward 90 years of mortal
endurance. Lifting a few words
of Kipling: ' :

“If you can make one heap
of all your winnings

“And risk it all on one throw
of pitch and toss,

“And lose, and begin again
at your beginnings,

“And not breathe a word
about your loss,”

then you are a born speculator, or
. gambler, a person who wants to
live dangerously and not be bored
! always either by the monotonies
.~of wealth or by the discomforts of
poverty.

Most of us do not have person-
alities adjustable to the extreme
ups and downs ‘of life; and this

. type of personality is not the one
that the investment counselor
usually can help.

If you are looking for a chance
to get rich quick, this course
probably has not helped you. It
was not designed for such a pur-
pose. )

Speculation Promises, a Fake

Anyone who tells you he can
assist you in the process of get-
ting rich quick through specula-

' tion in securities either is ignorant
or a faker,

Beware of the commercial char-
latans, and near charlatans, in this
business who sell the equivalent
of alcohol flavored and tea-col-
ored water patent ‘medicine.

. Usually their advertising infers
what they dare not say. A gullible

. public jumps for the bait because
people dearly love the inferences
and want them to be true.

That leads me to the problem of
preparing investment literature
for the masses of investors, and
herein I am' provided with a con-
wvenient jumping-off place for the

. serious message of this lecture.

When an investment commenta-
tor sits down to write such things
as my twice-a-month magazine

L. O. Hooper

*Remarks of Mr. Hooper before the
Federation of American Shareholders in
American Business, Inc.,, New York City,
November 21, 1952,

column for “Forbes” magazine, or
twice-a-week Stock Commentary
for my firm, he faces a hetero-
geneous readership. He must rec-
ognize that what he writes may,
and probably will, be read both
by the financially literate and by
the financially illiterate. It will
be read by speculators as well as
by investors. It will be read by
people who can -afford to take
risks, and by people who cannot.
It will be read by those who have
idle money to invest and by those
who already are fully invested.
It will be read by investors who
should buy the type of securities
discussed and by those who should
not. Some readers will interpret
what you say- as optimistic, be-
cause they want it to be optimis-
tic;. and others will say the very
rome thing is bearish because they
want it to be pessimistic. Worst of
all, not a few will half-read what
you say and go off with impres-
sions you never intended to give.

Limitations of Mass Readership
I have been writing this mass
readership type of investment lit-
erature since 1919, and I know its
limitations as well as its useful-
ness. When you read it, just ask
this question: Is the writer talking

-to me, or to someone else?

. What' I want to lead up to is
this: Investing is a very personal
business.

Every investor has an invest-
ment personality—a peculiar ob-
jective; he also has an investment
capacity often different from the
investment talent or bent.of any
other; ‘and furthermore, every in-
vestor has some definite and spe-~
cific financial problems, peculiar
to himself and no one else.

Likewise, every vehicle of in-
vestment, whether it is a bank de-
posit, a mortgage, a government
bond, a corporation bond or a cor-
poration stock, has a “personality”
all its own. Each one fits some
need of some investor, but not one
fits the needs of every investor.

It is the business of an invest-
ment counselor, or an advisor, or
a broker, to bring the proper se-

curity “personality” to the proper -

investor personality. It is the
function of the advisor to tailor
securities to the investor, just as
it is the province of the fitter of
clothing to tailor apparel to the
physique and personality of the
cne who is to wear it. .

A Personal Business

Investing, therefore, is a very
personal business. In my estima-
tion, too, it is a most complicated
business. It demands professional,
not amateur knowledge, arts. and
skills.

An investor’s relationship to his
advisor should be as personal, as
professional, as confidential, and
as conscientious as a patient’s re-
lationship with the physician.

I suspect that much of the ma-
terial of this course has been the
characteristics of different types
of securities, and that you are
surfeited with information re-
garding specific issues, types of
issues, industries, programs and
even systems of trading. I shall
not attempt, in the very few min-
utes allotted to me, to add to your
fund of knowledge about securi-
ties themselves. Permit me, how-
ever, to illustrate. :

The share of a mutual fund may
be ideal for a physician who is in
position to invest $500 or so every
month, dollar-average . his costs,
obtain diversification, and derive
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the benefit of prudent.manage-

lacks the talent to supply for him-
self. The same mutual fund shares
mav be a noor investment for A

businessman who can put money -

to work to much greater advan-
tage in his own business,  Fully
taxable U. S. Treasury bonds cer=-

tainly are a very bad investment

for people in high tax brackets
who should buy tax-exempts.
American Telephone stock may be
just the thing for a retired school
teacher who needs a large and de-
pendable income and can afford
to assume only a small risk. It
surely is not the type of stock for
1 person to own who seeks capi-
tal appreciation. Lincoln National
Life Insurance stock which sells
arcund $150 a share and has paid
$1.50 a share in cash dividends
this year, may be a grand thing
for the estate builder to freeze on
to for the purpose of making his
principal grow (from reinvest-
ment of earnings not paid out in
dividends), but it would “be’ a
sorry stock for the widow who
must make her money work hard
to put food on her ‘table and
clothes on her back now :rather
than tomorrow. )

Never think that there 'is.any
stock. or any bond, which'is -the
right investment for every inves-
tor. Sometimes the very security
that should be bought for one in-
vestor quite as properly should be
sold out of the portfolio of an-
other.

Your chances of “investment
survival” are infinitely better if
you think of yourself as an inves-
tor rather than-as a speculator.

Investor vs. Speculator

But, you ask, how do you dis-
tinguisu between an investor and
a speculator?

"1s there not a degree of spec-
ulative risk, if you look for it, in
almost any type of investment
cominitment?

Are not all investors specula-
tors, all speculators investors?

The best way for setting the
investor apart from the speculator
is to look into his state of mind,
inquire into his attitudes.

An investor buys to. keep; a
speculator buys to sell.

An investor buys values; a spec-

.ulator buys prices.

An investor is serene; a specu-
lator is worried. E

An investor looks for earnings
and dividends, and regards  ap-
preciation as incidental; a specu-
lator looks for appreciation, and

-regards earnings and dividends as

incidental.
An investor bases his commit-

.ments on facts and probabilities;

a speculator bases his commit-
ments on hopes and possibilities.
An investor investigates, -and
then invests; a speculator invests
and then investigates.
An investor always is patient;

_ a speculator usually is in a hurry.

* You should study your invest-
ment personality. Try objectively
to determine your points. and
strength, and capitalize on them;
and to locate your points of weak-

. ness and avoid permitting these

weaknesses to lead you into a
trap. .

Here are' a few simple ques-
tions. Try to answer them for
yourself, honestly, objectively,
impersonally, as an outsider would
answer them for you. Think, and
don’t cheat!

(1) What are my investmenﬁ
objectives? Why do I want to in-

vest? Do I seek income? Security?”

Peace of mind? Capital apprecia-
tion? Adventure? Absolute safety?
Amusement? (Do you know some
people really just seek to be
amused by financial adventure!)

have a plan, and a philosophy?--

(3) In the past, in what way
has my investment experience
been successful and in what way

Continued on page 37
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New Labor
Relations Legislation?

By HAROLD KING, Ph. D. 2

Dr. King, in calling attention to Republican Party victory over
opposition of organized labor, holds. Taft-Hartley Act is 80%
pro-labor, and falls short of effecting a-balance in bargaining
power. Says it is likely the new Congress will “duck” the issue
of national interest vs. labor monopolies, but as long as Taft-
Hartley Act provision requiring employers to bargain’ collec-
tively with legally designated - representatives of employees
stands, labor monopolies will persist.

Ominous signs on the horizon,
cast ,by- the Republican victory,
have caused organized labor to
start digging in for the battle in
which it nopes :
to retain as -

“many-of its

gains: as - pos-
sible. Interest-
-ingly ~ enough,
though, the
yielding by its
offensive
squad. to- the-
defense. has:
‘not causec
organized
labor to ceas.
calling thec i
plays. One
might expect
to near at this
time from the management team
regarding potential areas of at-
tack, but not so. ' Instead, labor
leaders are listing the fields in
which they expect attempted on-
slaughts. They tell us they antic-
ipate efforts to curb industry-
wide bargaining, to broaden the
anti-trust laws to include the ac-
tivities of unions, to narrow the
scope of bargaining (by excluding
certain issues previously fought
over), and to lengthen to “indefi-
nite,” the 80-day injunction period
which the Taft-Hartley Act pro-
vides for disputes affecting the
national interest. They should
take care in lengthening the list,
lest management pick up some
ideas not previously considered.
In any event, it will be most
interesting to see what the Eighty-
third Congress comes up with in
the field of labor relations. Ironi-
cally, the previous Republican
Congress (Eightieth) left manage-
ment in the incongruous. position
of .defending, ever since, the Taft-
Hartley- Act, which is at least
80% pro-labor monoploy, and not
more than 20%  pro-management.
This, because the Wagner Act was
incorporated into the Taft-Hart-
ley -Act, along with some addi-

Harold J. King

“tions, which fell far short from

‘effecting a balance in bargaining
power.

There was one provision. in the
Wagner .Act, which far out-
shadowed all the -others put to-
gether; in economic effect. The
same -may still be said for this
one provision, which stands- as
the economic foundation stone for
the entire  Taft-Hartley Act.
Should this one stone be removed,
the entire structure would crum-
ble. The provision is the one
which makes it an unfair labor
practice for an employer to refuse
to - bargain collectively with the
legally -designated representative
of his employees. )

On the surface, this clause may
appear quite innocuous. But it is
the one which has made the labor
monopolies the powerful instru-

ments they are today.-And, should

management choose to.center an
attack on this point, the public
would soon hear, from organized
labor, of what . great economic

‘moment this. particular -provision
. (2) Am I going at this business’

of investing hit-or-miss, or do I”ﬁ;han the age old argument ordi-

is. For it involves nothing less

narily, phrased as “property rights
versus human rights.”

Until the advent of the New
Deal it was commonly supposed

in the United States that the right
of private property vested own-
ers with the choice of doing vir-
tually as they pleased with their
factories, tools, and other assets,
so long as they did not use them-
to inflict harm on others. This
meant that ‘they could withhold

- thenr from ‘production;--or - could
-bargain with workers individually,

or collectively (as a ‘good -many
employers did,- either by choice,
or because they could not other-
wise enlist, or hold,. a labor force)
to operate the factories, and use
the tools in production. Employers
had a legal choice to bargain col-
lectively, or not, as they saw fit.
The pressure to which they were
subjected on this score originated
with the unions, and not the Fed-
eral government. But with the
passage of the Wagner Act the
power ‘of the government was
brought into the conflicted on the
side of unions. Owners no longer
had the right not to bargain col-
lectively in those cases in which
a union, through the prescribed
procedure, became the legally
designated representative of em-
ployees. To refuse to so bargain
collectively has meant (ever since
the passage of the Wagner Act)
that the employer, if he chooses
to carry the battle far enough,
subjects his property to confisca-
tion, and himself to any penalties
contempt of court may entail.

It was contended by the pro-
ponents of the Wagner legislation

- that human rights take preced-

ence over property rights. This
oversimplification :allows no: room
for the possibility that property
rights may constitute an integral
part of human rights. But, be that
as it may, there can be no doubt
that the Wagner ‘Act cut deeply
into the property rights of em-
ployers. i

Being politically conscious, the
new Congress very 'likely’ may
choose to duck the prime issue—
whether it is in the national in-
terest to foster labor monopolies.
It may find it much more palat-
able to éngage in further hap-
hazard' attempts to control the
monopolies, rather than remove
the cause .of their. tremendous
power. But, in counting- labor
votes, the politicians should -bear
in" mind 'that only one-fourth of
the labor force of the nation is
organized. Three-fourths of ‘the
workers are not union members,
and do not engage in collective
bargaining.

The Congressmen will realize
that some of the arguments for
collective bargaining ‘have great
appeal. But they. may also recog-
nize that most of these arguments

"do not go so far as to contend

that .powerful labor monopolies
are in the 'national interest, or
that in 'industrial relations gov;
ernment should be an ally of
unions, rather than a neutral.. As
long as the above mentioned pro-
vision stands, it is naive to think,
all trappings notwithstanding, that
the Federal Government is a true
neutral in industrial relations, or
that continued industrial strife of
significant magnitude shall not
continue to be the order of the
day. .
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More Trade—Less Aid!

By J. P. SPANG, JR.*

President, The Gilleite Company, Boston

Mr. Spang, advocating more trade and increased foreign invest- .
ment, holds these developments would do more to -advance

. world peace and progress than U. S. gifts and other forms of
foreign aid. Holds government’s role should be limited to trea-
lies providing protection to investments abroad-and elimination
of discriminatory taxation. Poinfs out private “capital flows -
where oppertunities exist, and it is essential that we secure
ample supplies of foreign raw materials. Recommends furnish-
ing foreign countries our own “show-how,” and reducing tariffs

to extent of not injuring our own industries.

Our best hope for world peace,
for the better world we all desire,
must come from the increasing
strength of friendly nations. Their
strength must
derive from
their own
self-created,
sound internal
economy. We
cannot and
should not
continue.
pouring . out
U. S. dollars,
either. for our,
own. good or
the good of
the ' recipient
countries. L

No! Dollars
alone are not
the answer.
While our system' of financial
blood transfusions may have kept
the patient alive; they have not
brought about a cure. And the
donor ‘himself must constantly
guard against his own economic
anaemia.

Our efforts must be re-directed.
Two courses are open to us, one

J. P. Spang, Jr.

*An address by Mr. Spang at the First
General Session of the 39th 'National
Foreign Trade Convention, New - York
City, Nov. 17, 1952. ,

complementing the other. They
are, first, a sharp increase in for-
eign investment, and, second, the
intensified export of our industrial
and technological skills,

There are a number of reasons
why our foreign investment has
not risen- to the value we . had

"hoped for, or expected.’ Some~of

these: are internal. One is the un-
precedented capacity of our own
economy to.absorb  new - capital.
Another is the blind, uninvesti-
gating . fear of many. American

" businessmen that the industriali-:

zation of other countries would
constitute ‘a  threat not only. to
their foreign markets, . but also
would- - invite unrestrained . inva-

sion of their American markets,"

This is a timidity alien to our
past. We have grown strong. as

a nation—yes, and as world lead- .

ers—through free enterprise.' We
have established 'the record -for
accepting the challenge of free
competition. Better our record,
and we demonstrate - in honest
figures before the world the ad-
vantages of our system over the
police state. ,

By no means, however, do I say
that increased domestic invest-
ment by private capital should be
Teesened. With so much at stake,
it is imperative that our produc-

tive economy be held strong an¢
dynamic,

There are ' other deterrents
which ‘have caused the sluggish-
ness in. the flow of foreign invest-
ment monies. As we have noted,
one of them is the threat of war
and political uncertainty abroad.
Others are economic disruption,
inconvertible currencies, unfavor-
able legal ' and political atmos-
phere, - with increasing govern-
mental controls, and, in some
cases, the risk of expropriation.
We must. still buck nationalistic
tendencies' ‘and discérimination
against foreign investment. Then
too, it is difficult to erase the im-
pression existing in many capital-
importing countries that public
lending agencies will make public
funds available at specially low
rates of interest.-

Despite these formidable fac-
tors,.we all recognize the impor-
tance of foreign investment both
to the United States and to coun-
tries of potential investment. Only
through a substantial interna-

-tional’ flow. of . capital can the

aspirations of the less-developed
countries for-economic improve-
ment - bé realized. In addition,
foreign investments, should not be

regarded only as a flow from de-.
veloped  to less-developed coun-
investments :
between developed 'countries are.

tries; international
both: normal and mutually advan-
tageous.: '

- Private -initiative can do the
job of increased production and
greater consumption more effec-
tively and economically than-any
{form of government operation or
control. This is true abroad as

.well as at home:. Further, I be-

lieve that private enterprise alone
can furnish capital investment on
a scale adequate to the needs of
world-wide economic advance.

The Government’s Role

Our- government, on the other
hand, can'do much toward form-

ing an effective partnership to
assure this advance. It should in-
crease its efforts to-enlarge the
nelwork of bilateral treaties pro-
viding for equitable treatment of
foreign investment on a basis of
equality .with - domestic invest-
ment, It should work toward ex-
tending opportunities for the re-
mittance of earnings and ‘the re-
patriation of . capital, and for
prompt, adequate compensation in
the event of expropriation. Efforts
should be - accelerated for the
elimination of discriminatory tax-
ation of American citizens and
business enterprise through inter-
nal legislation and international
treaties. )

I'weuld like to suggest — if you
will — a “now-see-here” program
beamed at countries which want
to - attract foreign investments.
They must realize more fully that
often their own policies hold back
the inflow of such investment.
Certain countries need some
healthy introspection. They can-
not beckon. foreign capital ‘and,
at almost the same time, discrim-
inate against foreign citizens or
enterprises; attempt to dictate
managerial policies; prescribe the
percentage of domestic participa-
tion -in ownership; restrict earn-
ings or the remittance of profits;
limit the availability of exchange
of profits; and impose confisca-
tory taxation. -

It is also up to United States
enterprise to demonstrate to less-
developed countries that much of
their apprehension to admitting
foreign capital is groundless. We
must show that modern foreign
investment is a far different in-
stitution from the exploitative
adventures of a half century ago.
We must, by example, show that
United States enterprises are good
citizens in the countries in which
they operate, contributing to the
social and economi¢ improvement
of the community as well as to
government revenues.

(2027) 15

To illustrate the benefits and
greatness that can come from for-
€ign investment, our own country
is the'outstanding example, It was
not too many years ago, as man
measures time, that these United
States of America was an unde-
veloped country. Yet so swift was
our development that we have
long ago forgotten our wastelands
which now shine with golden
wheat; our virgin forests which
have given way to towering cities.

These accomplishments would
not have been possible without
the powerful financial assistance
of Great Britain, of Switzerland,
and other countries, Qur great
railreads, our banks, our manu-
facturing  establishments, our
mines, our life insurance — all,
all had part of their inception in
monies which came from Europe.

The “sensational” success - of
foreign financing of the Erie
Canal was one of the reasons for
the ‘willingness of foreign inves-
tors to buy stocks and bonds in
United States companies. The
Pennsylvania Railroad is another
outstanding example. In 1852, six
vears after its founding, Penn-
sylvania needed to borrow $3,000,~
000 for the ‘needs of its fast-ex-
panding system.- A large share of
the bonds were sold to foreigm
investors (principally British, but
also Swiss) through such English
banking firms as Baring Brothers,
the Rothschilds, and others, With
the help of foreign capital, the
Pennsylvania achieved a high de-
gree of standardization and effi-
ciency . relatively early in the
“steam dynasty.” This fact doubt-
less had a great bearing on Penn-
sylvania’s ability to maintain an
unbroken dividend record during
the depression for some 190,00¢
stockholders owning over 13,000,-
00Q: shares of stock. The largest
railroad today in terms of oper-
ating  revenues, the Pennsylvania

Continued on page 32

: S l. No lighterage, no drayage. No ¢hirges, no hazards of i
delay or damage which these entail., Shipments go direct from car
to ship—ship to car, Chesapeake & Ohio rails run alongside ship.

The World Commerce Department of the Chesapeoke & Ohio system is full:

2. Large, efficient piers. There are four covered merchandise.
piers; two open - piers, one equipped with gantry cranes and the
other for handling oil; and two coal piers having a combined
capability of dumping 12,000 tons of coal per hour.

3. Railroad facilities for 10,300 cars. These prevent conges-
tion where congestion might paralyze freight movement and

bring disaster to shippers. -

4. Strafegic location. Through this port shipments flow by the
shortest route between Europe and many large American produc-
tion and distribution centers. By shipping via Newport News you
save money on freight rates from midwest and south,

5. 34 million cubic ft. of warehousing. 113 warehouse units
in the Newport News area provide storage capacity for 10,000
carloads of freight at moderate handling, storage and insurance

rates.

B. Efficient handling equipment. Hundreds of skilled and
willing employees work at the C&O piers with a full complement

of cranes, hoists, conveyors,

pipe lines, trucks, tractors, trailers

and other equipment to aid rapid, safe handling of every type of

freight.

7. Rail connections. A web of rails connects piers, warehouses
and Chesapeake & Ohio lines. More than 5,000 miles of C&.O track
tie up with other lines to reach every corner of the continent.

8. Coordinated facilities protect shipments, prevent delays
keep charges at a minimum, make it easy, convenient, economlcaf
for shippers to use this port. Originated in its entirety as a
Chesapeake & Ohio project, Newport News ig part of the C&O
pattern for modernizing rail-and-sea transport.

y equipped o help exporters, importers, forwarders and ship epeiiy

tors on all problems related to rail and ocean shipping of foreign and intercoastal freight. If you have a problem, contact G. C. Marqua: 2,

General M '+ World C

Department, Chesupeak

& Ohio Railway, 233 Broudway, New York 7, N. Y., or any (&0 representat. ),

4

i
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SECURITY TRADERS ASSOCIATION OF PORTLAND, ORE.

The Portland Security Traders Association held its monthly
get-together in the French Room of the Old Heathman Hotel on
Thursday, Nov. 20. Dan V. Bailey, manager of the trading de-
partment for Foster & Marshall, President of the Association pre=
sided. Mr. Balley announced the Association’s
plans to continue their visits to industrial
plants in the territory,

The Portland Association also voted unani-
mously to invite the 1953 NSTA Convention
group to visit them next fail.

During a tense contest of skill between
John Galbraith, Camp & Co., and Bob Pitt,
Blyth & Co., Inc., at the Nov. 20 party, Dick
Adamms, manager of the trading department of
Donald C. Sloan & Co., offered a notable for-
feit if Pitt won, in view of his dim position,
Bob won, and Dick paid his forfeit—for pic-
tures and the complete inside story, contact
George F. Patten, Jr., George Patten Invest-
ments, Portland, who recorded the event for
posterity with his handy cainera. Also avail-
able are prints of Dick Campbell of the First

\  National Bank of Portland, who revealed, all
six feet four inches of him, a remarkable terpsxchorean ablhty.

SAN FRANCISCO SECURITY TRADERS ASSOCIATION

The Nominating Committee of the San Francisco Security
Traders Association, consisting of Thomas Price, McAndrew & Co.,
Chairman; Elmer Welr, J. Arth & Co.,, and Emmett Whitaker,

Dan V. Bailey

Earl Thomas Walter Vicino

Davis, Skaggs & Co., have nominated the following slate of officers
for 1953:
President—Earl Thomas, Dean Witter & Co.
Vice-President—Walter Vicino, Blyth & Co., Inc.
Secretary-Treasurer—Maury Kessler, Wells Fargo Bank &
Union Trust Co.

