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EDITORIAL b

As We See It

“Trade not aid” as the primary need of Euro-
pean countries is in danger of becoming one of
those popular slogans which at best “half reveal
and half conceal the truth within.” It is true, of
course, that if European peoples are to. regain
an economically self-respecting - place in the
society of nations they must find some way of

independent self-support. They will find that’

necessary in any event at one time or another
for the simple reason that in all likelihood neither

‘this country nor any -other will continue indef-

initely to support the millions in European lands,
or even to contribute-a substantial part of their
support, for very much longer. For better or for
worse, the American people would, we should
suppose, come to the reluctant conclusion that
perpetual subsidies to peoples who either cannot
or will not stand on their own feet hardly con-
tributes to the defense of the United States.

In more than one sense of the phrase, therefore,
it is evidently true that trade rather than aid is
the basic need of Europe—since, of course, none

of these countries is or can be self-sufficient.

They must have markets for their products in
order that they may be able to buy and pay for
goods they must have from abroad—goods essen-
tial not only to their export trade itself but to
their very existence. Aid may reduce, and doubt-
less has in the past few years actually reduced,
the immediate necessity of finding a way to pay
for imports out of current production at home,
but it is a temporary expedient at best and may
actually get in the way of the development of
self-reliance and self-support.

Continued on page 90
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.sions of further serious repercussions

Shall We Have
Global Parity Prices?

By MELCHIOR PALYI

Commenting on world-wide decline in commodity prices
and accumulation of surpluses in last year and half,
Dr. Palyi ascribes this to reluctance of industrial con-
sumers to make speculative: purchases, and the virtual
cessation of stockpiling throughout world. : Sees, also,
end of postwar: pent-up consumer demand, so that a
fresh inflationary outburst is “not in the cards.” Points
likewise, to overgrown producing capacities, and' calls
Paley ‘Report “primitive rehash of the discredited Mal-
' thusian Theory.” ' )

One of the numerous international organizations which
are supposed to make the world a happly place is the
United Nations General Assembly’s Economic and Fi-
nancial Committee. In its plenary meeting earlier this
month, the self-styled underdevel-
oped countries aired their lack. of
happiness - in unmistakable terms.
What bothered them is the decline of
world prices of basic commodities.

Fazal Elahi of Pakistan said that
the raw - material - producing coun--
tries were already passing through a
recession. “They have apprehen-

on their economies® as well as. on
their development projects if there
is even a mild recession in industrial-~
ized countries,” he reported. Mr. ~
Elahi said that when the prices of
primary commodies ‘“came down
with a crash” after the post-Korea
upsurge, “the falling market also
adversely affected the volume of our exports, with the
result that our trade balance has been seriously upset.”

Not only did this shatter dreams of, financing imports
of_capltal‘ equipment from current export earnings, he
said, but imports even of some vitally needed consumer

goods had to be curtailed. “The irony of the situation is
that just when the supply position in respect of capital

Continued on page 75
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The Investment Bankers
Associationof America Holds
41st Annual Convention

Meeting at Hollywood Beach Hotel, Hollywood, Fla.,
Nov. 30-Dec. 5, is addressed by retiring President,
Joseph ‘P. Johnson, and incoming President, Ewing T.
Boles. Addresses also by William McC. Martin, Jr., Carrol
M. Shanks, William A. Patterson, Harry A. McDonald
and. Canadian Ambassador H. Hume Wrong. Text of
these Addresses; also Committee Reports and other
: activities, given in this issue.

The Forty-first Annual Convention of the Investment
Bankers Association of America was held at the usual
place, Hollywood Beach Hotel, Hollywood, Fla., from
Nov. 30 to Dec. 5, inclusive. The Association elected as
President for the ensuing -year,

Ewing T. Boles, President of The
Ohio Company, Columbus, Obhio,
who succeeds Joseph T. Johnson,
President of The Milwaukee Com-
pany, Milwaukee, Wis. The Vice=- *
Presidents elected were Malon C.
Courts, of Courts & Co., Atlanta Ga.;
Lewis Miller, of The First National -
Bank of Chicago, Chicago, Ill.; Ralph -
E. Phillips, of Dean Witter & Co.,

“ Los Angeles, Cal.; Walter A. Schmidt,

of Schmidt, Poole & Co., Philadel-
rhia, Pa., and Norman Smith, of
Merrill Lynch, Pierce, Fenner &
Beane, New York City.

The principal speakers at the con-
vention, in addition to Joseph T.
Johnson, the retiring President, and Ewing T. Boles, the
incoming President, were William McC. Martin, Jr.,
Chairman of the Board of Governors of the Federal Re-
serve System; His Excellency, Mr. H. Hume Wrong,
Canadian Ambassador to the United States; Harry A.
McDonald, Administrator of the Reconstruction Finance
Corporation; Carrol M. Shanks, President of the Pruden-
tial Insurance Co. of America, and William A. Patter-
son, President of United Air Lines. (These addresses, in

Continued on page 77
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The Security I Like Best

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

participate and give their reasons

for favoring a particular security.

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

ARTHUR MARX
Partner, Wilson & Marx, Inc.,
New York City
New York Central & Hudson River
RR. Collateral 3'2% 1998

There are $19,336,000 cf the
above-mentioned bonds outstand-
ing. They are secured by deposit
with the Guaranty Trust Co. as
trustee of )
168,143 shares
out of a total
of 187,380 out-
standing
shares of
Michigan
Central RR.,
being at the
rate of $115 in
these bonds
for each share
of Michigan
Central stock.
This stock was
acquired by
N. Y. Central
in 1898 by ex-
change of these bonds for  the
Michigan Central stock at the ra-
tio of one share for each $115 of
bonds.

In February, 1930, N. Y. Central
leased the Michigan Central and
agreed to pay $50 a share per an-
num on the publicly owned stock.
This fact gives you an idea of the
value of the Michigan Central RR.
to the N. Y. Central system in
1930. On a 5% basis the Michigan
Central stock would have been
worth $1,000 a share and the col-
lateral in back of each N. Y. Cen-
tral collateral 3% % 1998 would
lave been worth approximately
$9.500. On Dec. 31, 1929, the last
vear before the lease took place,
Michigan Central RR. had a total
debt of about $61%% million. Bv
May, 1952, this had been reduced
to $17,700,000, and there was
enough cash or equivalent on
hand to call the 4% % bonds of
the Michigan Central RR (if the
management wished "to) which
would reduce the debt to a little
over $6 million. This naturally
leads me to believe the stock of
the Michigan Central RR. is a
great deal more valuable now
than it was in 1930.

I believe that, because of the
value of the collateral. the N. Y.
Central-Michigan Central 3% %
1998 are as good if not better than
any bond in the N. Y. Central
system.

BERNARD F. SELIGMANN

General Partner, Seligmann & Co.,
Milwaukee, Wis.
Maine Central RR. Company 59, Pfd.

Maine Central is a Class 1 rail-
road with slightly less than 1,000
miles of track. The company
serves the area from Portland to
and
around Au-
gusta through
most of
Maine, and as
far west as St,

Johnsbury, Vt.

There Maine
Centrals

tracks con-

nect with Ca-

nadian Pacific

and give the

company ac-

cess to traffic b
from Montreal i Y
and all West- B. F. Seligmann
ern Canada.

Principal freight handled by the
road is pulpwood, potatocs, soft
coal, woodpulp, and printing
paper. Most of this traffic is orig-

Arthur Marx

‘inated on the company’s own

lines. Unprofitable passenger
travel comprises only 6% of all
the company's revenues.

The company has operated prof- mwsasasan;

itably since 1939, and has had
only two years in
showed no profit since 1933. (We
have no available records prior to
1933.) Earnings on the 5% pre-
ferred are more than adequate to
cover current dividend payments.
More than $45 was earned on each
preferred share to cover the $7.50
disbursement.

Current figures show an in-
creasingly fine trend of economic
operations. Operating ratios have
tended to be steadily lower since
a high of 84% in 1945. Present
operations resulted in a ratio of
76%.

Conservative financial opera-

tions have resulted in decreasing.

the company’s funded debt from
approximately $31 million in 1939
to less than $20 million currently.
In October of this year Maine
Central offered publicly $1.5 mil-
lion dollars worth of new divi-
sional mortgage bonds and have
offered to prepay almost $2 mil-
lion worth of divisional bonds due
in November of 1953. The com-
pany is faced with a maturity of
$8 million worth of first mortgage
bonds in December of 1954, but

which they -

This Weel .
Forum Particip;?t\s\and
Their Selections “~../-

New York Central and Hudson
River RR. Collateral 3vs of

1998 — Arthur Marx, Partner,,

Wilson & Marx, Inc.,, New York
City. (Page 2)

Maine Central RR. Co. 59 Pre-
ferred—Bernard F. Seligmann,
General Partner, Seligmann &
Co., Milwaukee, Wis. (Page 2)

should be able to.refund this issue
with very little trouble.

Capitalization of Maine Central

is as follows (as of 12-1-52):
*Funded Deht—

(Incl. Equip. Obly) _____
67 Cum. Prior Pref. $100 Par
5% Cum. Pref. $10¢ Par___.
Common Stock $100 Par___.

.- $25,679,223
1,325,500
3,000,00C

12,000,000

*Excluded $1,676,000 Portland & Ogdens-
burg 4'%s of 1953 which have been prepaid,

All securities senior to the 5%
preferred stock are on a current
bagis. At-the present date there is
$82.50 in cumulative dividends in
arrears on this issue. Payments
against these arrears were insti-
tuted in 1950 and $7.50 per share
has been paid each year since
that time. This issue not only pro-
vides a much better than average
current return, but the prospect of
accelerated dividend payments to
eliminate arrears provides an ex-
cellent chance for considerable in-
vestment .appreciation. The stock
is traded both on the Boston Stock
Exchange and over-the-counter.
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A Ghristmas Ediforial

“3s Tife WWWorth Tiving I Dhese Lines?”
By Alexander Wilson*
At this Christmas Season, in a world torn asunder by

hatred and strife, mankind .is confronted as never before )
with the age-long question, “Is Life Worth Living?”

Living on this earth carries with it both pleasure and the
responsibility of molding character and educating the human
soul in all that is good and true and beautiful both ethically

and spiritually.

If and when a person. becomes a pessimistic pessimist, he _
forfeits, in great measure, the opportunity to love his fellow

man, to enjoy the romance of a woman'’s love, the affection
and innocence of children, the ebullience of youth, the faith
of a mother, or sister, or brother, the esteem of relatives and
friends as well as the respect of neighbors.

Moreover, he is deprived of the privilege of appreciating
the work of countless mortals who have the capacity and .
genius to compose musical harmonies, to paint pictures, to
sculpture statues, write poems or books, to perpetuate the

classics, or to heal the sick.

One is gifted, indeed, too,” who has the sensibility ta
appreciate nature’s revelations in the beauty of a raindrop,
the ocean vista, the sky, the starry .constellation, the moon
and the sun, for frcm them, he.will learn something of the
poetry of living and discover ‘some of the innermost secrets
of existence. And wonder of wonders! The person who can -
find God in “rocks and rills, woods and templed hills,” is -

thrice blessed!

The drama of life in all its broadest manifestations, its
successes and failures, its mysteries and possibilities is worth
living even when unknowing or cynical individuals conclude
that the average person’s life is just boresome—a monotonous
round of routine and uneventful movements.

" So, all honor to him or to her who follows in the foot-
steps of the Great Master by doing their utmost to make this
old Orb a better place to work and live in.

There is always hope and courage in this world for every
one who rises above his daily difficulties, yes even for the
man or woman who is a successful failure!—!ike the Saviour
of Mankind whose ignominious death on the Cross has been
the inspiration for all religious thought and belief through

the Ages!!!

*Editorial writer on political “and .international problems.
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The Institutional
Market for Equities

By JULES L. BOGEN*
Professor of Finance, New York University

Dr. Bogen calls attention to growing use of financial and thrift
institutions as media for individual savings and the impact of
this change on securities market. Points out, under present
restrictions, institutions are required to invest mamly in bonds,
thus contracting demand for equities. Reveals growing gap -
- between bond and stock yields and holds this distortion can
be corrected if institutions will buy more equities. Indicates -
institutions will be faced with a shortage of investment outlets
when supply of home mortgages diminishes.

Among the many striking eco-
nomic changes of the last decade,
one of the more important and
spectacular has been the institu-
tronalization
of savings.
Twenty or 30
years ago
liquid savings
were invested
for the most
part directly
in securities
and other in-
vestments - by
individuals.

Corporate
bonds -in the
"20s were dis-
tributed
mainly to in-
dividual in-
vestors.
Dwight Morrow, when he was a
partner at J. P. Morgan and Com-
pany, studied the distribution of
a large corporate bond issue by a
Morgan syndicate in the mid-
twenties.and found that the aver-
age sale was $3,500. The business
was different then because the
market was different. The market
for ‘bonds was primarily individ-
ual and not institutional.

The market for mortgages also
was mainly individual. Mortgages
were sold in the form of guaran-
teed mortgages and -certificates,
Straus bonds and other real estate
mortgage bonds chiefly to in-
dividuals.

The demand for stocks in the
20s came largely from individuals
in the higher income brackets.
The bulk of the national savings
at that time was in the high in-
come brackets, and people in the
high income brarkets could hold
stocks for dividend income to ad-
vantage because of the lower tax
burden.

The Savings Trend

In the last 20 years there has
been a steady, unremitting trend
towards the institutionalization of
savings. There are several reasors
for this. For one thing, as a result
of severe depression losses, people
lost confidence in their ability to
invest their own money safely.
Considering that defaults were
widespread among guaranteed
mortgage certificates, real estate
mortgage bonds, and many cor-
porate bond issues, it is clear why
people - lost confidence in their

safety.
The corporate bond study of the

search—and .this is of special‘in-

equity investment  by. institutions
~showed -that: of- " all-’corporate
bonds_put. out .between: 1900 -and
1943, fully 20% suffered- default.
The actual ‘yield on these bonds,
after deducting losses-due to de-
fault and reorganization, was:less
than half the contractual yield
based on offering price.

When people lost.confidence'in
their own ability to invest their
money; they preferred to:let the
savings - bank, the commercial
bank, the life insurance company
or the savings and loan dssocia-
tion do the job for them.

Secondly, there has been-a great
shift in the ownership of savings.
People in the middle and upper
income brackets have accounted
for less and less of the total of
savings as our highly progressive
income tax has siphoned away
their earnings. Inflation has lifted
their cost of living, while taxes
have taken so much of their in-
come that the narrow margin left
for savings has been squeezed
more and more.

Individual investors have been
under less pressure to secek a
higher dividend. return, since the
net yield after tax -could not
justify the risk involved for those
in the middle and upper income
brackets.

Dr. Jules I. Bogen

bulk of the nation’s liquid ‘savings
at the present time is flowing
through financial institutions.
Here are the figures for this year:

Life insurance companies are
going to add over $4' billion to
their resources in 1952,

Savings and loan associations
are reporting a net gain of ap-
proximately $3 billion.

Commercial banks report a net
gain of over $2 billion in time
deposits, which are primarily
savings.

Mutual savings banks are gain-
ing something over $1%2 billion.

Pension funds, you know frem
what Dr. Murray said last week,
are gaining $1.2 billion, This figure
applies only to independently ad-
ministered pension funds. As for
the insured pension plans, they
are included in the life insurance
figures cited.

Mutual investment funds are
reporting net sales of some $600
million. Compared to the others,
they "are still not in' the . big

Continued on page 85
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Resurgent Rails, or the
Choo-Choo Named Expire

By IRA U. COBLEIGH >
- Author of “Expanding Your Income”
A short hauled account of rising railroad proﬁt?bility, together
with some comment on the current switch to rails on the Stock
Exchange.

Railway shareholders are get-
ting some valuable Christmas
presents this year — expanding
earnings, fatter dividends and the
honor, and
capital gains,
i which are
customarily
accorded to
the leaders of
the Dow Jones
hit parade.
Well its
about time.
The pendulum
has swung full
cycle. Twenty-
three years
ago, a dozen
railway shares
ranked among
the most ele-
gant equities our economy could
Loast and New York Central sold
at almost seven times its current
price. New York Central and its
stockholders were relatively
lucky! That system eluded re-
ceivership, a feat which one-third
of our railway mileage could not
perform; and what happened to
stockholders in some of those sub-
merged financial situations was
100% tragic. Between 1930 and
now, the reorganization plans of,
I believe, 13 railroads wiped out
common stock entirely. Such roads
as New Haven, Soo, Minneapolis
and St. Louis, etc, gave their
common owners wallpaper for
their whoopee rooms, and an un-
derstandable aversion' to rail se-
curities that has, in many quar-
ters, persisted unto this day. St.
Louis Southwestern common- just
1 issed a rub-out in 1941 and sold
¢ 2 measly buck; rising from its
near-doom to sell about 300 in the
1950’s; and it earned—think of it
—$58 a share for the first 10
months of this year. Only by the
stoutest battle, and with plenty
of legal in-fighting, has Missouri
Pacific kept its old common alive,
till the dawn of a now brighter
aay.

But I came to praise Caesar, not
to bury him. As I said, the pen-
dulum has swung back. Union
Pacific, Atchison, Coast Line,
Northern Pacific, Burlington, and

Ira U. Cobleigh

-‘Southern, are getting that Tiffany

look back after a quarter century;
and who would ever have thought
five short years ago, to see Sea-
board common then quoting at 20
or below, breaking par and soar-
ing like an eagle past 110? - We
need to revive the quote from
Gabriel ¥eatter, “Ah yes, there’s
good news tonight.”

! Benefits of Dieselization

Bear. in mind, all this financial
forward rotion has not been a
matter of luck; it’s been moderni-
zation and management played
baek to back. We are, of course,
all’ familiar with the $8 billion
poured, postwar, into railway
property — new cars, yards, line
and signal improvements, and,

most of all, new diesels. Depend-
ing on the type of service, a diesel
can save from 18% to 55% in
operating cost, over the steam en-
gine it replaces. Multiply that
efficiency by thousands and you
get at the vital factor in back of
restored railway earning power.
Most of the carriers that are forg-
ing ahead fastest on the earnings
statements, are the ones 100%, or
nearly so, dieselized. Gulf Mobile,
New Haven, Southern, Seaboard,
and Rock Island all build up the
evidence for this case history.

Apart from technical and en-
gineering cost reduction by the
rails, the most important over-all
industry-wide factor has been the
new and higher rate structure
applying to traffic throughout the
country for 1952. While it appears
that total railway car loadings may
be, perhaps, 6% below 1951, gross
revenues will be at an ‘all time
high—around $11 billion; net in-
come, $765 million, will enable a
bountiful $345 million to be paid
out in cash dividends to an ex-
ceedingly patient group of secu-
rity holders. If, as it appears, 1952
is to be the best railway year since
1930, are we now to conclude that
we're at the top of the cycle, that
rail shares should be sold, and
that the cyclical nature of this
industry historically should be re-
studied to temper current carrier
enthusiasm? Let’s see where we
are, and whither we may be
going, by a little railroad hopping
—gleaning topical items and bits
of news about different lines that
may help define the trend.

Seaboard

Seaboard, - we already men-
tioned. Its emergence from bank-
ruptcy has been magnificent.
Smart management here has
achieved virtually 100% - dieseli-
zation. Redemption, this year, of
its 4% % income bonds and 5%
preferred stocks have now stream-
lined the corporate structure, and
placed the equity, 979,790 shares
of common, in a favorable posi-
tion. Ten months of operation till
November first in 1951 delivered
a net of $12.69 on each of the
850,000 then outstanding. Due to
conversion of the now extinct In-
come 414s, there are almost 130,000
more-shares of common listed in
1952; ‘but the first ten months of
this year showed $16.30 net per
share. This is a wonderful gain.
It has prompted an increase of the
quarterly dividend from $1.25 to
$1.50; and the recent high market
altitude of Seaboard has sug-
gested to some the possibility of
a stock dividend or split-up in
1953. Seaboard is no longer a sin-
gle lurching cinder-laden streak
of North-South rattlers; it’'s an
elegant hunk 'of high iron.

Denver & Rio Grande Western

Denver and Rio Grande West=
ern ran into a lot of hard luck
this year. About the toughest
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snrows and floods on record
drained profitability with heavy,
ana we trust, non-recurring costs.
Even so, net per share should ap-
proach tke $18.09 of last year; and
if ~more orthodox meteorology
prevails in the Denver-Rio Grande
country next year, the improved
revenue prospect is considered
bright. You can choose here be-
tween the common at 78 paying
$4, or the preferred at 91 (con-
vertible share for share into com-
mon) and paying $5.
Northern Pacific

Don’t forget that Northern Pa-
cific is still a railroad, even
though a lot of people talk about
it as a listed oil royalty. Nipper’s
crack transcontinental train, the
North Coast Limited, is going high
hat with 16 new dome-type cars,
costing $6,200,000. $17 million
more will be spent next year in
new equipment, involving 8 die-
sels, 200 ore cars, and 500 “reef-
ers.” At around 80, paying $3,
and 14 points below its year’s
high, the stock has an eager fol-
lowing. They like it as a road,
and for the 3% acres of land per
share that may prove petroleum
prone.

Chicago & Northwestern

Chicago and Northwestern com-
mon is highly leveraged, so that
good results show up swiftly on a
per share basis, and vice versa.
This year a tough winter, strikes
in lumber, steel and coal treated
Northwestern harshly and earn-
ings for the early months were a
little on the dismal side. Recently
the road has done much better,
and ‘net. of perhaps $1 on the
common for the full year is a: pos-
sibility. The road has a tradition
of paying out a large percentage
of available 'earnings. At 19,
Northwestern seems a volatile
speculation. If, however, the sys-
tem could just lay off about 700
miles of light density branch lines,
with a lot of losing passenger
trains, then NW common might
do a bit of real highballing.

New York Central

New York Central started off
slowly enough in 1952, dribbling
out a meek 4c a share for the
first seven months. In August,
however, CN got a new President,
William White, formerly of D, L.
& W. Under his leadership the
road seems already to have taken
on a new tone. The $500 million
spent on the property from 1945
to date are beginning to strike
pay dirt. This is shown in part
by the tranportation ratio, which
went for almost 47% for the first
ten months in 1951 to 43.85% this
year. It was only 40% in October.

Central did not chuck the choo-
choo as fast as some of the others,
and today is only about 50%
dieselized, throughout. This per-
centage is moving up all the time
and as it does, important new
conversions of gross to net should
be possible. At 22Y4, with a lot of
leverage, CN is getting an inter-
esting following among analysts
and investors traditionally astute
in their judgment of rail equities.
1952 net per share at around the
$3 level is being predicted, all
made in the last five months!

Louisville & Nashville

Peering elsewhere among the ‘

rails we note Louisville and Nash-
ville is having good hunting, and
should earn at least $10.50 this
year (for 1951—$9.75). The $4.50
in dividends for 1952 is about a

7% yield and growth in territory -

served is impressive. My guess
would be that the road is above
$65% dieselized; and the switch
from steam continues steadily.
Not impressively underpriced at
present levels, I. & N common
seems to be - quietly moving into
an iniproved investment status.
Baltimore & Ohio

B & O, for October, moved its
operating ratios down to below
74, its debt is being reduced faster
than in the case of any other
major road, and the common,

after a dividend Sahara of 21 long
years, finally broke
with 75c¢ a share this past month.
Earnings of perhans $10 a share
(before funds) seem possible for
1952, and the stock has been pick~
ing up quite a speculative fol=-
lowing.
New Haven

New Haven has a splendid cash
position, paid $9 in preferred divi-
dends this year, and has led the
rails in a new type of tonnage—
overnight haulage of motor truck
trailers on flat cars between New
York and Boston. Congestion over
the highways suggests an interest-

ing future for this freight move- .

ment. )
Southern Railway

Soutaern . has. only- the last 5%

of its complete dieselization- .re-

maining unfinished. Per share net-

pain so far. this year is ‘about
35% over 1951 and the common

into print "

stock has been acting as though
the $4 dividend rate could, or
would, be hoisted. $15.50 a share
earnings, which some have pre-
dicted for 1952, could give some

"substance to this sort of optimism.

Other Promising Prospects

As you may note, this is the
breeziest sort of current treatment
of rails, and I've probably skipped
over quite a few situations of
proniise. At around the 20 level,
in particular, there do seem to be
a lot of interesting situations. Sco,
Penn, Milwaukee, Central, North-
western, Lehigh Valley, and New
Haven, give you quite a shopping
list if you’re drawing a bead on

“-capital gains, while Great North-

ern and Southern Pacific may at-
tract you on a yield basis. Above .
all, get -the -facts about the re~ '
surgent rails before boarding any
of 'same.-When choo-choos expire,

‘the earnings go higher.

Birth

By ROGER W. BABSON

Mr. Babson lists births in U. S.

from 1932 through 1951, and

holds, as there were fewer born in the early ’30s, there will now
be fewer marriages, and hence, fewer births. -Says births are
a factor in stock and bond prices. Points out, because of length-
ening life span, every manufacturer and shopkeeper is getting
more business now from older people than ever before.

Once in awhile it is well to con-
sider the past. There is an old-
time saying—even if unconfirmed
—“History is always repeating it-

. self about
every 20
years.” Let us
look back at
the stock
market “lows”
and “birth
rates” of ‘20
years ago. The
only logical
reason for the
above old say-
ing is that
people “ma-
ture” at about
20 ‘'years of
age. Even this
reasoning
should not be
taken seriously if the same num-
ber of people become 20 years of
age every year! For this old theory
to work, there must be a differ-
ential in the maturity rate. We
then can apply this theory as one
factor determining stock market
movements.

Let’s Look at thg Record

Although a certain percentage
of babies and young people die
before 20 years of age, it is fair to
assume that the same ratios apply
to all who reach the age of 20
during these years. The following
table gives an approximate idea
of what has happened:

Births 1932-1951.

Roger W. Babson

1932 2,074,042
1933 __ 2,081,232
1934 ______ 2,167,636
1935 ____ 2,155,105
1936 __ 2,144,790
1937 . 2,203,337
1938 o 2,286,962
1939 oo 2,265,588
1940 ____ 2,360,399
1941 __ 2,513.427
1942 __________ 2,808,996
1943 _________ 2,934,860
1944 __________ 2,794,800
1945 _________ 2,735,456
1946 ________ 3,288,672
1947 __________ 3,699,940
1948__________ 3,535,068
1949 3,581,000
1950 _____ 3,451,608
19510 __ 3,648,954

As there were fewer born in
the early 30’s, there will now be
fewer marriages and, hence, fewer
births. \

The above figures 'suggest that
an abnormally small number are
now reaching. 20 years of age.
Hence, according to this theory,
there should be a decline in busi-
ness, wages, prices, real estate, ete.,
around 1953. Of course. hirths are
only one factor; but thcy should

Bl .

have a bearing on stock and bond
prices, notwithstanding the re-
cent Republican victories.

Opportunities for Merchants

The above figures also indicate
possible optimistic relationship of
the birth rates to certain busi- .
nesses. For instance, sometimes
they ‘are bound to cause an in-
creased demand for everything
from- diapers to toys; while at :
other times they help real estate
and furniture sales. It'is impor=
tant that manufacturers and mer-
chants, as well as parents, should
keep this in mind. This increase
in business will first appear as
the birth wave develops needs for
new babies; then in needs for the
young children; then the demands -
of the teenagers; then in needs for
the older youths; and finally the
needs of adults. :

Statistics show that there has
been a great increase in older
people, due to various causes. So- |
cial Security is reducing worry
amongst the aged and certainly -
they all should thank Francis
Townsend of California for this.
The new drugs, vitamins, ete.,
have done much to eliminate dis-
ease and lengthen life. What pen-
icillin has done to save the lives
of pneumonia patients is a story
in itself. ‘Finally, the shorter day
and the five-day week have pro-
tected the older members of our
families. Every manufacturer.and
shopkeeper is getting more busi-
nes from older people today than
ever before.

Outlook for Colleges

Just now, most colleges are ope~
erating at a deficit from tempo~
rary lack of students, due to the
great drop in the birth rate which
came eighteen .to twenty years
ago. These colleges, however,
should take heart because the
crest of another wave of high
birth rates will begin to benefit
them a few years hence. Not only
will more men and women de-
mand an education, but better
economic conditions will give
more families the money to pro-
vide such.

In connection with birth rates,
we must not forget the returning
G. L’s from Korea. These will be
given the same righis 10 a {ree
college education as were proviced
to the veterans of World War 1.
In view of the election of General
Eisenhower as our new President,
veterans will receive other an+an-
tages and compensativns, irom
which many manufacturers and
merchants should benefit. Hence,
we should watch birtk rate fizures
for both pessimistic and optimic=
tic signals.
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Steel Production
Electric Output
Carloadings
Retail Trade
Commodity Price Index
Food Price Index
Auto Production
Business Failures

The
State of Trade
and Industry

J

The trend of total industrial production for. the nation-at-
large continued its upward course rising slightly above the
previous week. It also continued'to surpass the level of a year
earlier. Aggregate output was, however, about 7% under the
all-time high attained during World War II and at the highest
level in several years. With respect to employment, claims for
unemployment insurance benefits rose slightly but were sub-
stantially below the level of a year ago.

The labor force of ithe United States will reach 89,000,000
“by 1975, the United States Department of Commerce predicted.
That would compare with 63,600,000 last month and 41,000,000
in 1920. The 1975 projection “implies™ an average annual increase
of 1.3%, the department said. This would be slightly under the
rate of growth over the past 30 years:

Optimism of steel-using manufacturers is growing by leaps
and bounds, according to “The Iron Age,” national metalworking
weekly. ' Instead of relaxing pressure on their steel suppliers,
they are increasing it. This is reflected. by mill sales officials
who are frankly surprised at the continuing clamor for steel
from nearly all types of durable goods fabricators.

Many steel peaple had expected first signs of easing demand
to start showing about the first of the year. This, they thought,
would. forecast 'a - balancing of supply and demand about the
middle of the year. It might still turn out that way, but the
people who have to say “yes” or “no” to anxious customers

“aren’t as sure as they were a few weeks ago. If anything,
the steel market looks tighter now than it has for several weeks,
declares this trade journal. '

; Where- is all the pressure for steel delivery coming from?
The answer is just about everybody. Autos, appliances, oil and
"8as, freight cars, construction, and military hard goods are a
few' front-line bulwarks of demand. But many other less easily
, classified consumers are just as hungry for steel, it states. .

Auto makers have plotted. an ever-rising production- line, for
. themselves through the first half of 1953. During the entire year
they would like to build 6.5 million cars and 1.5 million trucks;
this trade authority notes. ? :

Appliance makers are far more optimistic than they were a
year ago. Continuing high levels of retail sales, combined with
interrupted shipments during the steel strike last summer, have
over-corrected inventories that had grown fat. Christmas sales
in several lines are better than had been expected. Expanded
manufacturing capacity and renewed optimism are causing an
exciting run on steel suppliers, “The Iron Age” observes.

General Motors Corp.’s shutdowns for model changeovers
cut United -States auto output about 5% last week from a week
ago.

There were 89,924 cars assembled in the week, compared
with 94,886 the preceding week and 85,483 in the like week a
year ago, according to “Ward’s Automotive Reports.”

Only the General Motors shutdowns “prevented the industry
from establishing a new 1952 (weekly) high of 150,000 units
(cars and trucks) the past week,” said “Ward’s”. This ' year’s
weekly high was in the closing week of October, when 146,654
cars and trucks were rolled out. Last week the car-truck total
was 117,746.

“Sharpest plunge a week ago came at Chevrolet,” said the
agency, “where change to ’53 model output contributed to the
General Motors’ decline to only 19% of industry passenger car
output against a more-normal share of around 42% .”

Nash and Studebaker preparations for 1953 model production
also reduced their ‘production last week.

It ‘is learned from a joint report by the Securities and
Exchange Commission and the United States Department of
Commerce that corporate outlays for new plant and equipment
are headed for new highs, United States companies have sched-
uled such expenditures at an annual rate of $28.3 billion in the
final quarter this year and $28.7 billion in the initial three months
of 1953." This compares with spending at a yearly pace of $27.4
“billion in - the first half- of 1952, and $25.7 billion in the third
quarter. e

The"survey explained that the June-July steel strike reduced
stated outlays in the third quarter' by 19%.. This amount will
be, spent in the final' quarter this: year and in the subsequent,

Continued on page 100

‘ Wc»wish‘ to announce that
EDWARD M. CORLEY

has become associated with us in our

Corporate Bond Trading Department

Tﬁcker, Anthony & Co.

Members New York Stock Exchange

December 17, 1952

COMING
EVENTS

In Investment Field

Dec. 19, 1952 (Denver, Colo.)

Bond Club of Denver-Rocky
Mountain Group of Investment
Bankers Association annual
Christmas party at the Albany
Hotel.

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

Association annual Christmas

[éarty at the St. Francis Yacht
lub.

Dec. 29, 1952 (New York City)

Security Traders Association of
New York special meeting at the
Blue Room, Bankers Club.

Jan. 16, 1953 (Baltimore, Md.)

Baltimore Security Traders As-
sociation 18th annual Mid-Winter
Dinner- at the Lord Baltimore
Hotel.

Jan, 16, 1953 (New York City)

New York Security Dealers As-
sociation 27th Annual Dinner at
the Biltmore Hotel.

Feb. 13-14, 1953 (Chicago, TIL.) -

Investment Bankers Association
of America winter meeting at the
Edgewater Beach . Hotel.

May 7-8, 1953 (San Antonio, Tex.)
Texas Group Investment Bank-

ers . Association- of American

Spring Meeting at the Plaza Hotel.

May 13-16, 1953 (White Sulphur
Springs, W. Va.)

Investment Bankers Association

of America Spring meeting at
the Greenbrier Hotel.

- Sept. 14, 1953 (Sun Valley, Idah'o)

National Security Traders Asso-
ciation 20th Annual Convention.

Nov. 29-Dec. 4, 1953
(Hollywood, Fla.)
Investment Bankers Association
of America Annual Convention at
the Hollywood Beach Hotel..

- factors, are not all that they are bel’eved to be.

Observations . . .

By A. WILFRED MAY

THERE IS NO SANTA CLAUS—
With Tax-Avoidance Gifts

For investors this is the season of dampening of the spirits
that have been basking in the profits taken during this year’s leg
of the long bull market. For now at the year-end there looms
the other side of the medal: Uncle Sam’s cut-in on the juicy

-arithmetic gross profits, with the anguishing

reminder, particularly to the shorter-term

speculator that he is playing a heads-you-win-

tails-I-lose game. Fortunately for his peace of
mind, if not for his understanding, ameliora-
tion of his anguish is being vouchsafed to him
by outpourings of advice on various tax-
saving moves.

But we feel constrained to offer four quite
cheerless observations above the current bar-
rage of literature on year-end planning for
tax saving. In the first place, harmful impact
from our present tax structure, or anything
neer it, is inexorable. In the second place,
some. prevalently popular tax-saving devices
through omission of material counterbalancing
In the third place, the actual impact of the tax  A. Wilfred May
incidence on the . individual situation should
be realistically measured; in'lieu of sacrificing hard-boiled invest-
ment considerations for a tax-saving mirage. And finally, we
advise taking into consideration the general impact of taxation on
the market as an aid to its appraisal and.porifolio management.

In the forefront of behavior without taking complete ‘recog-
nition of all the pertinent factors in “the: deal” 'is the prevalent
year-end switching between: securities to register a.paper loss.

“For .investors desirous of maintaining their approximate
present position and still establish tax losses:—sell and buy com-
parable amounts and types of securities,” with an appended list of
similarly-priced issues arranged by industries, is typical of the
encouragement streaming from brokerage Louses to swap issues,

It assumes that an accrued paper loss can be used against an

outstanding gain to a maximum extent of 26%, or against or-
dinary income up to $1,000 annually’ for five years.

The Unrealized Catch

But this ass omits consideration of the aftermath with the
offset of an added taxable capital gain if all goes well, and you
sell the new issue at a profit before your death; or if all goes ill,
an equivalent reduction of the later loss that can be registered.

Thus the net-result of “tax-loss-switching,” per se and apart
from surrounding circumstances, may (unless you are rescued by
death or a change in the law) well be merely a lowering of your
cost basis at the cost of brokerage commissions and transaction
taxes. 3

This process of subsequent offset through reduction of cost

Continued on page 106
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Equities vs. Mortgages as
Savings Bank Investment

By ALFRED J. CASAZZA*
Vice-President, Savings Banks Trust Co., New York

After noting increase in mortgage holdings of savings banks,
due to attractive yields, Mr. Casazza discusses relative attrac-
tiveness as savings bank investments of equities compared with
mortgages. Says savings barks are aware of greater risks in

equities, and for that reason,

despite their higher yield and

lower service costs, are not purchasing them with the eagerness

which characterizes their mortgage lending. Concludes, be-

cause of statutory and other limitations, equities cannot become
serious rival of mortgages as saving bank investments.

Mutual savings banks have found
real estate mortgages by far the
most desirable class of investments
available to them during the past
five years. All
savings banks
in the United
States in-
creased their
holdings of .
mortgages by
$6.1 billion
from the end
of 1947 to Nov.
1, 1952. The
increasein
their deposits
was only $4.5
billion during
this period. So
attractivehave
~ mortgages .

‘been to savings banks during these
years, therefore, that they have
invested not only all new deposits
received in them, but also a sub-
stantial part of the proceeds de-
rived from the reduction of $2.4
billion in their government secu-
rity holdings. )

Mortgages have proved so at-
tractive to savings banks because
they have provided a higher yield
than could be obtained from high-
grade bonds. Since savings banks
have sought to step up earnings
because of increased dividend
payments to depositors, rising ex~
penses and the need for more sur-
plus to keep pace with deposit
growth, they have been among
the most active institutional mort-
gage lenders.

Mutual savings banks still find
mortgages, as a class, more attrac-
tive as investments than bonds,
despite the rise in bond yields.
This is shown by the fact that the
~ bulk of the deposit gain this year
has once again ‘been invested in
mortgages, although substantial
purchases of corporate and tax-
exempt bonds also have been
made,

A new outlet for funds has been
provided savings banks in this
state for the first time this year
by the action of the New York
State Legislature which authorizes
savings banks to invest in equi-
ties. The question therefore arises
whether mortgages will continue
to be as zattractive as before, or
whether a large part of the funds
hitherto invested in mortgages
‘will now be put into preferred and
common stocks, reducing the de-
mand for mortgages among sav-
ings banks.

Alfred J. Casazza

How Attractive Are Equities?

To appraise the relative attrac-
tiveness of equities and mort-
3ages to savings banks, we must
first determine just how desirable
equities are as savings bank in-
vestments. We know, from the
vecord of the past five years, that
a;ortgages have proved quite de-
sirable to savings banks under the
conditions that have prevailed
during this period.

Equities, as a class, offer higher
yields and larger net rates of re-
turn after taxes than other invest-
ments available to savings banks.
High-grade preferred stocks offer
average yields of nearly 4% to-
day, and the average yield of a

*An address by Mr. Casazza before
1t\lhe fv&ortkgagle BaﬁkersyA;socialion of
ew Yor nc., ew York City, D
.2, 1952, . " T e

representative group of invest-
ment grade common stocks listed
on the New York Stock Exchange
is over 5%. Unlike mortgages,
there are no substantial servicing
costs that are to be deducted from
the income received on equity in-
vestments.

The yield advantage of equities
is far greater for mutual savings
banks which pay Federal income
taxes, Interest income, except
from tax-exempt bonds, is fully
taxable for such banks, whereas
they are entitled to a dividend
credit of 85% on dividends from
stocks, except for certain public
utility preferreds. This makes the
effective tax on dividend income
only 7.8%, as compared with 52%
on interest income,

Common stocks offer a further
advantage in that corporations pay
out as dividends merely a part of
net earnings. For all business cor-
porations, dividends this year con-
stitute only a little over half of
earnings available for common
stock, according to the U. S. De-
partment of Commerce. The bal-
anee of earnings, reinvested in the
business, miay lead -to increases in
profits and dividends in the future.

Risks of Equities

Savings banks are well aware,
at the same time, that equity in-
vestment involves greater risks
than do mortgages. This is par-
ticularly true of common stocks.
. In the first place, the risk of
possible ultimate loss is greater,
as shown by the past experience
of investors with common stocks.
When corporations encounter fi-
nancial difficulties, common stocks
feel the full brunt because they
represent the residual interest in
the enterprise, Creditors and pre-
terred stockholders hold senior
positions and so receive priority.

Secondly, stocks are proverbi-
ally the most volatile of securities
so far as market prices are con-
cerned. In past business depres-
sions, stock prices, especially of
common equities, have proved
very vulnerable.

Thirdly, many corporations re-
duce dividends when their eain-
ings suffer a serious decline, so
that the yields realized by invest-
ors may ultimately prove consid-
erably smaller than those offered
when the stocks are purchased,
This risk is greater when equities
are acquired in a period of pros-
perity when profits and dividends
are around a peak.

. Finally, the Banking Depart-
ment now requires that 1% of the
cost of the equities be set aside
out of the income as a reserve for
future losses or depreciation. For
examination purposes, the equity
portfolio is carried at cost or mar-
ket, whichever is lower, so that if
the reserve is inadequate the bal-
ance of depreciation in the equity
portfolio is charged against sur-
plus or undivided profits as com-
puted for examination purposes.

Because savings banks are keen-
ly aware of these risks, they are

not purchasing equities with the

eagerness that has characterized
their mortgage lending in recent
years. Rather, they are proceed-
ing with caution and circumspec-
tlor},‘adop_ting equity investment
policies that are designed to min-
imize the risks. A number of sav-
ings banks are not purchasing any

The Commercial and Financial ‘Chronicle ... Thursday, December 18, 1952

equities for the time being, or are
limiting purchases mainly to, pre-
ferred and guaranteed stocks and
a few “defensive” commons like
utilities, food companies, and cer-
tain retail chain store stocks.
Others have resorted to the prin-
ciple of “dollar averaging,” under
which the same sum is invested in

stocks each year over a period of -

five or ten years so as to lessen
the risk that purchases will' be
concentrated at a time when prices
happen to be comparatively high.

Limits on Equity Purchases

Keeping in mind both the yield -

advantages of equities and the
risks that affect a savings bank’s
willingness to buy them freely, we
can estimate the extent to which
the savings banks of New York
State are likely to invest in pre-
ferred and common stocks.

In the first place, total invest-
ment in equities is now. severely
limited by law. Savings banks can
invest in preferred, guaranteed
and common stocks at the maxi-
mum only 50% of their' surplus
and undivided profits, or 5% of
assets, whichever is “the lesser
sum. Moreover, a lower limit of

one-third of the surplus . and un- -
divided profits or 3% of  assets,"
whichever amount is less, applies -

to common stocks.

For savings banks of New. York
State, this puts a limit of $637
million on their total possible pur-
chases of equities at the present
time. Of this maximum, $406
million may be put in common
stocks, including shares of the In-
stitutional Investors Mutual Fund,
Inc., which is being set up by sav-

ings banks, in accordance with the |

New York law, to provide a me-
dium through which they can in-
vest in equities jointly to mutual
advantage,

The savings banks of New York
State increased their net holdings
of mortgages by $1,186 million in
1951 and will increase them. by
about $950 million in 1952. The
demand for mortgages from sav-
ings banks reflects not only the
investment of new savings, but
also the reinvestment of amorti-
zation and satisfaction receipts.
The funds received each - year

from amortizations and. satisfac- -

tions of mortgages held ‘in the
portfolio alone will be far larger
in amount than the total that
equity purchases will reach:'for
many years to come,

Relative Position’ of Equities
And Mortgages

It is thus evident that equities,’

attractive  as- they are as aclass,
carnot possibly become a serious
rival of mortgages as major in-

vestments for mutual savings -

banks.

Statutory limitations on. total *

purchases of equities, the fact that
a number of savings banks, espe-
cially those that do not pay an
income tax, have little or no.in-
terest in equity investments, and
the desire of many banks that do
want to buy equities to acquire
them gradually over a period of
years will combine to curb the
extent to which savings bank
funds will be diverted from mort-
gages to equities. At most, equity
investment can attract only a rel-
atively small percentage of sav-
ings bank investment funds: from
mortgages. To some extent, also,
the furds that will be invested
by savings banks in equities would
otherwise have gone into bonds,
rather than into mortgages.
Mortgages remain an outstand-
ingly attractive class of invest-
ment for mutual savings banks for
a number of reasons. The banking
law permits virtually unlimited
investment in mortgage loanswhen
FHA -and VA loans are included.
Savings banks have evolved strong
mortgage lending organizations
possessed of long and varied ex-
perience in lending under all kinds
of economic conditions. By con-
trast, up to only-3% of assets can
be invested in common stocks at
the most, only up to 5% as a

Continued on page 95

From Washington
| Ahead of the News

By CARLISLE BARGERON

It is a fact that General Eisenhower repeatedly emphasized
during’ the campaign, both before and after his announcement
that he would go to Korea, that he had no quick panacea for

bringing the war to an end. But there is going to be a terrible
disappointment if, in a reasonable length of
time, he doesn’t evolve some method of end-
e }It‘hel*e is no way of definitely eva!patmg
the importance of the vaxjious issues in the
campaign, of course, but in my opinion the
fwo which weighed most against the party
that has been in power for 20 years, were
Korea and Communism in the Washnpgton
government. Corruption figured in the picture
of the general mess, but Communist chdlmg
and Korea, I believe, had most to do with the
outcome. .

In the early part of the campaign 1 felt,
in my travels and talks with just plain people
and business and political leaders, a yearning
to punish the Administration on acc.ount of the
Korean fiasco, but there wasn’t a full accept- y
ance of Eisenhower as the alternative. He became a fully accepted

alternative when he dramatically stated that he would go- to
Korea.

It .is true that he followed this up with repeated statements
that too much was not to be expected from such a trip, that he
just wanted to see the situation at first hand. But the gtatemeflt
about his going had its political effect, and there is no doubt in
my mind that on the part of his political advisors, that effect was
calculated. My, Truman and Governor Stevenson think it had a
tremendous effect and this is the reason Mr. Truman is so bitter
about it. Governor Stevenson has been more gracious.

So there are many of the General’s well wishers now w.ho
hope he will be able to accomplish something and thert‘e is a belief
among them that he will. To pursue the Korean fiasco in the man-
ner of futility with which Truman has pursued it is the height of
absurdity. The Truman policy has been that we must wage an
ineffective campaign else we will incite the Russians; we must.
apply a limited amount of weapons, fire, a limited amount of
ammunition, cover a limited amount of territory, apparently just
enough to keep the war going.

We are told that we can’t withdraw because we.would take
the heart out of Asia: It is difficult to see how what we are doing
.can give any spirit or heart to anybody. We make it plain thaft we
are.afraid to go any farther. Why would it be any differentvlf we
said we were tired of going even this far?

Manifestly, there is something more to the story of Korea than
that which has been peddled to the American people. To do what

Larlisle Bargeron

. we are doing is accomplishing nothing anywhere, in Asia, Russia,
. or even in Korea. ;

The Adminisiration’s outward attitude has been that it doesn’t

- want to extend the war, extend it simply to the point of wiping

out the Chinese bases, because Russia might “come in,” might
attack in Europe, might invade Iran. China might move on Indo-
China. The reasoning in regard to Indo-China is that China now
is . satistied wifh waging war on Americans in Korea, but if we

“strike: back-to the extent of really hurting her, it will add to her

strength and’ spur her on to- attacking Indo-China. None .of it
makes much sense, which is not my opinion alone but a rather
widespread opinion- in both Washington military and political
cireles.  The argument that going so far in Korea and' no
farther deters Russia in any way, shape or form is an insult to
the intelligence.

I am not privy to any plans General Eisenhower may have or
to'any of his thinking on this subject, and if I were, I would not
reveal them. But whatever he does will be against this back-
grcund, because it was, in general, the picture he got from the
military leaders in Korea and what he has gotten and will get
from the military leaders here. The strategy in the Korean war
has not been dictated by the military; it has been dictated by Mr.
Truman and the State Department. So there will be plenty of
room in which the General may operate to accomplish something.

And when that something is accomplished, we have the warn-
ing of Representative Walter Judd of Minnesota, an expert on
Far Eastern affairs, a highly respected one, that Japan sooner. or
later must fall into the Chinese orbit to survive. China is her
natural market, we cannot possibly supplant it, Mr. Judd warns.
He could go further and say that no stability can come to Europe
until trading between East and West is resumed, but Europe is
not the sphere of his experting. L

All of this, however, is not of the General’s making; neither
is the Korean fiasco. But in the latter case he is expected to
accomplish something and there will be considerable of a let-down
if he doesn’t.
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Progressive Tax Changes in 1952

By VICTOR R. WOLDER *
Attorney at Law, New York City

Mr. Wolder reviews revisions

and decisions, among which were: (1) reinstatement of exces-

and ameadments of tax laws.

sive_depreciation deductions; (2) Employees’ Profit-Sharing

Trusts; (3) abandonment losses; (4) net operating carry-

back losses, and (5) tax status of property held primarily for
: sale in regular course of business.

As we look back over this past
year, we must say that it has been
a year of progress. Long needed
revisions have been made in the
reorganization
of the- Bureau
of Internal
Revenue.
Some proce-
dures have
been speeded
up or simpli-
fied. Some
progressive
tax legislation
has been
enacted by
Congress. And
the courts @ 1
have been : Lay
;‘Oeulgtllllenrortt‘())g - Victor R.  Wolder
lenient on the
taxpayer.

While there has not been too
much  legislation, the few laws
which were passed were needed,

Reinstatement of Excessive
Depreciation Deductions

Most signiticant of these changes
is the'fact that it refiects the con-
tinued intent and desire of Con-
gress to give retroactive tav relief
to taxpayers when inequitable sit-
uations come into being. For ex-
ample, taxpayers who took exces-
sive depreciation deductions dur-
ing any taxable year commencing
with Jan. 1, 1932, and received no
tax benefit for the deduction may
now elect to have the excessive
amounts of deduction reinstated
to cost basis. This election to re-
instate must be made by Dec. 31,
1952. To give an example: Sup-
pose taxpayer acquired assets in
1938 at a cost of $100,000. It took
depreciation deductions at the rate
of 10% per annum, or $10,000
annually, with the result that its
cost basis was entirely exhausted
by 1948. Let us assume that tax-
payer had losses after deprecia-
tion each year of at-least $5,000
annually. Let us assume also that
a reasonable rate of depreciation
was only 5%, or $5,000 annually.
Under this set of facts, taxpayer
would be allowed to reinstate to
cost basis the sum of $50,000, rep-
resenting excessive depreciation
taken and obtain depreciation de-
ductions thereon, commencing
with 1948. This change in the law
now counteracts the famous (or
infamous) decision made by the
Supreme Court in the Virginia
Hotel case in the early 1940s.

Sale of Homes by Members of
Armed Forces

Members of the Armed Forces
are the beneficiaries of an amend-
ment- designed to prevent them
from - being deprived of the in-
come tax provision for non-recog-
nition of gain from the sale or
exchange of a residence. As you
know, when a taxpayer sells his
residence, tlie gain thereon is not
taxable to the extent that the pro-
ceeds of sale of the old residence
are reflected in the ‘purchase of
a new home made within one year
{rom tre sale of the old one or
one built within 18 months. Of
course, - this ‘provision of law was
a little hard on men and women,
who went into:the Armed Forces
and particularly those who sold
their homes for this reason. Most
of them have to serve over a year
whether they volunteer- or are
drafted. Because of this, Congress

*An address . by Mr. Wolder before the
Accountants Association of New York,
Inc., New York City, Dec. 4, 1952,
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passed a law which said that the
running of the one year. to ‘18
months limitation in the law is
suspended for a period not -ex-
ceeding four years from the date
of sale if the taxpayer serves on
active duty in the Armed:Forces
pursuant to a call or order to such
duty for a period in excess of-90

. -days or for an indefinite period.

' Employees’ Profit-Sharing Trusts

Congress continues to make ex-
ensions to the tax benefits to be
lerived by beneficiaries of qual-
fied tax-exempt .trusts - under
Section 165 of the Internal Rev-
enue Code. Under Section 165, a
taxpayer can set up a profit-shar-
ing plan, or a pension plan, or a

' stock® bonus plan for the benefit

of the employees, obtain an‘im-
mediate - tax deduction for .the
contribution made into the plan,
and the beneficiaries need not re-
port any income until their inter-
est under the plan'is distributed
to them. Usually, this is not until
they retire at the age of 65, leave
the company for permanent and
total disability. or are discharged
or resign after, perhaps, 10 years
“{ coverage, Among the numerous
tax advantages to be achieved is
the one which says that if the to=
tal benefits under the plan are
distributable in one lump sum to
an employee by reason of his
severance from employment, the
income is to be taxed as a long-
term capital gain and not ordinary
income. In the Revenue Act of
1951, an amendment to the law
provided that where the distribu-
tion to the employee included se-
curities of the employer corpora-
tion, there shall be excluded from
income the unrealized apprecia-
tion in value of such securities of

‘the employer corporation if ac-

quired from the employer’s con-
tribution.” Now, in 1952, Congress
has made a further amendment
by providing that a similar result
occurs when securities of the em-
ployer corporation having an un-
realized appreciation in value are
distributed and such assets had
been acquiired out of contributions
made to the plan by the employee.

Very f{rankly, any employer
who has not studied the possibili-
ties of deferred compensation un-
der a qualified profit-sharing plan
with a tax-exempt trust ought to
do so. There are so many tax ban-
cfits which result to the employer,
the employees, the officers, the
management, the rank and file
employees, as well, that the sub-
ject should not be overlooked. In
addition to this, Congress has un-
der consideration at this time
legislation ‘which will permit
partners and sole proprietors to
set up pension and profit-sharing
plans for themselves, with sub-
stantial tax benefits. At the pres-
ent time such coverage. with tax
benefits. is not available to the
nartners and sole proprietors of g
business. |

On this subject of profit-sharing
plans, there is one item which has
Leen the particular subject of 1lit-
igation, and a recent.case brings

this' point -into. sharp focus.. The: -
law says that a. contribution for3 .

taxable year must be madeé within

60 days of the close of the taxable .

vear and. dated back to the pre-
ceding year. But it must be re-
membered that a trust cannot be
deemed to have been in existence
in any taxable year prior to its
actual execution and establish-
ment.  Therefore, in the first year

of its existence, a“trust cannot be -

made retroactive to a prior year

just. because it was .established

within 60 days of the close of such

prior year. - :
Reorganization of the Bureau

.. As we all know, the reorganiza-

“tion of- the Bureau of Internal

Revenue has been progressing. In
many areas the new set-up has
been installed. Actually, there is
not too much change as yet. Per-
haps, ‘there will be some lasting
benefits. The real trick would be
for- the Bureau to speed up the’
processing' 'of cases. This situa-
tion is, in'my opinion, constantly

- getting worse. More and more, the

agents have been rejecting: cases,
and sending them “upstairs” and
“upstairs” is getting crowded. On
top of .this, the Tax Court is
jammed. At least there, the Court
has ‘now been appointing Com-
missioners to hear the cases, in-
stead .of the Judges themselves.
This has some advantages. It has
worked well in the past in the
United - States . Court of ' Claims;
perhaps it will work well in the
Tax Court.
Jury Trials

Congress has passed a law which
says that if you sue the Director
of Internal Revenue for a tax re-
fund then you can obtain a jury
trial,as you could when you sued
the Collector of Internal Revenue.
This was an important point, be-
cause 'as ‘'we know, juries had a
tendency to favor the taxpayer
against the government. Congress
is now considering a law which
would permit taxpayers to have a
jury trial in tax refund cases
when' the suit is directly against
the United States Government.
Frankly, this may or may not be
an advantage to the taxpayer.
It all depends. For example, when
you sue the Director, you can
recover Court costs as well, but
when you sue the government
you cannot.

Charitable Deductions

In 1952, the law was amended
so that individuals may deduct up
to a maximum of 20% of the ad-
justed gross income (instead of
15%) for contributions made to
charitable, religious, educational
and other similar types of organi-
zation,

Amortization of Leasehold

Improvements

As we all know, generally any
improvement a corporation tax-
payer makes on a business prop-

erty results in a deduction to the
taxpayer spread over the life
expectancy of the improvement.

One advantage—the way to obtain
a much higher deduction—how-
ever, was discussed in two Tax
Court decisions this year (Halsam
and Schunk cases). Briefly, if in-
stead of building the improvement
on property owned by the Cor;
poration taxpayer, the Corpora-
tion erects the improvement on
leased property, then the cost of
the improvement is amortized

over the term-of the lease instead"

of over the life of ‘the improve-
ment. This is of particular advan-
tage where the owner of the
property happens to be the con-
trolling ‘stockholdeér of the Corpo-
ration, At the end of the term of
the lease, the controlling stock-
holder still owns the property. He
can again lease it to the. Corpo-
ration — this time at a higher
rental. In the interim, his property
has been improved; the Corpora-
tion has completely written off the
cost and obtained a deduction for
it. And under a special section of
the Internal Revenue Code the im-
provement is not treated as in-
come to the controlling stockholer
at the time he receives it upon
the termination of the lease. On
top, of this, it is an effective way
to reduce accumulated surplus.

Estimated Declarations

It is appropriate to give some
thought to estimated declarations.
A much greater effort is develop-
ing in the Bureau of Internal
Revenue to obtain' penalties and
interest from.taxpayers ‘who fail
to properly file or to pay their
estimates when due. An estimated
declaration for calendar year ir-
dividual taxpayers must be filed
by March 15 each year; or he
might be required to file one on
any one of the other three esti-
mation dates, June 15, September
15 or January 15 (of the next
year). An estimated declaration
may be amended once in each
quarter of the year remaining
after the original is filed.

Failure to make and file an es-
timated declaration (except when
due to reasonable cause and not
wilful neglect) results in a penalty
of 5% of each installment due but
unpaid, plus 1% per month of the
unpaid amount of each install-
ment due—until a total of 10%
maximum penalty is reached. For
the purposes of computing the
penalty, the correct tax eventually
found to be due is used.