Directors: John C. Hecht, Jr., Brush, Slocumb & Co. Inc.; Wil-
liam J. Bailey, Wilson, Johnson & nggms William G. Faulkner,
Wulff, Hansen & Co.; and Frank Bowyer, Schwabacher & Co.,
the retmng President,

The Association announces that its annual Christmas party
will be held Dec, 10 at the St. Francis Yacht Club. Cocktails will
be served at 6:00 p.m., with dinner at 7:30. Reservations should
be made not later than Dec. 5 with George Kammerer, J. S. Strauss
& Co., Chairman.

SECURITY TRADERS ASSOCIATION OF NEW YORK

Security Traders Association of New York (STANY) Bowling
League standing as of Nov. 20, 1952 are as follows: -

Team— Points
Donadio (Capt.), Demaye, Whiting, O’Connor, Rappa, Seijas 39
Bunt}elxt' (Capt) Klein, Weissman, Sullivan, Murphy, Sea-

rg
Mtérphy (Capt ), Manson, D, Montanye, O’Mara, Pollack,
avin

37
Meyer (Capt.), Kaiser, Swenson, Frankel, Wechsler; Batrker * 35

Serlen - (Capt.), Gersten, Krumholz, Rogers Gold, Young__,
Geodman (Capt.), ‘Smith, Valentine, Meyer, Farrell Brown .
Mewing (Capt.), Bradley, Weseman, Hunt, Gromck Huff__
Leone - (Capt.), Greenberg, Tisch, Werkmelster Leinhard y
Corby 30
‘Bean (Capt), Frankel, Strauss, Nieman, Bass, Krassow1ch 23
Barian (Capt.), G. Montanye Voccoli, Siegel, Reid...__..
Growney (Capt.), Craig, Fredericks, Bies, McGovern_- . 19%
Krisam (Capt.), _Ghegan Jacobs, Gannon; Cohen_..ooit._=/ 17 -
-5 Point Club

‘200 Point Club .
George Leone

-Hank ‘Serlen
Hoy Meyer.
Richy Goodman
Thanksgiving pmzes were -won by the following m ‘our ‘annual
handicap:

Hank Serlen 433 Ernie Lemhard 406
Jack Valentine 431 Jack Barker 401

34%
34
31

Richy Goodman

The Commercial and Financial Chronicle...

SECURITY TRADERS ASSOCIATION OF DETROIT AND
MICHIGAN

The Securities Traders Association of Detroxt and Mlchlgan,
held its annual fall dinner at the Detroit Boat Club the evening of
Nov. 18.

The group was honored by the presence of Harry L. Arnold
of Goldman, Sachs & Company, New York City, who is the newly
elected President of the National Security Traders Association.

Also attending the function were H. Russell Hastings of S. R.
Livingstone, Crouse & Company, Detroit, who is the immediate
past-President of the national organization, and Mr. Edward H.
Welch of Sincere & Company, Chicago, Ill.,, who is also a past-

President,

SEATTLE SECURITY TRADERS ASSOCIATION

The Seattle Security Traders Association will hold its annual
Christmas party on Friday, Dec. 5, at the Olympic Bowl. The
festal occasion begins at 5:30 p.m., with dinner at 7, followed by

the tops in entertainment at 9.

Reservations, and checks, should be sent to Sidney J. Sanders,
Foster & Marshall, 802 Second Avenue, Seattle 4, Wash. Tariff

is $15 per plate.

Securities Salesman’s Corner

By JOHN DUTTON

Some years ago a very success-
ful investment broker in New
York City said to me, “I am sure
that most of the people who do
business with our firm actually do
not understand what it is they are
trying to do.” I asked him to
explain exactly what he meant
by this. And this is the way he
put it, as clearly as I can recall
the gist of his remarks. :

The average broker and se-
curity dealer is almost like a
man who runs a hardware, a
grocery, or any other kind of
retail establishment. We have a

door- open, we -invite customers-

to come in and buy stocks, we
send them. advertising literature,
we put ads in the papers:and we
employ salesmen to call on those
who have shown- an:interest in
investing. We also have custo-
mer’s representatives who are

“hired for their ability to meet

the public, and they render cour-
teous and prompt attention to
the requests for information and
other services which we offer.

We hold customers’ securities
in  safe-keeping, we send them
statements monthly, we collect
dividends and send them out
when received, we furnish special
reports for tax purposes, we have
comfortable air-conditioned of-
fices in the summer, and they are
well heated in the winter, All
this we do and more. If we are
successful in attracting a good
following - of investors we go
ahead rather nicely; we run our
store and the public comes in,
browses around, and sometimes
they buy.

Now, we have all kinds of
buyers. We have bargain hunters
who are looking for a special
sale. We have those who sit
here day after day watching
chalk marks chase each other up

.and down. When they have a few

points profit they feel good, and
when the paper profits evaporate
they don’t feel so well. Yet they
keep coming:back, and occasion-
ally they make a change or two
in their-list of stocks, and we
make a commission, We have
other - customers’; that- only invest
when . they have “some. surplus
money. They call us and we give
them . some suggestions.. ‘We' also

-- have.a few very ‘substantial spec-
" ulators who_never come near the

office. - They buy and . sell ac-
cording ' to -their -own. views and

.need very. little in the way of

special . service: -.Then - we have

those who- -expect us to know:just
when a stock is going to advance;

" and they expect to be told about
.it_ within an .hour or two before -
:the move, These people are quite 4

difficult - to please There are

it. You see we are serving the-

public—just like any other mer-
chant.

But There Is Something Wrong
With This Picture

Then he went on to tell me:
This is all O. K. as far as it goes,
but there .is one thing wrong
with this whole set-up. Many of
our customers do not understand
what it is that they really want
from their investments. They live
from day to day. They have
never sat down with anyone who
could give them an objective,
honest, -and unbiased - diagnosis
of their financial needs and. their
investment situation as it actually
exists. ‘After all,” we are not in
the same position as other mer-
chants. ‘We' can’t leave things o
the untrained judgment of people
who - are - liable to ‘make some
mistakes that will be very costly
to them—not unless someday we
care to go through another period
of censure and criticism such as
we did in the ’thirties. This may
be carrying. things a bit too far
but sooner or later, if you give
the public its head, you will see
excesses in the securities markets
once again. It may not be caused
by over-reaching of credit, such
as was the case in 1928 and 1929,
but it. could well be that people
who have no idea of what they
want and need, may some day
get something else than that for
which they bargained.

People who continue to overbuy
in the securities markets—people
who buy too many speculative
stocks—people who say they want
income but try for capital gains—
people who try to have their
cake and eat it too—people who
indulge in wishful thinking re-
garding secuhtles—people who
just jump in and buy this and
that on me‘ager information or
tips—people “without a plan for
watching theéir = securities . after
they have bought them — these

are the things that are unsoundr
‘in -our ‘business. -

This was'the way he put lt—'
not his exact words but such was -
‘the intent of his thoughts. ‘There
may- be many-who disagree. But'

one. thing “is certain—if we run
a store -and ‘we leave it up - to

“the public.to buy what they wish,

we may find that someday many
of our-customers will . not be too
happy with the goods- they. pur-

chased :and -then they will blame:- -

us, the merchants, for their plight.
Beginning next - week this
column will start a series of
--articles that will attempt to ex-

Thursday, November 27, 1952

COMING
EVENTS

In Investment Field

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

Dec. 4, 1952 (New York City)

Investment Association of .New
York Second Annual Dinner at the
Waldorf-Astoria.

Dec. 5, 1952 (New York City)

Security Traders Association of
New York annual meeting at The

~ Antlers,

Dec. 5, 1952 (Seattle, Wash.)

Seattle Security Traders As-
sociation annual Christmas party
at the Olympic Bowl.

Dec. 10, 1952( Boston, Mass.)

Boston Investment. Club annual
Christmas party at the Umvers1ty
Club.

Dee. 11, 1952 (San Antonio, Tex.)

Investment Women of San An-
tonio- Annual Christmas Party at
the Party House on San Pedro
Avenue.

Dec. 12, 1952 (Pittsburgh, Pa.)

Pittsburgh Securities Traders
Assoeiation . annual ' élection - and;
dinner at the William Penn Hotel.»

Dec. 19, 1952 (San Francisco, Cal,)

. San Francisco Security Traders:
Association annual Christmas.

.party at the St Francis . Yacht

Club.

Jan. 16, 1953 ‘(New York City)
New York Security. Dealers As->

. sociation .27th. Annual Dinner at-

the Biltmore Hotel.

May 7-8, 1953 (San Antonio, Tex.)

Texas Group Investment Bapk-
ers Association of American
Spring Meeting at the Plaza Hotel.

Sept. 14, 1953 (Sun Valley, Idaho) -

National Security Traders Asso=
ciation 20th Annual Convention.

Blodgett Officer of
Stone & Webster

The directors of Stone & Web-
ster Securities Corporation, 90
Broad Street, New York City,
have appointed Emmons W.
Blodgett as an Assistant Vice=-
President of the company. Mr.
Blodgett, who has been with the
organization for eight years, is
with the New Business Depart-
ment in New York.

San Antonio Inv.
‘Women’s Xmas. Parly

SAN ANTONIO, Tex.—The In-
vestment Women- of San -Antonio

‘will hold their:Christmas party on

the -evening of Dec.' 11, at the’
Party House on - San  Pedro
Aventue. This year’s’ party, which "

has become: an"annual affair, will " -
‘be. a- dinner "dance. Besides . the -

40 members of “the “club, invited ~

- gueésts include all other employees

of - investment-houses in San
Antonio.

New Yon;k Stock Exch.

“Weekly Firm Changes
" 'The New York Stock Excha.nge
has announced. the following: ’
Transfer-of the Exchange mem-
bership of ‘Albert P. Hinckley to
Stanley. M. Roth' will. be con- -
sidered by the Exchange on

lore _this :whole subject. Cer- -
;; Dec. 11. )
Transfer of the. Exchange mem-

bership- of Thomas L. Perkins to
Robert  G. Howard. will be con-
sidered by the Exchange Dec. 11.

SECURITY TRADERS ASSOCIATION OF NEW YORK -

The Security Traders Association of New York will hold .its.
annual meeting on Nov. 5 at 5 p.m, at the Antlers, 67 Wall Street
New York Clty A buffet dmner wxll be served.

others who desire. spec;al ms;deX s dain, suggestions will be offered
.information that.they believe will-»-2elative to the development of
~ help them to make some: money- olvser relationslups between in-

weripdis va gy, Without working very, ‘hard for yestment men and their chents
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From W ashington )
Ahead of the News

By CARLISLE BARGERON

In the nature of things, if General Eisenhower and Senator
Taft go for a year without an open split it will be a miracle. And
it is not in the disposition of either man to bring it about.

But our press has tended more and more in recent years to
put the accent on personalities rather than
principles, at least in the news columns. Her-
bert Hoover, when he was President, used to
complain that the Washington correspondents
were more interested in the competitiveness
among politicians and political parties than on
the issues at stake. He had reason to feel
strongly on the subject. He could advance a
proposition of international importance, but
within 24 hours chief interest among the
Washington correspondents would focus on
whether Borah or some of Hoover’s other op-
Pponents would be able to kill it. Such an atti-
tude, needless to say, encouraged obstruction-
ist tactics rather than cooperation.

You have only to observe what has gone
on in the selection of the General’s Cabinet to
see what is in store for him and the Senator. .
There seems to have been as much news interest in whether the
appointee was a Taft man or a Dewey man as there was in the
appointee’s ability or standing. The Senator was represented as
being pleased, displeased, ignored or slighted, every time an ap-
pointee was announced. It came to the point that he felt it incum-
bent to say that while he had recommended at the General’s re-
quest a man for every Cabinet post, at the time of his statement,
only one recommendation, that of Secretary of Agriculture, had
been accepted. At the same time he made it plain that he con-
sidered all of the appointments satisfactory. He was not in the
slightest miffed.

The plain fact is that the Senator fully recognized the right of
the General to name his own official family. Every President is
allowed wide freedom on that. He did not consider his much
publicized understanding with Eisenhower at Morningside Heights
during the campaign that Taft supporters would not be discrimi-
nated against in patronage, as denying the General the right to
name his own official family. The agreement was understood to
cover the broad field of patronage. As a matter of fact the Senator
was surprised when he received a request for recommendations
for the Cabinet and it is doubtful if he took this request too seri-
ously, as anything more than a nice gesture. Thus it was that he
recommended Senator Harry Byrd for the Treasury post only to
see it go to a man about whom he had not been consulted, but who
nevertheless was a “Taft man,” a close personal friend and a man
of outstanding ability. P

It can be easily understood that his feelings would have been
aroused had Eisenhower loaded up his Cabinet with Dewey men
but the General has not done this,

Taft is not a small man and there is not the slightest doubt
that he has every desire to cooperate with the new President. It

is a fact, too, that he has never seen any fundamental political
differences between the two. To picture Taft as an isolationist,
ene who would cut this country off from the rest of the world,
and Eisenhower as just the opposite, a world cooperationist, was
one of the greatest pieces of bunk of the pre-convention campaign.
On domestic affairs, Taft is probably more liberal or he has come
to bend more in domestic affairs than Eisenhower, and in interna-
tional affairs the growing indications are that Eisenhower has just
about as realistic views as Taft.

I think the General’s selection of General Motors’ Charlie
Wilson to be Secretary of Defense as indicative of this, Mr. Wil-
son is not a garrulous man, not given to going around the country
making speeches at the drop of a hat. Two of the few times he
has spoken in recent months he uttered one of those “whither are
we going” warnings in the matter of foreign spending. I do not
claim to be quoting him exactly but on each of those occasions he
spoke about “Colonialism in Reverse” and said that while other
nations had exploited their colonials for the benefit of their own
citizens, we were the first nation in the world to exploit its citi-
zens for the benefit of the colonials.

This sort of realistic thinking should be most healthy in the
new Cabinet. If the General doesn’t realize that the issue in this
country has not been one of isolationism versus internationalism
but, instead, one of using some common sense in our internatioﬂal
spending, Mr. Wilson is going to be out of place in his official
family. I believe the General does have this realization; further-
more, I think the Europeans realize the gravy train has passed.

But to get back to the Eisenhower-Taft relationship, if there
is going to continue to be the effort to analyze each statement or
action of one as to how it rests with the other, it will only be a
time before their tempers get loose and we have a first class party
split. And I expect there will continue to be this effort,

Carlisle Bargeron

Joins Schirmer, Atherton

(Special to THE FINANCIAL CHRONICLE)

With Chace, Whiteside

(8pecial to THE FinanciL CHRONICLE)

BOSTON, Mass.—Edward Fitz-
gerald has been added to the staff
of Schirmer, Atherton & Co., 50
Congress Street, members of the
New York and Boston Stock Ex-
changes. He was previously with

BOSTON, Mass., — Henry R.
Newitt has become affiliated with
Chace, Whiteside, West & Wins-
low, Inc., 24 Federal Street, mem-
bers of the Boston Stock Ex-

change. He was previously with

Blair, Roilins & Co., Incs)rporated. Ballou, Adams & Co., Inc.
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Lest We Forgel!

By HARRY S. BULLIS *
Chairman of the Board, General Mills, Inc.
Vice-President, Chamber of Commerce of the United States

Mr. Bullis warns businessmen,

in viewing the more favorable

climate due to the outcome of the election, they should not look
only to their selfish interests, but should work to prove that
aims of business and public welfare are one. Suggests as pro-
gram: (1) a pledge to stop inflation; (2) gradual reduction of
taxes; and (3) institution of sound credit policies.

The voters have put General
Eisenhower in' the political saddle.
As a result and after a long wait,
businessmen can look forward to
a more favor- ‘
able climate
for the Risk
System of
Profit and
Loss. But the ;
voters did not ¢
say, “We be- |
lieve you fel-
lows have all !
the answers.” |
No, their at-
titude was
simply—“Now
let’s see what
you fellows
can do about
the things that
worry us.
We’ll give you four years to im-
prove the economic and interna-
tional situation. Fail, and we will
drag- you out of this saddle and
you can go back to walking for
the rest of your lives.”

Let’s not sell ourselves down
the river by getting too self-in-
terested. We are not the main
economic factors of the country.
Our . factories, our . laboratories,
our companies, etc.—vital as they
are to national economic strength
—are not the deciding factors.
The all-powerful source of
strength - to any Administration
is not these things, or us. The
American workingman and the
workingman’s family and the
white collar worker and his fam-
ily constitute the dynamic eco-
nomic units of this country. These
people have given the General
a vote of confidence, They like
him personally. They respect him.
But he has to face the downbeat
music of their mass economic
doubt. They want to know what
about their jobs, their homes,
their savings accounts and their
sons of draft age. To check these
doubts, the next President must
have in his Council of Economic
Advisers eminent economists and
in other key positions industrial
leaders who are acutely sensitive
to the things’that trouble millions
of voters — namely, insecurity,
mass unemployment, instability
of the business cycle, and failure
to contain Communist aggression.
These millions of workingmen
and their families and white col-
lar workers and their families
suspect that the situation is ripen-
ing for a recession during the
next year or two; but I believe,
and obviously they believe too,
that if Ike surrounds himself with
men thoroughly conversant with
the best economic know-how on
technical procedure, men who
have the daring to sustain a high
level of employment and enough
foresight to mitigate drastic eco-
nomic fluctuations, their- fears
will be proved unfounded.-

Know-how, foresight, daring—
those three words spell American
destiny. Certainly American busi-
ness has proved to the couniry
that it knows the meaning of
those pulsating words.

Yet 20 years ago a ground swell
of doubt banished business ideas
from Government. The masses
suspected businesmen of being
reactionary, against social prog-
ress, tarred with standpat phi-
losophies, being isolationists in a
time of need for world-wide

Harry A. Bullis

*A statement by Mr. Bullis at a meet-
ing. of the Board of Directors of the
Chamber of Commerce of the United
States, Nov. 14, 1952,

thinking, and subscribers to their
own selfish version of the profit
system.

Responsibilities of Business

Let’s face the facts of our new
opportunity. Some businessmen
think everything now is hunkey-
dory, just because Ike is moving
into the White House. Those men
reason that all we have to do is
to get back to the job in our
offices and factories. They think
we can shut the economic window
that looks out on the world. They
forget that the millions of people
who wanted a change and put
their hopes in our great leader
—the same millions who decide
whether our annual statements
will be red or black—indirectly
elected us business leaders to
help the new President carry out
their hopes for that change for the
better.

Never in recent history has
American business been given
such a clear-cut public mandate.
Now we have a free hand to
prove false the . former public
suspicion of our short-sightedness.
Today we have our greatest op-
portunity to prove that the aims
of business and the welfare of the
American public are the. same
thing,

How are we going to do it?

How Business Must Act

By making the moral climate
of the business world better than
it has ever been. By realizing
that the windows of our factories
today look out on the entire world
and its alarming confusion, By
saying to the workingman- and
the white collar worker and their
families that American industry
and American business are as
much in this fight as they are—
the fight to make, not only our
own country, but the entire world
free.

The most practical way to
prove ourselves is to get behind
our new President to strengthen
his hand. as he tries to solve

the terrifying problems facing .

him. But if businessmen are
going to relax into being a group
of “Agin-ers” — stubborn Tank
Traps along Ike’s path to inter-
national harmony-‘and to more
stable economic secutity. for all,
not for just a few'Americans—
then look out for'the time four
years from now when those same
hopeful millions, who have just
given business its greatest oppor-
tunity, will turn from us in dis-
illusionment, and will vote us out
again.

Now what should be the total
economic program of a big busi-
ness organization such as the
Chamber of Commerce of the
United States in relation to the
new Administration?

I think there are three desir-
able steps in that program.

First, Business and Administra-
tion should pledge, unequivocally,
without qualification, to stop in-
flation, now that we know how
to do it. We know that very
serious inflation resulted from the
loose fiscal policies of the Roose-
velt-Truman Administrations, but
there has been no inflation ‘re-
cently, and we know the methods
used to stop it. General Eisen-
hower’s Republican Administra-
tion should pledge this without
reservation, and the Chamber
should pledge its full support of
the necessary measures to see that
inflation and the cheapening of
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the dollar are ended once and for
all. This has always been the
policy of both the Republican
Party and the National Chamber.

The next step should be the -
lowering of taxes, slowly, care-
fully, prudently, so as to make
certain that employment and total
business activity are kept- at
those high levels which will as-
sure high productive employment
-—without inflation—for all who
wish to work.

Only by this method can the

budget be balanced. It will ex-
pand the tax base more than
enough to offset cuts in tax rates.
Expanding the tax base is equiv-
alent to the maintenance of
high, productive employment for
all.
In contrast, trying to keep the
budget balanced in the face of a
slight recession will only make
the recession worse. We saw that
in 1937 when we. almost had a
balanced budget, yet we had over
eight million Americans unem-
ployed and our productive plant
was operating at only 67% of its
capacity.

Sound Credit Policies Essential

The final step in this three-
part program is to keep credit
policies sound and to offer a
rate of interest which is com-
patible with that reasonable con-
trol of credit which will assure
that we will not have further in-
flation, This possibly slightly
higher rate of interest will at-
tract the funds of savers and
saving institutions into govern=
ment bonds. In that way, we can
soundly finance any needs of the
Federal Government in the pe-
riod when defense expenditures
are declining and we are endeav-
oring to-. build up ' the, national
income and total productivity to
keep employment high.»

These are the three policies that
I think we should seek.

They meet the public’s wishes
that we stop inflation and have
full employment. By adequate
tight credit policies we enforce
“No Inflation” as our rule,
although we make higher inter-
est rates necessary. By tax re-
duction, we make certain that we
keep total economic activity high,
so0 that we can sustain full em~
ployment.

Here is a program on which I
believe General Eisenhower’s
Administration and Business can
agree.

Charles Jank Pres.
0f F. Knowlton Go,

OAKLAND, Calif.—Charles E.
Jank has been elected President
of Frank Knowlton & Co. to
succeed Eugene V. Flood, who
recently passed away. Mr. Jank
has been connected with Frank
Knowlton & Co. for the past 25
years and has served as Executive
Vice-President: during the Ilast
four years. He is a member of
the Board of Directors of the
Athens Athletic Club and  has
served in various executive capa-
cities.

Other officers are: H. R. Wil-
liams, First Vice-President, Ed-
ward S. Goetze, Vice-President
and Mrs. Dora McClelland, Sec-
retary-Treasurer. The company
also has an office in San Francisco.

~ With Blyth & Co.

(Special to THE FINANCIAL CHRONICLE)
DETROIT, Mich, — Edward J.
Parr is now affiliated with Blyth
& Co,, Inc., Buhl Building.

.. John G. Kinnard Adds

(Special to THE FINANCIAL CHRONICLE)
MINNEAPOLIS, Minn. — Bern=
.ard M. Sarich has been added
"to.the staff of John G. Kinnard
& Co, 133 South Seventh. Street,
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Is Prolonged Depression
Inevitable?

By EUGENE HESZ*
University of Detroit, College of Commerce & Finance

Professor Hesz contends there need not be a prolonged eco-
nomic depression, provided properly balanced monetary and
fiscal policies are followed, including prompt easing of credit
as government cash surplus develops, along with prompt re-
duction of taxes to match decline in defense spending. Advises
elimination of capital gains taxes to keep investment active.

Many prominent -economists
have predicted a prolonged pe-
riod of sharply reduced industrial
activity, with accompanying un-
employment,
after the peak
of defense
production is
passed.

They reason
that as (1)
per capita
ownership of
cars, houses,
refrigerators
and other
durables is
higher than
ever hefore;
(2) business
plant and
equipment
have experienced unprecedented
expansion since 1945, and (3) the
rate of family formation is ex-
pected to decline; therefore, a pe-
riod of severely reduced durable
and capital goods production lel
lie necessary to balance equip-
ment with needs.

It is true that the nation owns
more durable goods and produc-
five equipment per capita than
cver before, However, it .is-ob-
vious that many millions of fam-
jlies still want and need more or
better cars, homes and other dur-
oble goods. Moreover, a great
deal of obsolete equipment and
structures have been kept running
io meet the emergency. .

The prediction that the nation
is heading into deep and pros
longed depression in the face: of
these great unsatisfied needs,
bolsters the Communist propa-
ganda that our Free Enterprise
System cannot run at capacity for
long; that the “diversion of pur-
chasing power into hoarded profits
inevitably cripples sales in a
capitalistic economy, causing
widespread unemployment.”

Let us, therefore, examine tl_le
role which money has played in
past economic fluctuations.

Recessions, as well as depres-
rions, have all followed periods
of tight money. Moreover, each
period of tight money since World
\7ar I has been brought about by
the monetary authorities for the
purpose of deflating the price (_)f
commodities or securities.” This
happened in 1920, in 1929, and in
1937. Excessive money tightening
in 1948 would have resulted in a
fairly severe recession except for
the tax reduction, passed over a
Presidental veto, which began to
expand the money supply in early
1949.

Long-term experience indicates
that an average annual increase
of some 4% in the money suppl_y
—currency and bank deposits—is
niecessary to accommodate the in-
creasing .needs for a medium of
cxchange which matches the

Eugene Hesz

country’s growing productive ca- .

pacity and the demand for liquid
tavings. When the money supply
cxpands too fast for the needs of
the economy, higher prices follow,
zithough sometimes delayed by
price control. When the expan-
sion in the money supply does not
keep pace with the country’s re-
quirements, falling prices, falling
profits and ‘eventually recession
result. “y
The growth of currency ?nd

'*A statement by Professor Hesz pre-
sented at Annual Meeting of the Na-
‘tional Association of Investment Clubs,
Detroit, Mich., Nov. 8, 1952., -~

bank deposits in this country is
controlleu to a very large degree
by the credit policy of banks—
the freedom with which they
make loans or buy securities. This,
in turn, is contrclled by . the
amount of Federal Reserve credit
outstanding, the reserve require-
ments set, the prevailing official
attitude toward credit expansion,
and any special restrictions or in-
centives. The Federal cash sur-
plus or deficit also exercises a
direct influence on the money
supply, independent of the needs
and sentiment of the banking or
the business community. 3

From 1946 through 1950, the
total of currency and bank de-
posits has had an average expan-
sion of only 2% a year. This sub-
normal growth has had no serious
adverse effect because of the very
great wartime increase in the
money supply.

However, the sharp rise in
prices and in the volume of pro-
duction from 1946 through 1950
largely absorbed the excess mon-
ey which had been created by the
heavy government borrowing
from the banks to finance World
War II. In 1950, the total money
supply was just aboutrin balance
with the needs of the country at
the then-existing price level.

In this balanced situation; the
shock of Korea brought about a
wave of speculative buying by
consumers, distributors, and pro-
ducers. As a result, prices were
bid up beyond the level which
might be considered  supportable
by the existing money supply. Al-
though the money supply also in-
creased, it lagged . behind parity
with the increase in gross national
product.

Meanwhile, the widely forecast
government deficits failed to de-
velop, and an extended program
of credit restrictions and price
controls was initiated. Although
many of these restrictive controls
have since been relaxed, the Fed-
eral Reserve System has succeeded
in forcing a tighter money policy
upon the banks generally, despite
the opposition of the U. S. Treas-
ury. No criticism of any single
credit policy is implied, since,
alone, none is controlling.

It is the' combination of the
various credit and fiscal policies
which, taken collectively, consti-
tute the program which must bal-
ance the needs of the country.

If this program becomes exces-
sively restrictive, it will prevent
the money supply from expand-
ing sufficiently to meet the re-
quirements of the economy, In
this event, a major downward
price adjustment would be un-
avoidable and a depression likely.
The nation would again have un-
employment in the face of un-
satisfied needs.

Analysts of the radical left and
the reactionary right would alike
blame  durable goods market sat-
uration, rather than restrictive
credit policy. Left-wing politi-
cians would proclaim: that “Free
enterprise has demonstrated - its
inherent instability.” Ultra-con-
servative politicians would say,
“Let's sweat it out.”  However,

the conservatives would not pre-

vail and the government would
intervene by clamping new con-

-trols on prices and profits and by

massive, wasteful spending., The
public is completely unwilling to
see serious loss of potential pro-
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duction while real human needs
remain unsatisfied.

Summarizing, it is my convic-
tiorrthat properly balanced mone-
tary and fiscal policies, including:

A prompt easing of credit as
a government cash surplus de-
velops, .

A prompt reduction of tax
collections to immediately
match- any drop in defense
spending, .

A basic liberalization in de-
preciation allowances, and

Reduction or elimination of
capital gains taxes after the
Canadian pattern,

will be required to keep invest-
ment active, the money supply
expanding and to maintain a high
level of economic activity.

Such measures could have a
decisive influence in preventing
a depression severe enough to
cause further irreversible attrition
of our economic freedoms.

Halsey, Stuart Group
Offers Equip. Tr. Gifs.

Halsey, Stuart & Co. Inc. and
associates on Nov. 21 offered
$6,375,000 Northern Pacific Rail-
way 1952 273 % serial equipment
trust certificates, maturing an-
nually Dec.*16, 1953 to 1967, in-
clusive. The certificates are priced
to yield from 2.20% to 3.05%, de-
pending on maturity.

The certificates will be secured
by new standard-gauge railroad
equipment estimated to cost not
less than $8,000,000. Issuance of
the certificates is subject to the
authorization of the Interstate
Commerce Commission.

Others members of the under-
writing group are: R. W. Press-
prich & Co.; L. F. Rothéchild &
Co.; A. G. Becker & Co. Inc;
Freeman & Co.; Ira Haupt & Co:;
Hayden, Miller & Co.; The Illinois
Co.; Gregory & Son Inc.; Mc-
Master Hutchinson & Co.; Wm. E.
Pollock & Co., Inc.; William Blair
& Co.; and First of Michigan Corp.

Patrick Rafferty With
F. L. Putnam & Co.

(Special to THE FINANCIAL CHRONICLE)

BOSTON, Mass. — Patrick J.
Rafferty has become  affiliated
with F. L. Putman & Co., Inc,
77 Franklin Street, members . of
the Boston Stock Exchange. Mr.
Rafferty was formerly manager
of the statistical department for
the local office of J. Arthur
Warner & Co., Inc.

Kelen J, Oeller Joins
Dempsey-Tegeler Co.

(Special to THE FINANCIAL CHRONICLE)

ST. LOUIS, Mo. — Helen J.
Oetter has become associated with
Dempsey-Tegeler & Co., 407
North Eighth Street, members of
the New York and Midwest Stock
Exchapges. Miss Oetter was for-
merly manager of the trading de-
partment for Friedman, Brokaw
& Co., and prior thereto ~with

Blair, Rollins & Co., Incorporated..

George E. Abbot

George E. Abbot, Vice-President
of Harriman Ripley & Co. in
charge of their Boston office,
passed away suddenly Nov. 23, at
the age of 56, following a heart
attack.

With James Ebert Co.
(Specml to THE: FINANCIAL CHRONICLE)
BAKERSFIELD, Calif. — James
F. Duffy has been added to the
staff of James Ebert Company,
120 Chester Avenue.

With Wilson, Johnson

(Special to THE FINANCIAL CHRONTCLE)

+ SAN FRANCISCO, Calif.—Paul

T. Wemple is now with Wilson, -

Johnson & Higgins,

300 Mont-
gomery Street. .

~ . =

Public Utility Securities
By OWEN ELY

: Coluﬁbus & Southern Ohio Eléctric

Columbus & Southern Ohio Electric supplies electricity
through an' interconnected system to an area in and around
Columbus, with an estimated population of 515,030, and a southern
area with an estimated population of 230,000. Approximately 76%
of the company’s electric revenues are derived from the Columbus
area. Columbus (with a 1950 population of 375,901) is the capital
of the State of Ohio, the home of Ohio State University and a
retail trading center for the surrounding suburban and rural area.
The City and nearby ar2a contain generally diversified industry,
mostly small or moderate in size. The southern area is chiefly
rgral in character. The company’s industrial business is very well
diversified, with a natural gas pipe line as the largest customer,
accounting for about 9% of industrial revenues.

Electricity and transportation account for about 83% and 17%
pf gross revenues, respectively, with the former normally provid-
ing practically all operating income, The domestic load accounts:
for 40% of electric revenues, the industrial load is small, contrib-
uting only 26%, while commercial is about average at 25%.

The company’s record over the past 10 years is as follows:

Rev.
(Mill.)

——~Common Stock Record——
Earmed Div. Range

$1.84 $1.40 23-19
2.30 1.40 23-19
257 . 140 23-19
2.01 1.40 22-18
222 143 25-19
2.17 .90 25-18
2.20 1.70

1.25 1.20

147 . 1.20

2.00 1.00

1.38 .80 L

Steam generating capacity aggregated 320,800 kw at the 1951
year-end. An additional 60,000 kw unit was installed in April,
1952 and a similar unit is scheduled for installation late in 1953.

Columbus spent $15.5 million in 1851 for electric construction,
making a total of $61 million in the past five years. This repre-
sented an increase of 104% of the book cost of electric utility plant
since Jan. 1, 1947. The company contemplates spending $55 mil-
lion during the years 1952, 1953 and 1954. '

On Sept. .18, 1952, Columbus offered 90,000 shares of $4.65
preferred stock at $100 and 300,000 shares of common stock at
$24.88 through Dillon, Read & Co. The recent financing, together
with the $19 million bank loan recently raised, are expected to .
supply all the funds needed for construction until the winter of
1953-54. The dilution resulting from the common stock issue is
fully reflected in the earnings for the 12 months ended Sept. 30, of
$1.98. However, the recent rate increase would have the effect of-
adding about 40c on a pro forma basis, raising the figure to $2.38
pro forma. There would also be the advantage from the use of the
new funds which should work out through the interest credit on
construction and later through actual operations.

Columbus & Southern Ohio for some years had troubles with
the City of Columbus over transit and electric rates. In 1949
Columbus set us a separate company (Columbus Transit Co.) to
operate the bus and trolley ccach business in Columbus and its
suburbs, acquiring the company’s 5% mortgage notes and com-
mon stock in connection therewith, which securities are pledged
under Columbus’ own indenture. The City Council of Columbus is
authorized 1o fix transit fares; the State Commission has no
jurisdiction but the company has the right of appeal to the courts.
For many years prior to November, 1949, fares remained virtually
on a 5c basis despite rising costs; the nickel fare was apparently
considered politically desirable, and the company was permitted
to maintain higher electric rates as a compensation. However,
when the City of Columbus undertook to continue the low fare for
a five-year peried, this precipitated a period of litigation with the
company; fares were gradually raised and now approximate 10c¢
straight, authorized by ordinance.

This dispute also reopened the basic quastion of electric rate
reductions. In the fall of 1849 an electric rale ordinance contain-
ing rate reductions, chiefly residential, considered by the company
to be excessive, was enacted by the Council of the City of Co-
lumbus and later approved by the electors of that City. The com-
pany, continuing to charge its old rates, appealed from the City’s
new rates to the Public Utilities Ccmmission of Ohio. While the
appeal was still pending, the company and the City Council in,
1950 ‘agreed on an ordinance containing new rates for residential,‘
commercial and industrial customers retreactively effective to
Nov. 15, 1949. This ordinance, approved by the electors of the
City, was approved by the Commission as a settlement of the
appeal proceedings. The 1950 Cclumbus ordinance continued the
substituted residential and small commercial rates for three pe-
riods of two years each, the first beginning Nov. 15, 1950, subject
to termination by either the company or the City at the end of
any such period. Industrial and large commercial rates were
transferred to the jurisdiction of the State Commission at this
time and about a year later the company asked the Commission
for an increase in such rates, which increase was approved and
became effective Aug. 14, 1952. The annual amount of this in-
crease in . net earnings per share of common steck is estimated at
about 40c a share. )
. -Columbus & Southern Ohio is expected to benefit substan-
tially by the construction of the large new atomic energy plant
néar Portsmouth, Ohio. Construction of the new plant is expected
to require an average of 17,000 workers for five years, with a
peak of about 36,000. Commercial enterprises are now heing estab-~"

Year

" lished in the area and resulting in increased demands by residen-

tial and commercial customers. Sales of eleciric energy by
Columbus are increasing rapidly, and in the week ended Oct, 11-
were 1% over last year compared with an average gain for the
industry of about 8%.
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* . . "Members, New York Stock Exchange- A

** Contending that State Public Utility. Commissions are going to
.extremes in refusing to acknowledge the impact of inflation *
.on the rate of return to utilities fme

- shows adverse -effect of ‘inflation ‘on utility. earnings as com--

. pared with industrial companies :
rate of :return 'on  “original ‘cost” and reveals'a new formula the, enlargement: and - betterment

+ - for fmng “utility rates, |

- Much * time; - effort “and money

4s being' expended- by the utility
«- industry to .cope with the impor-
tant problem-of ‘inflation. Numer-

ous State
- Commissions
have had the
subject ‘of in-

serious
consequences
brought be-
fore them
vigorously .by
appellants.
Some. Com-
missions have
acknowledged
it.to be a real
problem but
have given
little, if any,
practical weight to the adverse
effects of inflation in their deci-
sions; others, have avoided it or
refused to accept it as a regula-
tory responsibility, possibly be-
cause of its political repercussions.

Typical of the attitude the in-
dustry-is faced with is this quota-
tion taken from the Common-
wealth of Massachusetts Depart-
ment of Public Utilities opinion in
the Western Massachusetts Elec-
tric Company case dated June 23,
1952:

“After so many years of loyalty
to the prudent investment theory,
we are reluctant to turn to another
and very different theory which

Carl C. Brown

_results in a variable rate base tied

to the current economic situation.”

- In-the recent New York Tele-

phone Company case before the
New York State Public Service
Commission (Oct. 3, 1951) con-
siderable evidence was introduced

by the company’s economists on

the unfavorable repercussions of
inflation on the telephone business
and its equity investors. Among
numerous- other contentions it is
noteworthy to observe that the
Commission discussed the plea for
protecting the integrity of capital
this way:

“We doubt if the Legislature
ever intended that we have the
power to protect investors in pub-
lic utility securities from the ef-
fects of the policies of the national
government.”

While, obviously, fully appre-
ciating the problem the Commis-
sion stated:

“Whatever may be said about
the over-all justice, of protecting
investors, we see no reason why
investors in utilities are being
treated any worse or better than
those who have invested in life
insurance, in government bonds,
in savings accounts or corporate
bonds generally . . . if we at-
tempted to make such an adjust-
ment the wvarious  holders .
‘would not be treated equally or
justly . . . the purchaser of yes-
terday might reap. a windfall.”

Much can be said to refute these
contentions but: for my purpose
I merely wish to show you to what
extremes certain Commissions are
going to avoid meeting head-on

.a very real and pressing problem,

Experience of Utility Securities

If we compare the expex.‘if-:nce of
the equity holder of utility se-
curities with that of industrlalh se-
curities; by adjusting the nominal

— *An .address by Mr. Brown before the

iliti iation, Abse-~
New Jersey Utilities Association,
coenv,v New Jersey, Nov. 21, 1952,
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-flation and its

Intlation’s Effect on Utilities
i« . By CARL C. BROWN* T
: Partner, Laurence M. Marks & Co., New:York City -

, New York investment banker

value of the

purchasing " power ' of 53c, . we

‘would find that the real éarnings;’

dividends ‘and market' value 'of
utility stocks ‘today are substan
tially below 1940 but-that of'the
industrial stocks, considerably
higher. ‘It ‘is’ quite -significant to
observe that average earnings and’
dividends. of 24" utilities used in
Moody’s: utilities average are 30%
less .than. in 1940. On'the: other'
hand, 125" industrials -show earn=
ings and dividends 40-50% higher
than in 1940, 2]l adjusted to the
present 53c dollar. (See Table I).

Industrial companies are free to
raise the prices of their goods at’
will to adjust their operation to
inflationary conditions. While
utilities are faced with these same
conditions, our American tradition
of regulating utility companies
confronts this segment of indus-
try with difficult and inflexible
rules and practices over its oper-
ations. Were it not for your in-
genuity of constantly developing
more economical means of doing
business, including fuel clauses,
and obtaining more efficient plant
facilities and equipment to render
utility - services, the industry un-
der the adverse impact of infla-
tion, might be in g sorry state to-
day.

No informed person will argue
with the conclusion that many
costs of doing business at present
inflated levels have been perma-

nently imbedded in our economic’
structure. Who expects the clock’

to be turned back on the scale of
wages which 'is one’ of the most
important components of expense
of rendering utility service and
also enters heavily in the cost of
the " mining and manufacturing
process of fuel, equipment and-
materials used extensively in your

“busihess. . Who - ‘expects _' taxes- at

the* Federal ‘and ' particularly, at

“the locallevels to diminish much;
. -for'some time in the future. Who
i..expects . the . cost- of -money - to

- » diminish when the dollar -has been
. w80 «cheapened - that herculean ef-

- forts*willi.be required to.ststair
+ it* at -approximately :the..present
¢ level: What incentive do you have'
in your: stewardship- of . utility-
+ property - to..see..your .companies
{Brow:year:by-year in total ‘assets,
. the/volume. of -business: done, -and

P o « Of i.service.. t0 - consumers; -when
dollar t6 its present "

your nominal earnings remain al-
most..istatienary : and - your real
earnings are actually diminishing?

‘It ‘would. be unfortunate, if' as a

result” of - this, investors: were'.to
become aroused and refuse to con-

-tinue' to" invest their money. in

Your‘business. To be sure the elec-

~tric segment. of the.utility indus-
-try is in good standing today-—
‘probably :the best .in' it$, history—
~due.in no ;small . measure; to. new

large institutional investors stem-
ming from -pension funds; personal
trusts,insurance, companies and
investment :trusts; Small wonder
these investors are willing to place
their :money in the' equities of
utilities. when they are able to
acquire them on the basis of 50%
of what old stockholders paid for
their interest in these companies.:
Some ‘of - the demand has been
generated from the fear that busi-.
ness .generally may be  headed
downward and the electric utility
stocks  offer g temporary haven
for protection against such con-
tingency. Whatever the cause may
be, ‘it behooves both management
and regulators to be alert to their
responsibilities of maintaining a
favorable - attitude towards capi-

tal, if copsumers are to continue.

to enjoy -the benefits of ample,
high grade- utility  service at rea-
sonable cost,

Fallacy of “Original Cost” Rate
Base

I would also like to set forth the
plight you find yourself in by an
adherence to the “original cost”
or.“fixed dollar” rate base. You
are.constantly replacing portions
of your ‘plant.. You find that it
costs a great deal more today for
similar property you installed ten
years ago.. In fact, your fixed
capital costs have gone up con-
stantly.since 1940. To be sure, in

TABLE I

Actual 1940
(100¢ Dollar)

Moody’s Utilities:
Earnings per share
Dividends per share__._.
Price per’ share

Moody’s 125 Industrials:
Earnings per share
Dividends per share____
Price per share

-$1.81
1.54

$2.59
1.67

Actual
1951

$2.44
1.88
32.55

Adjusted 1951 Adj. Change
(53.3c Dollar) 1951 over 1940
$1.30 —28%
1.00 —35

17.35 —32, »

certain instances of replacement

you:are getting something better.

or more etficient; so that a straight’
doliar. comparison -is inappropri-
ate. Inthe:main, however, “you
are replacing similar ,propercy at
inflated prices and ' retiring old

property.on.an original cost basis.
By this proeess the annual charge

is not sufficient to offset. its real
cost and capital becomes impaired
to the ‘extent of- the ‘deficiency.
Either a:'higher.rate of return is
necessary.-or higher annual. de-
preciation accruals.should be al-
lowed to offset this adverse infla-
tionary impact. - - X

- Another important aspect of the
inflationary. trend of costs - has

been to produce a lag between the -

time: of asking for regulatory re-
lief and obtaining it. In some in-
stances, as you know, the lag has
been of such duration that by the
time relief ‘was obtained, or even
before, utility companies found it
necessary - to request ‘additional
upward adjustments in’rates. ‘An
interesting approach to this prob-
lem is found in the recent Pacific
Gas & Electric Company rate case
before the California Public Util-
ities Commission (Oct. 15, 1952).
There the. company requested a
6% rate of return on a depreci-
ated rate base, plus a .18% allow-
ance to cover expected continuing
rising trend in costs, a provision
intended to obviate the early need
of returning for additional relief.