When an estimated declaration
is duly made and filed, in case of
a failure to pay an installment of
the estimated tax when due (ex-
cept where there was reasonable

cause and not wilful neglect), a
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similar penalty is added, i.e. 5%
of the unpaid amount of each in-
stallment, plus 1%. per month of:
the unpaid amount of the install-
ment, until a total of 10% maxi-
mum penalty is reached.

. If the taxpayer’s estimated

‘declaration  is less than 80% of:

his correct. tax, then he is penal-
ized an amount equal to the dif-
ference, or 6% of the difference,
whichever is the lesser. There
are a few exceptions as to this,
in the case where a taxpayer
dies during the year, or he is a
farmer. Nor does this section deal-
ing with substantial underestima-
tion of tax apply where the esti-
mated tax paid “is an amount af
least as great as though computeé
on the basis of taxpayer’s status
with respect to personal exemp-
tion and credit for dependents on
the date for filing the estimatech

‘declaration, but otherwise on the

basis of the facts shown on his
return for the preceding year.”

Giving consideration to proper
estimated declaration is very im-
portant. Penalties from this sourco
are. appearing more and more in
the Tax Court decisions.

Deductibility of Illegal Payments:
During the past year, there were

! a large number of cases dealing

with deductibility of illegal pay-
ments. Foremost among these wag
one handed down by the Supreme
Court which said that a rebate
payment not made in violation o#
Federal or state law, or in viola--
tion of a sharply defined Federal
or state public policy, is properly
deductible if made in the ordinary
course of business, particularly
where it is necessary to mee:
competitive practices. The mere
tact that the payment is unethical
does not condemn its deductibility.

Deduction to cover penalties fox
unlawful conduct are generally
disallowed. For example—penal-
ties for violation of state anti-
trust laws or for violation of Fed-
eral or state laws. But then again,
an overcharge under the Emer-
gency Price Control Act was al-
lowed to be deducted because i%
did not frustrate any ‘“sharply”
defined policies of the Act. Items
which generally enter into the
cost of goods sold will be recog-
nized although they are illegally
made. Thus, over-the-ceiling pay-
ments made for purchase of good:
will be permitted to stand as cost
of goods sold. The reason is easy
to understand, although some-
times difficult in its application.
Deductions for expenses are a°
matter of statutory grace. Con=«
gress can allow them or not. Bu#%

Continued on page 92
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Recent Inflation Developments
In Western Europe

~ By MRS. VERA LUTZ, Ph. D,, Princeton, N. J.*
Formerly Economic Adviser to the International Credit
Conference in Rome, 1951

Mrs. Lutz traces new inflation spurt in Western European coun-
tries that followed Korean war outbreak. Citing halting of in-
flation in most countries by end of 1951, she concludes such
pressures have subsided. Notes reversion to orthodox monetary
policy in countries where such had been discarded over long
period. Asserts there are other serious problems than monetary
policy, as need for greater mobility of labor, decline of the capi-

tal market, and higher wage

In Western European countries,
as in the United States, there no
longer prevails the same anxiety
about the continuance of inflation
as' existed 12
months ago.
In most coun-
tries the up-
ward move-
ment in prices
had been
halted by the
end of 1951,
and the cur-
rent year has
been a period
of near stabil-
ity, or even a
slight falling
tendency, ex-
cept for the
continued
rises in the cost of living in some
of the countries, notably in Great
Britain where it was, however,
largely due to the reduction of
food subsidies. On the basis of the
wholesale price indices, in each
case converted to the base June,
1950=100, we may divide the
major countries into three groups,
arranged in order of the extent of
the price rise during the first 18
months following Korea. The top
group, showing the highest price
rise over that period, contains
France and Sweden. In France the
level rose from 100 in June, 1950
to:148 in December, 1951, but had
fallemr back to 140 by August of
this year. In Sweden the level
rose from 100 to 143, and stood at
this same level in August. Into
the middle group fall Belgium,
Western Germany, the United
Kingdom and the Netherlands.,
The wholesale price level of the
United Kingdom, for example,
rose from 100 to 120 and fell back
to 126; that of Western Germany
rose to 132, and was still at this
level in September of this year. In
the lowest group come Italy and
Switzerland, with wholesale price
movements roughly similar  to
those of the United States.

The arresting in 1952 of the
rapid rate of price rise which had
prevailed previously followed the
adoption in France, Sweden, and
the United Kingdom of stricter
credit policies in the autumn of
1951. With the measures already
introduced somewhat earlier in
Western Germany, the Nether-
lands, and elsewhere, resort had
now been had almost everywhere
to the active use of the weapons
of monetary policy as a means of
combating inflation. And at the
moment at least, it would seem
that there is no longer -that
marked division between the
“easy money”’ countries and the
“tight money” countries which
had existed over much of the post-
war period.

For some of these countries we
must, however, be careful not to
exaggerate either the extent of
the tightening of the monetary
screw, or the degree to which it
has removed, or can remove, the
economic difficulties by which
they are faced. In the case of
Great Britain, we may say that,
as a break-away from two decades

Vera Lutz

*An address by Dr. Lutz before The
A.meri!:an Assembly, Arden House, Har-
riman, New York, Dec. 6, 1952.
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demands by organized labor.

of uninterrupted easy money con-
ditions, the change is impressive.
In terms of interest rates it has
meant a rise, between the autumn
of 1951 and the autumn of 1952,
from %% to nearly 2% % in the

Treasury Bill rate, and from 3% %

to about 4%% in the long-term
rate (rate on Consols). What is

"’ equally important, it has meant
. the abandonment by the Bank of
. England of its war- and post-war
" practice of always standing ready

to provide additional cash to the
market by buying all Treasury
Bills offered to it at a fixed rate.
Nevertheless, these steps in the
direction of a return to monetary
orthodoxy cannot by themselvgs
be expected to cure the economic
malaise by which Great Britain
has so long been afflicted. Broad-
ly speaking, what the new mone-
tary policy in Great Britain has
accomplished is the removal of the
danger, which existed prior to
last autumn, that further infla-
tionary pressure. might be exerted
by increases in the total volume
of bank lending to the private
sector, a danger which, it was
feared, could no longer be held in
check by mere exhortations to the
banks to exercise restraint when
the means for financing the addi-
tional lending were constantly
available to them via the market’s
easy access to accommodation
from the Bank of England. What
was done was to cut off this easy
access.

Stability in Britain

We may note that the total vol-
ume of bank deposits, movements
in which are normally taken as
indicative of the movements in
the money supply, have been very
nearly stable in Great Britain not
only since last autumn, but ever
since the middle of 1948; and it
is not in this index, therefore,
that the source of the post-Korean
inflationary pressure expressed it-
self. In fact, the increase between
June, 1950 and September, 1952
was only 2%. The near stability
in the volume of money does not,
however, mean that the volume of
monetary demand remained stable
over this period. There has been
a very substantial movement up-
wards since the end of the war in
rate of turnover of the money

‘supply, after this rate had been

reduced below the normal level
by wartime controls over con-
sumers’ and businessmen’s expen-
ditures, controls which have grad-
ually been removed in the post-
war years. A rough calculation of
the income velocity of the money
supply shows that, whereas in
1938 it was about 2.2, in 1946 it
was only about 1.7, representing a
fall of 23%. After 1946 the
velocity gradually rose as the re-
sult of the unloading of idle bal-
ances, especially by businessmen,
and by 1950 it had climbed back
to 1.9, a figure which was still
some 13% below the pre-war
level. Consumers’ cash balances
are still presumably abnormally
high, so that the gradual unload-
ing of these is likely to be suffi-
cient to take care of the growth
in production, at constant prices,
for some time to come without any

increase in the volume of money.
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What the tighter monetary pol-
icy did, then, was. to break the
threat that the total volume of
bank lending, and with it the vol-
ume of money, would increase,
and thus add to the inflationary
pressure already deriving from
the faster spending of the existing
money, or create a new source of
pressure if the first source should
be exhausted. This is an impor-
tant enough achievement. As re-
gards prospects for the future,
however, we must remember that
so far the squeeze has been on
bank credit to the private sector,
which in the last few months has
even declined slightly. With the
reappearance, since 1951, of over-
all budget deficits, rather than
surpluses, in Great Britain, the
government is again exercising a
demand for new finance, which
has temporarily been largely taken

. care of by the overseas borrow-

ing, and the proceeds of the sales
of gold and foreign exchange, as-
sociated with the deficit in the
balance of payments, which it
must be hoped will not continue.
In future this demand may fall
on the banks which will be able
to meet it—unless they actually
call in loans from the private sec-
tor—only if the Central Bank pro-
vides new cash. It is likely to fall
on the banks unless the govern-
ment is willing to fund part of its
floating debt and to offer terms
on the corresponding long-term
issues which are attractive enough
to allow them to be placed with
the public. This means that the
government may have to be pre-
pared to see interest rates on gilt-
edged securities rise still higher
than the present level, if further
inflation is to be avoided in the
future,

Moreover, even if the renewal
of inflationary pressures continues
to be prevented by appropriate
monetary and public debt policies,
Great Britain is left with very
serious problems which, were they
to depend on monetary policy
alone for their solution, would
require much more drastic action
than that so far taken. Among
these problems, first place should
probably be given to the inflexi-
bility of the production structure,
due to the lack of mobility of la-
bor between industries. Here we
at once touch the balance of pay-
ments problem. For it is the re-
current crises in the balance of
payments that are the mirror in
which Britain's adjustment diffi-
culties are most dramatically re-
flected. There are already signs
that the rising trend in the vol-
ume of exports which has been
evident since the war’s end has
come to a halt. With the return
of German and Japanese compe-
tition, it is increasingly necessary
for Britain—dependent as she is
on foreign trade for her economic
existence—to be ready to adjust
her output to the demands of her
customers or potential customers
overseas. At the present time the
demands of these customers are
very largely for capital goods
rather than for consumers’ goods,
and it- is widely recognized that
labor and other resources must be
shifted from the consumers’ goods
industries into the capital goods
industries, if the export level is to
be expanded or even maintained.
One, old-fashioned, inducement to
greater mobility of labor would
be larger wage differentials be-
tween the sectors to which labor
must be attracted and those from
which it must be drawn away; but
under present conditions it is
scarcely possible for individual
industries to bid up wages with-
out provoking an all-round rise.
In order, on the other hand, to
induce labor shifts by means of
monetary policy, the authorities
would have to restrict credit very
much more drastically than they
have done up to the present—to
enforce, that is to say, a degree of
curtailment of credit, and of the
money supply, which would press
on total expenditures and on the

Continued on page 87

Dealer-Broker Investment
Recommendations & Literature

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

Convertible Bonds and Stocks—Discussion of a new approach
to their appraisal—Talmage & Co., 115 Broadway, New York
6, N. Y.

Electric Utilities—Analysis—H. Hentz & Co., 60 Beaver Street,
New York 4, N. Y.

Latin-American Business Highlights—Brochure review indus-
trialization of Latin-America — The Chase National Bank
of New York, Pine Street corner of Nassau, New York 15,
N. Y.

Natural Gas Prospects — Analysis — Sutro Bros. & Co., 120
Broadway, 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 Switches—Leaflet of suggestions—Vilas & Hickey, 49
Wall Street, New Yor}( 5, N. Y.

Service For Security Analysts — Brochure describing newly
developed service ask for Booklet C—Georgeson & Co., 52
Wall Street, New York 5, N. Y.

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

Tokyo Stock Market Quotations—Bulletin—Nomura Securities
Co., Ltd., 1-1 Kabuto-cho, Nihonbashi, Chuo-ku, Tokyo,
Japan. Also available is a tabulation by industries of divi-
dend earnings as of half-year business term ended Sept. 30,
1952 for Japanese securities.
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Allied Paper Mills—Data—Moreland & Co., Penobscot Build-
ing, Detroit 26, Mich. Also available are data on Industrial
Brownhoist, L. A, Darling Co., and Monroe ‘Auto Equipment.

. Aluminium Limited—Review—James Richardson & Sons, 173

Portage Avenue East, Winnipeg, Canada, and Royal Bank
Building, Toronto, Canada.

American Marietta Co.—Analysis—A. C. Allyn and Company,
Inc., 44 Wall Street, New York 5, N. Y.

Boeing Aircraft—Data in current issue of “Gleanings”—Francis
I. du Pont & Co., 1 Wall Street, New York 5, N, Y. In the
same issue of “Gleanings” there are suggested “packages” of
stocks; also available is a list of 40 “Tax Loss Selling” Type
stocks.

Carborundum Company — Analysis— R. M. Horner & Co., 52
Broadway, New York 4, N. Y,

Chattanooga (Tennessee) Gas Company—Analysis—Sheridan
Bogan Paul & Co. Inc., 1528 Walnut St., Philadelphia 2, Pa.

Crane Co.—Memorandum—=Sincere & Co., 231 South La Salle
Street, Chicago 4, 11l

Erie Forge & Steel Corporation—Bulletin—de Witt Conklin
Organization, 100 Broadway, New York 5, N. Y. )

Falstaff Brewing Corp.—Bulletin—J. R. Williston & Co., 115
Broadway, New York 6, N. Y.

Glass Fibers, Inc.—Analysis—F. L. Putman & Company, Inc.,
77 Franklin Street, Boston 10, Mass.

Indiana Gas & Water Co. — Annual report — Indiana Gas &
Water Co., Inc., Indianapolis, Ind.

James Manufacturing Co. — Analysis — In current issue of
“Business and Financial Digest” — Loewi & Co., 225 East
Mason Street, Milwaukee 2, Wis. Also in.the same issue is
an analysis of Maryland Casualty Company, :

Kewanee 0il Co. — Memerandum — Smith, Barney & Co., 14
Wall Street, New York 5. N. Y.

Mercast Corporation—Analysis—J. G. White & Company, Inc.,
37 Wall Street, New York 5, N. Y.

Middle South Utilities—Memorandum—Faroll & Co., 209 South
La Salle Street, Chicago 4, Ill. . '

New York Chicago & St. Louis Railroad — Memorandum —
Hirsch & Co., 25 Broad Street, New York 4, N. Y, Also avail-

. able is a memorandum on Sharmrock Oil & Gas.

Northrop Aircraft, Incorported—Analysis—Stanley Heller &
Co., 30 Pine Street, New York 5, N. Y.
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T.L. Watson-Turnure
Merger Announced

Two of Wall Street’s oldest
Stock Exchange firms will merge,
effective Jan. 1, according to a
joint announcement by T. L. Wat-
son & Co., established in 1866,
and Lawrence Turnure & Co.-
Blyth & Bonner, established 1832.
The merged firm, to be known as
T. L. Watson & Co., will offer its
customers the greatly increased
facilities of the combined organi-
zation, and all partners and cus-
tomers men of the two firms will
be connected with the new part-
nership, except for. Robert H.
Harding, John R. Marshall, Ge-
rard L. Pears, William P. Haring
and Ralph H. Hubbard, who are
retiring from the Turnure firm.

The merged firm’s main office
‘will be maintained at 50 Broad-
way, . New York City,  present
headquarters of the Turnure or-
ganization. Branch offices will be
maintained  in - Bridgeport, Conn.,
Perth Amboy, N. J., and 160 Var-
ick Street, New York.

Partners of the new firm will
be Louis N, De Vausney; Daniel
J. Morgan, Bridgeport; . Frost
‘Haviland, member of the New
York Curb Exchange; George R.
‘Payne; Kenneth B. Gordon; Law-
Tence Turnure; William T. Veit;
Henry G. Bruns; William C. Far-
ley; Sylvester F. Hennessey, mem-
ber of the New York Stock Ex-
change; Lester E. Farley, Bridge-
port;- Quentin Syme, John Kerr,
H. Thurston W. Huntting and
John E. Judson, a limited partner.

The Turnure firm, eighth old-
est Stock Exchange house, was
founded on May 10, 1832 by Moses
Taylor under his name, as mer-
chant bankers. Lawrence Tur-
nure, grandfather of the present
Lawrence Turnure, became a
partner on Dec. 31, 1851, and since
that time there has always been
a Turnure in the firm. In 1888
the firm took the name of Law-
rence Turnure & Co., which name
has been retained since. In 1942
the Turnure organization was
merged with Blyth & Bonner un-
der the name of Lawrence Tur-
nure & Co.-Blyth & Bonner.

T. L. Watson & Co. was estab-
lished in 1866 and for many years
operated a private banking busi-
ness in Bridgeport, Conn., and had
ke distinction of being the oldest
private banking organization in
that state. In 1933, however, all
private banking operations were
discontinued.

Gellerman Adviser for
Knickerbocker Hospital

Knickerbocker Hospital, 70 Con-
vent Avenue,
N. Y. City, has
appointed H.E.
Gellermann as
Adviser on
Public Rela-
tions, accord-
ing to an an-
nouncement
by L. B. Dana,
Administrator
of the hospi-
tal. Mr, Gel-
lermann is Di-
rector of Pub-
lic Relations
for Bache &
Co., members
of the New York Stock Exchange.

Two With Slyaton Co.

(Special to THE FINANCIAL CHRONICLE)
ST. LOUIS, Mo. — Phelim F,
O’'Toole, Jr. and Frederick G. Vogt
are now connected with Slayton &
Company, Inc., 408 Olive Street.

With William Ginn

(Special to THE FINANCIAL CHRONICLE)
GOLDSBORO, N. C. — B. W.
Ginn has joined the staff of Wil-
liam M. Ginn, 301 South Center
Street. - :

Henry E. Gellermann
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I:tvesling for Pension and
Profit Sharing Trusts

By JOHN HARDY WEEDON*
Vice-President, The First National Bank of Chicago

After tracing development of pension and profit-sharing trusts,

Mr. Weedon describes basic differences in types of funds that

- affect investment thinking. Cites growing investment in equities

by both Pension Fund and Profit Sharing types of trusts, and

lays down investment principles for each. Reveals composition

of stocks held in Pension and Profit Sharing Trusts for which
his bank is responsible.

What has been the history of the
Pension Plan Trusts and how have
changing social, economic, and
political conditions affected their
development
and influ-,
enced their in-
vestment poli-
cies?

While a few
presently
operative
Pension Plans
had their in-
ception prior
to the turn of
‘the  century,
t h-e U. S
Treasury lists
only 110 qual-
ified plans in
existence
prior to 1930. By 1939 the number
had grown to 659.

Prior to 1942, the investment
portfolios of these Funds were
largely invested in fixed-income
securities. For the greater part of
this period, fixed-income securi-
ties such as mortgages and cor-
porate bonds afforded a better in-
come return than was available
through the purchase of high-
grade stocks. Further than this,
although a long-term decline in
the purchasing power of the dol-
lar was in progress, this decline
was an orderly one and did not
greatly concern either investors or
legislators.

However, in the mid-thirties,
social and political changes that
were destined to have a far-
reaching effect on investment
policies were in the making. With
the depression years ‘still vivid,
the theory of collective security
became uppermost in the minds of
a large segment of our popula-
tion, with resulting social se-
curity legislation and a renewed
trend. toward unionism. Govern-
mental policies of spending our
way out of depression, and of a
managed economy, led to deficit
financing and the maintenance of
low money rates which made it

John Hardy Weedon

- possible for corporations to refund

their bonds at reduced interest
rates. At the same time, corporate
earnings and dividend rates. were
improving. ‘An investor seeking
income could now obtain better
results by buying the stocks of
most leading corporations than by
acquiring their bonds.

Advent of World War II

The first dynamic phase in the
creation of voluntary Pension Plan
trusts dates from the advent of
World War II. During the previous
decade, many employers had un-
doubtedly become more conscious
of the -desirability of providing
some degree of future security for
the employees; and now there
were at least two good and suffi-
cient reasons why thought should
be translated into action.

War-inspired demands for
rapidy increased production led
to a very tight labor situation.
Corporate management was anx-
ious not only to hold the em-
ployees it had, but to attract new
ones. A pension plan might help.
In any case, since contributions to
such Funds were tax-exempt, high
war-time taxes made it possible

*A talk by Mr. Weedon at Kennedy

Sinclaire Pension - Seminar, New York
City, Nov. 20, 1952,

-der

for many corporations to adopt
such plans with relatively little
effect on their earnings-after-
taxes. While no actual figures are
available, we would guess that by
the end of the war 10,000 qualified
plans were in existence compared
with less than 1,000 just prior to
the war. p

The- decline , in interest = rates
which I mentioned earlier con-
tinued  during. this. period and,
while prices and wages were un-
government = -control, - the
rapidly mounting government
debt and‘ the dynamic upward
trend - in - national  income

.heightened the inflationary poten-

tials.
Anotherimportant develop-
ment that affected the investment

‘policies of many trustees was a

marked trend in the liberalization
of the laws in many States gov-
erning the investment powers of
trustees. For the first time in
many States, including Illinois,
“prudent man statutes” were
adopted — statutes that permitted
trustees to purchase common
stocks of a type a prudent man
would select. However, many cor-
porations and many trustees were
not yet willing to include com-
mon stocks in Pension Plan
Trusts; so that, while this period

perhaps initiated a trend toward
the .idea that common- stocks
might be - acceptable  for -these
portfolios, investments in most
Pension Plan trusts continued to
be very largely confined to fixed-
income securities.

The period 1946-49 was one of a
declining trend in the number of
new plans. Unions were striving
to increase their take-home pay
and were cool to any plans that in
their opinion would postpone part
of the benefits they wanted im-
mediately,

‘The Period Following 1947

. The period in which we pres-
ently find ourselves had its incep-
tion in 1948. In that year, the
United States Supreme Court con-
firmed a ruling of the' National
Labor Relations Board that pen-
sions are a valid subject for bar-

.gaining under the Taft-Hartley
Act.
President’s - Steel - Fact .Finding
‘Board recommended that the steel

The following year, the

companies - establish. and ‘assume

the. full.cost of pension plans for
‘their employees. The Union at-
titude, that had been cool to vol-
untary company. plans in the im-

mediate postwar period, now be-

,came . vociferous in its pension
.plan demands.

This period, therefore, has seen
a very large increase in Pension
Plan coverage not only from the
standpoint of the number of plans
but, more importantly, from an
investment standpoint in the po-
tential size of the plans and the
number of employees covered.

The Treasury Department re-
ported that as of Aug. 31, 1946,
company contribtuions with re-
spect to 9,370 qualified plans were
at an annual rate of about $760
million. Recent figures indicate
that there are presently some 17,-
000 qualified plans now operative,
while contributions are estimated
at an annual rate in excess of $2

(2333) @

billion and the trend is still up-
ward.

Earlier this year, Salomon Bros.
& Hutzler estimated that.private
Pension Funds other than insured
plans are currently accumulating
investment -funds at the rate of
$1.2 billion annually. If even
as much as 20% of these funds is
to be currently invested in com-
mon stocks, there will still remain
almost $1 billion of ‘demand for
fixed income securities.

Effect on Equity Investments

It can be gathered from - the
foregoing discussion that pension
fund monies either directly or in-
directly are destined to exert an
increasing influence upon the de-
mand for both fixed-income and
equity investments.

The problems encountered by a
trustee in formulating investment
policies for a Profit Sharing trust
are likely to be somewhat more
complex and somewhat more ‘indi-
vidualized than :those - presented
by the investment of funds for a
Pension Plan trust.” In-theory, at
least, a trustee of a Pension Plan
Trust may take it for granted that
contributions based upon continu-
ing and conservative' actuarial

-computations will - be . made at

regular- . intervals. * Invasion. of
principal funds for the purpose of
distributions is not a probability.

On the other hand, contributions
to Profit Sharing Funds may be
less regular and may vary con-
siderably in amount from year to
year. It is therefore more difficult
for a Profit Sharing fund to ob-
tain average investment results
over a period than is the case
with a Pension Plan.

The timing. of purchases is
therefore important, as is the
maintenance of a more fluid in-
vestment policy than is necessary
for Pension Plan trusts. ;

A second basic difference be-
Continued on page 94
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Lehman Brothers
Walston, Hoffman & Goodwin
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Outlook for Petroleum Industry

By LASZLO A. de MANDY
Security Analyst, Bear, Stearns & Co., Members N. Y. S. E.

Petroleum expert maintains that despite current pessimism,

long-run picture for oil industry investors is “unmistakably

”

 bullish. Asserts because of expected grovith in foreign demand

and apparently workable profit-sharing arrangement in

Middle East, international companies, as Royal Dutch, Socony,

Jersey, and Anglo-Iranian, are in favorable position. Names

domestic companies most favorably situaled to benefit from

uncommitted reserves in natural gas. Cites eight Canadian
companies as particularly attractive.

Leading petroleum economists
at the recent meeting of the
American Petroleum Institute
held that the domestic petroleum
demand in the
riext 15 years
should con-
servatively be
cstimated to
rrow 46%.

The indi-
cated 3% an-
wmiual average
increase in
domestic de-
rnand coin-’
cides with the
expectations
of other
wrominent
aunthorities.
Although the
pyrojected
girowth is less spectacular than
the 6-8% annual gains to which
the industry had become accus-
tomed during the large part of
the postwar period, it is still a
Yaealthy rate of growth and indi-
cates a bright future for the do-
xnestic oil industry.

It should not be forgotten that
sust two years ago many petro-
feum economists were pessimistic
wegarding the continuance, of the
postwar rate of growth .in do-
ymestic and foreign demand. Off-
setting this pessimism, the en-
suing two years produced the
greatest rate of growth in de-
imand experienced in the indus-
try’s history.

Today a number rof petroleum
cconomists are again pessimistic.
One of their most often-expressed
sears is that the possible re-open-
ing of the Iranian production and
the resulting flood of world
xmarkets by cheap Middle East
oil. Although I firmly -believe
that sooner or later the Iranian
©il fields will be re-opened and
shut-in oil will find its way back
0 world markets, I feel that the
we-opening, if and when it comes.
will be gradual, and quite pos-
sibly this oil will be needed- to
€ill 'an increased demand. The
cost of finding and producing oil
is steadily increasing, and the
Middle East is no exception under
that general pattern. Further, a
basic change occurred during the
dast two years which has to be
kept in mind. The individual
Middle East governments are no
ionger limited to receiving
straight royalty income, but are
mnow equal partners with the op-
erating oil companies, sharing in
profits with them. Therefore, the
dumping of oil, I. feel, would be
against their best interests and a
thing they would try to prevent.

Laszlo A. de Mandy

Growth in Foreign Demand -

The rate of growth in foreign
demand is expected to be much
greater than the domestic,
year the increase in consumption
outside the United States, exclud-
ing Russia and its satellites, was
900,000 barrels a day—more than
Iran’s greatest production, Be-
cause of the expected rate of
growth in foreign demand and
the new and apparently workable
profit-sharing basis presently in
force in the Middle East, inter-
national oil companies are be-
lieved to be in a favorable po-
sition. Taking into consideration
the ratios of market price to
equity values, future earning
power, ability of management,

‘to  nine
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financial strength and the im-
portant political factors which
have a large bearing on interna-
tional operations, 1 favor Royal
Dutch Petroleum Co., Socony
Vacuum Oil Co., Standard Oil
Co. (N. J.) and Standard OQil Co.
of California.

To those who exclude the dan-
ger of an all-out war and further
deterioration of the political situ-
ation in the Middle East, Anglo-
Iranian Oil Co. should be most
attractive,

The: economists at the American
Petroleum Institute meetings an-
ticipated an approximately 400%
gain in the output of Canadian
oil producers by 1967, Western
Canada has about 770,000 square
miles of territory suitable for
oil exploration. This huge area
1s scarcely explored, and what has
been explored has been covered
with far less intensity than com-
parable areas in the U. S. Since
the discovery of the famous Leduc
field in 1947, over one billion
dollars has been expended for
exploration and land acquisition,
and the rate of these expenditures
is steadily and rapidly increasing.
Due ‘to this rapidly increasing
activity, many new discoveries
are being made. In fact the ratio
of new “hits” to dry-holes in
~rildcat wells during the current
year was one to six, against one
in the United States.
Western Canada, which produced
only 19,000 barrels daily before
the Leduc discovery, is approach-
ing a potential production rate of
300,000 barrels daily. The po-
tential production rate of 300,000
barrels and the actual average
production of 160,000 daily are
still far short of Canada’s current
consumption. The actual produc-
tion averages only 160,000 barrels

“because of the lack of sufficient

transport facilities., With the ex-
tension and expansion of the
Interprovincial Pipe Line Co.,
and the completion by next
August of the Trans-Mountain
Pipeline, the lack of sufficient
transportation facilities for oil
will soon be overcome. Markets
for the currently shut-in gas re-
serves are also shaping up. The
first line to bring gas to the
Pacific. Northwest is only await-
ing the green light from the Fed-
eral Power Commission. A second
line, leading eastward, is expected
to be approved by the Alberta
Government in the near future.
In contrast with healthy and
promising developments, the mar-
ket price of Western Canadian
oil producers declined very
sharply during the last six
months. In my opinion, the stocks
of certain Canadian oil companies
are now attractive for investment.

Canadian Companies

For those who hold to invest-
ment in a single company of in-
vestment quality, Imperial - Qil
Ltd., controlled and backed by
Standard Oil Co. (N. J.);%is out-

_standing. Certain smaller inde-

pendent companies should appre-
clate percentagewise more than
Imperial, but due to their specu-
@ative nature, -it is advisable to
invest in a group of them rather
than in a single onhe. In my
package, which is selected after
consideration of management
ability, favorable acreage spread
and financial strength to carry

Service

Petroleum'. Corp.
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exploration and development ex-
penditure, I include the following
(in alphabetical order):

(1) Anglo - Canadian OQil
Ltd.

(2) The Calgary & Edmontcn
Corp. Ltd.

(3) Calvan Consolidated Qil &
Gas Co. Ltd.

(4) Canadian Atlantic Oil Co.
Ltd

Co.

(5) Canadian Superior Oil of
Cailf. Ltd. ;

(6) Central Leduc Oils Ltd.

(7) Husky Oil & Refining Ltd.

(8) Pacitic Petroleums Ltd.

In a consideration of strictly
domestic 0il companies, natural
gas is an important factor and
one which will increase in im-
portance. A large increase in
natural gas consumption is ex-
pected. Where natural gas  is
available, it is by far the cheapest
fuel. The cost of heating the
average home for a year with
natural gas is about $90 against
approximately $200 with fuel® oil.
The wellhead price of gas, de-
pending naturally on the’ distance
of transportation; does not amount
to more than $% of the price
paid by the residential consumer
for the gas. Not only is a big
increase in natural gas sales an-
ticipated, but I also believe a
substantial increase in field prices
for gas will be forthcoming .when
the OPS regulations are relaxed.

It must be borne in mind. that,

outside of the limited Canadian
and Mexican gas imports, there is
no possibility of satisfying the ex-
pected huge demand for natural
gas other than through domestic
suppliers. I feel that the domestic
oil companies, with large natural
gas reserves and, moreover, with
uncommitted reserves, will be
most favorably situated in the
years to come. Companies in that
classification are: The Pure Oil
Co., Phillips Petroleum Co., Cities
Co., Kerr-McGee Oil
Industries Inc., Shamrock Oil &
Gas Corp., Dehli Qil Corp., Taylor
0Oil & Gas Co.

Liquefied Petroleum Gas

As another phase of the petro-
leum industry, the spectacular
increase in demand for liquefied
petroleum gas must be consicered.
Liquetied petroleum gas is used
in artificial rubber production, in
the manufacture of numerous
chemicals, in refineries for blend-
ing stock to improve octane rat-
ings, domestic heating and cook-
ing (bottled gas), and in many
combustion-type engines as fuel
(tractors, busses, trucks, etc.).
Its use in all these fields is in-
creasing steadily. Its big ad-
vantage as fuel in combustion
engines is not . primarily inits
price but in the fact that it burns
without leaving any residues, and
therefore engines can run double
comparable gasoline mileage
without overhauling. There are
problems to be solved in .the
liquefied petroleum gas field, of
which the prime one is a problem

storage and distribution. Pipeline
transportation and storage in un-
derground cavities seems to be
the solution to this problem, and
successful steps have already
been made in this direction. Many
companies are engaged in the
production of liquefied petroleum
gases, but the impact of the pro-

jected future growth, I believe,’

should primarily benefit Warren
and Phillips
Petroleum Co.

In considering the petroleum
industry as a whole, the outlook .

is for steadily increasing con-
sumption. However, the pattern

of consumption points to wider.

swings in demand, with a large
winter peak and a smaller sum-
mer peak. Between these peaks

accumulations of inventories must

be expected. It is during these
periods, as it has been in the past,
that bearish voices will be the
loudest. Investors should keep in
mind that the long-run picture
is unmistakably bullish.

Missouri Brevities

At a special meeting on Feb. 10,
stockholders of the Mercantile
Bank & Trust Co., will be asked
to approve a 50% stock dividend
as recommended by the Board of
Lirectors. Presently there are 20,-
000 shares of $25 par value capital
stock outstanding, and by trans-
ferring $250,000 from undivided
profits the capital account will
show $750,000 of stock, $500,000
of surplus and $166,000 of undi-
vided profits.

# # #

For the fiscal year ended Sept.
30, the Gustin-Bacon Manufactur-
ing Ce., reported net income of

$536,078, or 74 cents on each of -

the 727,800 outstanding shares of
common stock. In the previous
year, net was $475,242, or 65 cents
a share. A. L. Gustin, Jr., President,
said that earnings were held to
- lower level .than anticipated
due primarily to the operational
dislocations and heavy initial
costs of bringing a new glass plant
-into production, and the acceler-
ated amortization charges under a
necessity certificate applicable to
-equipment in the plant. Deprecia-
tion' totaled $1,082,552, against
$562,025 a year previous,

! Sales reached a peace-time peak
of $15,166,882, up 13% . over the
$13,364,734 volume of the previ-
ous year. The enlarged dollar vol-
ume reflected an increased quant-
ity of goods sold rather than any
overall rise in prices.

Earnings berore provision ' for
taxes “on income and flood loss
were $1,118,021; against $1,782,670
a year earlier. Taxes were $565,-
500, compared with $922500,
which came before the subsequent
reduction in income taxes as re-
suit of we flood loss.

Working capital was strength-
ened by new financing and by the
retention of earnings. At the close
of the year, working capital was
$4,349,846, against $1,797,410 a
year previous. )

In a talk before the New York
Society of Security Analysts on
Dec. 1, Paul .E. Connor, Chairman
and President of the Western Auto
Supply Co., said that 1952 sales
will be aproximately $170,000,000
Aas compared with $160,000,000 last
year. Present forecast of earnings,
he said, indicate a 1952 net in-
come, after taxes, somewhat lower
than in 1951 when the company
reported earnings of $5,579,388,
equal to $7.43 a share. Profit be-
fore taxes, Connor noted, will be
approximately the same: as in
1951, but provision for income tax
will be higher.

Referring to dividends, Connor
said that “We have in the last 10
years paid out approximately 50%
of net earnings after taxes in cash
dividends. If, as many of us be-
lieve, the era of price inflation
‘has ended, then I think the Board
of Directors of Western Auto may
consider paying out a somewhat
larger percentage of earnings than

I €M -has been our custom in the past.”
of economical transportation, .

Western Auto Supply ap-
proaches the year 1953 with cau-

tious optimism, expecting a good
year, with some weakness during
tce second half,” he said.. The
com.pany “plans to keep inventor-
ies uncer tight control and to keep
coverage as short as practicable.”

Noung that Western Auto Sup-
ply’s excess profits tax base is ap~
proximately $10 million, Connor
zaid that “if the excess profits tax
is allowed to lapse June 30, 1953,
the eompany should benefit con-
siderably. In 1951 we paid an ex-
cess profits tax equal to nearly $1
» share ard 1952 may be close to
the same fig;lre.”*

Directors of Prugh Petroleum '
Corperation, declared the regular
quarterly common dividend of 5%
a share, payable Dec. 30, to hold-
ers of record Dec. 15. y

William Prugh, President, said
that daily production of crude’ oil

has been stepped up by 500 barz -

rels as result of the acquisition in
October of two groups of- leases -
and the .‘“successful . development -
of reworking old leases.” . ;

The company has 63 wells i
Kansas and - Oklahoma: and “cur=
rently is drilling No. 64 in Creek
County, Oklahoma. o

#* > # :

An increase.in the annual divi-
dend rate of Commerce Trust
Company, . was authorized by di-
rectors when a quarterly payment
of 50 cents was . voted. instead of
the usual 45 cents, according to
J. C. Williams, President.

“The annual dividend .will be on
the basis of $2 a share, instead of
$1.80,” Williams said. “Earnings
this year are likely to exceed 1951,
when they were nearly $2,300,000,
the largest ever.”

The dividend is payable Dec. 27,
to holders of record Dec. 12. ‘
# * #

Directors of City National Bank
and Trust Company, voted the
regular semi-annual dividend of
40 cents a share, payable Dec. 31,
to holders of record Dec, 20.

# # #

Directors of First National Bank,
voted to increase the regular
semi-annual dividend to $1.50 a
share, from the $1.25 rate previ-
ously paid, placing the stock on a

-$3 annual rate. The current pay-

ment of $1.50 a share will be made
Jan. 2, to holders of record Dec.

"19.

The dividend is the 135th con-
secutive one to be ordered by the
bank. Since 1886 the bank. has
paid $12,680,000 in cash dividends
and $2%4 million in stock and has
added $7 million to surplus.

#4 &® &

Net income .of Missouri Public
Service Company -for the nine
months ended Sept. 30, tofaled
$915,249, equal t0°$1.61 a common
share; compared with' $719,557, or
$1.24 a share a year earlier.

Revenues.were $6,164,424, com- :

‘pared. with $5,541,786.

The utility’s income tax provi-
sion for the nine month- period
was $806,000, compared with
$534,400.

Olin Industries
Ely Walker Dry Goods Com. & Pfds..
First National Bank
National Oats
Miss. Valley Gas
‘Moloney Electric Class “A”
Scruggs-Vandervoort-Barney Com. & Pfd.
Tenn. Production
Natural Gas & Oil
Wagner Electric

Bought e Sold. — Quoted

SCHERCK, RICHTER COMPANY

Member Midwest Stock Exchange .

Landreth Building -
St. Louis 2, Mo.

Bell Teletype
SL 456
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Dencunce UN Resoluiion Upholding
lalionalization Without Compensafion

G. Keith Funston, President of the New York Stock Exchange,

and Earl Burting of NAM, register protests. Funston, in Ietter-

to U. 5. Representative fo United Naliors, scores action as

cerving n:lice on investors everywhere that long-standing rights

will no Ionger be respecied. Earl Bunting says resolution dims
hope of foreign investment in underdsveloped areas.

G.Keith Funston, Presidentofthe the standavd of living in nations
New York Stock Exchange, on outside the Iron Curtain.”
Dec. 16 addressed a letter to Am-
bassador Warren R. Austin, U. S.
Representative to¢ the United Na-

Bunting’s Protest

Similar views to those ‘ex-
pressed by Mr. Funston. were
voiced by Earl Bunting, Manag-
ing Director of the National Asso-
¢ ciation of Manufacturers, who
pointed out that the UN failure
to protect foreign investors is the
kind of international action which
dims the hopes of underdeveloped
nations of raicing their standards

A

) ¥ { i

i

‘Employees' Profit-Sharing Trusts—

KeytoSolving Retirement Problems

By GEORGE P.'JOCHUM and ROBERT E. FULTON *
United States Company of New York -

) lr_l 63|t'lining advantages of Profit-Sharing Trusts as means of
providing for employee retirement funds, Messrs. Jochum and

Fulton point out

this system involves no long-term fixed com-

mitment on employers, and requires no actuarial calculations.

ln.dicates factors involved in choice of a formula which deter-
mines amount of employer’s contribution and methods of vest-
Points out benefits accruing to' employee

ing employee credits.

in Retirement Plan cannot be predetermined.

When we talk about Profii-
Sharing Retirement Plans it makes
me “think of the employer of 50
years ago who would tremble with

of living through.privaie fcreign [

investment.
“Without questioning the right
of any country to nationalize its

resources this action of the United -

Nations,” Mr. Bunting declared,
“seems calculated to destroy the
aspirations of underdeveloped na-

G. Keith Funston Earl Bunting

tions, in which he ‘denounced a
resolution approved by- the Eco- i
nomic and Financial Committee
of the General Assembly of the d
United Nations which he said
would have “unfortunate and
long-lasting effects on the free
flow abroad of capital from this
country,” since it permits nation-
alization of  industries without
compensation.

The Committee approved the
Resolution, which was jointly in-
“troduced by: Bolivia and Uruguay,
on Dec. 11, 1952, by a vote of 31
to 1, with 19 nations “abstaining.
Efforts by the United States dele-
gation to amend the Resolution
were unsuccessful.

possible only through large-scale

al.

“It dims the hopes of under-
eveloped nations of raising their
standards of living through pri-
vate foreign investment. If and
when the question comes before
the General Assembly, it is to be
hoped that the matter of compen-
sation will. be more judiciously
covered.”

‘Williston to Merge

Effective Jan. 2,7J.- R. Williston
&. Co., 115 Broadway, New York
Mr. Funston, in his letter to City, members of the New York
Ambassador Austin, stated: Stock Exchange and other ex-
“It seems to me virtually a tru- changes, will merge with Conrad,
ism that ‘the necessity for chan- Bruce & Co., prominent Pacitic
nelling United States capital into Coast securities' house, the new

underdeveloped nationsisessential ‘firm to be known as J. R. Willis-'

if those nations are to realize ton, Bruce & Co.
their-full potentialities.  'Millions Members: of ‘the Conrad, Bruce
of ‘share -owners in' this country organization who will become
haveinvested billions of dollars partners in the new firm are Fred-
overseas through - United States eric J. Blanchett of S(_eattle, Mal-
corporations; our investors have colm C. Bruce, Frederick L. Mor-
already shown an ability and ris, and Edwin F. Peabody of San
willingness to put their capital to Francisco; Robert D. Cavanaugh
work abroad; I have no doubt Of Los Angeles; Donald W. Hinton
that, granted the proper climate, of Seattle, and Henry J. Zilka of
such investments will grow still Portland, Ore. : :

more in the future. Our investors - On Jan, 2 also Irving P’ Kahn,
are not seeking special privilege Manager of J. R. Williston’s public
but they do seek and need the utility departme'nt .wlll be admit-
safeguards provided by interna-~ted to partnership in the firm.,

. ! a-
:iloél;ldon;iesaktl?(s)r Zn?aira%r;ieanlge:nii Wm. c. King Joins
 Television Shares

compensation for risks taken. We
CHICAGO, Ill. — William -C.

have ‘as great a respect for the

sovereignty of-any nation as we -
have for our own—we know the
cost of gaining and maintaining
that sovereignty. The right of na- Television = Shares Management

tior}alization' is an adjunct‘ of sov- o, and Hudson Fund Distributors,
ereignty which we recognize—ac- Inc. as representative in the

companied, of course, by prompt, Southeast with headquarters -in
adequate . and effective COMPEN- . Richmond, - Va'. Mr. ' King was
| “The "Resolution serves notice tiadgivision of the State Corpora-
on investors everywhere --that tion Commissién of Virginia. .
longer be respected. Investors are
told, in effect, that their invest-
(Special to THE FINANCIAL CHRONICLE)

ization without compensation. = ¥ o
Apparently, under terms of the >1- LOUIS, Mo—Alvin L. Ba
resentation on behalf of the in- “ward D. Jones & Co.,. 300 North
vestor-might be outlawed.
Resolution wasa great disappoint- changes.
ment because it represented a re- |

‘ Jacob F. Schoellkopf, Jr.
toward creating the climate of
mutual trust which is essential to away Dec. 16th at iue «ge of 69.
that the Resolution represents the hoard of Schoellkopf, Hutton
merely a temporary diversion of & Pcmeroy, Inc., Buffalo, and of

sation. ' formerly - director of. the - securi-
rights of long standing will no : ; '
“Joins Edw. Jones Staff
ments will be subject to national--
Resolution, even diplomatic. rep-.ton Jr. has joined the staff of Ed-
“The heavy vote in favor of the New York and Midwest Stock Ex-
versal of an accelerated trend
; Jacob F. Schoellkopf, Jr. passed
‘international investment.. I hope Mr, Schoellkopf was chairman of
a long-term trend toward raising the Niagara Share Cornoration.

Conrad, Bruce and

King has become associated with’

-Fourth Street, members of the’

tions for economic improvement .

investment of private foreign cap--

George P. Jochum R. E. Fulton

rage if someone suggested to him
that he share his profits with his
employees. . He would quite ve-
hemently tell you that.the salaries
and wages paid to his employees
were more than sufficient to live
on and- therefore it was the re-
sponsibility ' of the employees to
-save--some of their: earnings for
old age. "

We have come a long way since
‘that time. Now we have com-
pulsory social security and private
employee retirement and welfare
plans providing ever increasing
benefits. Today progressive man-
agement. realizes that ' the em-
ployee, partly because .of taxes,
cannot financially arrange for his
retirement . and, - therefore,- is
keenly aware that the creation of
2 Retirernent Plan is good sound
business practice. Employers have
adopted these benetfits for several
reasons. - First, and'I think fore-
most. is  that the employer very
definitely wants t¢ telp his cm-
rlovecs jn every way possible.
Second, he ‘is ‘convinced  that a
Lappy and satisfied employee will
do a, better job and actually have
a .desire to help -his employer
make more profits. And third, to-
day “the employer knows that

without these employee benefits

*A papetr presented jointly ‘by Messrs.
Jochum and Fulton to the Commerce and
Industry Association of New York, New
York City, Dec. 9, 1952, .

he may find it difficult to hold on
to his present employees and will
tind it equally difficult to get new
employees. The big problem is the
selection of the method of fi-
nancing a Retirement Plan that
will ' not prove to'be g financial
burden to the employer;

Profit-Sharing Involves No Fixed
) Commitment

Few businessmen today .can
forecast ' with confidence what
their earnings will be next year.
Even under normal conditions,
profits in certain cyeclical indus-
{ries are subject to sharp fluctua-
ion from year to year. Therefore,
while the employer would like to
adopt as many employee benefit
programs as possible, he cannot
obligate himself to any fixed costs
beyond what his profits will jus-
tify. "This uncertainty often causes
a -company to hesitate before as-
suming the long-term commit-
ment of a Pension Plan. However,
the difficulty of solving its pen-
sion problems may be greatly
minimized through the adoption
of a Profit-Sharing Retirement
Plan as a source of retirement
benefit to augment the Social Se-
curity benefit which the employee

will receive, and 50% of which.

as you know, has been provided
by the employer. Many companies
today have both Pension Plans
and Profit-Sharing Plans and
many others are contemplating
the adoption of a Profit-Sharing
Plan in addition to their present
Pénsion Plan. In most of these
cases you will find that the ben-
efits under their Pension Plans
are somewhat modest so as to
hold down the company’s fixed
annual commitraent and the Prof-
it-Sharing Plan is therefore a
supplemental - benefit based en-
tirely upon the year to year earn-
ings of the companies. Since a
Profit-Sharing Plan involves no
fixed contribution commitment on
tne part of the employer and does
not require actuarial calculations,
it can easily be adopted so long
as it conforras with certain United
States Treasury Department reg-
ulations, -

. Treasury - Department
.ments for a qualified Profit-Shar-.

(2335) ‘11

When I mention “employer” I
am referring to corporations, part-
nerships and individual proprie~
tors,

Now, if profits are to be used
to finance retirement benefits, it
is obvious that they must be-ac-
cumulated in a fund. Since we
also take it for granted that an
employer who establishes ‘such a
fund will want to avail himself of
all possible tax advantages, he
must meet certain United States
require-

ing Retirement Trust. These re-
quirements, however, are some-
what similar to those for estab-
lishing a Pension Plan.

The Choice ¢f a Formula

Since a Profit Sharing Retire- -
ment Plan to be effective should
yield reasonable benefits to em-
ployees, one of the most important
steps in its design is its choice of
a.formula which will determine
the amount of the employer’s con-
tribution., The formula will de-
pend primarily on the normal
relationship between earnings and '
payroll' and on the average re-
quirements for working capital of
the employer’s business. For in-
stance, if the payroll is large in
proportion to profits, the per- .
centage of profits set aside in the
Profit-Sharing  Fund must be
rather generous. On the other
hand, if a Business requires large
expenditures for constant research
or for necessary reserves, due al-
lowance can be made for them.
Naturally, the employer would
prefer to retain full discretion as
to the exact size of his contribu-
tions' to the Plan from year to
year. However, to qualify under
Section 165(A) of the Internal
Revenue Code, the Profit-Sharing
Retirement Plan must include a
predetermined formula for com-
puting the profits .which are to
be contributed to. the Plan. Since
this is a requirement of the In-
ternal Revenue Bureau it becomes
necessary to tailor a plan which
will best -suit the employer’s fi-
nancial ‘set-up.” For example, if
his tetal payroll for participating
members in the Plan is, say $1,-
000,000 and - net profits  before
taxes average $500,000, he may
want to consider contributing 20%
of net income, which, in effect,
would be 10% of the payroll. He
could, if desired, contribute as
much as 30% of the $500,000 net
profit so long as that contribu-
tion did not exceed 15% of the '
payroll for participating em-
ployees in the Plan. On the other
hand, the employer may not be as
much concerned with the amount

‘he contributes as he is in seeing

that proper reserves are set aside
out of earnings before any con-
tribution is made, and I am now
referring tn reserves that are not

Continued on page 96
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Value of Municipal Financing
In Preserving Local Autonomy

By DAVID

M, WOOD*

Senior Partner, Wood, King & Dawson
Attorneys at Law, New York City

In revealing political and social aspects of municipal financing
and marketing of municipal obligations, Mr. Wood stresses
value of municipal independence in preserving our democracy
and in avoiding centralized bureaucracy. Says those engaged
in marketing’ municipal bonds play. as indispensable role in
creating . public. facilities and improvements as engineers,
architects’and other construction employees,

I suspect that if I were to say
to you ladies that in buying and
selling municipal bonds you are
engaged in a business which in-

volves con-
siderable
‘drama and
profoundly
affects the so-
cial and po-
litical life of
every one of
you, my state-

ment would

probably be

_ greeted with a
certain

amount of
skepticism,

f ‘and, yet, I am
s ‘going to make

David M. Wood ~ that very
g statement; and
T hope before I am through that
I will convince you that you are
“engaged in a business which vi-
tally affects many rights and lib-
erties which you take for granted.
I hope to demonstrate to you that
a municipal bond is more than a
piece of paper with a big. seal
impressed -upon it, having coupons
" attached which you clip from
time to time to receive income
upon your investment,

Let me start with the Presi-
dential election which was held
throughout this country last
‘month, . At that election you cast
your ballot for the candidates that

© you felt should be-elected to ad-
minister the affairs of the nation,
the state and of your local com-
munities. The ballot you cast was
a secret ballot. No one but your-
self knew how you were going tos
vote unless you disclosed. your in-
tention of you own free will. Per-
haps it never occurred to you to
notice that at the polling place
there were no national policemen.
Had you recently come to this
country from almost any other
country in the world, you would
have wondered at that fact be-
.cause you had .come from the
olling booths would have been
‘filled with state secret police and
even armed soldiers. The only
police "you saw at the  polling
iplace were your local policemen
{eppointed, by the town in which
jyyou reside, and they were there

ymerely for the purpose of main-

taining order. You probably never
igave them a second thought. You
fdid not feel that you were being
iwatched by any one, nor did you
;have any fear of voting as you
saw fit, You have always felt free
#o do as you pleased. You feel this
“way because you have never ex-
ii)erienced surveillance by “ the
gstate. You can engage in any
’i!business you please without ob-
taining the consent of some
ibureaucrat at the national capitol,
1and you can travel all over the
‘rountry without being required to
Iregister with the police of every
.town at which you stay overnight.
You take all of these freedoms for
rgranted. But those of you who
thave traveled abroad realize that
‘they simply do not exist in most
¥countries throughout the world.

il The Background

Buf you may say, admitting all
:,thls is true, what has municipal
¢ *An address by Mr. Wood at a meet-

‘ing of the Municipal Bond Women’s Club
of New York, N. Y. City, Dec. 11, 1952,

financing got to do with it? In
order to-answer that question it
is necessary for us to give con-
sideration to how these freedoms
came to exist in this country. In
the Declaration of Independence
Thomas Jefferson stated what he
conceived to be the rights of free
men and said they were self-evi-
dent. Men never regard anything
as self-evident, however, until
they kave believed it so long they
have forgotten its origin, and,
therefore, to explain to you how
these rights and liberties came to
be, it is necessary to go back to
Europe and the Middle Ages.
After the fall of the Roman Em-
pire a long period of anarchy en-
sued which we call now the Dark
Ages. During that period the or-
dinary man had no rights and
liberties. He was the creature of
an overlord. Then, after some
centuries, commerce began to re-
vive and as a result of this com-
merce artisans and merchants
began to congregate in towns.
Wealth accumulated in these
towns and the king and the over-
lords, who were usually hard
pressed for cash, began. to solicit
loans from these. townspeople.
They traded their cash in return
for grants of rights and liberties,
and as time went on they pur-
chased more and more freedoms
from the king and the overlord
until many of the towns became
practically autonomous and were
in a position to defy both the king
and the overlord. The men in
these towns considered themselves
free men, and not the bondsmen

of any noble. It became a recog- -

nized principle of the law of the
land that if a bondsman escaped
from his overlord and remained in
a town unclaimed for a year and
a day, he became a free man, and
there was a popular saying in
those days that the air of the
town made men free. Historians
recognize the fact that the ideas
of freedom and citizenship, which
are current among us, began in
these towns and that they were
civic notions long before they be-
came national ideas. In these few
words. I have. compressed some
centuries of history, and I should,
perhaps, point out that there was
no steady rise in the position of
the inhabitants of these towns.
They suffered many defeats in
their struggle for human freedom,
and I think that I should also
point out to you that the struggle
for freedom was a struggle of the
individual against the state. In
every age and in every country in
their struggle for freedom, the
people have always found that
their enemy was the state.

The early colonists who came
from Great Britain to this country
brought these ideas of personal
liberty along with them. The first
governments: which they set up
were local governments, and when
in time they found it necessary
to set up state governments, they
were very careful to impose lim-
itations upon these governments
so that they would not become the
threat to their liberties which the
state had been in their homelands.
They did not confer upon the
states which they organized = vast
amount of powers and ‘a huge

bureaucracy to exercise those
powers. They were far too smart
for that. The states which they
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set up were required to function
through the local governments.
The taxes for the support of the
state, for instance, were not levied
and collected by the state but,
rather, by the local political or-
ganizations based upon assessed
valuations made by the local com-
munities. No state police was
provided for. Local police en-
forced the laws of the state and
defendants were tried, not in state
courts, but in local courts before
judges elected by the people of
the community, and by .a jury
composed of citizens of the lo-

" cality. 'This, in essence, is the

way’ in which our state govern-
ments are set ‘up to this day: If
you were to abolish the munici-
palities "the state governments
could not even function.

When they organized the United
States under the Federal Consti-
tution they granted to the Na-
tional Government only  certain
limited powers and “imposed a
great variety of restrictions upon
the exercise of those limited
powers,

From the earliest colonial times,
therefore, the people in this coun-
try have kept alive the notion of
local government, and have in-
sisted upon preserving the auton-
omy of their local governments.
They have never been willing to
supordinate them either to the
states or to the Federal Govern-
ment. They have done so because
of centuries of experience with
oppression and attempts at op-
pression on the part of the state.
In tne long struggle for freedom
against the oppression of the state,
which is simply. another name for
the bureaucracy which exercises
the powers of state, the people
have always found that their
greatest shield has been their
local governments. It was in their
local governments that they found
an organization which could suc-
cessfully oppose the state. In such
a contest the individual is help-
less. Citizens must be organized
in order to oppose the state, and
the local municipality provides
them with a ready-made organi-
zation which they can utilize to
withstand the encroachments of
the bureaucracy.

Purposes of Municipal

. Organizations

In this country the municipali-
ties have set up organizations for
the purpose of advancing the in-
terests of their inhabitants. In
practically every state there is a
league of municipalities, and the
United States Conference of
Mayors is organized on a nation-
wide basis, for the purpose of pro-
tecting the interests of the mu-
nicipalities and of their inhabi-
tants against encroachments by
the states, or by the National Gov-
ernment. These agencies have
been most effective in opposing
attempts by the state or national
bureaucracies to impair the rights
of the citizens of the municipali-
ties. While many other organiza-
tions have been very effective in
protecting the rights of individ-
uals-against encroachments by the
bureaucracy, it has been my ex-
perience that the most effective
defenders of the rights and privi-
leges of the citizens against such
encroachments have been the
municipalities and these state and
nationwide organizations which
they have set up.

It is evident, therefore, that the
existence of virile and autono-
mous municipalities in any nation
constitutes an effective check
against the totalitarian tendencies
of the bureaucracy, Every totali-
tarian recognizes that fact. One
of the first things Hitler did, for
instance, was to destroy the
autonomy of the local govern-
ments in Germany and the last
thing the Communists in Russia
would permit is the organization

Connecticut Brevities

The annual report of Plastic
Wire & Cable Company for the
fiscal year ended Sept. 27, 1952
shows net sales of $9,400,000 after
a $350,000 allowance for price
redetermination against $6,060,000

a year earlier. ,Net before taxes in

the 1952 fiscal year amounted to
$1,370,000 and after taxes to $414,-
000, both before renegotiation. In
1951 the equivalent figure after
taxes was $270,000, or $ 2.71 per
share. Net per share for the 1952
year was equal to $3.81 per share
on the increased number of shares.
At the year-end the book value
per share was equal to $11.81,
compared to $5.81 two years earl-
ier. The company is presently
adding a new building of about
25,000 square feet to provide space
for new compounding equipment
and other production equipment
at a cost of about $160,000.