All of this adds up to the neces-
sity of obtaining a higher rate of
return. This you can do with a
clear conscience since by all pres-
ent standards utility services are
rendered at too low a price. Ex-
cept for its traditional usage, there
is nothing legal or sacred about
a 6% rate of return. If it takes
6% %, or even 7%, to offset the
repercussions of inflation on your
business you should have it. You
do not expect or urge a windfall
—you expect a fair return in terms
of current changed economic con-
ditions, which will protect. you
from deterioration of your plant
and your capital, and enable you
to attract a continuing flow of
capital to meet the growing de-
mands for utility service.

How Inflationary Impact Can Be
Corrected

As a possible guide to how the
inflationary impact on the utility
business can be corrected in the
rate of return, there has come to
my attention a method advocated
by Walter A. Morton, Professor,
Department  of Economics, Uni-
versity of Wisconsin, as set forth
in his excellent paper reported in
“Land Economics” in the May,

- 1952 issue captioned “Rate of Re-

$7.37
444
70.72

$3.93
2.37
37.69

+52%
+42
+19

TABLE 1I

Investments in Class A and Class B Electric Utilities
in 1952 Dollars

(Money Amounts in Millions)

Annual Increment of
Net Investment

11,426

*Endex of
Adjustment

160
142.73
120.21
110.19
111.73
108.62
100
100

Investments in
1952 Dollars

18,281.6
282.61
1,001.35
1,587.84
1,854.72
1,672.13
1,944
2,350

28,929.25

% Change in Price. + 35%

Hypothetical_Example

Historical Cost

Historical Cost in Current Dollars
Change ‘in-Price (P).

$100
135

Common Stock Equity-(E)
Basic Rate.of Returh (M)
Price Adjustment (A) =PEM .
. A =135%%x.37)6% = .18%

Adjusted Rate of Return (R)
& . R

*The price index Is an equally weighted average of the BLS
the BLS Cost of Living and the Handy-Whitman

Whelesale Prices,

=M+A -
=.06 4 .0078 = 6.78%

i

inuex o1 wuiy Cunsa weuvn Costs,

turn and the Value of Money in
Public Utilities.” Professor Mor-
ton sets forth for the electric in-
dustry the annual increment of
net investments by years, from
1945-1952 (estimated) inclusive,
and by applying an annual index
of adjustment, which is a weighted
average of the BLS wholesale
prices, the BLS Cost of Living
and the Handy-Whitman index of
utility construction costs, equates
the aggregate investments to 195
dollars. In this way he determine-
that the historical net investment
of the Class A and Class B elec-
tric utilities of $21,350,000,000 har
been inflated to $28,929,250,000
or 35%. He then proceeds to ap-
ply this adjustment factor to the
equity portion of the capital struc
ture only. Since in case of the
A & B electric companies it i
37%, he thereby arrives at an ad-
justment of 12.95%. Consequently
if the ordinary rate of return is
6%, an inflation adjustment of
718% becomes necessary (6%x
12.95%), giving an over-all ratr
of return of 6.78%. As an alter-
native method for increasing th-
rate of return, a utility company’s
proverty could be adjusted fror
originial cost into cost expressed
in dollars of the current year an”
the rate kept intact. However, i*
would appear that regulatory au-

..e historical cost

(2031) 19

concept"i;f. property prefer. to
make ‘their change with respect

‘to ‘the. percent return. Table II

sets forth the details for this cal-
culation,

-.If this inflationary' adjustment
were applied to the entire capital
structure of a utility ‘company, to
compensate bondholders and ‘pre-
ferred - stockholders - as well,. it

‘would: require an adjustment of

2,10%; making the over-all return
needed 8.1%. While this could be
done, it'would not appear néces-
sary-since these -classes of secur-
ity holders, in effect, have con-
tracts stipulating their fixed in-
come and the former are paid off’
by a prescribed date or sooner..
Common 'stockholders take their
chances on the dividend rate, risk
their capital, and have a claim on
assets only after the bondholders
and -preferred stockholders - are-
fully provided for. Therefore, it
is reasonable to conclude that the
adjustment due to inflation should
be applied to the equity - capital
only. wn :

This type of formula is worth
considering since it is intended to
give you a basic ‘established rate
of return, used in your jurisdic-’
tion, and then compensates you’
additionally for ‘the impact of
economic forces, if they are ad-’
verse to the maintenance of the
soundness of your business, so
that you may earn a fair rate of
return continuously and not just
intermittently. From a practical
standpoint it would also appear
that the application of this ad-
justment factor is politically pala-
table since it keeps the over-all
return within reasonable bounds.
It will help to compensate you for
the' further pinch 'of operating
costs, offset higher capital costs,-
diminish the effect of the “lag”:
in earnings, and allow you to set
aside into surplus a cushion to-
absorb the unfavorable impact of
“historical cost” depreciation ac-
counting required by Commissions
generally,

- This is my message why I be-
lieve the effect of inflation on
your business necessitates you
getting a higher preturn. Fair-.
minded people in all walks of life
will agree that. this is a small
price to pay to keep an enterprise,
which is the key to our national
and international economic and
political strength, financially
sound and physically able to meet
the great utility demand of the
nation at all times, in peace or in
war. |

Now F. J. Winckler Co.

DETROIT, Mich. — The firm
name of Shader-Winckler Com-
pany, Penobscot Building, has
been changed to F. J. Winckler
Co.

Joins F. I. du Pont
(Special to THE FINANCIAL CHRONICLE)
"MIAMI BEACH, Fla.— Sidney
Davidson has been added to the
staff of Francis I. du Pont & Co.,
2809 Collins Avenue.
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. Automobile Credit Problems

By T. C. DYE*

Vice-President, Associates Investment Company
South Bend, Ind.

Foreseeing change from current favorable automobile financgng
conditions, Mr. Dye cautions finance companies against lulling

into complacency. Says more

time should be given to credit

check-ups of car purchasers and use of sound credit judgment

-will be needed. Calls attention

to rise in repossession rate and

likelihood of need for higher financing charges. Says whole-
sale outstandings are on increase and more attention should be
given to dealer’s finances and used car inventories.

The postwar period has been
very profitable to all; many have
made profits in spite of what
they did or how they did it.
We have been in a period of
great demand for the merchan-
dise in which we deal. All dur-
ing this period the prices of new
cars have continued to increase;
used car values have not taken
even normal depreciation; em-
ployment has been at an all-time
high. All of this has been very
favorable to paying habits; we
couldn’t do much wrong in buy-
ing retail paper and approving
credit, In this postwar period
many things, most of them fa-
vorable and very few unfavorable
to our type business, have hap-
pened. No one had to do much
selling to acquire business to
take care of volume requirements,
and not too much know-how was
required at the working level
of the business to have the busi-
ness liquidate satisfactorily after
purchase. We can all be thankful
for that. However, 1 believe we
must all admit there has been a
change,

Many in business today have
been lulled into complacency.
Doesn’t our good - business judg-
ment tell us that there is going
10 be a day of reckoning? That
day may not be too far away;
paying habits are changing and
repossession = frequency - is in-
creasing. Therefore, it is nec-
essary ‘today for everyone to be
rere selective in the extension
of credit. = To exercise sound
credit judgment, we must be se-
lective, accepting the qualified
and rejecting the less desirable.
We cannot purchase *business
without a thorough “investigation
and proper analysis of the risk
involved after the investigation.
The measurement of a credit risk
is an intangible thing; the degree
of risk very seldom remains static
during the life of the contract.

Retail transactions must be
thoroughly checked to determine
the willingness and the ability of
customers to perform under the
contracts and obligations that we
are asked to approve. Personally,
I.am a great believer in follow-
ing a set formula in grading and
approving credit applications, I
know such a requirement is not
necessary for = an experienced
credit employee, but in our op-
erations today how many expe-
rienced credit people do we
have? Those who have been ap-
proving credits during this pros-
perous postwar period cannot
be considered experienced credit
people because some of the poor
business they approved paid out
under the favorable conditions
we have been living in. They
haven’t yet acquired their credit
judgment.

I'll venture to say that every-
one here will be devoting more
time next year to credit matters.
We will see that our applications
are thoroughly screened and

checked. In passing credit judg--

ment today, in my opinion, we
should know 'more about the
spendable income of the indi-
vidual. We should " kpow how
much he is paying at the present
time out of his monthly income
on obligations and lividg ex-
penses. If:it were practical, we

- *An address by’ Mr. Dye beforée the "
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should have a financial statement
with the credit statement. I
say that because many customers
appear to be able to pay who
cannot do so as they are already
too heavily obligated. Today too
many applicants with a Cadillac
appetite are endeavoring to pur-
chase cars on a Crosley income.

Purchasing Retail Paper

In the purchase of retail paper
terms are of most importance.
Let's first consider down-pay-
ments. In this business down
through the.years it has never
béen a sound policy to deviate
too far from the standard one-
third down, There can be justi-
fiable exceptions. However, ex-
ceptions cannot become the rule;
otherwise, we will definitely
weaken the over-all grade of our
paper. Most of us have gone
through periods of unemployment
when the value of the merchan-
dise we were financing depre-
ciated very rapidly. We went
through these periods without
suffering too great a loss because
we had maintained sound terms
and good down-payments. Even
in normal times there is no sub-
stitute for a bona fide customer
equity in maintaining satisfactory
liquidation. Today we are in a
period when loose and unsound
terms are entering this business
and they will pyramid if not
controlled. Too many in passing
on credit today are misled when
they see a cash down-payment.
There is much misrepresentation
in that today because a very
high percentage of the so-called
cash down-payments are bor-
rowed down-payments., Some-
times the entire cash ‘down-pay-
ment is borrowed and sometimes
it is borrowed from one or two
lending institutions. So what
happens? Instead of the customer
having one installment to pay
on the automobile, he actually
has two and sometimes three. It
might be very surprising to many
of you, if you checked,-to find
what percentage of small loans
are being made today to make
down-payments on car purchases.
We won’'t get the bad effects
of low down-payments or bor-
rowed doWn'-payments until the
“squeeze” actlially comes.

In exercising credit judgment
in the approval of credit appli-
cations, a sound knowledge of
used car values is indispensable,
a knowledge of not only current
values but also of the probable
worth of that used car in six
months’ time. We should train
our credit people to know values
and caution them against substi-
tuting published used car guide
values for actual values.

Short down-payments, by and
large, create over-advances and
the combination of the short down~
payment and the over-advance in-
creases collection expenses and
losses. Today more caution must
be exercised and firmer control
used in maintaining more rigid
requirements relating to down-
payments, over-advances, -and
long maturities. Naturally, the
older the:car the more . hazard
there isin‘.deviating from stand-
ard and-sound requirements. How
proud ‘can:‘we be, as leaders of
this! great ‘industry, if we foster
or permit unsound terms for our
customers ard ‘dealers alike. No

one will gain in ‘the long run;
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eventually we will all be hurt.
We will build  up unjustifiable
losses and reduce profits. We will
injure ourselves from -a public
relations standpoint with the cus-
tomer. Dealers will greatly reduce
their sales. We cannot shorten
down-payments and over-extend
maturities on new cars without
affecting the market on used cars
unless we follow the trend right
down the line. What will happen to
the market on used cars if we en-
deavor to shorten down-payments
on new cars, over-extend maturi-
ties, and then try to hold the
line on used cars? This would
have a very bad reaction. Per-
sonally, I don’'t think we can de-
viate from standard down-pay-
ments to any great extent with
any age car. From maturities we
can. Naturally, the newer the
merchandise the longer time can
be extended, but then again, if
we are going to 30 and 36 months
on new cars, what is going to
happen? We will be required to
extend a longer time on used cars,

Repossession Rate

It is doubtful that anyone in
this business purchases short
down-payment transactions and
extends long maturities because he
feels it is sound business. He does
it only because he is fearful of
competition. None of you -will
disagree with the thought that an
improvement is necessary. We
cannot continue to live with the
present high rate of repossession
frequency. Firm action is neces-
sary. Although we must make a
profit today, we must give greater
thought to the pattern which is
being cut for tomorrow. If the
basic principles are disregarded
today, what kind of a business
can we expect for tomorrow? In
plain words, gentlemen, we are
in a good business but we are too
quick to “throw in the towel”
when it comes to standing for
firm business policies. If we don’t
make the correction now, we are
all going to be asking for crying
towels later on.

The Financing Charge

This all brings up the subject
of yield. As an industry we have
not done too well in maintaining
adequate rates. I can think of only
two commodities in this postwar
period that have not gone up in
price — Coca Cola and finance
charges. There are many in this
industry that are accepting the
same rate on all postwar cars.
Again we are too quick to give
instead of exercising the required
salesmanship to convince dealers
to obtain for us justifiable rates
for the service rendered.

‘What is being done in our indus-
try today in the way of yield to
take care even of the increased
cost of money that we have had
during the yast year? All expenses
are up. Most industries pass on to
the consumer a good proportion
of their increase in the cost of
their commodity or the service
they render. Our business should
be no exception. There are many
ways by which we could accom-
plish this without pricing our-
selves out of any good volume,
but we are not going to ‘if we
solicit dealers on the basis of
“How much is your present fi-
nance company paying you in the
way of reserve?”, leaving the
dealer with the impression we are
willing to pay more. That is hap-
pening far too frequently.

This industry today requires
just as much aggressiveness and
well-directed sales ability as it
did years ago, but the truth must
be admitted—it is not getting that
kind of treatment. How much
more is there left to give, gentle-
men, in the way of liberality in
terms, maturities, advances, and
reserve? Expenses have increased.
Losses are on the upward trend.
We have probably gone the full
cycle . of .inflation. . Some- people
say, what we can’t cure, we must
endure. I aon’t believe in that

philosophy. I think what we can’t
endure, we must cure, and I think
the day is here when we are going
to have to cure a lot of the bad
practices that we have permitted
‘to creep into this business during
this period of abnormal pros-
perity.

In'view of the hazards that
exist. today, all finance compa-
nies should have in operation an
efficient system of account veri-
fication as protection against
fraud. Two. distinct methods of
verification may be employed. The
major portion of a verification
program must be handled by the
negative. method because of the
expense involved. By that I mean
by directing an inquiry to retail
purchasers which requires a reply
only if the information being
verified does not agree with the
purchaser’s records. Supplement-
ing this system of negative verifi-
cation must be verification by
the positive method; that is, either
by personally contacting the pur-
chaser or by directing an inquiry
by mail which does require a
reply. Whenever circumstances
are such as to create suspicion
that misrepresentation or ficti-
tious retail exists, positive verifi-
cation should be made promptly.

Because of the importance of a
definite verification program in
the operation of our business, this
subject will be discussed in detail
at our forum later today.

Wholesale Financing

Wholesale outstandings are on
the increase. How high they will
go will depend entirely upon us
as individual operators. Why does
outstanding floor plan get out of
bounds? Because the finance com-
panies, the dealers, and the manu-.
facturers have not come to a com-
mon understanding. Let’s not
blame the dealer or the manufac-
turer if we haven’t discussed these
problems together.” If we don’t
‘currently advise with dealers
about their inventory and their
inventory requirements and also
with the manufacturers, how. can
we expect to keep wholesale
under control? We must all ap-
preciate (that the manufacturer
has to work on_ a production
schedule, which is based on the
anticipated requirements of the
dealer. We must also take into
consideration seasonal require-
ments, expected lay-offs, and the
like. These all have a place and
are due for consideration in the
handling of any dealer’s floor
plan. It is mostly through neglect
that we see dealers’ inventories
get out of balance and out of
control, and this will continue to
be more of a factor unless firmer
controls are exercised.

All dealers agree the business
of retailing automobiles is due for
some drastic changes. A new era
is being ushered in. To live and
prosper under such a competitive
condition, all dealers must do
more planning and better man-
aging. If they fail to do this, they
are in for a very rude awakening.
We are definitely in a period
when dealer profits are on the de-
cline. Floor plan involves a great
risk with very little profit in re-
turn; it represents the greatest
exposure we have in this busi-
ness because of the sizable
amounts that are extended. Deal-
er risks are corstantly changing.
We cannot hope to keep abreast
of a dealer’s current condition by
receiving periodical financial
statements; we must be closer to
the dealer’s operations than that.

The most important thing to
watch in a dealer’s operation is
his used car inventory and his
used car operation. In a period
when there is a shortage of cars
and prices are rising, not much
ability is required to succeed in
the automobile business. Dealers
that permit their used car inven-
tories. to increase and get out of
bounds are headed for trouble
eventually. Uséd car inyentories

must be currently ‘turned over.
Why should  any dealer permit
used cars to remain in his inven-
tory for a period of three or four
months? If he does so, there is
something wrong with his mer-
chandising methods. He is either
pricing his cars too high for the
current market or his merchan-
dise is not in salable condition
or is of an undesirable class. Those
are definitely warning signals in
the proper handling and con-
trolling of dealer floor plan.

How can we better correct many
of these things we have been talk-
ing about? Let’s be more sincere
with each other in this great busi-
ness; there is plenty of room for
all. The American Finance Con-
ference was organized to promote
closer cooperation among its
members. We should all be able
to benefit by this common mem-
bership. We recognize we have the
opportunity to work with each
other, but there are too few of us
that use that opportunity as ef-
fectively as we should. We are toa
hesitant about exchanging in-
formation that would be so help-
ful to all of us, but I am sure we
individually can save thousands of
dollars for our companies if we
will take advantage of and further
develop this inter-relationship to
improve our operations and
further promote this industry.

Coleman, Hoehn V-Ps.
Of Gregory & Son

Gregory & Son, Inc., 40 Wall
Street, New York City, announce
that Francis X. Coleman 'and
Herbert A. Hoehn have been
elected Vice-Presidents of ' the
firm. Mr. Coleman is Manager
of the firm’s Municipal Bond
department; Mr. Hoehn is Man-
ager of the Railroad and Utility
trading department.

Texas IBA Group fo
- Hold Spring Meeting

SAN ANTONIO, Texas— The
Texas Group of the Investment
Bankers Association of - America
will hold their annual ' spring
meeting at the Plaza Hotel, San
Antonio, on May 7 and 8, 1953.

John D. Williamson, Dittmar &
Company, newly elected Chair-
man of the Texas Group, is in
charge of arrangements.

Dallas Trust Gompany
Is Organized

DALLAS, Texas — The Dallas
Trust Company has been organ-
ized with offices in the Mercantile
Bank Building. Officers are: R.
A. Underwood, Chairman of the
Board; R. A. Underwood, Jr.,
President; James R. Stanley,
Executive Vice-President; and
Edytha Turner, Secretary.

With R. S. Hays Co.
(8pecial to THE FINANCIAL CHRONICLE)
DURHAM, N. C. — Ralph L.
Chandler has become affiliated
with R. S. Hays & Company, Inc.;
111 Corcoran Street. i
Joins Perry Blaine
(Special to THE FINANCIAL CHRONICLE)
ASHTABULA, Ohiec — Carl G.
Madsen has become associated

with Perry T. Blaine & Co., 221
Center Street.

Saunders, Stiver Adds

- (Special to THE FINANCIAL CHRONICLE) )

CLEVELAND, Ohio—Donald G.
Rundle has been added . to the
staff of Saunders, Stiver & Co.,
Terminzal Tower Building, mem-
bers - of the Midwest Stock.Ex-
change.

&
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vC.onsum_er:Credil Aids
ol e 'Bu_siness; Stahility

Professor of Banking
Graduate School of Business Administration -

New York

University

. Holding consumer credit is oldest form of credit, Prof. Rodgers
ascribes its growth to fundamental need for it. Contends con-
sumer credit has contributed to higher standards of living. Says
present consumer credit agencies provide adequate financing
for greatest distribution of consumer durable goods in all his-
tory and it also acts to expand the upward swing and contract
the ‘downward swing of busiress cycle. Predicts consumer
credit volume will not be seriously affected by coming slowing

up of business, :

Financing the consumer has de-
veloped into a vast business, with
an estimated yearly volume ‘of
more than $50 billion. It is a
business
which - deter-
mines the
sales in some
lines and af-
fects the sales
in all lines. It
is a business
which has a
-“grass roots”
-Origin because
it has devel-.
oped in re-"
sponse to in-
sistent de-
mands from
large seg-
ments of the- -
public. It is'a business which dra-
matically iliustrates the important
principle that institutions arise in
response to secial needs, and that
when established institutions fail
to: meet the changing needs of
society, new institutions develop
and flourish like the “green bay
tree”! It is a business which has
been credited with the virtues of
‘economic salvation and, at the
same time, paradoxically, bitterly
condemned in some quarters.

But, above all, it is a business
which is fraught with such im-
portance, . especially future im-
portance, to the functioning of
our economy that consideration
of its contribution will give us a
better idea of “the shape of things
to tome.”

Oldest Form of Credit

Consumer credit is older than
written history. From the earliest
beginnings of civilization, man has
had the personal emergencies of
death, sickness and disaster. Cred-
it in the form of food and assist-
ance antedated money; and the
pawnbroker and moneylender are
mentioned in some of the earliest
writings.

Despite this great antiquity,
consumer credit was largely an
outcast until comparatively recent
Yyears in America. (There were
many reasons for ‘this, but the
chief ones were the contention of
the philosophers that money was
barren, i.e. non-productive, and
Church prohibitions against the
taking of interest.) In fact, it was
in our time—only 40 years ago—
that the first automobiles were
sold on credit.”

It was also in our time—only
_ 40 years ago — that the Russell
Sage Foundation proposed the
Ioan shark evil be combated by
setting up licensed and regulated
lending agencies to meet the in-
sistent demand for small loans, so
that such credit could be secured
on a competitive and fair basis by

Raymond Rddxer: .

those who needed it. This revo--

lutionary proposal, which took
form as the Uniform Small Loan
Law, has since.been adopted in
whole, or in part, by nearly 40
states. The licensed agencies oper-
ating under this law aid in level-
ing out the peaks and valleys of
success and emergency by offer-
ing credit on a dignified basis for

—
" *An address by Dr. Rodgers at the An-
nual Meeting of the New York State Con-
umer Fi A iati Roch A
» Nov. 20, 1952,

pitized for FRASER
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the solution of the financial prob-
lems of middle and low income
families. .

And, it was even more recently,
in fact, less than 20 years ago,
that the commercial banks entered
the field of consumer credit on a
consequential basis.