* * *

In a letter to stockholders, Gen-
eral Dynamics Corp., estimated
consolidated earnings for the cur-
rent year at over $5.00 a share,
compared to $4.53 in 1951 on a
smaller number of shares. Con-
solidated . net sales are estimated
at a record level of over $110,000,-
000 for the year. The backlog at
Oct. 31 was about $385,000,000. A
substantial increase in sales is ex-
pected in 1953 when output of
military aircraft by the Canadian
subsidiary, Canadair, is scheduled
to be increased.

*« % =

The name of Hendey Machine
Company. has been changed to
Hendey Corporation. On Nov. 24
stockholders ‘authorized dissolu-
tion of the new company. The ini-
tial steps included calling the
Class A Preferred on Oct. 31 at
$25 a share and accrued dividends,
and a partial liquidating dividend
of about $8.00 a share to holders
of the Class B Common.

* #® *

American Thermos Bottle Com-
pany has announced its acquisition
of a controlling interest in Plas-
tene Corporation of Crawfords-
ville, .Indiana, through purchase
of 60% of the Common stock,
Plastene’s. major, . products include
plastic tile and other products for
bathrooms and kitchens. . :

* % L]

At a hearing before the Con-
necticut Public Utilities Commis-
sion on Dec. 4 The Connecticut
Light & Power Company re-
quested permission to acquire all
of the Common stock of Clinton
Electric Light & Power Company
through an exchange of six and
one-half shares of the Common
stock of the former for each of the
5,000 outstanding shares of the
latter.” Clinton Electric, which
serves about 3,500 customers in an
area including Clinton and Madi-
son, would be operated as a sub-
sidiary.

* *
- On Dec. 8 The Ansonia Wire &
Cable Company filed a registra-
tion statement with the SEC cov-
ering a proposed issue of 100,000
shares of Common stock. The pro-
ceeds, together with loans, are to
be used to purchase the Ansonia
Electrical Division of Noma Elec-
tric Corp.

* %

The Hartford Electric Light
Company has obtained permission

from the Connecticut Public Utili=
ties Commission to place privately
an issue of $15,000,000 Debentures,
due Sept. 1, 1977. The proceeds
are to be used in connection with
the construction program through
1954 which includes a new gener-
ating station ‘under construction
in Middletown,
“* = *

Yale & Towne Manufacturing
Company has purchased a tract of
land in Lenoir City, Tenn., on.

;which- it proposes to build a‘plant
‘to manufacture locks. -

% Ed *

On Nov. 25 Stanley M. Ford was -
elected president of Silex .Com-
pany. It was also announced that "
negotiations are under way re-
garding a merger of the company
with Chicago Electric Manufac-
turing Company, of which Mr. '
Ford is also President.

J. P. Morgan & Co.
Announces Promotions

Henry C. Alexander, President of
J. P. Morgan & Co. Incorporated,
has announced that the Board of
Directors ‘have promoted the fol-"
lowing officers to be Vice-Presi~
dents: Robert P, Howe, and Wil-
liam G. Stott. - T, :

Both Mr. Howe and ‘Mr. Stott
have been with the bank since
they were graduated from college,
Mr. Howe from Harvard in 1925
and Mr. Stott from Tufts in 1935.
Mr. Howe has specialized in Cor-
porate Trust matters and Mr. Stott
in statistical and financial analysis. .

Mr. Alexander also announced
that Watson B. Dickerman has
been advanced to the rank of As-
sistant Vice-President, and that :
Messrs. Asa B. Davis and ‘Robert
K. de Veer have been appointed
Assistant Secretaries. :

IN MEMORIAM
e ——

FREDERICK J. KLINGLER
January 22, 1853-November 28, 1952

A Reader and Subscriber te
The “Chronicle” for Over
Sixty Years

Frederick J. Klingler passed away
on Nov. 28, 1952, from shock and
injuries as a result of a fall suf-
fered at his residence, “Ivycrest,”
1040 Mapleton Avenue, Boulder,
Colo.

Mr. Klingler, 93 years of age,
retired from business several years
ago, and was Mayor of the Uni-
versity town of Boulder, Colo.,
in 1917,

Mr. Klingler’s physical vigor and
mental alertness in spite of his
advanced age was always a source
of inspiration to his friends and
associates. Mr. Klingler prided
himself on the fact that he had
been a reader and subscriber of
The “Chronicle” for over 60 years.

An exemplar of the highest
ideals and a humanitarian, Mr.
Klingler’s interest in world, na-
tional and local affairs, covering a
wide range of political, religious
and social problems was remark~
able.

Mr. Klingler is survived by his
son’s widow, Ruth, of Atlanta, Ga.,
and two grandchildren, and by his
daughter Marion, wife of Harlow
Case Platts of Boulder and three
grandsons.

of autonemous local governments
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- Recent Political Dev
~ And the Gold Standard

By FREDERICK G. SHULL* )
. Connecticut State Chairman, Gold Standard League . .-

~Mr. S!mll,-n nohng Repﬁ‘tlicin party has‘a 'gold-Sta'mJard plai;ié:

b, in- jts platfy

port:a true gold standard and-
that calls for a

The subject, “The Gold Stand-
ard,". promises. to become in-
f;;amngl¥hin11;OMnt in the com-

‘months; - for .the Republi
Party, having b i
won the elec- :
tion : on ‘Nov. -

plank ' in -its.
platform; and -

~ it is incum-

‘bent’ on that

. 'Party ‘to do

something
constructive
toward re-
turning this -
nation to. a
sound -money °
basis. After .
20'years of
operating with
an ““irredeemable” paper-money
in this country, the party coming
into  power .on Jan, 20, next, is

Frederick G. Shull

i pledged to return our currency

1o “a dollar on. a fully conver-
tible gold basis”—which can only.
mrt(elan a return to the Gold Stand-
ara. . @ B

Why Is a Gold -Standard Nec-
essary?—A nation’s currency func-
tions as a yardstick-of-value,. for
measuring  the -relative- values of
commodities- in general; such a
unit' of measure-is as necessary
as is the 36-inch yardstick or the
pound avoirdupeis; and once the
value of the dollar has been offi-
cially set in terms of a definite
weight of gold, it can mo'more
be changed, properly, than one
could change the length of the
36-inch yardstick’ or the number
of grains in a pound of avoir-
dupois.

Just What Is Meant by the Gold
Standard?—It means the firm fix-
ing of the “value” of the dollar;
so far as the United States is
eoncerned, in terms of a definite

- weight of gold—which is known

as “fixity-of-value”; and it must
also include according to all
holders of paper-money, or other
token money, the privilege of
exchanging that paper-meney for
gold at the face value of the cur-
rency—which. privilege is known

ag;redeemability, on: demand.”:

‘Peker-Tllustration of the. Geld:
Standard — In poker,- befere-the.
‘game can start, the 'chips--are:

" given "fixed values; and through-.

out: that: game- the chips are re-:

. deemable; ‘on’ demand; .at: these::

values.” .- These - simple: ; g

* principles. involve no more, t?;er’f cept-as:the result of a process of

‘no, less, than' the two - cardinal; V9 -

¢ ‘principles-which eonstitute: a true> toric gold standard.”
- gold. standard

ty: Fested? . Yes; very.

orm; says restoration of redeemable currency. has’
support of expert opinion. Holds we have enough gold to sup-

firm fixing of the value of the dollar at $35 ‘an
ounce, redeemable on demand.

~of the gold standard. | :
... And.the United States, from the - if the' official price-of gold:were
‘founding of ‘this ‘nation in 1789, to be -raised to $40 an ounce,

been :inflicted' on: the::people of-

Developments  iwton™ ¢ %

ple?—It 'is ‘'very easy to under-
stand: In~1934: the.people owned
.. dollar-assets, all payable:in defi-
nite numbers of dollars regard-
:less; of (the “value’ .of the dollar,
" laggregating -about.$125 billion—
<.made : up. :of - government = bonds
-;.xepresented “by:the national. debt,
5 .})zfank_‘ deposits : of ‘.allf‘kindi, 'agd
= oy o lifeinsurance: benefits already
urges passage of the Reed Bill ' "~ 254" #57 - with the . higher-value
dollars. . Thus' the. 41% '“devalua-
¢ ; .. tion”: -of - the - dollar ' robbed - the
people of more than $50 billion of

able” paper-meney—to the. detri- :the real value: of :their  dollar
ment of the people of France;and savings.. The . people’s’ ‘accumu-
it fell to Napoleon, himself, to -lated -dollar-assets; today, of the
see the folly and dishonesty of three types mentioned, aggregate
that type of money, and to restore more than $500 billion; ‘and as
his country to the firm foundation - little as a 12% % “devaluation” of
o . the -dollar, which - would :result

instituted ° paper-money - backed would deprive the people of more

“with specie—either gold or silver; than $60 billion:of-the-real value'

or-both; and from 1837 until 1933 -of those dollar-savings:

We were consistently on the ‘gold ' How Can the People Prevent
standard.: .‘Throughout those '96- Such a Catastrophe?—They can do
years - the: dollar never deviated ‘this: 'The “incoming “Republican

from a ‘“value” of $20.67 a'fine Administration is committed; in’
ounce of .gold; and, other than for : \
.a few years at the Civil War

its® 1952 . platform, to return" to
s L U Y “‘a_dollar on a- fully ‘convertible
period: and, similarly, ‘during gold basis.” “We, ‘therefore, can
World War I, our paper-money write our Senators .and Repre-
was redeemable in gold, on de- “sentatives ‘and demand ' that
mand, ‘at its fixed value. _prompt action be taken to get'the
Does Expert Opinien Favor tlie dollar back “on ‘the :firm: founda-
Gold Standard?—Yes, it has had' tion of ‘the Gold Standatd;: em-
strong approval by the world’s Phasize that there must be. no
leading monetary experts. Adam - further “devaluation” of ‘the dol-
Smith, ' in . his authoritative Igr; -and closely follow :the activi-
“Wealth of Nations?” first' pub- ties-of .the .new Congress-'to- see
lished in 1776 and many times !0 it'that this campaign-commit-
since, makes - this _significant €Nt be. carried - out. ‘without
‘statement: = ‘The raising of the 9€lay.
denomination of the coin has been” = Why Is Such Public Action So
the most usual expedient by Necessary? — It is necessary be-
which a real public bankruptcy ~cause a strong lobby of gold pro-
has been disguised under the ap- ducers, ' with . headquarters in
pearance of a pretended pay- Washington, D. C,, is using every
ment.” effort to get our political leaders
Then, 100 ‘years later, Dr. to establish, by Congressional ac-
Andrew D. White, in ‘his mone- tion, a higher official price for
tary masterpiece “Fiat Money gold—urging prices all the way
Inflation in France,” referring to from $52.50 to as high as'$80 an
the sad experienee of France with ounce. Let’s assume. that these
irredeemable paper - money, al- selfish' interests were to be suc-
ready mentioned earlier, sums cessful in getting the official price
up his views in these words: raised to $70 an ounce, for ex-
“Every other attempt of the same ample. That would reduce the real
kind in human history, under value of the dollar by exactly 50%
whatever circumstances, has —for the dollar would then be
reached. similar results in kind if worth ~only 1/70th, instead of
not in degree. All of them show 1/35th, of an ounce of gold; and
the existence of financial laws that would rob the people of one-
as real in their operation as those half of the real value of their
g)ﬁ;‘;‘;&,“,"“ the planets in their ¢y.rent dollar-assets—a robbery
And, finally, a group of out- of upward of $250 billion. Only an
standing British . economists and. enlightened and - aroused - publie
f"i‘ﬁ:glegg knf;‘t"n s ﬂ(lie “g’lai- opinion can combat this threat to
m .Committee,” rendered its i i
report in 1931, in which they said: °U¥ é¢onomy—making sure that it
“There is, perhaps, no more im- Shall not be allowed-to happen.
‘portant - object "in~.the  field. of ramci o~ o
human techniques than that ‘the
world “as ‘3 “whole should .achieve
a sound and scientific monetary
systemy. ‘But : there ‘can’ be little
or-no hope - of progress at any ’ :
early “date for“the monetary sys=' ||| =7 s
tem of the world' as a_whole, ex . NEW 1SS

evolution - starting - from

m- the < his-:

“ Has. the - United' States Ignored Jff . -
These Expért Opluions? =Yes; and- [Ii
greatly to: the detriment "of ‘the [i}- -

' How Did This Penalize the Peo-:

-~ Have -We Enough-Gold-to Sup~

port-a True Gold ‘Standard?-—It. is
the: firmr conviction of ‘this ‘coun-,
try’'s - outstanding - monetary ex-
pert, Dr.. Walter . E. Spahr—Pro-
fessor of Economics at New: York

President. of the. Economists’. Na-
tional - Committee --on - Monetary
Policy, whose.. membership . is
made.up of more than 70 leading

of gold. . Dr. Spahr has ‘publicly.

pointed -out, -repeatedly, .that: the-

present ratio of our gold to dol-
lars that could draw on'that: gold

is much larger than has been true -

at other more-critical periods: of
our histery—perhaps double the
gold ratio of those periods; and

that we have been able to make-
the gold standard function satis-_

factorily .under those .seemingly

adverse ‘conditions. - And I might "

add that Yale’s Professor -Fred R.
Fairchild, addressing .the New
Haven Rotary Clublast month,
strongly supported the view -that
the U. S. has an ample supply
of gold and should promptly re-
turn to a true gold standard. We
have .about $23 billion in gold,
which - is, roughly, 23,000 ‘tons

‘avoirdupois; and that happens. to

be: on the ‘order . of - one-half of
all. the:gold the world ‘has pro-
duced :throughout the. past -460-
years. Any alleged. lack-of -gold,
therefore, cannot. properly sup-
port “the ' claim that- we haven’t

-enough. to: safely ‘go back on: th

gold standard. :

What ‘Are the Functions of Gold?
—Gold is not just a ‘commodity
like the other common metals—
gold, in addition to being a com-
modity used " in the  arts for
jewelry and other .commercial

applications, performs -other im--

portant functions, as follows:

(1) Gold is- a = Standard-of-
Value.

(2) It is a ~Medium-Of-Ex-
change, and L :

(3) It is a Store-Of-Wealth.

These three functions far tran-
scend in. importance the use of
gold as a commodity in commerce.
It becomes evident, therefore,
that once the “value” of a nation’s
currency has been established in
terms of a definite weight of gold,
the value of that currency can no
more be changed, properly, than
one could change any other unit
of measure. Thus it is seen that
the official price of gold, ence
set for a currency, cannot be
changed. To reach any other con-
clusion would be to say that there
ean be no such thing as a “stand-

ard-of-value.” Under such a con-
clusion the gold standard, which
has .played so important a part
in ‘the -economic' welfare of this

299,500 Shares

(2237) 13

nation, and of ‘the -world,.-would -
thereby have. vanished into “thin .
air.. I L
-Has - Legislation --by: Congress
Been Proposed?—Yes, each Janu-

s § A OIX -ary for the past few years,.Con-
University,- and- -Executive ' Vice-- : > Y ¢

gressman Reed - (New: York) -has

. introduced his gold-standard bill,
;known as the Reed Bill. ‘:On.each

such' .occasion::the bill. has been -

! . R 4 CINg . promptly pigeonholed, and
economists - from- coast - to- coast-
—that we _have an: ample: supply:

nothing further. heard of 'it. That .

“bill ‘calls for ‘the firm. fixing of

-the  “‘value”’of the dollar -at $35
a, fine ounce of  gold,. and - for
restoration. of the .age-old priv-
ilege of “redeemability,” on 'de-
mand, at that fixed-value. That
same bill, revised only .as to
identification - number, was - in-
troduced in Congress.in January,
1952, as the Reed Bill, H. R. 6470,
and experienced the same fate as
its predecessors; and it is likely

:to be introduced again when; the

new Congress assembles in.Janu-
ary, 1953. This time, however,
there would appear to be a. good
chance of getting favorable Con-
gressional action; for the, incom-
ing - Republican . Administration
has pledged, .in its platform, to
see that such -legislation . be
enacted. It is up to the public,
however, if they have any interest
in  preserving - the. real .value  of
their billions -of "dollar-savings,
to see that this legislation,. or

-something comparable, be enacted
‘and made the law. of the.land.

- What Purpose-Are :We- Trying

to. Promote?—Our purpose is to

try .to make clear that the:ques-
tion of- the. gold-value - of 'the

' American .dollar. is .everybody’s

business;  that strong -organiza-
tions,. such- as - the: Rotary" Club,
can 'be most: helpful in ‘bringing
about  a. return to: sound-money;
and to urge our influence in get-
ting - your brother-organizations
to, likewise, -interest themselves
in this most worthy cause.

Bondwomen’s Lunch

The Municipal Bondwomen’s
Club of New- York' will hold their
Fifth Annual Christmas-Luncheon
on Thursday, December 18th at
12:30 p.m. Bankers ~Club, 120
Broadway.

With Hamilton Mge’'ment
(Special to THE FINANCIAL CHRONICLE)
DENVER, Colo.—Helen J. Guely
is now with Hamilton Manage~
ment Corporation, 445 Grant
Street.

Joins Inv. Service
(Special to THE FINANCIAL CHRONICLE)
DENVER, 'Colo. — Nesbit A.
Rochester is. -with' Investment
Service Corporation, 444 Sherman
Street.

This .announcement -is neither an -offer ‘to sell - nor
a solicitation -of--an= offer - to. “buy -securities. - The
" . offering . is made  only by “the Offering. Circular.

Denman @il-and ' Drilling €

" extensively: .More than.200 years: people’ of ;this: nation.: In 1933, g i e el '(A<New'Mexico-Corporation):- . -

\ «,ago.:England -operated- en :a’true: after ‘we had strictly adhered to M i T * wr il S
gold . standard; - the . Bank ‘of the: gold - standard principles. for: |l © ', -« . - : O Con ) Stock
Eigland, . at times, . willingly> just ‘short of a:full: century; our N AN -dommen St i
-bought, gold. at: 2 premivum ;in-the. political leaders: threw: overboard fff -
. market. - if “necessary, -in 'those”expert opinions, and. pro= [ -’

| times' maintain its:.ceeded as foows:. . ... o
as; good . as. gold”;. (1) They.“d ¢ vV.atuated’ the -

e ple,” .therefore,: had ' American dollar by-41%, by :rais-

e ‘in* the British - cur- ing the official price: of gold" fromi -

‘ere 'net . likely to “$20.67 to $35 a fine ounce—which . k
unless the:bank: had automatically: dropped the “vaiue- |} 2 =

“issued an over-supply of paper-- of the dollar from. about 1/20th T v 5 . o . .
72 HUNTER SECURITIES CORPORATION - -

money, which' occasionally hap- to 1/35th of an ounce of gold.. -
- .= --Members: National Association of Securities Dealers; Inc. - ;

(Pap:Value T0¢ ‘Por Share). ;

Jia ik

i

 Offering Price: $1.00 Per Share ©

-~ Copies of the Offering Circular. may.be. obtained from the undersigned . .

- pened, . .. I (2) And, notwithstanding that
¢ - Some 160 years ago France, at ‘debauched value, our Government -

. the. period of:the French Revolu- .refused " to redeem .:its. paper=

tion, resorted to- an “irredeem-. money, on demand, even at that

: -  debauched value — as great a

. address b . Shi ™ . Yo gy gt
eonAz:eeting of tzelli!:tlryﬂél:;,.ulimlz,”plece of dxshonesty, along with
. Conn.,-December 11,:1952, - .- - -+ the *‘devaluation,”- ‘as has ever
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Mortgage Finance in 1953

By MILES L. COLEAN*

Consultant on Construction and Mortgage Finance
Washington, D, C.

Forecasting continued good demand for mortgage loans and
larger supply of funds with which to make them, Mr. Colean
finds, however, private demand for borrowed funds in 1953 will
not be in excess of 1952, Sees greater demand for mortgages
as investments from insurance and savings institutions. Holds
interest rates are not likely to rise above present levels. Pleads
for broader mortgage loan powers of savings institutions.

A continued good demand for
mortgage loans and a larger sup-
ply of money with which to make

them: that, in brief, is the way-

the outlook
for mortgage
business in
1953 shapes
up to me.

There is a
widespread
occupational
disease among
economic
forecasters.
In medical
language, this
disease is
known as
projectio
praesentis, or
the tendency
to project the
present into the future. Things
are good now; they have been for
the last six months; therefore they
will probably be good for another
six months. My forecast may ap-
pear to show symptoms of that
malady. In defense, I can only
offer the reasons why I think it is
a good one. In addition, I want
also to give some reasons why I
believe that, while next year’s
business will continue to be good,
it will be somewhat different
from this year’s business.

The two most outstanding fea-
tures of current mortgage activity
have been, first, the continued
high demand for residential mort-
gage money in spite of credit re-
strictions, rising interest rates,
and the decline in the availability
of funds for government-insured
and -guaranteed; loans; and, sec-
ond, the large volume: of money
that has been in the market de-
spite a generally tight situation
and the unattractiveness of FHA
and VA loans. '

Even looking at the FHA and
VA portions, it is remarkable how
well they have fared under pres-
ent conditions. The total dollar
‘volume of VA home loans closed
for the first nine months of this
year is about three-quarters of
that in the same period of 1951,
the peak year of VA activity:
F_HA home loan activity is run-
aing at about 90% of 1951 vol-
ume, and about 75% of 1950,
which was FHA’s peak year. On
the face of it, this does not exactly
look like a famine.

There are, however, other
aspects to the situation. So far
in 1952, the FHA and VA activity
combined, despite $345 - million
bolstering by FNMA, have ac-
counted for only 259% of total
home mortgages compared with
35%. in the same period in 1951
and 32% in the same period in
1950. In the first nine months of
1952, life insurance companies
fiave done only about one-third
of the VA business and a little

Miles L. Colean

. Qver three-fourths of the FHA

business they did in '1951. Con-
ventional mortgage lending, on

. the other hand, has steadily in-

creased during these confusing
years, apparently little affected,

. 50 far as volume is concerned, by
- Bovernmental policy or regulation.

] The main and only important
impact of mortgage credit regula-
tion and change in monetary pol-

: icy has been on the part of the

‘market depending on VA and, to

*An address by M;'.' Colean hefore th

ib:!h 'Méd-Yefm]'wMeeting of the Na!ionael
ssociation of Mutual Savings Bank

ork City, Dec. 8, 1952, .

“a lesser extent, FHA funds from

life insurance companies. This
has caused some serious distor-
tions in certain parts of the coun-
try, but on the whole the market
khas shown surprising vitality.
Only a few years ago it would
have been thought impossible
either to support so large a de-
mand or to supply so large a vol-
ume of money with so little ce-
pendence on the Federal systems.

A Continued Strong Housing
Market

The greatest significance of this
situation to me is the evidence
waat it gives of a continued strong
ncusing market. The people who
bought houses in 1952, by and
large, paid a higher price for
their houses, laid down a higher
first payment and accepted stiffer
mortgage terms ‘than those who
had bought houses in the previous
postwar years. As the year draws
near its close there is no indica-
tion that the vigor of the market
is lessening.

Despite the fact that the num-
ver of marriages to be expected
‘n 1953 will be less than the num-
ber in any year for nearly 20
yecars, other forces will keep de-
mand high. Vacancies of habitable
‘wellings still are not over 2%
in most communities, and one and
a quarter million nonfarm fam-
ilies are still living with others.
Employment is good and incomes
are high—providing a generator
for demand probably at least as
important as the creation of new
families. The birth rate is in-
creasing, particularly of second,
third, and even fourth children,
forcing many families into the
housing market for a second time
in a decade.’ A high rate of in-
ternal migration makes its con-
siderable contribution to demand.
Taking all factors into account,
€w observers are estimating that
'ess. than - 900,000 new dwelling
units will be started in 1953 and
many will forecast as much as
the million-odd to be commenced

1952, ;-

" “The same factors that will make
for alarge volume of new house-
building in" 1953 ‘will support a
strong market for existing hous-
ing ‘and for alteration and repair
work. - All “in all, the demand in
1953 will need about the .same
amount of mortgage financing as
it did in 1952,

Enlarged Commercial Building
Mortgage Borrowing

Another important source of
demand for mortgage financing in
1953 will come from commercial
building — that is, stores, office
and loft buildings, warehouses,
garages, restaurants—as well as
hotels and buildings for recreation
and amusement. This whole sec-
tor of demand has now for over
two years been severely restricted
by both controls on credit and
controls on the use of materials.
Recreational building, most se-
verely hit of any of the types
mentioned, has been reduced for
the first 10 months-of ‘this year
to half of what it was in the
same period in its peak year of
1950; - while commercial building
as a whole has fallen over 259
from its postwar peak in 1951.

Yet the underlying demand for
new commercial buildings is un-
doubtedly great. Outside of New
York, Pittsburgh, Houston and-a
few other places, only a small
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Philip M. McKenna Says U.S. Can

number of new office buildings
have been built—not only during
the postwar years but since the
fade-out of the boom of the 1920s.
Chicago, for example, will in 1953
have its first new. office’ building
since the beginning of the Great
Depression. OQutside of Florida,
there have only been a few hotels
of importance built during :the
same interval. Yet today. every
office building and hotel built in
the 1920s or earlier: is ‘obsolete
in many respects.” Even where
financing is not required ‘for new
structures, a large : supply.- of

Return to Gold

Standard Alone

In open letter to Congressman Wolcott, the National Chairman
of Gold Standard League contends a conference ?f e)‘(-golg
standard nafions would turn merely into a “beggars’ holiday.

funds will be needed for mod- ;

ernizing lighting systems and ele-
vators and installing: air . condi-
tioning. The same situation exists
in respect to warehouses:and loft
buildings. i .

A significant demand for funds
will come from the new departure
in shopping center development
—the integrated regional shop-
ping center, which literally is a
reproduction of Main Street’s fa-
cilities in an environment adapted
to -modern traffic. These: centers
are usually focused on one or
more major department stores and
provide facilities for both com-
peting and supplemental lines to
the focal stores. Restaurants, rest
and nursery facilities .are .pro-
vided. Ample parking space is'a

main feature with speciql,pxoviT,'
sion for handling purchases so’ as-

to avoid carrying for: long’ dis-

tances to parked automobiles,"In- :v'that' “no.conference. .of -ex-gold

standard: natipns -is.-required for.
“the' purpbse., . Such.-a: confererice,
“» .7 Mr. McKenna pointed out, “would
-turn’into a beggars’ heliday”.

The-text of Mr. McKénna’s let- -

vestment in such enterprises will
range from about $1.5 million up=
ward of $25 million: dépending”on
the area served. iy g
Although a number. 'of- projects
of this sort were compléted or

under. way prior to the establish-"

ment of materials controls” in
1950—notably the large center at

Framingham, Massachusetts, “the-

Crenshaw Center in Los Angeles,
the Stoneston Center in San Fran-
cisco—the movement had hardly
got under way. At the present
time a large number of projects
are in the planning stage and sev-
cral of these have managed to get
ahead with construction. But this
is only the beginning. Regional
shopping centers are bound to fig-
ure prominently in mortgage ac-
tivity next year and the years
following.

These centers are, of course; to
be distinguished from the neigh-
borhood-convenience type of shop-
ping center. While a considerable
number of these have been built
in connection with the .vast ex-
pansion of subdivision develop-
ment since the war, there. is. still
considerable demand, especially
after the two years-of 'NPA’s

slowdown. Recreational  building.

is certain also to provide-demand
for mortgage funds as soon“as the
present severe restrictions are
lifted. P

In addition to commercial build-
ing, farm loans are likely to.show
a slight increase. Public -utilities,

‘which still have impressive ex-

pansion programs ahead, will®be
in the finance market to about the
same extent as this year.

The one area of private con-
struction where demand in 1953
seems likely to be below that of
1952 is in industrial building. Not
only is some actual decline in
the volume of this kind of build-
ing to be expected, but—more im-=
portant from the lending institu-
tion’s point of view—industry will,
because of accumulation of de-
preciation reserves, be ih a posi-
tion to finance further expansion
with less recourse to borrowing.

The reason for this is that now
accumulating depreciation re=
serves will in the years just ahead
provide an unusually large reser-
voir of funds. These reserves are
attributable to the rapidly increas-
ing accumulations both from ‘the
accelerated tax amortization
agreements where these have been
granted, and from normal depre-
ciation reserves of a vastly ex-

.Continued on page 98

" feeds.

Philip M. McKenna Jesse P. Wolcott

Philip McKenna, organizer and
National Chairman of the Gold
Standard League, and President of
Kennametal, = Inc.,, Latrobe, Pa.,
has furnished the ‘“Chronicle”
with the text of his open letter to
Congressman. Jesse P. Wolcott of
Michigan, the prospective Chair-
man, of the House Banking and
Curreniey - Committge, - urging ‘the
United States return “to. the gold
standard - “alone,”.-and . asserting

ter ;to. Congressman. Wolcott fol-
lows: ot -

Dear Congressman Wolcott:

You are quoted in newspapers
for Dec. 1, 1952 as saying: “I'm
in favor of the U. S. going back
on the gold standard but not
alone.” Also it was indicated that
you would like a world conference
called at which all former gold
standard countries would work
out how to return to currency re-
deemable in gold.

Let me take this opportunity to
say how pleased I am to know
that you favor return to the gold
standard. Your committee has a
tremendous responsibility in the
coming session of Congress and it
is beartening to read of your sup-
port of sound American princi-
ples.

-You ave in a position to help
end the monster state and the
irredeemable currency it feeds
upon.. You are aware that irre-

. Cleemable paper money, that is
‘money redeemable in nothing but
-more ‘of itself, is 'a fatal disease

with a record of one hundred per-

~cent mortality unless halted in

time by radical surgery. It has al-
ready cost the people control of
government. It has enabled the
government. to convert its own
cebt into “money” and thereby to
fill its own purse. It is the stuff
upon which the self-exalting ex-
ecutive principle of government
It is morally devastating
and corrupts men by cumulative
temptation. It hurts everybody—
the rich, the poor and the de-
pendent. For your decision to
help end this blight uvon our
courtry we salute you.

But why, Congressman Wolcott,
do you fear our returning to sound
money before other countries re-
turn? It is absurd to say that we
will not stop taking dope until
our neighbor stops also.
nation or group of nations could
present -dollar claims that would
exhaust our gold reserves? There
are. approximately $7 billion
of foreign deposits in America to-
day while we have over $23 bil-
lion of gold in our treasury now.

Under our present laws those
$7 billion of foreign deposits can
be converted into gold at once.
But, the gold would have to come
right -back unless they wished to
suspend trade with America. It is

“world . conference * of i
‘standard - nations” to “study ‘ways

What .

more likely that foreign. citizens
will increase -their bank 'deposit§
here when Americans ‘regain 3
tamper-proof gmd-red,eemablq
dollar. For all practical purposes
we are on the gold standard in-
ternationally now. - Only’ Ameri=-
can citizens are denied the right
. .. the freedom to demand gold.

Only ten days ago 2,000 Amer-
ican executives, whose sole occu-
pation is foreign trade, "unani-
mously recommended re-adoption
of a zold convertible dollar de-
claring that “Dollar-gold con-
vertibility would be-the. greatest
contribution the United States
could make to the re-establish-
ment of multilateral trade.” Those
men would not be apt to recom-
mend a course of -action that
would be detrimental to their own
interests. And, as you know, your
own State of Michigan has a large
stake in foreign trade. o

We sincerely ~believe that a
ex-gold

and means:to-retyrn to gold would

-turn’into" a-beggars’ ‘holiday. "On

the record:it. would seem that 'we
have, been on. the losing _end: of
international conferences.. First
would come requests to loan them
gold for, ‘their: -reserves. ~Next
would’ come :demands for us:to
devalue-the dollar. ‘And then we
really ‘would be in trouble. Noth-
ing “would please foreign gold
mining and :financial interests
more than a conference wherein
they could press their propaganda
for the U. S. to devalue the dol-
lar. Our fellow nations seem to
care little that devaluation of the
dollar would mean more inflation
for the U. S.

When foreign nations stop def-
icit spending and live within their
income, they can return to the
gold standard with ease. When
this nation returned to the gold
standard in 1879 we had to bor-
row gold abroad to secure suffi-
cient reserves and we had to
demonstrate that we had a bal-
anced budget and were through
tampering with our monev sys-
tem. Let each. country do the
same and no conference will be
needed. )

We can resume without devalu-
ation and without delays:No
legislation is .more:;im
the  well being ‘an
America. 5 = o

Sincerely yours, - it s

PHILIP M. -McKENNA':
National *Chairman-
The Gold Standard:Ileague
One Lloyd Avenue, tugts
Latrobe. Pa. s
Dec. 3, 1952. AT

Tucker, Anthony Adds
E. M. Corley to Staff

Tucker, Anthony & Co., 120
Broadway, New York Citv, mem-
bers of New York Stock Exchange,
arnounce that Edward M. Corley
has become associated with their
firm in the corporate bond trading
department.

With E. D. Andrews

(Special to THE FINANCIAL C1"ONICLE)
IPSWICH, Mass.—Rufus L. Se-
wall will shortly join-the staff of
Edgar D. Andrews & Co., 2 Cen-
tral Street.

Inv. Service Assoc.

HUNTINGTON, N. Y.—The firm
name of Nassau-Suffolk FIF Sales
Company, 304 West Main Street,
has been changed to Investment
Service Associates.

pitized for FRASER
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'NEwS ABour BANksS

CONSOLIDATIONS
NEW BRANCHES .
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

AND BANKERS

Geoffrey V. Azoy, “Charles E.
Hayward, Jr., and Arthur S. Sher-
win have been elected Vice-Presi-
dents of Chemical Bank & Trust

the proposal will be submitted to
the stockholders of both institu-
tions on January 28, according to
a joint announcement made on
December 16 by officials of the
two banks. The merger is subject
to approval by various State and
Federal supervisory authorities as’
well as by holders of two-thirds
of the stock of each institution. It

is planned to .conduct, the business ..
of the merged institution. under-

the name of Bankers. Trust Comi-
pany and present plans call for the
completion “of - all merger details-

“s0 that joint operations can begin’
-on February 2. :J."Sloan" Colt- is

President ; of -the.  Bankers Trust.
Co. The merger will add four new
offices and'bring to 17 the num-'

- ber: of “Bankers: Trust ", Company,
branches in Greater New York; of *

which seven:will’be in Queens. In
making the announcement, offi-
cials of both institutions said that

- the “entire staff of The Bayside

Arthur S. Sherwin

Company of New York, it was an-
nounced on Dec. 13 by N. Baxter
Jackson, Chairman. Mr. Azoy, a
graduate of Princeton University
has been with Chemical Bank
since 1930, and as Assistant Vice-
President since 1949. He
member of the bank’s Metropoli-
tan Division at 30 Broad Street.
Mr. Hayward, 'a graduate of Yale,
has been with Chemical Bank
since 1945, as Assistant Vice-
President since 1949. He ‘is a
member of the bank’s National
Division with headquarters at 165
Broadway. Mr. Sherwin, an
~alumnus of the University of Chi-
cago and New York University,
began with Chemical Bank’s
Credit Department in 1929. In
1948 he was elected Assistant
Vice-President. He is the senior
Credit Officer in the bank’s In-
ternational Division.
B b *

Irving Trust Company of New
York announced on Dec. 11 the
promotion of seven members of its
trust and investment staff. Mor-
gan S. MacDonald and Edward J.
Veitch, formerly Assistant Vice-
Presidents, were named Vice-
Presidents. Mr. MacDonald has
specialized in personal trust work
since he joined the Company in
1929. Mr. Veitch came to Irving
in 1936 after several years in the
investment management field,
and, like Mr. MacDonald, spe-
cializes in—personal trust work.
Joseph P. Hartnett, Paul W. Howe,
Nelson W. Kimball, John W.
Moffett, and W. Nelson Young,
formerly Assistant Secretaries,
were named Assistant Vice-Presi-
dents.

@ By

Willard E. Henges, President
* of the‘Graybar Electric Company,
Inc., has been appointed to the
‘Advisory Committee of the Grand
- Central ‘Branch of the Chase Na-
*tional Bank -of’ New 'York, and
Clyde” B. . Morgan, President of
Rayonier -Inc., has been named to
the Advisory Committee of the
bank’s 42nd Street Branch, it is
“announced by .Percy ‘J. Ebbott,
* President of Chase Bank.

The ‘Board of Directors. of
‘ Bankers' Trust Company. of New
York and of The Bayside National
Bank of New York in Bayside,
"Borough of Queens, N. Y., have
approved a plan' of merger, and

gitized for FRASER
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‘Street.

National Bank ‘have been invited
to come. with :Bankers Trust
Company. It was also announced
that J. Wilson Dayton, Chairman
and President of The Bayside Na-
tional, who has been largely re-
sponsible for building the business
of the bank, will become Vice-
President of the merged institu-
tion. He will remain in Bayside
and will continue to have the
responsibility for the four new
offices.

Mr. Dayton organized The Bay-
side National Bank in 1929, and
has been President of the Bank

since then. He has been President*

of the Long Island Real Estate
Board, and of the New York State
Association of Real Estate Boards,
and is a member of the Executive
Committee of the Board of Di-
rectors of the Chamber of Com-
merce of the Borough of Queens.
He has also served as Vice-Presi-
dent of the National Association
of Real Estate Boards. The plan
of merger calls for an exchange
of stock, on the basis of four-fifths
of a share of Bankers Trust Com-
pany stock for each share of Bay-
side National Bank. The statement
of condition of The Bayside Na-
tional Bank as of June 30, 1952
showed total resources of over
$27,800,000, with deposits of ap-
proximately $26,000,000. In all,
Bankers Trust will gain approxi-
ately 35,000 new accounts.

Corn Exchange Bank Trust
Company of New York announces
that Thomas G. Anderson has
been made a Vice-President and
that Robert A. Geib has been
named an Assistant Vice-Presi-
dent. Mr. Anderson formerly was
an Assistant Vice-President and
Mr. Geib was an Assistant Secre-
tary.

Manufacturers Trust - Company
of New York announces the ap-
pointment of John F. Lembke,
Edward I McGraw and Frank P,
Squazzo as Assistant Secretaries,
Mr. Lembke and Mr. McGraw are

located at’the 57th.Street Office.”

Mr. Squazzo is incharge of the
Freeman Street (Bronx) Office. -
EAE v i p

Ground breaking ‘ceremonies
took place recently for The Na-

tional City Bank of New York’s

East Bronx Branch drive-in bank

being built - at Southerrm. Boule-:

vard, Union Avenue, and 149th"

Bronx branches; James J. Lyons,.
Borough President of the Bronx;
and Earl A. Snyder, President of
the Bronx Real Estate Board.

Participants in. the' cere--,
.- monies were - Alfred ‘Mullen, Of-
ficer in charge: of National City’s

Britain's Colonial Sterling Balances

By FAUL EINZIG

Commenting on the increase
British Colonies, Dr.

of sterling balances in London by
Einzig ascribes it to inability of British in-

dustries to furnish these areas capital goods, together with the

high prices of British

corsumer goods. Holds nature of owner-

. ship .of most sterling holdings owned by colonies makes them
unsuitable for long-term investment, since they are used as
cover for note circulation.

LONDON, Eng.—One of the
major ‘problems inherited by the
Conservative Government from its
predecessor is the large size of
the sterling
-balances of
British Colo-
nies. Owing to
their close
economic re-
lations -with
‘britain.it is
.natural that
they should

. keep substan-

‘tial sterling
‘balances' in
London. In
LAY i -
stances these
balances con-
ititute the
‘cover  for- the
Colonial note issues. A very large
proportion of the foreign trade of
‘the Colonies is transacted in ster-
ling :and for this reason alone the
maintenance of sterling balances
is ‘necessary. The present size of
the sterling balances—their total
is ‘believed to be in the neighbor-
hood of £1,000 million—far ex-
ceeds, however, normal require-
ments, Some £600 million was
accumulated in 1951 alone, largely
as a result of the high price of
the staple exports of the Colonies.
Much of these exports found their
way to the Dollar Area so that
the Colonies contributed substan-
tial amounts to the British dollar
pool in return for the sterling
balances received.

The accumulation of such
amounts of Colonial sterling bal-
ances is not a natural develop-
ment. None of the Colonies have
yet reached or even approached
the phase in their development at
which they could afford to invest
abroad. Indeed they are import-
ersof capital owing to the require-
ments of the development of their
resources. Yet the accumulation
of abnormal sterling balances
means an investment of large Co-
lonial funds in British Treasury
bills or other British securities.

The reason for the accumulation
of abnormal amounts of Colonial
sterling balances is not the un-
willingness of the Colonies to
spend the sterling earned. They
are only too anxious to import
capital goods such as tractors,
locomotives, etc., but the British

Dr. Paul Einzig

industries are fully occupied and
cannot quote early delivery dates.
Owing to the relatively prosper-
cus conditions of some of the
Colonies there whould also be a
food demand for British con-

4 sumer goods, such as textiles, but

the prices of many of these goods
are .too high for -conditions pre-

J] vailing in the Colones.  The re-

sult is that the sterlng balances
have remained unspent, If it were
possible to convert them: into dol-
lars the Colonies would be able to
buy - the - capital -goods and’ con-
sumer goods they require. The

amount of the Colonial bhalances

is, however, well in excess of the
total gold and dollar holdings: of
Britain. ‘The conversion of even
a relatively small proportion of
the Colonial balances would re-
duce the British gold reserve be-
low danger level.

One aspect of the situation is
particularly puzzling to the lay-
man. The Colonies are in need
of capital to finance 'their most
urgent capital development
schemes. They look largely to-
wards Britain for the necessary
capital. In this connection the
question that is frequently asked
is, how is it that the Colonies can-
not use their own sterling funds
instead of depending on the will-
ingness of the British Government
or of private investors in Britain
to provide the capital? Admit-
tedly it appears paradoxical in
view of the large size of the Co-
lonial sterling balances.

The answer is that the nature
or ownership of most of the ster-
ling holdings owned by the Colo-
nies is such as to make them un-
suitable for long-term invest-
ment. A large proportion of it
represents cover for not circula-
tion and therefor it cannot be used
for other purposes unless and un-
til a corresponding amount of
notes is withdrawn from circu-
lation. To do so might inflict
grave deflationary crisis on the
Colonies concerned. It would be
no more possible to use the Colo-
nial balances as note cover and at
the same time to use them for
capital investment than to eat
one’s cake and to keep it.

To the extent to which the ster-
ling balances are owned privately
—whethey by Africans and other
Colonials or British and other
non-Colonial firms and individ-

(2339) 1%

uals domiciled in the Colonies—
they may not be available for
long-term capital investment.
There may be many reasons for
which the owners of these bal-
ances prefer to keep their funds
in sterling and many more rea-
sons for which they prefer to keep
them in a liquid form. Only genu-
ine savings as distinct from trad-
ing balances or fluctuating liquid
funds of individuals are suitable
for reinvestment in the form of
long-term capital investment,.

The paradox of Colonial ster-
ling balances is by no means an
exceptional case. It exists alse
in relation to funds invested by
nationals of relatively poor coun-
tries in other international finan-
cial centres. Foreign holders of
substantial amounts of dollars in-
clude nationals of many countries
which are in desperate need of
‘American capital. It may appear
absurd that poor countries should
be -“lending” to rich countries
such. as the United States, but i3
does - happen, ' Occasionally the
Governments of  the countries
concerned resort to the conscrip~
tion - of the foreign balances of
their nationals:;” This was done in
Britain at the beginning of' the
war. The object of such conscrip-
tion of balances was to cover the
Government’s own requirements,
not to secure funds needed at
home for long-term investment.
The situation would have' to
change fundamentally before the
private owners could be pex~
suaded to repatriate their funds o#
their own free will for the pur-
pose of investing them locally.
It is because of this difficulty tha%
foreign capitalists have to be
persuaded to fill the gap lef:
through the absence of adequate
savings, belonging - to ‘local resi-
dents. ;-

If and when successful enter-
prise is built up in the backwarc
countries through the initiative of
foreign capital and enterprise,
then, and not before, holders of
balances abroad may feel justi-
fied in repatriating their funds to
participate in the enterprise. In
exceptional circumstances it is
possible to initiate an enterprise

.through the joint effort of local

and foreign capital. For instance,
the Volta River scheme in the
Gold Coast, aiming at the exploi~
tation of the country’s aluminium

resources, provides for the par-
ticipation of local capital and &
large part of that capital is ex-
pected to be contributed by hold-
ers of sterling balances. It would
be an ignorant over simplificatior
of an involved situation to im-
agine however that it is possible
to divert a substantial part of
sterling balances of the Colonies
for the requirements of Colonial
capital developments.

Petroleum Finance Corporation

3105 Liberty Bank Bldg.,
Oklahoma Citv 2. Okla.
Teletype OC 446

Members of National Association of Securities Dealers, Inc.

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

These Sccurities are offered as a speculation.

934,400 shares

TEXO OIL CORPORATION

(An Oklahoma Corporation)

Common Stock

Price 31Y Cents per Share

Copies of the Offering Circular may be obtal:rled from your own
Investment Dealer or the undersigned.

Wistar Ambler Company

31 Nassau St.
New York 5, N. Y.

BE 3-5733
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“THE CHASE IS OUR TRANSFER AGENT—

I think it would pay you to talk to them”

“For many years, the Stock Transfer Department of the Chase has served our
corporation as transfer agent. The fees for their services are actually less than it would
cost us to maintain our own department to do this work and we are relieved of all the
burdens and responsibilities. Why don’t you talk to the people at Chase?”

Among the trust and agency services offered by the Chase are the following:

Paying agent for principal Transfer agent of stock Depositary-exchange agent
and interest under reorganizations,
Registrar of stock . recapitalizations end ‘mergers

Agent for trustees under
Dividend disbursing agent voting trust agreements

Registrar of bonds and Agent under escrow
debentures Subscription agent agreements

THE CHASE NATIONAL BANK

OF THE CITY OF NEW YORK

Member Federal Deposit Insurance Corporation

Trustee of mortgage bonds,
debentures and notes

gitized for FRASER
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A Year of Careful Planning and Doing Ahead!

Mixed emotions of -happiness,
humbleness. and ' hesitation are
mine. Happiness at the honor you
have bestowed on me, which is
beyond that
to. which a
country boy
reared in the
rough, rugged
region of
Grant County,
Ky.,might
ever aspire.
Humbleness in
that I know
my limited
talents can
never measure
up to the un-
limited oppor-
tunities this
office affords.
Hesitation in' the thought that I
might fail you and thus fail a
great and gracious industry which
has girded itself to meet the capi-
tal needs of this, our amazing
America.

Also I am proudly aware, as I
know you must be, or the great
and devoted men who as IBA
Presidents have rendered such
outstanding service to you during
Yyears gone by.

And now anether name is add-
ed to that distinguished group that
has accomplished so much in our
behalf. Joe Johnson has done an
outstanding job and we owe him
a tremendous debt of gratitude,
not only- for his great work as
President, but also for the many
years of unselfish effort which
have produced so much of value
to the industry.

And along with the name of

*Inaugural address of Mr. Boles at
the conclusion of the 41st Annual Con-
wvention of the Investment Bankers As-
sociation of America, Dec. 5, 1952.

Ewing . Boles

By EWING T. BOLES*

Incoming President, Invesiment Bankers Association of America
President, The Ohio Company, Columbus, O.

With the slogan, “we must sell a successful peacetime economy and pros-

perity,” newly elected IBA President foresees ahead a year of careful plan-

ning and doing in the securities industry. Tells members “we are dedicated

to a free economy,” and the ceiling is unlimited for its advancement. Holds

important problems of the economy “have been hidden under a bushel,” but

the 60,000 men and women in investment banking industry should be able
to sell economic salvation to the savers of the country.

Johnson, I think of such other
postwar stalwarts as Larry Marks,
Albert Armitage, Hal Dewar,
Julien Collins, Edward Hopkinson,
Jr., Chuck Garland and a whole
host of illustrious men who have
served you so ably with such out-
standing devotion.

Therefore you can imagine my
feelings, standing here like one of
the seven dwarfs in the giant
boots of Paul Bunyan.

Fortunately for you and for me,
I am not assuming the responsi-
bilities of this high office alone.
You have selected as Vice-Presi-
dents to form our Executive Com-

‘mittee an outstanding group  of

men in many fields of our indus-
try.

Our Congress, which we call
our Board of Governors, is com-
posed of industry leaders from

-every section of our land. Like-

wise we place great store in the
ability of our incoming Group
Chairmen who get the job done
at the level where it counts most.

Our work will be further sus-
tained and speeded by Committee
Chairmen whose eminence in their

respective fields is not only na-
tionally, but internationally rec-
ognized.

Our skilled and experienced
staff needs no introduction from
me. It makes up for its smallness
by sheer devotion, -ability and
energy.

Thus, your President will be
ably assisted in each and every
assignment that has been made for
the coming year. With the support
of such celebrated, talented and
devoted men, your officers accept
the challenge of 1953. We pledge
you that while we may fail in
many things, we shall not fail in
our diligence nor in our zeal in
your behalf,

When I accepted your nomina-
tion last May, I could only hope
that the American people would
do what they did by national
mandate, overwhelmingly demand
that this nation return to a sound
and sane fiscal policy—the policy
of sound dollars and balanced
budgets, on which American prog-
ress and prosperity are founded.

We pledge to the new adminis-
tration our utmost in cooperation

to the end of returning this nation
to a sound and sane fiscal policy.

The free flow of capital into
industry and the opportunity for
the thrifty to put savings to work,
without undue regulation or re-
striction, are both an essential
part of that program necessary
indeed for the continued expan-
sion of the American economy.
An economy which boasts only
7% of the world’s population, but
nonetheless produces an unbeliev-
able 50% of the world’s goods.

In this'energetic economy,
money at work-is the magic flux
which fuses the brains of invent-
ors—the skilled hands of artisans
—the techniques of management—
the flying feet of distributors—
and the gifted tongues’ of sales-
men—to produce the richest civil-
ization in history.

Dedicated to a Free Economy

It is the maintenance of this
free economy to which our efforts
are so completely and confidently
dedicated.

Today we are half at war, half
at peace.

God grant that an effective and
energetic answer -may be speedily.
found to the’killing. stalemate of
Korea. Ours is the faith of our
fathers, that ours is a growing,
vigorous, virile economy built on
peace and not on.war. Let us,
therefore, ask ourselves the ques-
tion of .paramount importance.
How much peace can our prosper-
ity stand?

We can not continue forever the
carnage of almost constant war,
the squandering of human lives,
the wasting of the savings of our
people and the despoiling of hu-
man virtues. There must be a
better way. We are willing and
determined to maintain a prepared
and an alert America.

However, that part of our pros-
perity that comes from war we
must be ready and zealous to re-
place with the products of peace.

We know the formula for pros-
perity as few others know it. ‘We
have learned — and. history has:
proved—that freedom for individ=
ual achievement—with capital for
a tool — wielded by an inspired.
people—can and has produced the
greatness of America. What . we
have done we can continue to do.

Money - invested ' in ideas — in
plants—in raw materials—in sales
—in the genius of American men
—produces prosperity.

On all sides we see the limitless
opportunities for steadily increas-
ing production and prosperity.
Who among us feels that the fam-
ily ice box is the ultimate in food
preservation?—That the family car
is the last word in automotive
genius?—Or that the diesel engine
that brought many of us here is
the last word in railroad trans-
portation? — That the highways

Continued on page 67
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Foreign Investment Is Job for Private Capltal

My tour of duty as your Presi-
dent is rapidly coming to an end
—only a.few days of convention
formalities remain. During the
past 12
months I have
had a rich
and reward-
ing experi-
ence, and am
grateful to
to have had
this oppor-
tunity to serve
our industry.

In my Pres-
idential
travels this
year I have
met hundreds
of investment
bankers in all
parts of the country, from east to
west, north and south, and in
Canada. At first-hand I found out
what the leaders in our business
are thinking, what the Groups are
doing, but most important of all,
what the IBA means to the se-
curities business. Our Association
is an essential integrating force
that serves significantly and in
manifold ways all segments of the
industry—from the largest under-
writing -house to the smallest dis-
tributor.

*Whatever we may have accom-
plished during the'past year—and
this will be revealed as the vari-
ous committees make their reports
—is, of course, directly attribu-
table to the officers and commit-
tee members at both the national
and Group levels working in co-
operation with an mtelhgent and
competent staff.

On your behalf, I express sin-
cere thanks to those of our fellow
members who have given so gen-
erously of their time and talents;
and you will share with me, I am
sure, in the appreciation I express
for the loyal and effective efforts
of our able and diligent staff
members. Only through a year of
close association have I come to a
full realization of the diversity
and magnitude of the job our staff
is doing so well.

Just five years ago our Asso-

.gosep’n T. Jobnson

*An address by Mr. Johnson as retir-
ing President of the Investment Bankers
Association of America delivered at the
Association’s 41st Annual Convention,
Hollywood, Fla., Dec. 5, 1952.

By JOSEPII T. JOHNSON*

Retiring President, Investment Bankers Association of America
President, The Milwaukee Company, Milwaukee, Wisc.

Though foreseeing more cooperation b:tween industry and government after
20 years of “3 state of perpetual emergency,” retiring IBA President warns,
because of unbalanced world economy and threatened diminution of our raw
materials supply, U. S. is still facing a long-term crisis. Says experience
shows inadvisability of -government investment in foreign field, but holds
private investment can operate successfully and efficiently, if it receives
proper government cooperation. Foresees from now on greater reliance on
free enterprise and private finance, and holds securities industry will measure
up to its responsnblhty and opportunity in current developments.

ciation embarked on what was
then, and must still be, recognized
as. a long-term public education
program. I have been keenly in-
terested in that project ever since
it was instituted, and-during the
past year we have emphasized
both education and public educa-
tion  efforts, now. consolidated in
the Education Committee.
Significant progress has been
made. Member firms and groups

-throughout the nation are con-

ducting a variety of educational
and promotional efforts that have
been brought to your attention
through the forums and publica-
tions of the IBA. Now there is

‘available to member firms and

Groups an easy-to-use, and yet
one of the most effective, public
relations tools, the new IBA mo-
tion -picture, “Opportunity,
U.«S, A2

I have consistently preached ed-
ucation and more education, and:
do so again today, with the hope
that the momentun we have de-
veloped may not be lost, but
rather maintained, and even ac-
celerated.

It is reassuring to know that my
immediate successor in office
plans to keep the torch of en-
lightened public relations burning
brightly, and I fervently hope that
the presidents who follow in long

“succession. will do the same.

A Unified Office Proposed
When addressing the New York

Group several weeks ago-I indi-.

cated that I would frankly share
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with you here some observations
culled from my year's steward-
ship  For brevity’s sake, I will
touch- on only two:

(1) The work of the IBA is go-
ing on remarkably well, despite
the fact that we have two widely
separated offices. I am convinced,
however, on the basis of my ex-
perience, that a consolidation. of
our offices—and 1 hold no brief
for any given location—would
make for a more cohesive organi~
zation, better coordination’ of
funections, and more effective and
economical operation:

(2) To a gratifying degree
member firms and Groups -are
contributing to. the work of the
IBA and are sharing the benefits,
but that is not universally true.

Our Association officers and
staff are working for the entire

'industry, all sections of the coun-

try, and all segments of the busi-
ness. Whether we are north or
south, east or west, or whether we
-are ~in- @ metropolis - or- a- town,
whether we are primarily whole-
salers or distributors, or have an
integrated operation—we must all
of us combine our efforts in the
interest of the total welfare.

A year ago almost to a day, in
my inaugural remarks, I dwelt on
the respective responsibilities of
our industry and our government.
Today I would like to consider
with you a possible area of co-
operation between the government
and our industry. 3

For the past 20 years‘we seem
to have been in a state of perpet-
ual emergency — a succession of
crises, either real or contrived,
and induced by either foreign or
domestic ' developments.. In con-

" fusion and frustration many of us

have failed to distinguish between
short-time crises that permit im-
mediate and drastic correction and
long-term or ‘“suspended” crises
requiring years to work out.

A fire can be extinguished at
once—in fact it has to be. In con-
trast, eradication of termites may
take considerable time. However
unsteady the house may “stand,
there is no need for the occupants
to organize a  bucket brigade.
Nevertheless, they live in an at-
mosphere of suspended crisis.

The present world situation pre-
sents just such a problem. Our

plunge into World War II, Pearl
Harbor, the Berlin alrllft and,
more recently Korea, were each
regarded as fires that could be put
out—situations requiring immedi-
ate and strenuous action, and per-
mitting “also relatively prompt
withdrawal. Today, however, it
begins to appear that crisis in the
long-range sense is going to' be
eating three meals a day at our
table for a long time.

Two Developments of the Year

Two developments - this  year
underline related aspects of our
long-term economic problem.

First, the Marshall Plan for
European Economic 2covery
came to-an end. This was a stop-
gap measure designed to put out
one particular fire—the imminent
economic collapse of Western
Europe. Too many Americans, un-
fortunately, got the idea that the
Marshall Plan was something like
our own pump-priming scheme of
20 years ago—that after we had
pumped into the Eurcpean econo-
my so many billions of dollars, we
could step out of the European
picture, and allow the recipient
economies to function as before
the war. That short-sighted view
has been more than exploded. In
July the London “Economist”
noted: “The Dollar Gap remains,
although the Marshall Plan  is
over.” The same journal, whose
distinguished editor appeared on
this platform last year, goes on to
point out one of the facts of life
which Americans have got to face:

“ . . the balance of trade be-
tween America and Europe has
been precarious all through the
’thirties, and the war years has-
tened and confirmed a trend that
had been observable for at least
two decades—the emergence of
the United States as the Great
Creditor Nation in world trade.”