The phenomenal growth of con-
sumer credit in these years indi-
cates the fundamental need for it.
The fact that those utilizing such
credit have steadily increased in
numbers and demands has not
quieted all of its crities, although
they are much less aggressive

than they were a few years ago. "

As 'late as 1938, Roger Babson
insisted that the case against in-
stalment buying by consumers
was “not only pecuniary, but also
spiritual. . . . The crime of instal-
ment selling is that it is causing
manufacturers, advertisers, mer-
chants, and consumers to go more
madly after material things to the
neglect of the things of the spirit.
One becomes addicted to instal-
ment buying as he would become
addicted to liquor or gambling or
any other vice. The entire prac-
tice is dangerous and vicious. . . ,
The instalment business is making
our citizens dishonest and unre-
liable” and so on.

Nowadays nearly evervone
thinks just the opposite of this
quotation from Babson. But, even
today, there are those who feel
that consumer credit destrovs tra-
ditional habits of thrift. and there
are still others who feel that con-
sumer credit accentuates the
swings of the business cycle.

Contribution of Consumer Credit
to a Higher Standard of Living
The great contribution of con-

sumer credit to g higner standard

of living for the American people
is generally admitted. It seems
indisputable that the automobile
industry could not have made its
unparatleled contribution to Amer-
ican strength and prosperity with-
out the aid of consumer credit.

Even 15 years after the first car

was made in this country (1908),

promoters regarded it as a passing

toy and would not finance it. As

Cleveland and Williamson put it,

“With the exception of some fi-

nanciers, the - banking business

was no more interested in the
automobile than in a subway to

China. The wise men of Wall

Street regarded cars as sports and

pleasure ‘vehicles, not as a new

form of public and commercial
transport.” In view of this atti-
tude, it is not surprising that it
was not until 1911 that the stock
of an automobile manufacturer
was first listed on the New York

Stock Exchange! Because of their

own capital problems, the manu-

facturers were in no position to
finance - dedlers -and purchasers.

They . had to have cash, and the

development of consumer credit

institutions was the-obvious solu-
tion.

These consumer ecredit institu-
tions: enabled us to secure sooner

‘than_otherwise would have been -
-possible inereased production- of-

durable consumer: goods:at lower
prices, which' created new -jobs
and raised the-standard of living
of all our people.. Such credit
more properly. should be called

constructive credit because it en-
abies, and encourages, consumers
to buy aurable goods which raise
thewr standard of living.

Consumer Credit Agencies Today

Today, our American consumer
credit agencies' provide adequate
financing for the greatest produc-
tion and aistribution of consumer
aurable goodas in all history. In
fact, -there is surprisingly keen
competition among the various
consumer credit agencies for this
business. Crowding the sales fi-
nance companies, which pioneered
in financing the sale of consumer
durable goods, are the banks
which "are aggressively seeking
this business. This, of course, is

quite a change from the earlier .
years of this century when bank-

ing was an extremely dignified
profession of great prestige, car-
ried on with an appropriate de-
gree of aloofness and frigidity in
surroundings of marble and ma-
hogany. As Hugh J. Bernard put
it before the Financial Public Re-
lations Association, the bankers
“are getting the marble out of the
features, the brass out of the
voice, and the glass out of the
eye.”

Such competition is desirable as
it guarantees that the public will
_be served ever more effectively
and always at lowest possible cost.

Consumer Credit Expands on the

Upward Swing of the Business

Cycle

Consumer credit totals in recent
,months, especially since the re-
moval of controls, have been at
record levels for all agencies. This
is to be expected, as consumer
credit expands with the upward
swing of the business cycle. High-
er wages, higher employment,
higher prices, and the expecta-
tions on these factors, all affect
the total of consumer credit. In
particular, fluctuations in income
and income expectation have had
a fundamental influence on con-
sumer credit totals in the past.
This has been partly because of
the changed psychology of cus-
tomers, but more largely because
of the changed attitude of credit
grantors.

Consumer Credit Contracts on the
Downward Swing of the Cycle
Consumer credit naturally con-

tracts on the downward swing of

the business cycle.. Just as in the
case of the increases, this is partly
due to the change in payrolls and

prices, but more largely due to a

change of psychology on the part

of customers and credit grantors.

It is this last danger that all agen-

cies in this field should immedi-

ately begin preparations to meet.

As a downturn in business is in-

evitable in the months ahead, they

should make their plans now so
that they can help offset it rather
than accentuate it. In particular,

a restrictive credit policy should

not be adopted because of lack of

confidenée in the future.

Some credit grantors, who
lacked experience, and lacked
plans for such a contingency, got
bad attacks of war jitters in 1942
and forced liquidation of their
outstandings at considerable loss
to themselves. They seemed to
forget that debt, the other name
of credit, is normal — not ab-
normal. For the sake of the en-
‘tire economy, any such panicky
reduction in volume must be
-avoided when business begins to
-slow up in the future. ,

Looking at the record of the
last serious drop in business ac-
tivity, we find that sales finance
volume in dollars in 1932 was only
38% of 1929, but by 1936 it had
exceeded the 1929'highs by 22.2%
for the national companies, -50.7%
for the regional, and 37.4% for the
local companies. - 2L

In physical terms, sales of con-
'sumer soft goods and some’ con-
-sumer -durable goods held up very
‘well - through 1931, and even the
decline' in 1932 was not drastic.
So, repayment of the credit - did
little to-intensify the deprgssion,

as physical volume showed - but
littie . aecline.

Consumer Credit’ Volume Should
Hold Up Better in the Coming
Downswing

Knowledge of what happened
in consumer credit in the early
’30s. ‘and better "knowledge of
trends in the entire economy
should enable credit grantors to
use their: facilities as a mighty
constructive force when business
begins to ‘'slacken next year.

OUne of the obvious things to do
is to tighten up operations all
along the line now, so that when
the need arises credit can be dras-
tically loosened. Stricter current
policies will permit a greater con-
tribution later when it may be
sorely needed.

Consumer credit grantors can
face the .future with real confi-
dence, for several reasons:

(1) Greater stability may be
expected in the economy in the
future than in the past. The Em-
ployment Act of 1946 commit the
government to do everything pos-
sible to prevent extreme swings
in business activity.

(2) Unemployment insurance
reserves- are very large and will
cushion the impact of unemploy-
ment. This, too, should make it
easier to maintain credit volume.

(3) Pension funds of one kina
and another, including Social Se-
curity, will further contribute to
stability in the future. For ex-
ample, by 1960, 9.2% of the Amer-
ican population will be 65, or
over, but instead of being depend-
ent on relatives and public char-
ity, as they generally were in the
past, they will have $10 billion
a year. to spend.

(4) Consumer credit volume
should continue at a high level
next year, despite the expected
downturn ' in business” activity
around the middle of the year,
because there will be great op-
portunities in financing air con-
ditioning, home modernization,
home freezers and television, espe-
cially in areas opened up by the
new stations., -

(5) Most important of all, more
and better knowledge of the tech-
niques and methods of maximum
consumer credit extension will
enable credit grantors to maintain
safely a volume that would have
been dangerous a few years ago.

These favorable factors should
give credit grantors such confi-
dence in the future that they will
not adopt credit and liquidation
policies which might so reduce
credit volume that the downward
swing would be intensified.

Consumer Credit is a Form of
Saving

Consumer credit contributes to
the political stability of our com-
petitive system of private enter-
prise by enabling, "fn fact, en-
couraging, wage-éarpers. to ac-
quire a worthwhile, stake in it.
Just as mortgage debt and home-
ownership have always been en-
couraged as contributing to social
responsibility and stability, the
acquisition of automobiles, 're-
frigerators and other consumer
durable goods should likewise be
encouraged as a stabilizing social
force. In addition, the disci-
plinary, character-building influ-
ence of the development of per-
sonal credit, and the regularity
of instalment payments has been
built into, and strengthens, the
everyday fabrics of American life.

As Professor Phelps of the Uni-

versity of Southern California -

puts it, “More and more generally,
the feeling today is that instal-
ment sales financing is not a mat-

‘ter of going .into debt, but a

process of organized saving, en-
abling the common man to acquire
capital.” In. fact, it is not toe

‘much to say that, as a;means-of
~promoting thrift in the-formref

acquisition - of actual-. .durable
goods, consumer credit hasgdo_ne
infinitely more- than all-the- wise

the past. In plain English, the
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user of consumer credit. just has
to be’ thrifty! His rate of saving
1s guaranteed by a legaily entorce~
abie coniract!

Long betore the current wide-
spreaa ‘use of consumer credit,
tue great Daniel Webster pro-
claimed, “Credit has done a thou-
sand times more to enrich man-
kind than all the gold mines in the
world. 1t has exalted labor, stim-
ulated manufacture ‘and . pushed
commerce over every sea!” This
is even ‘more true today than
when he uttered it.

The Future Coniribution of
Consumer Credit

Remarkable as the past con-
tribution of consumer credit has
been, little more than the surface
has been scratched. Although it
has become one of the most im-
portant areas in. the entire credit
structure, it will go on to new
heights. In fact, it must go on as
the entire economy is at stake, not
just consumer credit. y .

As is well known, our problems
in America is to get people to live
better, to consume the greatly in-
creased output which our econ-
omy must produce if it is not ‘to
break down. The future, there-
fore, largely depends on the ex-
tent to which you men in con-
sumer credit can develop methods
and policies to finance more and
more people for more and more
of the good things of life. If you
rise to this challenge, as you al-
ways have in the past, consumer
credit will prove to be our best
weapon against = unemployment

‘and business instability when cap-

ital expenditures by industry and
defense expenditures by govern-
.ment decline. So, continue and

“expand your good work! e

Arthur A. Green Joins"
Shearson, Hammill Co.

Arthur A. Green

(Special to Tae FINANCIAL CHRONICLE)

CHICAGO, Ill. — Arthur A
Green has become associated with
Shearson, Hammill & Co., 208
South La Salle Street. Mr. Green
was formerly with Union Secu-
rity Company and prior thereto
was manager of the trading de-
partment for Anderson, Plotz &
Co., Inc. for many years.

With George Elkins Co.

(Special to THE FINANCIAL CHRONICLE) )

BEVERLY HILLS, Calif—Harry
R. Portman has become connected.
with George Elkins Co., Beverly"
Drive at Santa Monica Boulevard:
Mr. Portman was previously with
Walston, Hoffman & Goodwin and
‘Morgan & Co. o

Davies Co. Adds

(Special to THE FINANCIAL CHRONICLE)
SAN FRANCISCO, Calif.—Nell.
‘A. Somes has been added to the
staff of Davies & Co., 425 Mont-
gomery Street, members of the.
New York and San Francisco:
Stock Exchanges. 4

Two With Inyv. Service

"(Speci:{(‘ !.o,'rsu: FINANCIAL CHRONICLE) 5
- DENVER,; Colo'— Laura L.
Kubin-and-J. C..Wolard-bave be-~;

.come zc_onnected.-‘with Investmeqt.
;sayings.-and copybodk maxims -of ~Service-Corporation, 444 Sherman .

Street.

1 L
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- World Currency Convertibility

[ ] ] fposed a year. after the outbreak - .
. comln but Sh“ . Pat OIf of war in Korea.  The need there
4 was for this step can now. be fully

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

Canadian Bank executive, though holding free and fuller
world convertibility of currencies is essential to freer and
fuller exchange of world commodities, points out, because of
inadequate gold reserves, unbalanced international payments,
and unequal distribution of world’s monetary gold supply,
restoration of converlibility “is long way off and international
trade will continue to be hampered by exchange restrictions
and discrimination.” Sees, hewever, improved developments
in many countries checking excessive money and credit sup-
plies, with inflation kept well in hand.

Arising from the unsatisfactory
condition into which world trade
and the world’s international bal-
ances of payments have fallen
largely on ac-
count of the
multifarious
restrictions
and controls
that have
been univers-
ally in force
since the end
of World War,
II, there has
been much
discussion of
late as to the
necessity of
endeavouring
to make all the
world's cur-
rencies unre- )
strictedly convertible and inter-
changeable. Few would quarrel
‘with the contention that freer and
fulle; world convertibility of cur-
rencies is essential for the freer
and fuller exchange of world com-
modities, but how it can be done
.is another matter,

3

The free convertibility of:any
currency is dependent on the con-
fidence piaced in it and that con-
fidence in turn ‘depends on the
adequacy of the gold reserves by
which the currency is backed.
‘With the exception of Canada and
the United States, extremely few
countries’ gold reserves can today
be ‘considered ample enough to
permit undertaking the risks at-
tached to a free exchange market,
and the question is how and from’
V\(here are the large gold defi-
ciencies, obstructing convertibil-
ity, to be met.

_For many years world produc-
tion of gold has been falling off
and, moreover, by far the major
part of what has been produced
in recent times has been finding
its way into private hands, largely
for hoarding, and  into industry
and not into the world’s mone-
tary reserves. As much as 85%
of the world’s 1951 output, ex-
cluding Russia’s, is said to have
been swallowed up in this way.
Mankind prefers the security of
gold to the insecurity of the cur-
rencies that lack it and for years
has been purchasing enormous
quantities of the precious metal
at black market prices much in
excess ‘of the fixed one.

H. A, Stevenson

" World’s Gold Reserve Stationary

While postwar inflation has
vastly increased world volume of
Paper currencies, world volume of
rold reserves has remained more
or less stationary, and there is
now a relative world gold defi-
clency. This position, from the
viewpoint of the gold hungry
countries, looks none the better
for the fact that, of existing world
reserves, approximately 70% is in
the United States and likely to re-
Inain there. Under these circum-
stances, it would seem that the
worldwide inconvertible currency
Droblem cannot be fully. solved
unless either an extremely strong
impetus is given to gold produc-
t}on and that production effec-
tively protected againet fndnstrial
erd private raids, or unless some
*From an address by Mr. Stevenson

to  Shareholders of ~Barclays Bank
(Canada), Montreal, Can., Nov. 18, 19aSn2.
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plan can be devised whereby,
apart from the force of trade, the
existing world stock of monetary
gold can be redistributed to the
better advantage of the gold de-
ficient countries.

Much greater production re-
quires the incentive of a higher

4 price for the metal, and although
. this would have the joint effect of
increasing supplies and reducing

black market depredations on
them at the same time, there is

i powerful opposition to it in the
# United States where the currency

devaluating consequences are
feared, and naturally so. In view
of this and of the difficulty in
conceiving any plan for the vol-
untary redistribution of present
stocks that would not also offend
the economic nationalism of the
United States, it seems as if
worldwide free convertibility of
currencies is a long way off and
that international trade will con-
tinue to be hampered by and to
suffer from exchange controls re-
striction and diserimination. This
is all to the bad.

During the past two' years por-
tentious economic changes have
been taking place in many over-
seas countries. Not only in West-
ern Europe but in other parts of
the globe industrial production
has made great strides and is now
contributing to the world output
in a heavy way. Each country still
has its- own economic problems
but, generally speaking, produc-
tion as such is np longer one of the
most critical. In some instances
thq growth of cutput has been
striking, with volume . running
greatly in excess of what it was
a year or two ago, and by com-
parison with prewar years it is
still more impressive.

One of the normal consequences
of this industrial acceleration in
overseas countries is that they
have been exchanging goods with
one another on an increasing scale
and, in the process, have become
much more competitive with
Canada and the dollar area.

Over and above this, there is
another very. important: develop-
ment to be noticed and that is
that, thanks mainly to sound in-
ternal money policies designed to
check' excessive money and credit
supplies, inflation in' many coun-
tries has been kept well in hand.

For some considerable time
now, world prices of many com-
modities have been on the decline
to such an extent and with such
steadiness as to indicate that, de-
spite the drain of military re-
quirements, world supply has
come much more into line with
current world demand. The pendu-
lum of prices has been swinging
in reverse so decidedly as to sug-
gest that the long postwar infla-
tion has been more than just
checked and that deflation may
be quietly afoot. ' :

World Price Conditions

World price conditions are our
price conditions and the changes
that have been taking place over-
seas, and also— and most impor-

tartlv—in the Urited States; have -
had their inevitable effect on our -

own price structure. Indications
of 1.ts impending descent became
noticeable some few months be-
tore our Government, in May last,

. The

lifted the anti-inflationary mone-

-tary fiscal and .credit. restriction

measures “which. had -been im-

appreciated, . for, in -spite of it,
commodity prices have, with some

few exceptions, continued to- fall..

generally and almost uninterrupt-
edly ever since. Some idea of the:

extent of this movement can, be :
gleaned from the official geperal -
index of wholesale prices, which,.

in August, showed a decline of

8.1% from its apex a.year or so-
ago. Most groups of commodities ™
joined in the fall with varying de-""

grees of severity and, simulfan-
eously, the cost of living index
fell 26% during the mentioned’
period. L

There is small doubt that we.
have been undergoing a levelling

out process. Tangible evidence of .
this is not lacking. Money sup-"

plies have been fast tightening,

_with cash in stronger demand for,
amongst other purposes, the car-
_rying of large inventories built up

at high prices and which have
become less. easy to unload. In
many instances corporation earn-
ings and profits under the joint
handicaps of rising labor costs and
high taxation have not been as
remunerative as in the previous
year and dividends on the whole
have not been quite so well cov-
ered. Stock market- prices- have
moved in sympathy with this and,
with occasional reactionary spurts,
have been sagging slowly ‘for
many months and today’s price
Jdist compares -very unfavorably
with the one of a year ago. Fur-
thermore, the Goyernment’s hard
money policy has steadily raised
the interest yields on Government
bonds and the prices of middle
term and long-term maturities
have suffered particularly, Indus-
trial bonds and other first class
investment securities have come
under this influence and followed
the trend to lower cost and higher
yield. Real estate values . have
also shown a tendency to recede
from previous high levels. Coin-
cident with these movements, the
Government budgetary surplus for
the first half of the fiscal year
suffered a heavy contraction by
comparison with that of a year
ago.

This data is enough in itself to
demonstrate that a marked reces-

-sion from the high price levels of

a year ago has been - in progress
and, on. the face of it and -inas-
much as downward price - trends
always and very naturally create
apprehension, it is not a pleasing
thing to see. We can, however,
get some relief from the fact that
the price retreat has been slow

-and orderly and in no way violent

and up to the present, thanks'to'

the resiliency and adaptability of -

our economic structure, has not
unfavorably affected employment
or seriously disturbed our pros-
perity and welfare.

New York Stock Exch.
Weekly Firm Changes

The New York Stock Exchange
has announced the following firm
changes: Fox, O'Hara & Co. will
be dissolved on November 29.

Andrew J. Howard will retire
from partnership in J. J. B. Hil-
liard & Son November 30.

Charles W. Eaton withdrew
from Shields & Company on Nov.
15.

Transfer of the\ Exchange mem-
bership- of the late William S.

Sagar to Albert Rothenberg will .

_be considered: by the Exchange
on November 26.

Transfer of the Exchange mem-
‘bership of the late William S.
Hernon to Judson S. Smith will be
considered on Nov. 26.

With Waddell & Reed

(Special to THE FINANCIAL CHRONICLE)
BEVERLY Hills, Calif.—Nettie
E. Moore has become connected
with- Waddell & Reed, Inc., 8943
Wilshire Boulevard.
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. Predicts Spectacular Upirend in Business

Addressing the Annual Finance
Canference -of the American: Man=
agement Association in' New York
City on Nov.-19, Murray Shields,

y Vice - Presi-
~dent and

Economist: of

the Bank of

the Manhattan

-.only - forecasts
- “generally
good busi-

ness” for the

next several
months, but
predicted over
the long term

larly upward”
veaona o f
growth., de-

g - claring, “there
is now -no reason for auyone e
entertaip for-one- moment any o’

Murray Shields

-thdse curious notions of economic

maturity ~and ‘stagnation -which

.were so popular in the ’thirties.”

The risk ‘of depression, although
present, Mr. Shields stated, does
not seem to be imminent, and

there is still time for govern-

ment to organize an adequate de-

-fense against it. He urged the in-
‘coming Administration to-“attack
‘the problem aggressively and

promptly,” adding: “The series of
booms we have already experi-
‘enced has lasted to long, the in-
flation has been so intense, debt
has' risen so fast and so far, we
-are so dependent on artificial eco-
nomic stimuli, and there are so
many signs of maladjustment here
and abroad that we dare not rule
out of all consideration the pos-
sibility of a depression severe
enough to justify careful planning
and programming.”

Barring an increase in interna-
tional tensions or all-out war, Mr.
Shieldg said, the United States
may expect, in time, these. “sig-
niticant readjustments’:

(1) A pause in new plant con-
struction while demand grows up
to present or prospective over-
capacity in some lines,

(2) A shift of demand for dur-
able goods from private to public
sources as private expenditures

for plant facilities are reduced

and as public outlays for schools,
hospitals, roads, ete. are expanded,

(3) A shift of emphasis in busi-
ness capital expenditures from the
expansion of capacity to the im-

.provement of existing capacity to

increase efficiency,
(4) A shift from sellers’ to buy-
ers’ markets in many consumers’

..Company, :not -

~.a “spectacn- .

-~ Murray Shields, Vice-President of the Bank of the Manhattan - s
~.. . Company, says risk of depression does not seem imminent, and:: v
: there is time ‘for adequate defense against it.

economic stimuli have exhausted
themselves. And we must be very -
careful to prevent :a reyivali of
confidence from developing into
an ‘overconfidence boom.” {
“(2) .We shoutd p.epare our de-
fenise against depression . . , take
whatever is sound from the New -
Deal’s - anti-depression” program,
strengthen it by introducing:some
more time - tested devices; and
adapt it to our new situation so

‘that our people can have confi-

dence that we will not, in trying
to save ourselves from depres-
sion, undermine the soundness of
our money and wreck the econ-
omy in a really wild inflation, and
..“(3) We must devise govern-
ment policies which will insure
that the full potentialities for eco-
nomic growth involved in the re-
'surgence of technology will be
fully used in helping to carry us
quickly out of a depression if one
does develop . . . provide addi-
tional incentives to saving ... re-
cast our tax system so as to
provide new and more powerful
incentives to investment . . . and
remove the threat that action by
government regulatory agencies
or abuse of their power by the
labor unions can bhe a drag on
progress.”

Mr. Shields expressed confi-
dence that the new Administra-
tion would give a “new look” to
the business outlook and usher in
a “new era of good feeling in
which relations between' govern-
ment, business, labor, farming, and
finance will be far more propi-
tious than they have been for
many years past.” Under the Ei-
senhower Administration, he pre-
dicted, “Confidence will be sub-

‘stituted for inflation as the chief

stimulative factor in the econ-
omy”; prices will be more stable,
with less danger of extreme in=-
flation or deflation; the economic
climate will be generally more
favorable; and government poli-
cies will be “designed to facili-
tate the great economic growth
made possible by the surge up-
ward in medical, agricultural, in=
dustrial, metallurgical, and man-
agement technologies.”

Thomas J. Euper Joins
Rkin-Lambert Co,

goods lines where backlogs have

heen exhausted,

(5) A reduction in the rate of

‘marriages and, therefore, in the
“new family” demand for homes,
‘housing equipment, and automo-
biles, !

(6) A slackening in the pace of
.consumer  purchases while many
families reduce their debts and
build up a larger equity position
in the homes they ‘have bought
recently,

(7) A reduction in our exports
as European and Japanese pro-
ducers compete with us more ag-
gressively- for markets,

(8) A shift from conditions of
acute shortage to oversupply in
many basic raw materials, and

(9) A critical phase in manage-
ment-labor relations when many
companies may not be able to pay
the annual rounds of wage in-
.creases which the union leaders
apparently “cannot afford not to
have.” )

Mr. Shields called for three lines
of attack on these problems:

_ (1) We must devise means by
which we can so strengthen our
economy during the months of
good business which lie ahead as
to reduce the threat of economic
setback when some of the present

Thomas J. Euper

(Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, Calif.—Thomas
J. Euper has become associated
with - Akin-Lambert Co. Inc., 639
South La Salle Street, members
of the Los Angeles and San Fran-
cisco Stock Exchanges. Mr. Euper
was formerly in the trading de-
partment of Dempsey-Tegeler &
Co. 'and prior thereto was an of-
ficer of Edgerton, Wykoff & Co.

Taylor Joins Hill Richards

(Special to THE FINANCIAL CHRONICLE)

SAN FRANCISCO, Calif. —
Philip B. Taylor has joined the
staff of Hill Richards & Co., 155
Montgomery Street, members of

“the San Francisco and Los An-

geles. Stock Exchanges. Mr. Tay-
Jor was formerly with Hannaford
& Talbot and Walter C. Gorey Co.
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Predicis Lower Stock Prices : -

" Arnold Bernhard of Value Line Survey says Dow-Jones
Average will decline to 220 in next two years, and. thereafter
double by 1960. Bases current bearishness on declining world
commodity prices, fewer prospective family formations, and
recent anticipatory investment in new capital and equipment.

Arnold Bernhard, founder and
editor of the Value Line Invest-
. ment Survey and President of the
Value Line Funds in an address
before an
open meeting
- at the Com-
-mercial Club
in San Fran-
cisco on Nov.
10 . predicted
the Do w-
Jones. indus-
trial stock av-
erage would
drop to about
<220 .in- the
next two
years and
then rise to
440 by 1960,
“Any conclu-
sion, or prob-
ability, is based on certain hy-
potheses, of- course,” said Mr.
Bernhard. He stated that, while
“he forecasts on the basis of his-
torical reaction to certain stim-
uli, he makes no claim to
omniscience for himself or Value
Line.

- Mr, Bernhard assumes there
will -be some slack in our econ-
omy after 1953. Unemployment
may rise to 6%, he estimated.
-And both corporate earnings and
-dividend distributions are likely
to decline, His indication is that
earnings may skid 30%, dividends
somewhat less, and the Dow-Jones
Industrial stock average maybe
20%. He declared that there is
only a one in 20 chance that the
average will exceed ifs 1952 high
of 280 in the next two_or three
years—on the badsis of probably
earnings and dividends.

Outlining the reasons why he is
bearjsh. .about the shorter-term
market outlook, Mr.- Bernhard
pointed out that commodity prices
-are declining in world markets.
Usually that prompts people to
-postpone buying. Fewer family
formations in the 1932 depression
.indicate fewer family formations
in the coming few years, too. That
.can affect conswunption. And we
have witnessed much anticipatory
. investment : in"-new  capital and
equipment in recent years. This
‘resulted from the  stimulus of
Korea, and the “irrational” excess
profits tax.

EPT Factor

There is one thing that may
alter this picture of recession, he
said. That would be an end to the
excess profits tax. It is due to ex-
pire next June 30 but he doubted
- that it would be-allowed to die,
even though the philosophy of
the Eisenhower
favors its end. For a balanced
budget to combat inflation is a
“first” consideration.. So he pre-
dicted the excess profits tax will
be modified, not killed.

The long-term outlook for a
Dow-Jones industrial stock aver-
age at 440 is based on “probab]-
ities” of gross national product cf
$425 billion by 1963. That’s basz=d
on projections of 20 million in-
crease in population, a 2% %
yearly rise in worker productiv-
ity, a 39-hour “average” work
. week, and near full employment,
Such a gross national product
would indicate dividends of $25
a share on the Dow-Jones Indus-
trial stock -average. Capitalized
on a 5.6% basis, you come up'with
- the 440 stock-price average.

Arnold Bernhard *

Defensive Issues for Short-Term

For the short-term, Mr. Bern-
hard recommended defensive
shares. He mentioned electric
.utilities natural gas, food, chew-
ing gum, baking stocks and Coca-
Cola as examples. “Prince and
pauper” industries like automo-

Administrat’on -

biles, steel and machine tools are
vulnerable.

Mr Bernhard explained to the
group of over 300 West Coast in-
vestors that the Value Line Sur-
vey is strictly a statistical com-
putation. Its objective is to corre-
late earnings, dividends and. the
curve of stock prices on a mathe-
matical basis. Variations from the
average can then be detected hy
comparison. Behind the Value
Line Survey are some 30 analysts,
each a specialist in. one or more
industries, who are charged with

4 projecting earnings and dividends,
_company by company. “Since no-

body can project with absolute

"accuracy, it is obvious that the

best of analyses miss on occasion.
And for that reason the founda-
tion of sound investment is diver-
sification because this is a game
of probability, And it is a prob-
ability that is determined with-
out benefit of any emotionalism,”
Mr. Bernhard concluded.

Robert Nicoud With
First National Bank

DALLAS, Texas — Robert M.
Nicoud 1is associated with the
First National Bank in Dallas,
1401 Main Street. Mr. Nicoud, a
native of Dallas, came to the
Bank upon graduation from
Southern Methodist = University,
where he received a degree of
Bachelor of Business Administra-
tion, majoring in banking: and

finance,

‘ Bucce!loAdv.\ Mgr. |

0f Bank of America

SAN FRANCISCO, Cal—Henry
L. Buccello has been. appointed
Advertising Manager of the Bank
of America, according to an an-
nouncement by Carl F. Wente,
President. Mr. Buccello' succeeds
L. E. Townsend who recently

‘retired.

John W. Bair With
H. M. Bylleshy Co.

John W, Bair has become asso-
ciated with H. M. Byllesby and
Company, Incorporated, as head
of their New York Trading de-
partment. = The firm also an-
nounces the removal of the New
York office to 33 Wall Street,

Guardian Chemical &

Batkin Co. Preview

Guardian Chemical Corporation
and Batkins & Co., 30 Broad
Street, New York City, were hosts
at a cocktail party on Nov. 20, at
which Alfred R. Globus, inventor
of the process, discussed . the
chemical composition of “Clor-
pactin.” This new composition was
developed for use against tuber-
culosis, tetanus and other disease
organisms, and has as well, numer-
ous industrial and consumer ap-
plications. About 200 dealers at-
tended the meeting.

Goodbody Adds to Staff
(Speeial to THE FINANCIAL CHRONICLE)
SARASOTA, Fla.—Murray C.
Mathews is now associated with
Goodbody & Co., 203 South Palm
Avenue,

Join Renyx, Field
(Special to Tee FINANCIAL CHRONICLE)
NEW-ORLEANS, La.—Keith C.
Cassell and Robert: E. Hepinstall
are now with Renyx, Field & Co.,
Inc. ,
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‘Trade; Finance and

By D. F. HEATHERINGTON *

Balance of Payments

. _Director, European Division
National Foreign Trade Council, Inc.

Mr. Heatherington explains the Balance of Payments covncept,

and holds,

throughout much of the world, the difficult situation

today is due to capital shortage and not dollar shortage. Dis-
cusses current balance-of-payments problems and finds foreign

countries lately have been able

to add to their dollar reserves.

- Foresees appreciable reduction in U, S, foreign aid, but a near-
term prospect for upturn in dollar demand. From a long-term
viewpoint, says there may be expected a continued increase in
commercial dollar supply, but concludes dollar demand will

continue heavy for a long time.

Only within relatively recent
memory has the balance of pay-
ments been elevated {rom the
role of an economic statistician’s

o hobby+horse

gy to that of an

‘accepted

guide to a

country’s po=-

sition exter~

nally. At the

first. of these

annual Na-

tional Foreign

Trade Con-

ventions: in

what now

~seems the
rather remote

world of 1914,

the balance of

payments as

-such was men-
tioned not more than two or three
times and then only in passing.
Again; in 1925, 20 years later, there
were three references and a few
vague allusions. By 1935 the total
had jumped to eight, and by 1951
to at least 15. If not yet a common

D. F. Heatherington

_household ‘term, the -balance of

payments has become virtually
that in the chancellories and par-
liamentary assemblies of many
nations. L

To my mind it is not a coinci-
dence that in the deliberations of
early National Foreign Trade
Conventions as little attention was
then given to the broad question
of foreign economic policy as was
devoted to the' balance of pay-
ments. The two go together, In
these days when we must neces-
sarily and increasingly consider
matters in terms of the whole
rather than merely the isolated
parts, foreign economic policy
and the balance of payments rep-
regent inter-related approaches to
the same basic issues. The bal-
ance of payments both acutely re-
flects the actions that flow from
policy and simultaneously raises
questions ' for future policy  con-
sideration. Nor should we forget
that there is a continuing vital
link between the balance of pay-
ments and domestic economic pol-~
icy. The classic statement on this
subject was made slightly more
than-a year ago by the Governor
of the Bank of England when he
asked: “Is it clearly enough un-
derstood that internal policy and
balance - of - payments policy are
all part of the same story; that
surplus or deficit in the balance
of payments is in the end mainly
governed by how we manage our
affairs at. home.” Although his
remarks were addressed primar-
ily to the situation in the United
Kingdom, the statement-— which
may well sum up one of the major
reasons for Britain’s persistent
posiwar . difficulties — the state-
ment contains even wider impli-
cations.

To regard the balance of pay-

.ments as dead, dull history or the

exclusive property of the abstract
theorist and the financial analyst
is, from the standpoint of policy,
not only wrong but most unfor-
tunate. Granted that insofar as
the strictly mechanical features of

*An address by Mr. Heatherington be-
fore the International Finance Session cf
the 39th National Foreign Trade Conven-
tion, New York City, Nov. 17, 1952,

the balance of payments, its con-
struction and.to a lesser extent
its {ull interpretation are con-
cerned, the task is one for the
technician. But this in no way
detracts from the broad signifi-
cance of the balance of payments,
and what is behind it, to every in-
dividual, particularly to those of
the foreign trade community.

The Balance of Payment Concept

Viewed statistically, the balance
of payments may be considered
in the field of external transac-
tions as roughly the national
equivalent of a firm’s income and
expenditure record. I say “rough-
ly,” since I am reminded that for
fairly obvious reasons the balance
of payments statement is com-
posed in part of informed esti-
mates and ordinarily also includes
an entry reading “errors and omis-
sions.” In this respect, it perhaps
more nearly corresponds to our
own personal or household ac-
counts. But just as for the firm
in its summary record, every act
and action "bearing on external
relations come to final focus in
the balance of payments.

I have dealt at this considerable
length with what to you must
seem elementary concepts for two
reasons: First, because I feel that
we are all too prone to overlook
the whole in our immediate con-
cern . for the parts, and thereby
fail to trace back to source causes;
secondly, having -established that
the balance of payments is nei-
ther abstract, fortuitous or con-
trived, it is possible to consider

-in brief some of the forces which

in the recent past have affected
our balance of payments and to
take a look at what may be ahead.
Before - doing so, however, let
me for sake of clarity emphasize
one fact which already has lent
itself to misinterpretation. As a
convenience we often speak of “fi-
nancing the surplus” or “financ-
ing the deficit” and present the
figures in this form, “Surplus” or
“deficit” here represent the dif-
ference between dollars made
available to foreign countries
through normal commercial op-
erations, such as the purchase of
goods and services, and the
amount of dollars utilized by for-
eign countries for similar pur-
poses. Clearly, neither the sur-
plus nor the deficit could arise
unless the means of financing
were also available, whether the
means be exchange reserves, loans
and credits, or investment capi-
tal. Ordinarily, the decision to
extend loans and credits or to in-
vest is taken before the surplus
is created, not after, and is a vol-
untary act. On occasion, however,
as some of you with unpaid ac-
counts or frozen balances have
good reason to know, the exten-
sion of credit is quite involuntary.
But, generally speaking, loans,
credits, grants and investments
are made without reference to
existence of a surplus and con-
tribute to bringing about a sur-
plus rather than the reverse:

Loans are Not for Excess
Production Disposal
- At various times the United
States has been accused, even by

(2035) 23

certain of'its friends, of lending
and granting dollar funds for the
sole purpose of disposing of its
excess production. While it is true
that provisions have been inserted
in legislative measures requiring
a specified portion of aid funds
be used to buy enumerated items
—and I shall not go into the pros
and cons_of ‘these acts, the great
bulk of dollar grants and dollar

- credits have been provided for
,reasons, wise or unwise, entirely

apart from the marketability of

-domestic production. Actually, the

worry in Congress and among the

‘consuming public at times has

been corcentrated on whether
shortages might be createq here
‘through placement of too much
purchasing power in the hands of
foreign buyers. '

Turning to the factors supplying
dollars abroad, it may be observed.
that annually with but a singla
exception from 1946 through 1951
there was a substantial increase in
the amount of commercial or trade
dollars provided foreign countries.
Between 1946 and 1951 the total
thus made" available more than
doubled, rising from $7.7 billion
to $15.5 billion. The one off-year
was 1949 which registered 3 de-
cline of around $900 million from
1948. - Despite this drop the 1949 -
outlay exceeded that of 1947 by
more than $1 billion. Comparing
1951 with . the 1936-38 average,
slightly more than four times as
many dollars were commercially
supplied as in these earlier years,
and approximately three times
more than in the boom days of
1927-29. Part of this expansion:
obviously reflects higher unit
prices, but the net gain to foreign
countries is still impressive after
discounting for the decreased pur-
chasing power of the dollar, Much
has been made of the failure .of
the United States to enlarge ils
volume of merchandise imports {3
the degree the higher level of nz-
tional income would seem.to war-
rant. Without, for the moment,
In any way expressing an opinioa
on this contention, it is neverthc-
less evident from comparative
price indices that the amount of
commercial dollars made avail-
able in 1951 were sufficient over~
all to permit foreign countries to
purchase twice the quantity of
goods and services as were bought
in the years 1936-38, :

The greater share of the dollars
supplied, of course, have repre=-
sented payments for merchandise
imports. From one-fourth to one-
third, however, have been for the
so-called “invisibles”—transporta-
tion, travel, interest and dividends,
personal gifts and remittances, and
miscellaneous services. With the
exception of personal gifts and re-
mittances, each of these has reg-
istered a relatively small but still
important rise since 1946. To give
some idea of the magnitudes in-
volved, in 1951 around $900 mil-
lion was spent for transport serv-
ices, $70 million on travel, $400
million for interest and dividends,
$400 million in personal remit-
tances, and $1.4 billion for mis-
cellaneous services, including con-
struction work overseas.

To these commercial dollais
may be added the amounts pii-
vately invested abroad whicia
have averaged nearly $1 billion a
year. Thus, annually, from 1447
on, more than $10 billion have
been put at the disposal of foreign
economies .through the normal
channels of purchases or privaie
investment. Under ordinary con-
ditions, therefore, the dollars
flowing abroad on a commercial
basis should have been adequuie
to cover requirements. This is nut
to say that such expenditures aa.l
investments might not well hava
been even greater had circuin-
stances allowed. Yet, it is intco-
esting to observe that by and largs
the sums expended, both befcrz
and after price corrections, ex-
ceeded the general run of esil-
mates made immediately followir:,}
the war. Taking 1951 as an ex-

Continued on page 49
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New Orleans Exchange
Gets Slate for 1983

NEW ORLEANS, La.—John B.
Shober, Woolfolk & Shober, has
been nominated for President of
the New Orleans Stock Exchange,
according to
an announce-
ment made by
Jesse W. At-
kinson, Secre-
tary of the
Exchange,
Mr. Shober
had previous-
lyserved as
Vice-Presi-
dent and
member of
the Board of
Governors, He
will succeed
Macrery B,
Wheeler,
Wheeler &
Woolfolk, Inc., who this year com-
pletes two years’ service as Presi-
dent. Erwin R. Schweickhardt,
Schweickhardt & Company, and
Walter D. Kingston, W. D. Kings-
ton & Co., have been nominated
for Vice-President and 'I'reasu er,
respectively. Nominated to the
Board of Governors are: Russell
Clark, Merrill Lynch, Pierce, Fen-
ner & Beane; Larz E. Jones;
George H. Nusloch, Nusloch,
Baudean & Smith; ard Macrary
B. Wheeler, :

The Nominating Committee,
composed of Larz E. Jones as
Chairman, Ernest. C, Villere, St.
Denis J. Villere & Co., and Robert
R._ Wolfe, reported the nomina-
tions to the Exchange and the
candidates will be voted on by the
membership at the Annual Meet-
ing on Deec. 1.

In past years nomination has
been equivalent to election.

Joins Edgerton, Wykoff

(Special to THE FINANCIAL CHKONiCLE)
LOS ANGELES, Calif, — Eli
Goulden is now with Edgerton,
Wykoff & Co., 618 South Spring
Street. He was previously with
Morton Seidel & Co.

With Inv. Secs. Co.

(Special to THE FINANCIAL CHRONICLE)
PASADENA, Calif.—Geroge W.
Woerner is with Investment Secu-
rities Company of California, 880
East Colorado Street.

John B, Shober

U. S. TREASURY
STATE

and

MUNICIPAL
~ SECURITIES

AUBREY G. LANSTON
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NYSE Would Reduce Membership

Our Reporter on Governments

By JOHN T. CHIPPENDALE, JR.

The market for Treasury obligations continues to back and
fill within the trading area that has been able to contain these
fluctuations in the recent past. It is a thin and to a very con_sxd-
erable extent a professional market, which means that quotations
can still be moved rather readily in both directions. 'The short-
term sector seems to have a bit larger following, 'whlch may he
accounted for in part by the fairly heavy tax switches that are
being made. The longer-term obligations, according to reports,
have been somewhat on the inactive side because buyers have not
been inclined to do more than a small amount of spot buying here
and there in order to fill out maturities. The approaching ellgl-
bility of more than $6,000,000,000 of the restricted bonds consist-
ing of the 2%s due 12/15/63-68, (eligible 12/1/52), and _the 2Yss
of 12/15/59-62 (eligible 12/15/52), has brought some anticipatory
buying into these two obligations. The substantial addition that
will be made to the eligible list shortly has, on the other hand,
tended to hold back some of the buying that has been around for
the bank bonds.

Uncertainty Pervades Money Market

A fair amount of confusion and uncertainty continue to shroud
the money markets, so that price movements are still follow1‘ng
the pattern that has been in vogue for sometime now. The in-
terim period before the new Administration takes over is not
going to be conducive to important developments in the govern-
ment market, according to many money market followers. Demand
for funds is strong and there are no indications yet of a let-down
in this competition. Accordingly, it is believed the various loan-
ing institutions are not likely to be showing more than the same
passing interest in Treasury obligations for some time to come.
To be sure, the thinness of the market makes quotations suscep-
tible to sharp but limited movements in both directions, and no
sustained breakout from the trading range is looked for until
there is clarification of some of the uncertainties that are over-
hanging the money markets.

Diminishing Role for Federal?

One of the important points of concern in the money markets
is what will happen when the Republican Administration takes
over the reins shortly after the turn of the year. Rumors and
reports as to what will take place, such as higher money rates,
less Federal Reserve :participation in the market, especially dur-
ing refunding operations; the Central Government competing for

funds in the market with other borrowers presumably at increased .

rates, and the funding of the short-term debt into longer-term
obligations are some of the things that are confounding the money
market at this time. To be sure, there is no immediate answer to
these possible happenings butthere are not a few in the financial
district who are inclined to believe that the changes that will take
place are not likely to be as earth shaking as some are apparently
in the mood to make them. 3

Mr. Humphrey Must Mark Time

1t is being pointed out that. it will take some time before the
new Secretary of the Treasury, Mr. Humphrey, will be in a posi-
tion to make important changes in policy, probably not much be-
fore the end of the current fiscal year. This would seem to indi-
cate that the February certificates would be rolled over, although
there might be a split offering so that some of the matufing obli-
gations could be turned into longer term issues. The June 1 matu-
rity of certificates might be the obligation that the new Secretary
of the Treasury will. use for the longer-term refunding operation
which is being talked about now, On the other hand, who can
tell whether economic conditions at that time will be such that the

Treasury will ‘want to carry out long-term refunding operations

that mightiinyolve a change in ownership of ‘securities with the
attendantimpact. upon the economy as a whole.

LY G )

_"Economic Factors Will_.Govern Policy

Despite all the talk about what might take place in the mohey
markets in 1953, many followers of the government bond market
believe that the program that will be adopted will be dépendent
largely upon-such factors-as:the level ‘of business activity, the

international situation, the trend of commodity. prices and ‘the ‘gen~

eral employment :situation. A managed money  market: will be
used, in_the opinion of many, to.influence the economy in’the
future, much as: it has been in the past.: The fiscal-position of the

- Treasury and the ‘budget -will-also-be-important -factors: that will -
have a direct bearing upon what the new. AMini;tration will do -

in' the money markets.

As to whether or not the: Federal Reserve banks ‘will be less .

active in government bond market, this is open to considerable
question. .If a refunding operation ‘were ‘not- to" be 'given - some
assistance by the Central Banks when needed :there could be de-

velopments that might work against -what the Treasury would be -
+irying to accomplish. Sucha turn of events could have an unfavor-
~dble effétt upon the money markets and the economy as a whole.
Howevpr;:j;here appears to be little question in the minds of many
‘mongy, market operators but what the Federal Reserve banks will

be in there giving help to refundings as well as-other undertaking
of t\he 3'.1,‘;e§s‘ury if there should be need for such-aid.. .. i

G. Keith Funston, President

of the  Exchange, announces

decision of Board of Governors to retire a maximum .of
50 memberships. Proposal subject to approval of majority
of present members.