And the significance of this fact
{for Americans is stated by the
“Economist” with admirable
clarity:

“ . . when next January there
is a new President in the White
House . . . he will find himself
faced with the old inescapable
chain of reasoning. The world
cannot be saved for freedom
without an -alliance of the free
nations. Nations cannot be allied

politically and militarily if they
are cutting. each other’s throats
commercially. . .. Therefore, poli-
cies to: remove the dollar deficit
are just as essential to the grand
objective of containing commu-
nism as atomic bombs or sub-
marines.” H

The second development: A re- '
port published on the situation of
the United States with respect to
those sources of raw materials. |
which are. absolutely vital to the
continuaticn of our military ahd
démestic industrial production. !
The now-famous Paley Report.
surveys the natural resources at
our disposal and reaches the so-
bering conclusion that America is *
rapidly becoming one of the
“have-not” nations in the world.
The forces allied against us con-
trol.tremendous natural resources
that have scarcely been tapped.
Somewhere, somehow, we shall
have to develop new supplies,

.The United States, therefore; is
facing a long-term crisis that is as -
much a matter of economics as of
military power. Like it or not,
history has pushed our country
into the position of - the -natural
leader of the free-world. And we
cannot pretend we are meeting |
these tremendous responsibilities :
squarely unless our leadership. is ;
not only political and military, but ,
economic as well. We must work
for a wholesome economic situa-
tion ‘among our allies; together :
with a steady flow of the raw ma- -
terials needed by our own indus-
trial plant. .

There is an. mterestmg parallel
to our present.situation in the case ~
of Great Britain during the pre-:
ceding hundred years. The pros-
perity and stability of the British
Empire depended more on trade
and a healthy world economy than
on armed might. The heart-beat
of that Empire was regulated at
Threadneedle rather than Down-
ing Street. It was the British
trader and industrialist, and not
the British Army, that spear-
headed  England’s emergence as
the great world power. For Eng-
land- then, like the United States
today, was the creditor nation of
the world; and the British- Gov-
ernment very shrewdly conceived
its principal function to be the!
extension of this economic su-
premacy through a nice balance
of diplomacy and strength.

America, of course, does not
want an economic “empire” on the
British model.: The whole idea of
colonization is repugnant to our
national instinct. Unlike Britain,
we -are not so dependent on the
outside world for raw materials. |

But what is interesting and.
valuable to us in the English ex~
ample is that government and’

- business existed side by side with~

out.h.ostility. Government, fully
realizing the importance of busi~
ness to, the national greatness,

used its own power to enable
business to operate easily and

Continued on page 70
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A Free Market Propels Our Economic Machinery

Feeling as I do that groups like
the Investment Bankers Associa-
tion are really the essence of our
democracy, I should like to open
i by telling you
| . about an inci-

dent which I
think illus-
trates the con-

. tribution that

a group like
this can make
to our society
today.

The incident
concerns a
conversation
.of mine with
a Senator, and
I tell it with
his permis-
sion. I am not
going to name

him, but I can say he is.a:Demo-

cratic Senator of considerable in-

fluence in Washington—a man

who believes in the same things
..that you and I believe in.

. On learning that I was to at-

- 'W.McC. Martin, Jr.

tend your convention, the Senator:

said to me: “Why do you waste
your time going down to the In=
vestment Bankers. Association?
They don’t have any real political
influence, and, -after all, what do
- they do—~just play around?”
The question, whatever its de-
merits, did give me the oppor-
“tunity 'to° tell him—and I repeat
that he is one of the most con-
structive men in the Senate—of
.the work of your group, during
.the. time .I .have been on the
‘Federal Reserve Board.
. I explained-the voluntary -eredit
program to:him; how halting it
might have been—without dis-

*Stenographic report of -an address by
Mr.. Martin “at ‘the 41st. Annual Conven-
tion. of the Investment Bankers Associa-
_tion of America, Hollywood, Fla., Dec. 2,
1952, 5

By WILLIAM McC. MARTIN, JR.*

Chairman, Board of Governars, Federal Reserve System

Mr. Martin, commenting on renewed independence of Federal Reserve Sys-

tem; points out making adjustments is vital part of our free economy. Lauds

return to a “free market,” and commends work of IBA in support of emer-

gency credit controls. Says 1951 was largely a year of ‘clearing away debris in

~Government Bond market and reestablishing a free market. Holds Federal Re-

serve is primary bulwark of free enterprise, but solution to economic stability
. “lies-in freedom of - action and choice in the market place.”

illusion to me, because I started
it as- a skeptic—and how help-
ful it actually turned out to be.
I told him how the Investment

Bankers Association, participating:

in the program with others as
we gathered together 'a large
collection of managerial and
business. resources, had helped in
the attempt to educate the bor-

rower as well as the lender as’

to the true:meaning of credit and

finance,; so that we could ‘handle

a situation that was-rapidly. get-

ting out of hand. - .

The Senator was impressed.
Then I told him about something
some:.of you in this room will
recall; the time we brought the
Governor - of ' West Virginia to

Washington in connection with a:

proposed soldiers’ .. bonus
issue by his State.”
The Governor-was in the Fed-

bond

eral Reserve Building, surrounded.

by investment bankers and other
bankers

him why it would not be- wise

-under-current conditions. to .have

the West Virginia bonus.issue,

The Governor had brought with
him a banker: who..-was part of
this educational  “process, and
when it - was apparent.that the
t

-

group ‘ was adamant against the

bonus. issue, .the Governor—and
I-must say he is a charming in-

dividuali— turned .to his .banker
having®

for "help. The banker,
heard the remarks around the
table too, looked at.me and said,
“I ‘don’t know what all this fuss
about inflation is.”

“After all,” he continued, “this
isn’t really ‘inflationary. There
are..only a few thousand people
in the State of West Virginia that
will ‘benefit by it. There is only

$300- apiece involved for each of

these..individuals, and we have
made’ a ‘study of what they will
do.with .this money.”
He..paused a moment, then
added: “It is perfectly apparent
it /isn’t - inflationary. They are
going to spend a hundred dollars
of each bonus on liquor, a hun-

-dred of it on women, and the

other hundred they are going to

‘waste.”
and . businessmen,: :and -
one by . one they explained to-

Hisinsight into economics—and
perbaps "~ into human nature —
might ‘be doubted " but the un-
conscious humor was. to the point.

It .recalled to me an experience

I -had here in Florida in the

‘Spring .of -1949.

-“That 'was when I was a neo-

.answers,

the Treasury and when - some
p.ople, looking at clouds of re-
cession and readjustment, thought
they saw a depression on the
horizon, The Secretary asked if
I would come to Florida in his
place and make a little talk to
the Florida Bankers Association
over in Miami. ‘

I consented, and on the plane
en route, began to think over
what I might say. I must have
taken myself and everything else

-considerably more seriously than

I should have, for it seemed to

-me that the problems. the coun-
-try was facing were virtually

insuperable, for I couldn’t-see the
and it .naturally dis-
turbed me.

Then I recalled a course in
public speaking I took years ago
in which one of the lectures
dealt with what a responsible
Government official should say

-to. a group. of worried business-
men. The lecture went about like.

this: You should always start
by saying, these are the most
difficult  and perilous times the
-country has ever faced; never in
the history of the country has the
-ship' of state been so close to the
rocks. Then, by the clarity and

‘phyte.as -Assistant Secretary of ‘exactness and sharpness of your -

proposed solutions, you would
lead- your .audience, subcon-
sciously, to feel that after all the
ship of state was in goods hands
and might survive.

Well, when I addressed this
group in Miami, I embarked on
something just about as pompous
as that, and I thought'I had car-
ried through on the formula in .

.pretty good style, But after it was

over, a fellow came rushing up

-to-me—I can see him still—pulled
.me aside, and- said: “Young fel-

low, when I came here I was

.pretty upset. But after listening
.to you, I am just scared to death.”

I don’t want to frighten any-
one this morning. Indeed it

.seems to me now that while the -

clouds that were on the horizon .

-in 1949 are not out of the way,
.there are rays of sunshine that :

were not apparent at that time.

Making Adjustments—A Vital
Part of a Free Economy

It seemed to me then, as it does

‘now in retrospect, that the busi-

ness community -as well as the
Government showed little forti-
tude with respect to making the
adjustments which are essential
and necessary and a vital part of
a free competitive-economy. In

‘those darker days, all the pres-

sures in Washington—and I can
speak with some feeling on this
because I was in the Treasury
at the time—were in the direc-

tion of: Don’t permit any down-:
.ward move!

Don’t permit this
thing to - gather any headway!
Don’t have any adjustments what-
ever! We shouldn’t inflate our
way out of it, but we can’t per-
‘mit the adjustments that have
to be made! We may face a pe-
riod like that again. That is the
reason I recall it. But all I want

Continued on-puge 44
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Trends and Problems of Life Insurance Investments

Investment bankers and life in-
surance companies cooperate at
many points, compete at some
points and both are part of a team
mobilizing
and directing
capital funds
to meet the
needs of our
national econ-
omy. We in
the life insur-
ance business
think that
prosperity in
the invest-
ment banking
field is an im-
portant in-
gredient for
general na-
tional
perity.

Teamwork between life com-
panies and investment bankers,
as well as other elements of the
capital market, was abundantly
demonstrated during the period of
the Voluntary Credit Restraint
Program. During that time, I had
the pleasant experience of work-
ing with Lee Limbert, Rudolf
Smutny, Frank Kernan and Tip
Barclay on the National Volun-
tary Credit Restraint Committee.
I can assure you that they, along

“with ‘the regional investment
~bankers’ committees, played a
‘large role in making the credit
restraint program a success. More-
over, the investing banking- fra-
ternity as a whole deserves enor-
mous credit for the courageous
and unselfish way it screened mu-
nicipal financing under the pro-
gram. Your -efforts contributed
importantly to the. fight against
inflation in the explosive months
-after fighting started in Korea.

Today, I will discuss briefly
some trends and problems in life
insurance company investments;
ard also comment on Government
pulicies which affect not only life
company investments but our en-
tire national economy.

sy |

Carrol M. Shanks

Ju—
*An address by Mr. Shanks before the
‘41st Annual: Convention of the Invest-
ment Bankers Association: of - America,
Hollywood, Fla., December 4, 1952,

pros-

President, Prudential Life Insurance Company of America

Mr. Shanks lists as trends in life insurance investments since World War 11:
(1) decline in U S Government Bond holdings; (2) expansion in real estate
mortgage investments; and (3) increase in- securities of business and indus-
try. Discusses “direct placement” of securities and reviews government policies
- affecting economic stability. Lauds release of Federal Reserve from Treasury’s

bond-pegging program.

times is not only too great a burden to nation, but also makes impossible

Investment Trends and Problems
of Life Companies Since
World War II

To understand the underlying
causes for trends in life insurance
investments, one must appreciate
the fundamental objective of life
company investing, one which is
little understood. This objective
must be to earn the highest pos-
sible rate of return consistent with
a high degree of safety of prin-
cipal. Emphasis on maximum re-
turn stems from drastic competi-
tion in the sale of life insurance,
which means in turn that each life
company must keep the net cost
of insurance to policyholders at
the lowest possible level. The
need to keep down net cost leads

‘to- the keen competition between
-life companies in- their invest-

ment operations. It explains the
sensitive responsiveness of life
investment officers to changing
yield spreads on various types of
Government and corporate securi-
ties and mortgages.

The ‘main objective and prin-
cipal characteristics of life com-
pany investments are illustrated
by some of the major trends in
the field since the end of ‘World
War II. Perhaps the most dra-
matic trend has been the steady
and large deecline in life company
holdings of U. 8. Government se-
curities. At the end of 1946, at
the peak, holdings of these securi-
ties by the nation’s life insurance
companies amounted to $21.6 bil-

lion and comprised nearly 45% of

disposal of Government securities
grew directly out of purchases by
the Federal Reserve rather than
out of the sales by life companies.
If the Federal Reserve had seri-
ously tried to reduce these sales
it could have done so by the ac-
tion finally taken in March, 1951,
namely, the abandonment of
rigid support of Government se-
curities prices. ‘As I have indi-
cated, the life companies as a
practical * matter -could hardly
have avoided the investmen't
course which they 'did follow in
the postwar period. The enormous
demand for capital funds by busi-
ness and industry and in the hous-
ing field, in direct response to
encouragement of economic ex-
pansion by Government policy,

By CARROL M. SHANKS*

Contends continuance of low-cost borrowing at all

general credit controls.

the total assets of the companies. pected that the companies would -
Beginning in 1947 there occurred shift into this field. -
a steady and pronounced decline  The third area of major change exceeded the supply available
in holdings, so that by the end of in life company portfolios since from current savings and created
August of this year life companies the enq of World War II has been great pressure on life companies
had cut their holdings to $10.3 in holdings of securities of busi- to liquidate Governments in order
billion, representing 14.5% of as- pess and industry, including the to help meet the demand. More-
sets. railroads, public utilities and in- over, as most Government econo-
The relatively low rate of long- dustrial concerns. Life company  mists have argued, the basic so-
term Government securities, plus assets in this category amounted.lution to inflation in the postwar
the unbalanced portfolio position o about $11 billion at the end of /period was to increase industrial
of the comapanies in Governments |1945, representing 24.7% of total[output in order to catch up with
at the close of the war, made it]assets. By the end of August, 1952;" the war-expanded money supply,
inevitable that as peacetime con-“holdings of these securities had and life company investments
ditions were restored there would increased to slightly over $30 bil- have contributed heavily to the
be a move to redress the balance. lion, representing 42.5% of assets. postwar expansion of output. If
The promptness with which the Of the total increase of $19 bil- any one company had failed to
life companies acted reflected not lion in these holdings, public util- respond, it would have lost out
only the ready availability of good ity bonds accounted for $6.5 bil- drastically in the competitive race
outlets in private sectors of the lion, and industrial and miscel- . with other companies, to the great
economy but also the alertness of laneous bonds for $11 billion. dismay of its agency force. If the
the investment officers in achiev- . Here again the development industry generally had not re-
ing .theix' primary investment ob- was to be expected. As the war Sponded9 the wrath of the govern-
jective, ended and business- concerns felt nent and of the public brought
A second noteworthy trend in the need for capital funds to fi- 4oWn upon its head defies imagi-
life insurance investments in the nance reconversion and expan- Dation. I know what happens
postwar period has been the sharp sion, it was obvious that life com- When one company cuts down
increase in the volume of real es- pany holdings of the securities of -Partially on its mortgage loan and
tate mortgages held. At the end business and industry would rise. Other lending. Accordingly, in my
of 1945 - holdings of mortgages The increase was accelerated after POOK, the criticism directed at life
amounted to about $6.6 billion, or the start of the Korean War as insurance companies for their dis-
14.8% of assets. By the end of the life companies participated in P0S3l of Government securities
August, 1952, life company hold- financing the great increase in in- 1S been short-sighted and un-
ings of mortgages had grown to dustrial capacity needed for our Jjustified.
$20.6 billion, or 29% of assets. national defense, Direct Placements
With real estate mortgages on all  As you know, the life insurance © Turning to another item, I
types of property available in companies have been criticized know you are interested in the
great supply, all encouraged by for their disposal of Government matter of direct placements, and
government policy, and with the securities in the pestwar period. I am glad to have this opportunity
better net rate of return on mort- Ihe criticism rests on the grounds t0 give you some of my views on
gages as compared with Govern- ‘hat @ substantial part of these the subject. To begin with, di-
A ~ securities were purchased by the rect placements in corporate fi-
ment securities, it was to be ex- Federal Reserve System in order nancing today are important. Dur-

to support the market, and that ing the period 1947-1951, inclu-
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these purchases added to com- Sive, according to SEC estimates,
mercial bank reserves and thus corporate securities offerings in
fed the fires of inflation. ‘My this country amounted to $33.8
answer to this criticism is that billion, of which $14 billion, or
the basic difficulty lay not in the over 40%, were direct placements.
sale of Governments by life com- During the period 1934-1951 the
panies, but in the support pur- life insurance companies acquired
chases by the Federal Reserve. over $20 billion of corporate se-
The Federal Reserve policy of curities through the direct place-
z:gpg;}mg G%er?m?nts ;t a peg- ‘ment route. According to the best
ged, price, particularly above par, estimate available, nearly 62% of
invited sales of Governments by all corporate bonds, and 90% of

all nonbank investors. The infla- : :
tionary aspect of life company Continued on page 34
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Progress and Problems of Aviation Industry

It is rather difficult to present
those components of air trans-
portation in which I feel you are
interested or about which you
may have
some ques-
tions. I am
going to try
to cover a few
things which
are of extreme
interest to me.
I think they
represent
some accom-
plishments;
also that they
involve some
rather impor-
tant and criti-
cal decisions
to be made in

W. A. Patterson

the future.

We have heard a great deal
about beginners in aviation, but
the most interesting individual
with whom I ever came in con-
tact and who seldom has been
given much prominence, is a man
named Vern Gorst who owned a
little bus line in Oregon. A man
with very little education, he cer-
tainly wasn’t an analyst and he
wasn’t a statistician. Had he been,
he wouldn’t have entered the air
transportation field. He started
‘Pacific Air Transport on the
‘Pacific Coast. I don’t know where
he got his advice on finance, but
“Vern Gorst had $10,000. He had to
raise $300,000. He set up a Class
A stock and a Class B stock; the
Class B was voting, $10,000 worth;
the other $290,000 was Class A,
non-voting. Vern Gorst paraded
up and down the Pacific Coast
and sold every single share of that
stock himself.

.'T had an opportunity to observe
some of his accounting practice
and philosophy when I was think-
ing of entering Pacific Air Trans-
port after it had been operating
about seven or eight months. I
-asked Mr. Gorst if I might see
his balance sheet. He showed me
one that revealed a profit for that
particular month of $15,000. I
scanned it rather quickly and
could see nothing covering depre-
ciation. I asked, “How about de-
preciation on this flight equip-
ment and other facilities?” He
said, “You know, I thought you
would ask that question. The ex-
planation is very clear. When we
_started, I hired a carpenter to
build us some bins out in our

hangar. In those bins we have new

- *An address' by Mr. Patterson at theé
41st- Annual. Conventien of -the Invest-
ment  Bankers  Association of America,
Hollywood, - Fla., Dec. 3, 1952. :

After giving a thumbnail sketch of the development of commercial aviation,

By WILLIAM A. PATTERSON*
President, United Air Lines

airplane. In 1926 the passsengef-

' revenue for that year of all the

s

Mr. Patterson outlines the critical decisions and problems confronting the in-

dustry as: (1) labor relations; (2) future equipment; (3) the air “coach”

business; (4) government regulation. Discusses opportunities to further re-

-duce operating costs on ground and improve and mechanize airport facilities.

Favors re-examination of transportation regulatory agencies with view to co-

parts segregated so that when an
airplane comes in and there is any
wear, the mechanics go to the bins
—which, by the way, cost us only
$100—and get a new part for the
airplane, which then is jusi like
new.” He added, “Mr. Patterson,
there is no depreciation.”

That is what it took at that par-
ticular stage in the development of
our business—courage and a cer-
tain lack of knowledge. But it isin-
teresting to observe progress from
that  rather crude start. I doubt

whether many of you in this room-

who have participated and coop-
erated and helped this industry
with your faith and your willing-
ness to raise capital for us, realize
where we came from and where
we are today. I think the big turn-
ing point in the attitude of the
investment field and the raising of
equity capital came with Lind-
bergh’s flight across the Atlantic.
Prior to that time, according to
records of most of the companies
that were then operating, and
there were only two or three, all
capital had been raised privately.
Almost overnight after Lind-

bergh’s flight we saw the invest-

ment banker’s interest ‘aroused.
We saw him enter the picture in
recommending and fostering
mergers and we saw some sound
and substantial capital being
raised. This picture was a great
tribute to a combination of ele-
ments in our economic system.
Government at that time had faith
in and a sense. of responsibility
for developing the airplane; it had
faith in private enterprise toun-
dertake that development and it
advertised for bids. Private enter-
prise, through the investment
banker, came into the picture. So
we had a partnership: Govern-

ment, private ownership, the in-
vestment banker. We have now
progressed to the point where we
are obligated to the insurance
companies and commercial banks
—in fact, I would say that we

have tapped ‘everything available, .

Nevertheless,  you have been con=-

structive. We all have participated

- 'ROLLINS
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ordination possibilities.

in' the development of the ,:;\irline
industry.

What Has Been Accomplished

in Aviation

Now let’s take a quick glance
at what we have accomplished to
date. We started out 25 years ago
with three objectives: To develop
the art of flying; to find a com-
mercial application for the use of
the airplane; to do it with govern-
ment subsidy but eventually to
become self-sufficient.

Our company started with five
airplanes that cost us $16,000
apiece. Our speed was 90 miles
an hour. That was about repre-
sentative of things in the airplane
field at that particular time.

Now let’s” just go quickly
through the development of air-
craft, keeping in mind our objec-
tive of developing the art of fly-
ing. We went from 90 miles an
hour to 110 and from 110 to 130
and on to 180 miles an hour

That was -the era of the DC-3,

which carried 21 passengers. We -

next went to 230 miles an hour.
This was achieved with the first
four-engined airplane, the DC-4,

airlines then in existence was

- about $78,000. In 1951 it was $591,-

000,000, I remember that in those
first years we didn’t do quite "as
well as other airlines. Our pas-

- senger revenue for the first year

of operation was $1,314.97.
The next objective was to be

- self-sufficient. We started off re-

ceiving about $10.80 a ton-mile.
The first year 99 4/10% of United’s
revenue was from air mail. It
gradually went down and today

- 93% of our revenue is from other

accommodating44passengers.
Then came the DC6 at 300 miles

an hour, and now many companies, -

including ours, have ordered the
DC-7 with a cruising speed of
350 miles an hour. ',

The development of the air-
plane also can be viewed from the
standpoint of relative cost; Our
original plane cost $16,000. The
DC-6 today costs $1,000,000 and
the DC-7 will cost $1,600,000.
Wrapped up in that development
have been many, many accom-
plishments .and advancements

with which I do not intend to bore .

you. I will just say this: stop for
a moment; think of the airplane
as you observed it grow and de-
velop and as you have flown; look
at it today. You will see elec-
tronic developments, speed, com-

fort, safety, airway aids, naviga-
tion. I would say that if you wrap
it all up, the development in the
art of flying has been reasonably
well accomplished.

‘Finding the Commercial -
Application
Now the next'objective: to find
a commercial” application for the

sources,  with only 7% from mail.
A year ago last April, the Big
Four trunk carriers were giveri a
rate of 45 cents a ton-mile, which
is a non-subsidy rate.

I don’t know just how many
people figure subsidy. There are
some who think that any organ-
ization which gets any money
from the government is subsi-
dized, regardless of the relative
value of its services.' I am in-
clined ‘to think that subsidy .is
something paid in excess of the
value of service or in excess:of
the revenue that the service pro-
duces to the government. To give
you an idea, there is approxi-
mately $2.30 in revenue to the
Post Office Department on a ton-
mile performance of mail service

and, as I said, the Big Four air=
lines are receiving 45 cents a tciie
mile, ' )

I have given you a thumbnail
sketch of our objectives and ac-
complishments. I think the record
is a great tribute to private en-
terpr:lse, and to an administration
in government which used private
facilities ' through which to ad-

Continued on page 81
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Washington is perhaps more
interesting today than usual:
. There is a planned exodus. Every-
one is getting ready. Some of
them feel a bit
numb; some of
them haven’t
realized ‘yet
just what
happened, al-
. though some
do.

I think the
story that the
defeated can-
didate told on
television and
the radio —
perhaps you
all heard it—
about the boy
who stubbed
his toe and
upon reflection he figured he was
too old to cry and it hurt too much
for him to laugh, expresses the
- situation as it is set up in Wash-
. ington today, if I were asked to
define it. That brings to my mind
-the little story that a very apt
-story teller in Washington tells.
It is the one about the frontiers-
‘man who in 1849 and ’50, when
:the Gold Rush was on in Cali-
fornia, decided he would take his
‘little family and go out there. So
he bought himself some of the four
finest horses he could buy, got
himself a very modern covered
wagon and took his beautiful
bride and small child and started
.out with. the four-horse team
and followed the orthodox route.

*Stenographic report of an address hy
Administrator McDonald at the 41st An-
nual Convention of the Investment Bank-

ers Association of America, Hollywood,
-Fla., Nov. 30, 1952.

Harry A. McDonald

The Commercial and Financial Chronicle ...

In Defense of the RFC

By HAKRY A. McDONALD*

Thursday, December 18, 1952

" that have gone out ina campaign

Administrator, Reconstruction Finance Corporation
Former Chairman, Securities and Exchange Commission

~ Administrator McDonald, commenting on public feeling caused by maladmin-
istration of the Reconstruction Finance Corporation lays blame for this on
" general ignorance of the vast role played by this agency. Says “sinister in-

" fluences”

in Reconstruction Finance Corporation have been eliminated, and

“defends this agency as having served a useful and beneficial purpose, and as
having helped to preserve small business and free enterprise.

Everything was going nicely until
they hit the edge of the prairie
and the long trek and a band of
Indians swooped down on them
and killed his wife, his child,
burned his wagon, stole his pro-
visions, stole his horses and left
him to die with a big arrow
sticking in his back. He lay there
for a couple of days and when
he regained consciousness he
appraised the situation and fig-
ured he couldn’t do himself any
good lying there, so he started
to crawl on his stomach. It was
hot, sultry and he crawled for a
couple of days with the arrow
sticking in his back. Finally a
band of cavalrymen riding out
jromm a nearby fort found the
fellow and one of them jumped
down and began to talk to him,
counsel him, tell him how sorry
they were to find him in such
a bad shape. He says to .the
frontiersman, “Does the arrow
hurt you in ‘the back?” He says,
“Only when I laugh.”

I think that expresses Wash-
ington today.

The existence of IBA to me is
a very realistic thing and, of
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course, you will agree with me,
I have observed IBA in action
from a rather close vantage point
as a member of the Securities
and Exchange Commission. I
observed the work they do; I
have observed some of the things
they tried to accomplish and
weren’t able to do, but those
thmgs take time. I am heartily
in“favor of some of the thoughts
that have been expressed this
morning from this platform as
to reappraisal of certain situa-
tions and I can’t over-emphasize
the importance that the IBA can
and should play in such a.transi-
tion. - The IBA can grow more
influential, and may I hesitate.to
make this one challenging  re-
mark: I have said it before, I
was convinced of it as a‘member
of the Securities and''Exchange
Commission and I am thoroughly
convinced of it yet that the in-
dustry of itself is not mindful,
and you are not quite.aware, of
the tremendous importance that
you play and the influence that
you could wield were you to set
about it. There has
always been a reticence on the
part of the industry that  you
ought not to do this, that you
ought not to do that. I say if
you are not satisfied with the
Securities Acts as they are now
set up, I agree that reappraising

them would be a good thing, and

the IBA should be an important
powerful factor in bringing about
this change.

Reference has been. made’ to
your general counsel. I happen to
know him very well; I have ob-
served him in action. I think he
is perhaps one of the best non-
voting, non-partisan, non-politi-
cal people in Washington and a
great influence. He, facetiously,
bears the reputation of being per-
thaps the outstanding duck shooter.

Sneaking of duck shooting, I
can’t help but tell Scott Lucas’
duck blind story. It goes this
way: Lucas localizes every story
that he tells and he tells this
story about .down in lower Illi-
nois when the duck hunting sea-
son opened and it happened to
be a cold, lousy, damp day. You
know how the story goes. They
set their decoys the night before.
There were two fellows. They
had everything set for early
morning departure. They got
there before sunrise. It was dark.

One got in the front of the boat;

one got in the back of the boat.
They never changed positions all
day. The fellow sitting in the
front of the boat had been
thoughtful. He had tucked a nice
thermos bottle full of hot coffee
in his left pocket. The fellow
sitting in the back of the boat
hadn’t been unthoughtful. He had
tucked a bottle of Bourbon 'in
his back pocket. As the day went
on it grew cold, kind of stiff and
chilly. The fellow in the front
of the boat kept nipping his
coffee. The fellow in the back
of the boat kept nipping his
Bourbon. Not a thing showed up
in the whole horizon until late
in the afternoon when they were
just about stiff.. Each one was
nipping and nipping. On the hori-
zon they saw a Mallard making
a perfect landing. The -coffee
drinking fellow took a bead on
him and.let both barrels go and
nothing happened. The fellow in
the back jumped up and the first
shot brought down the Mallard.
The coffee drinker said to the
Bourbon drinker, “Brother, that
was a fine shot, That was as
fine a shot as I have ever seen.
That was a dandy.” Whereupon
the Bourbon drinker said, “Well.
I don’t think it was quite so good.
When I shoot into a flock of them
like that I generally get three or
four,”
About the RFC

I am supposed to tell you a
little bit about RFC. A year ago
when I talked to you I was con-
vinced I would be again in pri-
vate business ‘by this time, but
I was called to the White House
and the President asked me if
I would take the job as heading
the RFC. I make no bones about
telling you I told him I thought
it was a hot potato and I wanted
to think it over. He said, well
think it over and come back and
see, me tomorrow. which I did.
I was advised by a good many
people—by a good many, I'd say
three or four—not to do it, but
I did it. I have been placed in
a very challenging position. I
‘take no issues of those who argue
that . the -RFC has outlived its
usefulness, or to those who say it
should be expanded or contracted.
I think that the RFC, in an up-
and-up economy, has played a
very important role. I know how
the Congress, or at least some
members of the Congress, feel

about it. I have seen the reports

year to Congressmen and Sena-
tors who want to know what the
RFC has done in their respective
states. It is rather impressive.
I heard your President today
make reference to Government
lending and the feeling on the
part of those who have loaned
citizens money —taxpayers’
money. I am mindful of all that,
I must confess to you that the
thing is so big that a person can’t
get it all in a minute.  We carry
a portfolio of some $800,000,000
with about $300,000,000 undis-
persed. We have in that port-
foho things that I wouldn’t dream
were there unless somebody
asked you about them, and-then,
after you are asked about them,
you check and may .1 say that
irrespective of our political con-
victions, irrespective of our party
affiliations, we hear a lot of talk
about small business, the preser-
vation and the safe-guarding of
the small business, but nothing
too definite has ever been done
about 1t.