G. Keith Funston, President of
the New York Stock Exchange,
announced that the Board of
Governors, at its meeting on Nov.
20, approved
proposed

-amendments
-to the Consti~
-tution which,

if adopted by
the member-
ship, would
provide for
theretirement
of a maximum
of 50 mem-
berships and
would become
effective Jan.
1, 1953,

The Board’s
decision was
based on the recommendations of
a Special Committee appointed
on May 22, 1952.

This Committee unanimously
concluded that the retirement of
a limited number of memberships
is desirable. The Committee was
guided by the belief that only
through.the actual operation of a
seat retirement plan can a con-
troversial subject finally be re-
solved insofar as it concerns the
welfare and best interests of the
Exchange and the membership.

The amendments provide for
the retirement of not more than
50 memberships within a period
of five years at a price not to

G. Keith Funston

exceed $45,000 each; the program
will be financed by (1) the use
of $1,000,000 in initiation fees re-
ceived by the Exchange from
members elected during the five-
year period, plus (2) an annual
contribution of $180 from - each
member, payable quarterly, con-
tinuing through “the  five-year
period or for such shorter period
as may be required to complete

§ the program.

Under the amendments,- a- pro
rata increase in dues and assess-
ments for the Gratuity Fund

-would be made to offset the loss

of contributions from . retired
memberships.

The proposed amendments, if
approved, will be administered by
a rotating Committee consisting
of four members of the Board of
Governors who are members of
the Exchange and one member
of the Board who is an- allied
member. This Committee will
report to the Board on its activi-
ties at least once a month.

To become effective the amend-
ments must be approved by a
majority of at least 688 members.
Balloting will continue through
Thursday, Dec. 4.

William E. Hutton was Chair-
man of the Special Committee
which made: the. recommendations
to the Board. Other members of
the Committee included J. Mar-
shall. Booker, James Crane Kel-
logg, III, Otto A. Schreiber and
Harold W. Scott.

Business Cycle Has

‘Not Been-Repealed!

Donald B. Woodward; Vice-President for Research of the

Mutual Life Insurance Co. of

N. Y. tells controllers, despite

.upward pressure of population and scientific techniques, along

-with “superhuman skill” of government, fluctuations in-busi--

ness may be mollified, but not avoided. Says present boom may
be soon interrupted.

Addressing the New York City
Control of the Controllers Insti-
tute in New York City on Nov.
19, Donald B. Woodward, Vice-

President in

charge of Re-

search of the

Mutual Life

Insurance

Company of

New York

contended

that the pres-
ent boom “has
gone on longer
and reached
greater
heights than
‘-any previous
boom.. There
are soft spots
in the present
situation. So
time -is the enemy: of -the -boom.”
He predicted that unless: past’ ex-
perience is irrelevant, some:inter-
ruption in the present: business
boom will-occur: before:long..
... However, the continued stabil-
ity ‘of the American economy’ is
enormously’ important both at
home and abroad;" Mr. Woodward

Donald B. Woodward

stated.. “Some: among. us, argue
that: the business ‘cyele: has been’

substantially --abolished,”. he. de-

- clared.” "“They: hold that. while

business. and: employment: fluctu-
ated widely in  the- past, future

fluctuations are unlikely—at least
beyond. small ripples. This view
finds strong. support. in the devo-
tion of government to the cause

‘of stability, evidenced by the

Employment Act of 1946 and Gen-
eral Eisenhower’s campaign
pledges. 1t finds strong support in
the scientific . revolution and .in
the growth and expanding needs

of the ., population.: Such- forces

are powerful and they compel at-
tention. But to conclude that they
make significant business fluc-
tuations ‘impossible -in “‘the  future
requires some very big.-assump-
tions.

“To prevent a downturn, the
upward pressure of population
and scientific revolution must be
not only powerful but constant.
The power of government must
not only be devoted but must
also be used with superhuman
skill. Needs must be readily con-
verted into effective demand. One
must also assume that the forces
for instability stressed by the
textbooks are no longer significant.
There must not exist, or come
into being, any major deflatable
sectors of the economy. These
necessary assumptions are so - far
reaching that merely stating them
raises a sizable question . whether
business fluctuation ‘can econfi-
dently be held to be a thing of
the past. . \ .-
. “Conversely, the very fore
cited as promising complete ‘sta-

bility ‘are too strong-and impres~
‘sive to.be dismissed. If they do

not seem adequate to. abolish busi-
ness fluctuations, "are ‘they :still .
strong ‘enough “to ameliorate; to
limit; fluctuations? ‘The hope' that
this -greater stability may result
will be fortified if all groups in
the economy give increasing at-
tention to_the objective. -Govern-
‘ment certainly .can- help, and" s0
can private business, finance and
labor. The possible contribution of
business, finance and. labor de-
serves more attention than it gen-
erally receives. ' :
“The present position of -busi-
ness must be viewed in the light
of these considerations,” was Mr.
Woodward’s conclusion: :




Volume 176 Number 5172, .. Thé Commercial and Financial Chronicle (2037)' 25

NASD District 13

A Constitutional

* Needed:

Elects Governors

At an election just held in Dis-
trict No. 13 (New York, New Jer-
sey and Connecticut) of the Na-
tional Association of Securities

Roy W. Doolittle Allen C. du Bois

.Dealers, Inc, Roy W. Doolittle,
Doolittle & Co., Buffalo, N. Y., and
Allen C. DuBois, Wertheim & Co.,
New York City, were elected as
members of the Board of Gov-
ernors of the Association from
District No. 13 to replace Charles
P. Cooley, Cooley & Co., Hartford,
Connecticut, and W. Fenton John-
ston, Smith, Barney & Co., New
York City, whose terms of office
will expire on Jan. 15, 1953.

At the same time Harold H.
Cook, Spencer .Trask & Co., New
York City; Charles C. Glavin,
The ‘First Boston. Corporation,
New York City; Henry Holbrook
Hyde, Putman & Co., Hartford,
Connecticut and John J. O’Kane,
Jr., John J."O’Kane, Jr., & Co.,
New York City, were elected to
serve on the District No. 13 Com-
mittee, replacing Harry R. Amott,
Amott, Baker & Co., New York
City; George. L. “Austin,. G. L.
Austin & Co., Hartford, Connecti-
cut; William- L. .Canady,.. W. L.
Canady & Co., New York City,
and H. Warren Wilson, Union Se-
curities Corporation, New York

City whose terms. of -office will’

expire on Jan.. 15, 1953;.

With du Pont, Homsey
(Special to THE FINANCIAL CHRONICLE)
BOSTON, Mass—Eva Amolsky
! has ‘become associated “with du
Pont, Homsey & Company 31 Milk
Street, members of the New York
and Boston Stock Exchanges.

Hayden, Stone Adds
(Special to THE FINANCIAL CHRONICLE)
BOSTON, Mass. — Frank- T.
Cook and Herbert B. Paulides
have become affiliated with Hay-
den, Stone & Co., 10 Post Office
Square.

With Lee Higginson

(Special t0. THE FINANCIAL CHRONICLE)
BOSTON, Mass. — John L.
Harding ' has jointed the staff of

.Lee 'Higginson . Corporation, 50

' Federal -Street.

*With Stone & Webster

- (Special to THE FINANCIAL CHRONICLE) .

_ . BOSTON, Mass.—Robert J..

..'Dunkle; III has :become ;af_ﬁlviated
‘with"Stone & ‘Webster Securities
- Corporation, 49 Federal. Street.

. BA ?K :»{ ,
'INSURANCE
- STOCKS -

Laird, Bissell & Meeds

‘Members New York Stock Exchange
Members-New York Curb Exchange’
120 BROADWAY, NEW YORK 5, N, ¥,
Telephone: BArclay 7-3500
Bell Teletype—NY 1-1248-49
(L. A."Gibbs, Manager Trading Dept.)

Specialists in Bank Stocks
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Bank and Insurance Stocks
By H. E. JOHNSON
This Week — Bank Stocks

Dividend increases both past and prospective . continue to
dominate the interest of investors including those who follow bank
stocks.

During recent weeks there have been several favorable divi-
dend actions taken by major corporations. While there have also
been some reductions, the increases have more than offset these
decreases with the result that dividend payments by corporations
have been running between 5% and 6% above a year ago. We
would expect this percentage increase to be maintained for the
full year although in certain individual instances extras or year-
end payments may not match those of 1951.

Bank dividends should follow these general trends but there
will be few reductions. Rather most institutions are expected to
increase their distributions this year either by the declaration of

larger extras or year-end payments or by increasing the annual
dividend rate.

Also, stock dividends are likely to be paid in a few instances

as a means of increasing the stockholders’ return.

Over the past two months there have been several of the larger
banks throughout the country which have announced increased

payments or stock dividends. Some of the more important decla~ -

rations in this connection include the following:

The Northern Trust Company has announced that subject to
stockholders’ approval at a meeting to be held Dec. 22, a stock
dividend of 100% will be paid. After the stock dividend is dis-
tributed, it is expected the directors will place the increased stock
on a $12.00 annual dividend rate. Northern Trust on its present
shares pays $18.00 so that the new rate, after the 100% stock divi-
dend would amount to an increase in the cash payment of 33%%.

Bankers Trust Company of New York is another institution
which has recently increased its cash payment. On Nov. 18, the
quarterly dividend, payable Jan. 15, 1953, was raised from 50 cents

to 55 cents, indicating ‘an’ annual rate of $2.20 as against $2.00

previously paid. While some analysts had ‘expected a generous
extra rather than ‘an increase in the rate, the action is viewed
favorably. The new dividend is still conservative in relation to
prospective earnings and could be enlarged next year if operations
continue satisfactory. : )

Irving Trust on Nov..13 declared an extra of 10 cents a share.
Last February the quarterly rate was raised from 20 cents to 25
cents so that payments this year totaled $1.10 a share as compared
with $1.00 a share declared in 1951 including an extra of 20 cents.

The Chase National Bank is another of the New York banks
which increased its dividend recently. On Sept. 24 the Bank raised
its quarterly payment from 40 cents a share to 50 cents. In addition
an extra of 30 cents was declared to bring total payments for 1952
to $2.00 as compared with $1.80 paid in 1951,

While the National City Bank of New York did not increase
its dividend during 1952, it has announced that subject to stock-
holders’ approval at the annual meeting to be held Jan. 13, 1953,
a stock dividend of one additional share for each 24 held will be
paid. It is expected that the current quarterly rate of 50 cents a
share will be maintained on the increased shares which will, in
effect, give shareholders an increase in the cash payment.

A number of the other major banks throughout the country
are expected to take favorable dividend action in the coming weeks
Earnings of most banking institutions this year will reach record
levels with the aid of higher interest rates and a rising loan vol-

-ume. While there are some banks which need to increase their

capital accounts, there is also a desire on the part of bank directors
to have stockholders share in the improved earnings:

Among the New. York banks ‘still expected to increase cash

“payments or declared stock dividends in the immediate future are

the following.

The Guaranty Trust meeting the first week in December is

'expected to pay an extra dividend to bring payments in 1953 aboveA

the $15.00 distributed in 1952. -

Manufacturers Trust, also-meeting next- week, may pay a small

-stock dividend as it did in 1950 and 1949. Empire Trust has paid

stock dividends in each of the past two years and may take such
action again in January.
Bank of Manhattan and Bank of New York are also meeting

* for dividends ‘within the next two weeks and could enlarge their

payments. The Hanover Bank generally meets the first week in
December and from the action of the stock recently, some action
favorable to shareholders is indicated, : '

On the whole, we would expect more of the larger banks to

" increase dividends in the ‘coming weeks.

" » b
~ Limit on Taxation
By CRAIG R. SHEAFFER*
President, W. A. Sheaffer Pen Company

Head of large- pen manufacturing -concern, contending. that.
Congress cannot be expected to give ample tax relief because
of political pressure, proposes a constitutional limit on Fed-
eral spending and taxation. Holds an income tax ceiling of
25% would cut Federal revenue by only $6Y4 billion, and with
this ceiling, business and mew investment would be greatly
stimulated and expanded, thus increasing tax resources.
The constitutions of more than porate income tax levies axe

a third of our states limit the tax- handed on to consumers in the
Ing power, and all but five states form of higher prices. Anyone

limit the right to borrow. All local
governments, :
by law or
charter, oper-
ate under re-
strictions lim-
iting their
taxing powers & -
in relation to § P N '
local wealth. $
In fact, in our
country the
only govern-
ment that has
boundless
taxing and
spending
powers is the
Federal Gov-,
ernment,
which, incidentally has dramati-:
cally demonstrated in recent years
how boundless such powers ¢an be.
When the income tax amend-
ment to the constitution was being
debated, some members of Con-
gress pointed out that, under such
an amendment, the tax rates
might even go as high as 10%!.
These people were actually ridi-
culed, . It was' silly to-think ‘that
such a preposterous- thing could
ever happen! Well, today, with’
individual income tax returns as
high as 88% and with corporate:
income tax returns as high as
70%, we have learned—the hard
way—how well founded were the
fears of those men who knew the
danger of unbridled taxing and

1]
C. R. Sheaffer

_spending powers.'

It has been very evident to me
that we tan expect no substantial
tax and spending relief from a
Congress’.that is ‘under constant
political pressure.to spend for this
and spend for that. The only prac-
tical solution, I am convinced, is
to impose upon this Congress a
constitutional limitation on the
extent to which it can tax and
spend.

Those who complain that such a
limitation would benefit the rich
at the expense of the poor over-
look the chief purpose of the lim-

who has ever operated a business
knows that taxes are a part of the
cost of doing business and as su¢ch
become a- part of the price af
which the goods are sold.

Would Lead to Lower Prices

A ceiling on Federal income
taxes would, therefore, lead o
lower prices and would greatly
decrease the average family’s hig-
den tax burden.

About a year ago, when the

movement to place a constituws.x

tional limit of 25% on income
taxes began to attract public af-

tention, the Secretary of the -

Treasury and other members of
the Washington Family immedi-
ately issued a warning that if sueh
a limitation were. imposed, the
“fiscal foundation of the Federal
Government would be wrecked™
Actually, “this is pure nonsense,
For example, in 1926 the maxi--
mum rate of tax on individual i
come was reduced from 46% te
25%, and in 1929, it was furthew
reduced to 24%. Yet taxes paid by
individuals for
1927, 1928 and 1929, under the
reduced rates, were greater tham
the total for 1924, when higher
rates prevailed. These reductions
were also coupled -with increaseé
tax exemptions. Moreover, during
that period the corporate income:
tax was at a flat rate of 10%.

How can lower tax rates yield
higher tax returns? The answer,
of course, lies in the fact thaf
these lower rates stimulate pro-~
duction, the only possible souree
of all taxes. They permit more
‘money to be used in producing
goods and services, in investment,
in expansion of jobs, and im
greater sales. They produce, i
other words, greater yield than &
higher tax on fewer people i~

vesting their money in high-grade -
bonds and tax-exempt securities, *

Effect of a 259% Ceiling om
Income Tax

It has been estimated that &

</

itation—namely, to.restore incen- tax ceiling of 25%, plus the scal~
tives to earn, invest ang produce. ing down of all other income taxes
! o in proportion, would decrease’

Taxes Influence Investment Federal revenue by $6v billiom
Most economists knowrthat high' Can the government get along
personal taxes influence the di- without that $6% billion? Well,
rection of investment. When per-- the Hoover Commission states that

"sonal taxes are high, few people from' $3 to $4 billion could be

want to risk investing in new in- saved by government reorganiza-
dustries, new businesses, new pro- tion alone. Senator Byrd has made

“duction, new employment or new. public a report showing how $7
“sales, because if these investments billion could be saved by elimi-"

do pay off, Uncle Sam will take. nating non-essential expenditures. -

‘the lion’s share of the income. As And Senator Douglas once ouf~

aresult of present-day high taxes, lined nine specific ways to cut
money ‘flows into government $41 billion from the budget with=
bonds, .where there is‘no risk, or .out interfering with any essentiak
into high-grade bonds/|or the sea-: services. ' g5 it :
soned securities of the very big: And so, as you can see and as
corporations, where there is very e all know, the government eam
little risk, or into speculative se- get along with a lot less taxes and
curities for a fast capital gain. a lot less spending. However,
Meanwhile, small and medium- where there is no will, there is-
sized businesses, seeking a chance .no way. That is why I am con-
to expand, to employ more people, . yinced that the only remedy is

:gegl/)r%gg(r:xeotaggtr:g? c!:;)){ti’l f;:: a constitutional limit.on Federak

cause of the tax laws. And with spending and taxing—a limit om
taxes so high, these isn’t: much ;spending that will prevent further
of their own. profits they can res; deficit financing, and a limit om
ta?hfor FEHEnEIon pulr;-mses., > E.-mtzixes‘ that will preserve economie
overionk ol BEASTS, 210 incentives; assure a broad tax

12 -+ " base, and prevent further con-

e =

*An address by Mr. Sheaffer before Ti i
the 'lowa Taxpayers ' Association, D 'flS.catlf)n Of'the property of fh’
Moines, Iowa, Nov. 14, 1952, - minority. 2

each of the years: '
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NEWS ABOUT BANKS

CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

AND BANKERS

A. K. Watson and Robert W.
White have been elected to the Ad-
visory Board of Chemical Bank &
Trust Company’s Rockefeller Cen-

with the rank of Lieutenant Com-
mander, Mr. Sites entered “The
Dime” in 1931 as a clerk in the
Mortgage Department, On Aug.
15, 1941 he was appointed an
Assistant Mortgage Officer and in
December 1945,  Assistant Secre-

{ tary in charge of the Mortgage
| Servicing Department. In June

1946, he was appointed an Assist-
ant Vice-President. Mr. Peffert

1 entered the service of “The Dime”

d Mortgage Department.

i Robert W. White

ter Office, 11 West 51st- Street,
New York, it was announced on
Nov. 25 by N. Baxter Jackson,
Chairman. Mr. Watson, a director,
Vice-President and General Man-
ager of IBM Trade Corp., is a di-
rector of IBM United Kingdom,
Ltd., American Eagle Fire Insur-
ance Co. and” National Foreign
Trade Council. He also is a mem-~
ber of American Arbitration Asso~
ciation. Mr. White, of Robert
White Associates, business con-
sultants, is a director of the Amer-
ican Locomotive Co., Corn Prod-
ucts Refining Co. and other com-
panies.

A. K. Watson

# %
Horace C. Flanigan, President of

~Manufacturers Trust Company of

New York, announces that Clar-
ence”A. Buechner has been ap-
pointed an Assistant Vice-Presi-
dent of the Trust: Company. Mr.
Buechner joined the Columbia
Bank in 1919 which merged with
Manufacturers Trust in 1923. In
1941 he was appointed an Assist-
ant Secretary. Mr. Buechner is in
charge of the Foreign Department
at the Fifth Avenue Office. He is
a graduate of New York Univer-
sity, class of 1926.
# 3 #

The Quarter Century Club of
the Central Savings Bank of New
York held its fifth annual dinner
on Nov, 19 at Luchow’s Restaurant.
James T. Lee, President of the
bank, welcomed 11 new members
to the Club, bringing the total
membership to 42. Each of the
new members received a gold pin
and a $50 savings bond. The Club’s
record -is held by Otto Strippel,
trustee, Vice-President and Treas-
urer of the bank, with more than
48 years of service. Other mem-
bers with long service records are
the following, who are also trus-
tees of the bank: Robert A. Drys-

.dale, .Eugene Henningson, F. W.

Lafrentz and Louis Watjen,
. % # *

George C. Johnson, President of
The Dime Savings Bank of Brook-
lyn, N. Y., announced on Nov. 21
that the Board of Trustees of “The
Dime” had made the following
new official appointments: Gustav

Andren, Everett J. Livesey,
Thomas S. Sites, as Vice-Presi-
dents; and Gerald J. Peffert as
Comptroller. Mr, Andren entered
“The Dime’s” employ in 1932 as a
Real Estate Appraiser. In June
1939 he was appointed Assistant

. Mortgage Officer; in June 1946

Mortgage Officer and in April
1947 an Assistant Vice-President.
Mr. Livesey started his banking
career at “The Dime’s” Benson-
hurst Branch in 1930 as a clerk
and teller. Five years later he
was transferred to the Main Of-
fice.and has served as Assistant
Auditor, Assistant Secretary, As-
sistant Comptroller, Assistant

1

in 1932 as a clerk in the Bond and
In June
1946, he was appointed Assistant
Comptroller in charge of the
bank’s Accounting and Bookkeep-
ing Department. A veteran of
World War 1I, Mr. Peffert served
in the Pacific and in China as a
Warrant Officer in the United
States Marine Corps.
# £ #*

An announcement: on Nov. 20,
by the Lee Higginson Corporation
states that all of the 10,000 shares
of The Meadow Brook National
Bank of Freeport, Long Island,
N. Y., (par $20 each) were sub-
scribed for at $54 per share. The
shares, it is noted, were offered
in connection with the consolida-
tion of The Meadow Brook Na-
tional Bank of Freeport and Peo-
ples National Bank of Lynbrook,
Long Island. Reference to the con-
solidation appeared in our Nov.
20, issue page 1933,

Announcement that the Bank
of New Hyde Park, at New Hyde
Park, N. Y., has become a member
of the Federal Reserve System,
was made on Nov. 20, by Allan
Sproul, President of the Federal
Reserve Bank of New York. The
Bank first became a member bank
on Dec. 30, 1943. It withdrew from
membership on Aug. 10, 1951, in
order to establish an out-of-town
branch. On July 15, 1952, the law
was amended to revise the mini-
mum capital requirement for
member banks operating out-of-
town branches, thus enabling the
bank to rejoin the Federal Re-
serve System. g

ES £ &

Frederick McDonald, President
of the State Bank-of Albany at
Albany, N. Y., announced that at
a meeting on Nov. 18, the board
of directors voted to increase the
regular quarterly dividend on the
capital stock from 25 cents to 30
cents a share. The first increased
dividend wiil be payable to stock-
‘holders of record as of the close
of business Dec. 2, and will be
paid on Jan. 2. Mr. McDonald
stated that this first increased
dividénd payable on the first
business day of 1953, coincides with
the beginning of State Bank’s
150th year. State Bank is the old-
est bank in Albany, and the 11th
oldest bank in the United States.
It has continued in business dur-
ing the administration of all
Presidents of the United States
except George Washington,

The New York State Banking
Department has made known that
the State Bank of Albany has filed
an application for permission to
occupy a branch at Amsterdam,
Montgomery County, N. Y., the
action by the bank having been
taken in connection with the pro-
posed merger of the Farmers Na-
tional Bauk of Amsterdam with
the State Bank of Albany.

£ kg Ed

Approval was announced on
Nov. 5 by the New York State
Banking Department of an in-
crease in the capital stock of the
Security Trust Co. of Rochester

Vice-President and Comptroller. N. Y., from $2,600,000 to $2,860,-
Mr. Livesey served in the United 000. The stock is in shares of $25
States Navy during World War II each. It was made known at the
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same time by the Banking De-
partment that the trust company
had made application for permis-
sion to open-a branch at Mount
Morris, Livingston County, N. Y.,
this, it is indicated, being incident
to the proposed merger of the
Genesee River National Bank, at
Mount Morris with the Security
Trust.
#* # "

Approval of the merger of the
Amsterdam City National Bank of
Amsterdam, N. Y. (capital $200,~
000) with the Manufacturers Na-
tional Bank of Troy, N. Y. (capital
$1,500,000) is announced in the
Nov. 10 Bulletin of the Office of
the Comptroller of the Currency.
The merger was effected on Oct,
31 under the title of the Manufac-
turers National, which at the date
of the merger had a capital stock
of $1,500,000 in 60,000 shares of
common stock, par $25 each, sur-
plus of $1,500,000 and undivided
profits of not less than $1,000,000.
The quarters of the Amsterdam
Bank are now operated as a
branch of the Manufacturers Na-

tional,
%

# %

Harry K. Cornelius and Leo V.
Hammond, President and Execu-
tive Vice-President respectively
of the North Jersey National Bank
of Pomption Lakes, N. J., have
jointly announced that a proposal
by the ‘First National Bank &
Trust Company of Paterson, N. J.,
to the stockholders of the North
Jersey National Bank to purchase
the assets and assume the deposit
liabilities of the latter was sub-
mitted in letters to the share-
holders. Assuming that the pro-
posal is accepted at a special meet-
ing of the North Jersey National
Bank shareholders to be called on
Dec. 11, the shareholders of the
bank will receive the liquidating
value of their shares in cash as
soon as the transfer has been ef-
fected, legal notices’ have been
published and other legal require-
ments completed. Messrs. Corne-
lius and Hammond stated that the
officers and directors of the North
Jersey National are recommend-

ing favorable action by the bank’s:

shareholders. F. Raymond Peter-
son, Chairman of the Board of
First National Bank & Trust Co.
of Paterson, stated that, upon the
shareholders’ approval of the pro-
posal, the First National will con-
tinue the operation of the Pomp-
ton Lakes institution. He also
made clear that officers and staff
of the North Jersey National will
be welcomed into First National’s
banking family and will continue
to handle the banking business of
the Pompton Lakes institution. As
of Sept. 5, 1952, the North Jersey
National had capital funds of
$275,754. These were made up of
capital stock of $100,000, repre-
sented by 10,000 shares, par $10
per share; surplus and undivided
profits were $125,000 and $50,754,
respect ively. Total deposits
amounted to $7,729,782. The First
National Bank now maintains 10
offices in Paterson and Clifton,
N. J. Its resources are in excess
of $195,000,000, with capital funds
of approximately $13,000,000.

Edwin Warfield, Jr., son of
former Governor Edwin Warfield
of Maryland, died on Nov. 19 at
Baltimore. He was 61 years of
age. Mr. Wartfield, Jr. had been
identified with both banking and
publishing interests, and - had
served as Chairman of the Tide-
water Fisheries Commission from
1941 until 1947, and likewise 'as
Chairman of the Board of Natural
Resources. According to the Bal-
timore “Sun” since 1920 he had
heen President and publisher of
the “Daily Record.” He was also
a director of the Fidelity & De-
posit Co. of Baltimore and the
Savings Bank of Baltimore.

w0 % %

At a meeting held on Nov. 19,
the board of directors of The
Northern Trust Company of Chi-
cago proposed that the capital
stock of the bank be increased
from $3,000,000 to $6,000,000
through the payment of a stock

dividend. Subject to approval by
the stockholders of the proposed
increase in the number of shares
of the bank’s capital stock, the
board ‘at the same time declared
a stock dividend of one additional
share of capital stock for each
share held, payable to stockhold-
ers of record at the close of busi-,
ness on Dec. 22. Capital funds for
this stock dividend will be sup-
plied by the transfer of $1,500,000
from undivided profits and $1,-
500,000 from reserves. Upon com-
pletion of the stock dividend trans-
action, the capital stock of the
bank will amount to $6,000,000
and surplus will remain at $14,-
000,000, Consummation of this
proposal is dependent upon the
authorization by the stockholders
of an additional 30,000 shares of
capital stock. The boarg has called
a special meeting of stockholders
to be held on Dec: 22, to vote upon.
this increase in capital stock. A
meeting of the board will be held
on Dec. 22, after the stockholders’
meeting. It is anticipated that if
the “stockholders approve the in-
crease in capital stock, the board
at this meeting will declare a
quarterly dividend of $3 a share
on the 60,000 shares of capital
stock to be outstanding upon the
consummation of the stock divi-
dend. |

“

Homer P. Clark, St. Paul, and
Edgar F. Zelle, Minneapolis, were.
re-elected to the Board of the Fed-
eral Reserve Bank of Minneapolis.
at the annual election of directors
on Nov. 18, Roger B. Shepard,
Chairman, announced. Both men
will serve three-year terms be-
ginning Jan. 1, 1953. Mr. Clark,
who is Honorary Chairman of the
Board of West Publishing Co., St.
Paul, was elected a class B member
of the nine-man board, represent-
ing commerce, industry, and agri-
culture. Mr. Zelle, Chairman of the
Board of the First*“National Bank
of Minneapolis, was‘elected a class
A, or banker, meriber. Mr Clark
has been a director”of the Reserve
Bank since Jan. 1,941, and pre-
viously served from-Jan. 1, 1922,
to Dec. 31, 1936. Mr. Zelle had
been elected Jan. 13, 1952, to fill
an unexpired term,.

3 Eg

# #

In the election of directors of
the Federal Reserve Bank of St.
Louis, which ended Nov. 18, J.
E. Etherton, President of Car-
bondale National Bank, Carbon-
dale, 111., was re-elected by mem-
ber banks in Group Three as a
Class A director, and Ralph E.
Plunkett, President of Plunkett-

Jarrell Grocer Co., Little Rock,

Ark., was re-elected by member

banks in Group Two as a Class B.

director, according to announce-
ment -of Russell L, Dearmont,
Chairman of the Board of the Re-
serve Bank. Each was chosen for
a term of three years beginning
Jan. 1, 1953. g
g gl

The promotion of*Y. J. Johnson,
Jr. to the position ‘of Vice-Presi-
dent, Japan, for“the Bank of
America National Trust & Sav-
ings Association of ‘San Francisco
was announced recently by Rus-
sell G, Smith, Exécutive Vice-
President, in chargé of the bank’s

international banking activities..

Mr. Johnson has beén Vice-Presi-
dent and Manager of Bank of
America’s Tokyo branch since
1947 He is being‘'succeeded as
Manager of the Tokyo branch by
William C. Ryan,™Jr., a banker
with- many years’ “€xperience in
the Far East who Was assigned to
Tokyo as Assistant Manager ear-
lier this year. Ang'o_uncement of
the new appointments was made
as prelude to transferral of Bank
of America’s Tokyd quarters to
the New Marunouchi Building,
scheduled for Nov, 21. Mr. John-
son will now seryé as resident
Vice-President and.will represent
the bank throughqut Japan. His
office will remain_jn Tokyo, The

it’s fourth branch jn Japan, others
being located in Yokohama and

Kobe. It also operates a number
of military facilities to serve the
U. S. Armed forces in Japan.

* % *

Three California businessmen
have been added to the board -of
directors of the Anglo California
National Bank of San- Francisco
it was announced on Nov. 12 by
Allard A. Calkins, Chairman eof
the Board. The new directors are
Fred B. Bain, Harry Camp and
William Herbert Carr. Mr. Bain
is President of the Leslie Salt
Company and a member of its
board of directors. He is also a
director of the Schilling Estate
Company, Pacific Lighting Corp.,
the James Dole Engineering Co.,
and other corporations. Mr. Camp,
President of the Cary Camp Mil-
linery Co., has spent his business
life in the millinery field, with
the exception of the World War
II period when he served as Ad-
ministrative Assistant- to Donald
Nelson -in Washington .and later
returned to the Pacific Coast to
establish price controls. Mr, Carr,
Vice-President and Treasurer of
the California Packing Corp., and
a director of that company, is
also a director and member of the
Executive Committee of the
Alaska Packers Association. He is
a past national President and cur-
rently director-at-large of the
Controllers’ Institute of America.

William J. Raber Now
With Hooker & Fay

William J. Raber
(Special to THE FINANCIAL CHRONICLE)

SAN FRANCISCO, Calif.—Wil-
liam J. Raber has become asso-
ciated with Hooker & Fay, 340
Pine Street, members of the New
York and San Francisco Stock
Exchanges. Mr. Raber was for-
merly in the trading deparfmeént
of Stewart, Eubanks, Meyerson &
York and its predecessor, Stewart,
Scanlon & Co. )

Walter Connolly, Jr., Now.
With H. C. Wainwright
(Special to THE FINANCIAL CHRONICLE)

BOSTON, Mass. — Walter J.

Connolly, Jr. has become associ-

ated with H. C. Wainwright & Co.,

60 State Street, members of the

New York and Boston Stock Ex-

changes. He was recently with

Goodbody & Co., and prior thereto

was an officer of Walter J. Con-

nolly & Co., Inc.

New York Stock Exchange
Weekly Firm Changes

The New York Stock Exchange
has announced the following
change:

Vincent Hale retired from part=
nership in Sterling, Grace & Co.
Nov. 17. '

Gibbs & Co. Add

(Special to THE FINANCIAL CHRONICLE)
WORCESTER, MASS. — Justin
F. Deedy has been added to the
staff of - Gibbs & Co., 407 Main
Street. 5

Joins Courts Staff
(Special to THE FINANCIAL Cx-mo.\'x_nz)
DURHAM, N. C. — Vera B.
Council is now with Courts & Co,,
111 Corcoran Street.




- Canadian

-There appears to be-no let-up in
the interest of Americans in Cana-

dian investment. It was recently .

reported from Spokane, Wash., by

' . the-Associated Press*that Ameri-

can interests are planning to
spend almost: $2,000,000,000 to fi-
nance a chain-of Canadian steam
power plants to provide power for
the United States. The project, it
is said; will use low-cost coal of
Southwestern Alberta and will
send its electricity into the north-
west power pool to Hungry Horse
and Libby, Mont.-The cost of the
project, to be built over 40 years,
was estimated at $1,800,000,000.
The Spokane “Spokesman Re-
view,” the source of the report,
says details ‘were revealed by O.
R. Angelillo, a Los-Angeles con-
sulting engineer. He said the proj-
ect’s backers had assurances from
the Canadian Governement that
up to 10,000,000 kilowatt hours
could be generated, using Alberta’s
many streams and huge coal de-
posits. 100 units in all are planned,
and they will be built at the rate
of two or three per year.. Mr.
Angelillo told the newspaper:
“It.is my understanding we ought
to be able to start work on the ac-
tual plants by March or April.”
« The power plants will be located
on a strip of land 35 miles wide
and 125 miles long along the Al-
berta-British Columbia boundary.
The main promoters cannot . be
disclosed until financing is com-
piete, he said. However, he said
La Buscadera Exploration Co. of
Pasadena, Calif., will have a part
in it.
. The Spokane newspaper men-
tions an official of the Alberta
Industrial Development Board as
confirming that California inter-
ests planned to build one or more
steam generating plants to export
electric .power to the United
States. ',; ;

. Another item of investment
significance is the increasing in-
terest of American security deal-
ers in Canadian investment com-
panies. Already three mutual
funds have been organized in the
United States that are offering
their shares to the American pub-
lic. Several other similar invest-
ment enterprises are going into
Canada. It was announced recently
that prominent Canadian, Ameri-
can and European interests have
formed 'a new company, to be
" known as. Canadera, Ltd., whose
capital is to.be applied to the
dev:-lopment of ratural resources
and industries ‘of Canada. Initial
capital of the ccmpany- is reported
to be $1 million. The shares are to
remain privately owned, however,
and no public. offering is antici-
pated. ; )
- Participants in the new venture
include Lazard Freres & Co., New
York; Credit Suisse, Zurich;
Whitehall Canada, Ltd., Toronto;
Banque de l'Indo Chine, Paris;
Ford, Bacon & Davis, Inc.,, and
Newmont Mining Corp. Curtis E.
Calder, . Chairman of Electric
Bond & Share Co., and E. S. Cald-
well, Chairman of Ford, Bacon &
Davis, Inc., are among the mem-
bers of the board.
- In Canada itself an offering is
being made by a Montreal securi-
ties house of the voting trust cer-
tificates of Canafund Company,
which' is an open-end investment
company organized about two
years ago and financed mainly in
Switzerland, Belguim and Holland.

This concern invests mainly in
Canadian common stocks furnish-
ing regular income and/or. the
possibility of capital appreciation.
Like many other Evropean invest-
ment trusts, the fund does not
invest more than 10% of its assets
in unlisted securities not paying
dividends and cannot invest over

*

Securities

By WILLIAM J. McKAY

“purposes. 2

5%: of . its--assets in securities. of ‘- .
any one-issuer. The company.also: -
agrees not to-borrow money or . -

use its resources for ‘speculation

o ’
Commenting -on"Canadian . eco-

nomic ‘developments :in the: cur-.. .
rent-year, the November issue of .= %
the “Monthly Review,” publica~ -
tion of the Federal Reserve Bank:

of New York, remarks: -

“The current strong demand. for
Canadian exports (especially -in
United States markets), the pres-
ent high level of both foreign and
domestic-investment, and the ex-
isting * framework. of incentive
policies have sharply stimulated
Canadian - economic expansion.
Preliminary . efforts .. are .already.
being. made to tap some of the
abundant new . resources discov-
ered in the past few years, while
high raw materials prices are in-
tensifying efforts to develop. min-
eral- deposits ‘-already known,
particularly those which until re-
cently were regarded either. as
uneconomical to work or as ‘in-
accessible.” Increased exploitation
of these resources should strength-
en Canada’s international eco-
nomie position not only by ex-
panding exports now in heavy
demand abroad, but -also by help-
ing to meet Canadian demands for
items that now must be imported.
The main fields of present and
prospective Canadian development
are in oil and natural gas, iron
ore, nonferrous metals, hydro-
electric powet, and uranium.

“In the last five years, extensive
exploratory and developmental ac-
tivities in western -Canada have
already led to a thirtyfold increase
in Canada’s proven oil reserves.
Canadian oil ‘production has in-
creased from 21,000 barrels per
day in 1947 (8% of Canadian
needs) to 132,000.in 1951 (almost
one-third of the much larger
Canadian needs in that year).
Extensive oil pipeline facilities
have been completed and more are
under way. In addition, proposals
have been made for the trans-
portation of low cost natural gas
from Alberta to both eastern
Canada and Vancouver. These
various developments are espe-
cially important in terms of their
recent and prospective effects in
improving Canada’s balance-of-
payments position vis-a-vis the
United ‘States.

“Finally, government policies
have fostered rapid economic de-
velopment in Canada. During the
past two years, of course, when
defense requirements and -infla-:
tionary pressures - have -placed
critical strains upon the economy,
official policies have attempted to
channel the continuing expansion
in industrial and primary produc-
tion into ‘more essential’ lines. But
many factors suggest that Canada
may be moving toward new hori-
zons in a general economic atmos-
phere conducive to enterprise and
individual initiative.”

- With Méirill Lynch Co.
(Special to '{{H-E FINANCIAL CHRONICLE)
PORTLAND. Oreg. — James M.
Ragland is.-pow with Merrill
Lynch, Pierce, Fenner & Beane,
Wilcox Building. .

AR
- Joins 3.°C. Ziegler Co.
(Special tc 'I"H/’z FINANCIAL CHRONICLE)
WEST BEND, Wis. — James I.
Fitzgerald has been added to the
staff of B..C, Ziegler and Com-
pany, 251 North Main Street.

Rejoins:Standard Bond
(Special to THE FINANCIAL CHRONICLE)
ROCK ISLAND, Ill.—Harlan B.
Tooker has rejoined the staff of
Standard Bond & Shares Co.,
Rock Island Bdnk Building.

terling Convertibility and the
mingCommonwealthConference

By PAUL EINZIG

" In commenting on the question of restoring Sterling convertibil-
ity, a matter to be discussed at the approaching London Confer-

ence of Commonwealth Prime Ministers, Dr. Einzig calls atten-
tion:toopposition to convertibility by the Socialist Party and
the reluctance of Prime Minister Churchill to take hasty action.

LONDON, . Eng.—In his speech
delivered on Nov. 11, the British
Chancellpr of the Exchequer, Mr.
Butler made it quite plain by im-
plication’ that,
the questionof

would"be on
the agenda of’
the London

Conference of

Common-

wealth Prime

Ministers, Al-

though this

had been as-

sumed to be

the case for

some time this

was the first

occasion on

which it was

acknowledged

in public. It will be remembered
that the meeting of Commonwealth
Finance Ministers held in London
in Jan., 1952, passed a resolution
strongly favoring an early restor-
ation of convertibility. A commit-
tee was appointed under the
Chairmanship of Sir Arthur Salter
to investigate the possibilities of
making sterling convertible, In its
interim report submitted to the
Governments concerned in March
last, this committee is understood
to have expressed itself empHhati-
cally in favor of a return to con-
vertibility but added that it was
not in a position to recommend a
date for the change. The subject
was amongst those discussed at
the recent meeting of the officials
of the Governments which will be
represented at the Commonwealth
Prime Ministers Conference. A
large measure of agreement is
understood to have been reached
on an official level so that the
ground is well prepared for an
agreement on the highest level.

In the course of this speech, Mr.
Butler declared that the recovery
of the Sterling Area could not
be regarded as being complete un-
til conditions had been created in
which sterling could become and
remain convertible. He said that
the Government intended to work
to ‘create such conditions and ex-
pressed the hope that the Com-
monwealth Prime Ministers would
share this. view. Beyond doubt
the - Commonwealth.- Conference
happens to coincide with a favor-
able change in the immediate sit-
uation. This could not possibly
have been foreseen a few months
ago when the date of the meeting
was fixed. In the meantime ster-
ling ‘became firmer, the balance
of payments improved and the
gold influx increased. The at-
mosphere would be therefore fa-
vorable for suggestions to decide
for convertibility.

It is one of the characteristics
of human nature to allow oneself
to be influenced to a very high
degree by the immediate situation
rather than by the outlook in the
long run. It is always tempting
to assume that whatever trend
happens to be proceeding at a
particular moment would con-
tinue, if not forever, at least for
a long time. Even allowing for
this, it seems unlikely that the
Commonwealth Prime Ministers

would decide to plunge into con-
vertibility at short notice. Indeed
in his speech Mr. Butler made an
important reservation by empha-
sizing the need for coming to an
agreement with countries which

Dr. Paul Einzig

Points out failure to maintain Sterling convertibility following
World War I, when Churchill was Chancellor of the Exchequer.

have a large surplus; in other
words, with the Dollar Area.

The indications of progress to-
wards deciding in favor of con-
vertibility have provoked a very
sharp reaction in the British Op-
position. Mr. Gaitskell, Chan-

cellor of the Exchequer in the So- °

cialist Government, gave expres-
sion to this feeling when replying
to Mr. Butler’s speech. Other So-
cialist spokesmen too, pronounced
themselves emphatically against
convertibility. This attitude is not
altogether consistent with the un-
dertaking given by the Labor
Government in connection with
the American Loan 'Agreement
of 1945, promising that Britain
would restore convertibility at
the earliest opportunity. It is, of
course, agreeable that the oppo-
tunity has not yet arrived. But it
seems that leading financial ex-
perts in the Socialist Party are
now against convertibility as a
matter of principle, not merely
because they consider the present
moment premature. Their atti-
tude will increase the political
difficulties of returning to conver-
tibility. It seems probable that
the Socialists will present an
united front on this matter, and
their point of view is likely to be
shared by a number of Conser-
vatives who regard with growing
concern the approach of the
dreaded moment when sterling
would become convertible and
British economy would be “at the
mercy of the caprices of the in-
ternational monetary trend.” How-
ever, there can be little doubt
that the Government would be
able to secure the necessary
Parliamentary majority for any
legislative measures that would
be called for in connection with
a return to convertibility, Never-
theless the fear that the decision
might be unpopular in the coun-
try and that the Government
would be blamed for any adverse
consequences of the decision
might cause Mr. Churchill to hesi-
tate before deciding to take the
plunge. Many people still remem-
ber that in 1925 it was he, as
Chancellor of the Exchequer, who
returned to the gold standard at
the pre-1914 parity of sterling,
only to regret it forever after. It
is this consideration which lends
credence to the story publicized
by Mr. Gaitskell in his speech, ac-
cording to which some months ago
the Cabinet had actually decided
in favor of convertibility, but the
decision was vetoed on second
thoughts by Mr. Churchill. In any
case, the Prime Minister does not
appear to be nearly as optimistic
about the balance of' payments
position as the Chancellor of the
Exchequer.

There is indeed room for more
than one opinion about the chances
that the present improving trend
would continue. Any decision in
favor of convertibility must nec-
essarily rest on the assumption
that during the next few months
the British gold reserve would in-
crease considerably as a result of
the surplus on the balance of pay-
ments. There appears to be very
little justification for such opti-
mism. It is true, enthusiastic sup-
porters of convertibility argue,

that the change would produce
improvement in international
trading conditions which would go
a long way toward enabling Brit-
ain and the Sterling Area to ex-
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pand their exports. It remains to
be seen whether the British Gov-
ernment and the Commonwealth
Governments will be prepared to
assume responsibility for a vital
decision based on .such an incalu-
able prediction.

Continued from page 2
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