Big business gets bigger; small
business struggles on, I 'am not
here -to argue the merits or de-
merits of either -side-of that.. I
have convictions both  ways, but
I do ‘believe that:the -backbone
of our American -economy  is to
a large extent. resting upon. the
success of the smaller business-
man — and that is said without
attempt or idea of' castigating
large business, because, as we
know, large business . today in
our peculiar economy is essential
and necessary.

Now in order that I can give
you a brief resume of what the
RFC has done, not what they
propose to do because I think
that is conjecture; that depends
on the Congress and what they
shall in their own wisdom work
out. But so that I might say
quickly and to the point and with
your cooperation, give to you the
record of the RFC—you are all
stockholders as it is set up and
as it has performed —1 dictated
two or three pages, and this will
give 'you, I think, the facts that
I am sure you will be:interested
in.

The Improved RFC

I suppose that if a reaction
test were given to the average
American, the very mention of
“RFC” would envoke the imme-
diate response of ‘“mink. coat,”
“luxury hotel,” or “sinister in-
fluence,” I shall not attempt to
minimize the facts which prompt
these responses nor the urgent
need to eliminate the -conditions
which -brought them about. How-
ever, I am happy to say, these
conditions have been eliminated.

The organization of the Corpora-
tion has been strengthened  in
accordance with sound principles
of management and the Corpora-
tion now operates within the
framework of a policy that re-

Continued on page 68
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Canada’s Development and Its Prospects

Nearly 200 years ago a contro-

; versy deeply affecting the future
of Canada, and, indeed, the future

. of the United States as well, was
{ . going on in
England. It

was about the

terms of peace

to be de-

manded ' by

victorious

Britain to end

the Seven

Years:War-
with -France,’
then drawing’

to its close. A
major point
at issue was
which of the
numerous
. French pos-
- sessions which had been con-
quered during the war should be
retained by Britain, and in par-
ticular whether it would be wiser
to retain Canada or to keep the
sugar island of Guadeloupe in the
West Indies. Although factors
'otl}er than economic entered into
“ this .controversy, the relative
economic value of Canada and
Guadeloupe was hotly debated.
For example, one contemporary
argued that Guadeloupe would
be much the more valuable, since
Canada “produces no commodity
except furs and skins” for export,
whereas the sugar of Guadeloupe
would be “so much clear money
to Great Britain.”

It was decided in the end,
economics apart, that there were
overriding -political - reasons in
favor of returning Guadeloupe
and keeping Canada, mainly be-
cause this would remove the
danger of French attacks against
the American colonies, already
stirring with the breath of the
discontents which a few years
later brought on the War of
Independence.

That was a long time ago. We
do not hear much today about
the great value of the products
of Guadeloupe. Although Canada
still produces plenty of “furs and
skins,” these commodities cannot
be said to figure very impor-
tantly in her economy. I shall
not yield to the temptation of
speculating on what might have
happened if Canada had remained
a French colony in 1763. Cer-
tainly the contemporary estimates
of the prospects of Canadian eco-
nomic development, held not only
in London but also in France and
in the American colonies, were
poor indeed. A report sent to
London from Canada by the
British conquerors described it

as “a place fit only to send exi'es
to, as a punishment for their

H. nume wrong

)

By HON. H. HUME WRONG*

Canadian Ambassador to the United States

After reviewing slow economic progress in Canada covering a period of two
. centuries, Mr. Wrong recites the impressive and.exciting developments and
.discoveries that have taken place in lastthree years. These developments com-
"prise opening up of major oil fields in' Western Canada, exploitation of Lab-

rador iron deposits and substantial expansion in nearly all of Canada’s other

~primary resources. ~Adds to these, enlargement of Canada’s manufacturing,
particularly in aircraft, electronic and chemical industries.

Points out Can-

ada’s financing is largely from her own resources, and expresses approval of
objectives of both U. S. and Canadian Trade Policies.

ill-spent lives.” In Canada we

consider that a judgment which

erred on the side of harshness.

It is true that, since then, there
have been‘many dissappointments
in Canadian development. There
have been periods of deep pes-
simism, and also, in times of
prosperity, rosy prophecies which
seemed justified at the moment
but were soon falsified by events.
An era of rapid growth would
last for a while, and then end in
disappointments just when it had
begun to look as' though steady
progress had set in.

These - disappointments colored
the Canadian outlook and made
Canadians look with skeptical
eyes on suggestions that the ful-
fillment of Canada’s economic
promise was at hand. Skepticism
bred caution; but at last, and
only in recent years, there has
developed in Canada a mature
confidence in the future of the
country. It was, I think, the
great extent and success of the
Canadian war effort, both in the
raising of forces and in the vol-
ume and variety of war produc-
ition, that established the present
buoyant faith in what Canadians
can do in their own vast country.

Recent Developments

Certainly even the most in-
veterate pessimist would find it
difficult not to be impressed by
the exciting developments and
discoveries which have taken
place in Canada in the past two
or three years.
of rapid expansion in Canadian
history have been rather nar-
rowly-based, drawing their im-
petus from development in rela-
tively. few specialized lines or
regions. Today, however, growth
is taking place over practically
the whole range of the economy—
in primary resources, in basic
utilities and communications, and
in manufacturing. Never before
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Previous periods -

has the development of
known resources been so rapid
and extensive, and never before

have the known resources been.

enlarged by so many major new

‘discoveries in so short a space of

time.

I have time only for the most
rudimentary outline of the main
developments now under. way. In
the field of primary resources,
there have been since .the war
two discoveries of the greatest
importance, the one of what

.seems likely to be one of the.
world’s major oil fields in western .

Canada, and the other of vast
deposits of high grade iron ore
in Labrador and Quebec. The oil
discoveries have stimulated
tense activity in a whole range
of projects — systematic -explora-
tion and expansion of -the oil

fields. the. construction of storage,

facilities and pipelines for oil and
natural gas, the growth of refinery
capacity and of a petro-chemi-
cal industry. Reserves-of western
crude oil are now conservatively
estimated. at one-and-one-half
billion barrels, not counting much
larger reserves contained in bi-
tuminous tar sands at Fort Mec-
Murray, the extraction of oil
from which presents difficult but
not insoluble problems. Already
oil production is nearly .one-half
of Canadian requirements, com-
pared with less than one-tenth
of smaller needs a few years ago.

the

in- -

~all

_important.

In addition, very substantial re-
serves of natural gas have been
proven.

The development of the Labra-
dor iron ore deposits is:being
carried out on a scale unique in
Canadian mining history. An es-
timated $200 million will be
spent to bring into production and
to transport to the coast an out-
put of 10 million tons of iron
ore a year by 1956. This involves
the building of a 360-mile rail-
way through virgin wilderness,
of terminal .facilities and ore-
loading docks, of power installa-
tions ‘and townsites. Proven re-
serves now total over 400 million
tons of open-pit ore averaging
10% higher in grade than the
standard ores now being shipped

-from the Mesabi range. The Lab-

rador development is, ‘of course,
additional to'.other new iron .ore
ventures already in large-scale
production in the Lake Superior

.region and elsewhere in northern

Ontario, notably at Steep Rock
Lake.

In addition to oil and iron, ex-
pansion is under way in nearly
of Canada’s other primary
resources. In base metals, for
instance, great increases in pro-
ductive capacity are being carried

out in aluminum; mnickel, zinc, .
tungsten and .

uranium, cobalt,
titanium, to name only the most
Some - of these pro-
jects are of the first magnitude:

“ber.

“in

the great aluminum plant at
Kitimat, a half - billion - dellar
project in the -wilds of northerp
British Columbia; uranium min-

_ing on a large scale. in the Bea-

verlodge Lake area of Saskat-
chewan; the opening up of major
new- sources of nickel and cobali
and zinc. In forest products, there

“have been a steady modernization

and expansion of pulp and paper
plants and a very large increase:
in the output and export of lum-
Prairie farmers have made
rapid progress during recent years
the mechanization of wheat
{farming, and have just reaped by

“far their largest crop, a crop of

very high grade.

Development of primary re-
sources is only one aspect of this
economic dynamism. The growth.
of population and output in re-
cent years has made necessary a
corresponding growth. and mod-
ernization of the basic utilities
and transportation facilities. Per-

-haps the most important trans-

portation development. facing
Canada since the building of the
Canadian Pacific Raliway is the
proposed St. Lawrence seaway
and power project, which - wili
bring ocean shipping :into the
heart of the continent and provide
badly needed additional electric
power for Ontario industry. E
hope that, at long last, its con-

.struction will begin in 1953.

Enlargement of Manufacturing

In another important area of
economic activity since the war,
the modernization and enlarge-
ment of manufacturing plants
have kent pace with the rest.
Among the more notable devel-
opments 3121 .this field in recent

‘yearshave been the growth of the

aircraft, electronic, and chemical
industries, the expansion of the
steel industry, and progress in
atomic energy research. Canadian
steel production has doubled over
the past decade.

Since 1945 population has risen -
by 16% and national product by
over 20%; the camparable growth
in the United States is 12% for

Continued on page 38
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New State Legislation Affecting Securities

Charles S. Vrtis, of Glore, Forgan & Co., Chicago, Chairman of IBA State

Legislation Committee, presents report listing important amendments to legal

investment laws, tax laws and abandoned property laws which affect securi-

ties. Reveals handicap of implementing SEC’s rule 132 on distribution of

“identifying statements,” because of State Blue Sky laws, and reviews legal
cases arising out of such legislation.

The report of the IBA State
Legislation Committee was pre-
sented to the 41st Annual Conven-
tion at Hollywood, Fla., by Charles

S. Vrti s, of
Glore, Forgan
& Co., Chi=-
cago. The re-
port, as in pre-
vious years,
dealt with
matters of
state legisla-
tion during
the current
legislative
year that di-
rectly or indi-
rectly affected
investments in
securities
such as Blue
Sky laws, and laws relating to
legal investments, taxation and
abandoned property.

Charles S. Vrties

The text of the Committee’s
report, minus the appendices, fol-
lows:

The legislatures have been in

regular session this year in 10
states, in budget session in three
states and in special session in
three states.
' Although there have been no
important amendments to State
Blue Sky laws this year, there
have been important amendments
to legal investment laws, tax
laws and abandoned property
laws, and much work has been
«tone in preparing amendments to
or:complete revisions of Blue Sky
laws for submission to legislatures
next year when most of the State
Legislatures will be in regular
session,

The Committee wishes partlcu-
larly to commend work which has
‘been done by group legislation
.committees of the Association and
by special: committees in prepar-
ing amendments for submission to
State Legislatures next year and
“in satisfactorily settling adminis-
trative problems regarding inter-
pretation of Blue Sky laws this
wyear, all of which are discussed
in ‘more detail in subsequent sec-
tions of this report,

Distribution of Identifying
Statements Under SEC Rule 132

On Oct. 1 the SEC announced
the adoption of Rule 132 which
permits the distribution of “iden-
tifying statements,” containing
specified information regarding
securities for which a registration
statement has been filed under the
Federal Securities Act of 1933, to
the public prior to the effective
date of registration of those secu-
rities.

Since many State Blue Sky laws
make it unlawful to “sell” any
securities (with certain specified
exceptions) until such securities
have been registered in the state
or certain filing requirements
have been complied with and also
define “sell” to include any “at-
tempt to sell” or “solicitation of
an offer ‘to buy,” there is a prob-
lem as to whether or not the dis-
tribution of an “identifying state-
ment” to the public prior to
registration of the securities de-

‘scribed therein under such state

laws would constitute an “attempt
to sell” and, therefore, an unlaw-
ful “sale.”

The IBA has made a survey to
obtain the opinion of the State
Securities Commlssmners as to
whether it is permissible for reg-
istered dealers and salesmen to
dlstrl‘bute “identifying statements”
meeting the requirements of SEC
Rule 132 to the public in the re-
spective states prior to registra-
tion . of the securities described
therein under the respective State
Blue Sky laws, and the results of
this survey were : published in
“IBA Washington Bulletin No. 3,”
1952, Since this survey was based
upon the opinions of State Secu-
rities Commissioners, it should be
noted that an opinion by a State

e —————————

Securities Commissioner that such
distribution: of identifying state-
ments. is permissible under the
law of his state does not eliminate
the possibility of civil liability in
certain states if a court should
conclude that the Commissioner
wias wrong in his interpretation
of the law.

Forum on Blue Sky Law Problems

At the 35th Annual Convention
of the National Association of Se-
curities Administrators (whose
members are the State Securities
Commissioners), in September, the
IBA arranged for three represen-
tatives of the investment banking
industry to participate in a forum
on “Blue Sky Law Problems.” The
industry representatives on the
panel were Charles S, Vrtis (Glore,
Forgan & Co., Chicago), Chairman
of the IBA State Legislation Com-
mittee; Roger L. Severns (a part-
ner in the law firm of Isham,
Lincoln & Beale, Chicago), and
Gordon ‘L. Calvert (Assistant to
General Counsel of the IBA), The
statements of the three industry
representatives are summarized as
follows:

Mr. Vrtis: (1) Experience of
nearly 20 years under regulation
at both Federal and state levels
indicates that many State Blue
Sky laws today are seriously. out-
moded and in need of revision.

(2). Most Blue Sky laws today
are .designed to reach the fringe
operator but in the.process unwar-
ranted shackles and restrictions -
are placed on the reputable deal-
ers who do the great bulk of the
country’s business.

(3) * Additional reasons for a
new type law in many states may
be found in (a) tendency toward
assumption of arbitrary -adminis-

cALLEN & COMPAN Y

Established 1922

"NEW YORK 4, N. Y.

trative discretion under many ex-
isting stalutes, and (b) need for
elimination of all unnecessary
costs and delays incident to the
public distribution of securities in
order to provide protection to
dealers and to remove present in-
equalities that tend to favor pri-
vate placements.

(4) A notification type of law,
such as the Pennsylvania Securi-
ties Act or the notification type
model act prepared by the IBA, is
considered to embody sound prin-
ciples and to represent modern
state securities regulation.

(5) The soft spot in state regu-
lation is the human element,
People commit frauds; securities
do not. People commit errors of
commission and omission; securi-
ties do not. A law of the notifica-
tion type, emphasizing the regis-
tration of dealers and the preven-
tion of fraud, properly recognizes
the principle that there is no sub-
stitute for integrity.

Mr. Severns: (1) Difficulties are
involved in qualification of new
offerings under Blue Sky laws be-
cause of (a) cost, (b) the general
lack of uniformity in the theory

and pattern of Blue Sky legisla--
-the complete - statements by the

tion and in administrative "inter-
pretations of such- legislation, (c)
the delay in qualification, .and

(d) obsolete and -ambiguous pro- -

visions in state statutes.

(2) Obstacles are.placed in the
way of speculative ‘securities un-
der many securities laws and the

-consequence is private placement-

of new securities, - excluding the
small investor who has. a small
amount of risk capital to invest.

(3) Possible solutions to prob-

lems are:

(a) Uniformity " and -simplicity
of Blue Sky legislation
which may be meost easily
accomplished by the dealer-
notification type statute;

Uniformity ‘of administra-
tive interpretation;

Cooperation of other agen-
cies in the state -govern-

ments in giving considera-
tion to and rulings on ques-
tions within their special
competencies.
Mr. Calvert: (1) Problems un-
der State Blue Sky laws include
the need to:

(a) Permit distribution of an
“jdentifying statement”
meeting the requirements
of proposed SEC Rule 132
to the public prior to state
registration of securities de~
scribed therein;

Exempt sales by registered
dealers in the secondary
market under specified
conditions;

Eliminate arbitrary bases
for denying registration of
securities;

Exempt offerings to exist-
ing stockholders;

Simplify and make more
uniform the registration
procedure for issues regis-
tered with the SEC by use
of uniform application
form;

(f) Adopt complete new laws

in some states.

(2) The IBA has prepared two
model Blue Sky laws, one of the
qualification type and the other
of the notification type, for use in
states where a complete new law
is needed. :

(3) The notification type law is
preferred over the qualification
type law because it permits reput-
able dealers to conduct legitimate
business without unnecessary re-
strictions but enables adminis-
trator (i) to deny right to en-
gage in business to persons wheo
engage in fraudulent activities
and (ii) to forbid sale of securities
which would work or tend teo
work a fraud on purchasers
thereof.

A limited number of copies:of

three :industry representatives:-on
the panel are available.

In ‘general, the three industry

-representatives on ‘the panel-.all

concluded that.a desirable objec~
tive is the enactment of a notifi-
cation type Blue Sky law which
emphasizes the -registration and
supervision of securities dealers
and salesmen ' and' provides. that

‘non-exempt securities-may be sol&

by registered dealers as soon as a
notice of intent to sell such secu-—
rities and a copy of the prospectus
regarding such securities are filed
with the state commission (rather
than requiring the registration of
securities by qualification). - Em-
phasis was placed upon the fact
that the notification type of Blue
Sky law protects investors against
the perpetration of fraud in the
purchase and sale of -securities
with a minrimum of restraint on
the legitimate conduct of the se-
curities business by reputable
dealers.

Since the present Pennsylvama
Securities Act is a Blue Sky law
of the notification type, it is par-

Continued on page 63
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High Taxes Depleting Corporate Working Capital

In commenting on . the current
situation and the outlook for in-
dustrial securities, Eaton Taylor

of Dean Witter & Co.; Chairman:

of the IBA
Industrial Se-
curities Com-
‘mittee, re-
vealed -in the
‘report of  his
commiltee to
the 41st An-
nual Conven-
tion of the
Association at
Hollywood,
Fla., the posi-
tion of indus-
trial compan-
ies today as
compared
with 1939, and
stressed the adverse effects of
high taxation on the cash and
working capital condition of busi-
ness concerns.

.The text of the Committee’s
report follows:

I believe it is customary on oc-
casions such as these: to comment
on the outlook and to make pre-
dictions or projections on what
the future may have in store

- far us.

.Recently. I came across a num-
ber of such forecasts; made and
published by eminent - economists
in 1947 and 1948.- They reflected
the thinking of industry at that
time-and were based on. the plans
of the bulk of American industry.
It probably was -as’ competent a
survey of the business outlook as
could be made in the-light of cir-
cumstances then existing. The
projections dealt, among  others,
with the expenditures which in-
dustry was expected to make for
new facilities and for which capi-
tal would have to be found during
the period from 1948 to 1952.

These projections were written
in a rather optimistic vein and
with a good deal of confidence
even though industrial expansion
was at a high plateau at that time.
It is sobering to compare the fore-
casts with the actual events. The
forecasters expected that all in-

Eaton Taylor

dustry, including utilities, mining

and transportation, but excluding
commercial and miscellaneous,
would spend close to $10 billion on
new facilities in each of the years
1951 and 1952. The latest report
by the SEC shows that the indus-
tries included in this forecast ac-
tually spent close to $19 billion on
new facilities in 1951 and are well
on the way toward spending over
$20 billion' in 1952, excluding
about $7 billion for commercial
and miscellaneous facilities. Also
in 1947 gross national product in
the early 1950’s was forecast on an

average level of less than $200 bil-

Eaton Taylor of Dean Witter & Co., Chairman of IBA Industrial Securities
Commnttee, points out high taxes are a factor in slowing down plant expan-
sion and in lowering working capital and cash position.of mdustrlal companies.
Calls attention to possible effects of transition from rearmament program, in
which working capital and cash resources wdl play an unusually important role.

'

lion. Actually, it is now running
at an annual rate of 70% higher,
or around $340 billion.

The forecasters of 1947 and 1943
can, perhaps, not be blamed for
being 100% to 70% wrong in their
projections. They left out of their
reckoning such unforeseen events
as the Korean War, rearmament
and inflationary forces. At the
same time, it brings back to mind
a realistic observation by Rud-
yard Kipling which went, if I
remember rightly, something like
this;

“Ah, what avails the best
intent
And what the cultured
word
Against the undoctored
- incident
That actually occurred.”

I-believe you will appreciate

my disinclination to venture very

-far into the field of pat predictions

and the forecasting of figures.

I would rather remain on the
firmer ground of known-facts—
more particularly the facts and
figures with which we deal every
day, and, after presenting some
rather significant comparisons,
leave it to you to make your own
projections.

Data on-Industrial Company
Earnings

The data on which I want to
comment are a few figures and
ratios taken from what is, in ef-
fect, a sample of the comparative
balance sheet and profit and loss
statement of American industry
showing what changes have come
about in recent years and where
we stand at this time. The data I
am speaking of are taken from the
combined balance sheet and profit
and loss statement of the compa-
nies making up the Dow-Jones
Industrials, but excluding Ameri-
can Telephone & Telegraph. They
are fairly representative of indus-
try as a whole as they parallel
quite closely the corresponding
but much more comprehensive fig-
ures of manufacturing corpora-
tions published by the Federal
Trade Commission and the SEC.
All these comparisons exclude
public utilities and railroads. They
are a sample of manufacturing in-
dustries in the narrower sense of

that term and they stack up the
year 1951 against 1939, that being

Established 1856

H.HENTZ & CO.

the last year that was “ex” hot war,
“ex” cold war, ex-inflation, ex-
rearmament and huge government
orders and ex the present tax
burden. In retrospect, it may well
be regarded as the last so-called
“normal” year in so far as finan-
cial ratios are concerned.

Some of the more striking fea-
tures of the trends that are high-
lighted by these comparisons of
1939 and 1951 should be of prac-
tical value in considering the out-
look for financing and underwrlt-
ing.

Nothing, of course, has brought
about a greater change in the fi-
nancial picture of corporations
than the rise in taxes. And, even
though we mayhave reached the
peak in tax rates, we have not yet
reached:the point of their maxi-
mum . impact on cash require-.
ments. Prior to the enactment of ;
the  Mills Bill, . corporations had,
in effect, for a full year .the use
of amounts reserved for taxes.
The Mills. Bill is accelerating tax
payments and calls for an increas-
1ng proportion of taxes to be paid
in the first half of each year. By
1955 all taxes for one year must
be paid in the first half of the
next year. As the Mills Bill be-
comes fully effective, corporations

must provide that much more’

cash. This will be a perennial and
not a temporary problem-as long
as the Mills Bill remains on the
statute books. It is rather startling
to see that our sample corpo-
ration’s tax liability at the end of
1951 was equal to 81% of all cash
and governments held at the year-
end, compared with a correspond-
ing f1gu1e of only 20% in 1939. In
other words, the acceleration of
tax payments will have a material
and possibly permanent bearing
on corporate- cash requirements.
The problem will be aggravated
for companies which, in a poor or

slow first half of a given year,
must squeeze out of their re-
sources, . with _little delay, the
large amount of cash necessary
to pay the preceding good year’s
large tax bills by June 15.

Incidentally, 1951 tax accruals
were 1857% ahead of those of 1939
and the amount of these tax ac-
cruals was equal to 21% of pre-
ferred and common stockholders’
equity, compared with less than
2% in 1939,

In sharp contrast to the 1857%
increase 1n tax accruals, net plant
value increased by only 82% since
1939. This 82% rise in book value
of plant seems modest and con-
servative compared with the 350%
increase in dollar sales during. the
same period. To put it another
way, net plant value is now turned

‘over once every 100 days while

in 1939 it was' turned over only
once every 260 days. Part of this
relatively high rate of sales and
the ' increase “ over 1939 is, of
course, due to the facts that in
1939 mdustry in general was op-
erating below capacity levels and
that much' of our present plant in-

‘vestment represents dollars which

had a much greater purchasing
power than the dollars with
which we are currently measur-
ing the sales volume. Yet, even at
that, it would seem to indicate
that the amount of dollars rep-
resented by plants and facilities
on the balance sheet is not, rela-
tively, as top-heavy as is some-
times believed. It is a reassuring
consideration that plants and
facilities currently account for
not much over one-third, of total
assets compared with almost one-
half in 1939.

Accelerated and otherwise in-
creased depreciation  rates have
helped to keep within rather
satisfactory proportions the net

book value of the stockholders’
dollars now tied up in brick,
mortar and machinery, It appears

that the bulk ‘of all facilities ex- = °
isting prlor to. the war is now. -

fully - offset " by deprematmn re-
serves. However, ' an. abnormal
amount of these fully depreciated

facilities. is still on the active .
list, operatmg~w1se, in order to :

meet the pressing . backlog of
orders. In the event of a decline
in volume these older, obsolescent
facilities can,
will, be retired and charged in
full to depreciation reserves, thus
causing no change in the net book
value of plant. However, it is
necessary to bear in mind that
depreciation prov1sxon in dollars
—based, as it 1s, on original cost
of years ago—is now wholly in-
adequate to take care of the phys-
ical replacement of a retired- fa-
cility. If and when it becomes
necessary to replace, in kind, a
rated physical capacity, a greatly
increased amount of cash is
needed for that purpose; and the

ratio of tons of capacity to dollars”

in plant investment will decline:
This' may lead to a measure. of
dilution of capital or of return on
capital.

A Two-Edged Proposition,
‘There are many. cases where a
plant manager or an investor
“points with pride” to the fact
that his plant has a replacement
cost several times its book value.

This is a two-edged- proposition:

He might also “view with alarm”
the Tact that for purposes of phys-
ical replacement, he may in due
time be up against a dilution and
fmancmg problem.

So far, this problem has not

made itself felt very much, The
excellent overall results obtained
in recent years by investing in
the most modern, efficient and
labor-saving manufacturing facil-
ities, regardless of higher costs, is
well illustrated by a comparison
of 1939 and 1951: While in the
latter year depreciation charges
approximated 5% of gross:plant
value compared with only 3.6%
in 1939, yet, the cost of deprecia-

Continued on page 74
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Menace of Public Power to Private Investment

Charles C. Glavin of the First
Boston Corporation, Chairman of
the IBA Public Service Securities
Committee, rendered the report

’ of the Com-
mittee to the

41st Annual -
Convention of -

the Associa-

tion at its

meeting in

Hollywood,

Fla. The re-

port, in addi-

tion to fur-
nishing data
on public
- utility - earn-
ings and in-
vestment,
called atten-
tiontothe
: menace to
private -enterprise of the -rapid
expansion of the Federal Govern-
ment in the -electric power: in-~
dustry. i

The text of the Committee’s
Teport follows:

Nationalization of our electric
utility industry is the cornerstone
of socialist planning, with the aim
being ultimate nationalization of
all industry. ‘We are not -dealing
with a theory; public power has
made serious -inroads into the
electric business and today sup-
rlies about 20% of the nation’s
power needs. There are some signs
that its growth is being slowed
as the result of the battle being

waged by the industry and by a

little better public understanding °

of the issues. But the danger re-
i

Charles C. Glavin

IBA Public Service Securities Committ e, whose Ckaiiman is Charles C..Gla-
vin of the First Boston Corporation, cal's attention to rapid growth of govern-
ment electric power, “disguised as flood control, irrigation, navigation, recla-

mation, and even national defense.” Holds private enterprise could do job with
lower cost and-more efficiency, and cites increase in electric power earnings

without substantial rise in service rates. Reveals heavy utility financing in 1952,
which included A.T.&T. bond offering, largest corporate issue in U. S. history.

mains acute and substantial,
While the majority of our citizens
have an indirect investment in the
electric industry through their in-
surance policies and'savings ac-
counts, some three million people
have a very direct interest in the
privately owned companies as
istockholders, Undoubtedly many
‘of these people think of public
power. as something.going on way
out west—and most people don’t

worry. much about a ghost in
‘somebody else’s house. A large
segment. of these three million
stockholders are customers of our
‘industry. Consequently, we can do
semething with these customers—

and our other customers who don’t
own utility. shares — to educate
them to the fact that public power
is big, is real and is a national
rather than a local threat to our
investments and our economic
system.

Public Power Case Not Honestly
Presented

Probably the biggest obstacle in

the fight has: been the fact -that

‘preponents of public power have

/
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not, for the most part, presented
their case honestly. Power proj-
ects have been disguised. as flood
cantrol, irrigation, navigation,
reclamation and even national. de-
fense, ~The ‘electorate has thus
heen kept confused by . mixing
power with proper governmental
functions. But in recent. years
there have been proposals where
the issue is clearly drawn between
private enterprise and government
ownership. §

One of these is the Niagara
Power development — not fo be
confused with the St. Lawrence
Seaway and Power development.
By virtue of the 1950 treaty with
Canada, additional water from the
Niagara River may now be util=
ized by the United ‘States for
power development. Bills are still
pending in Congress for .develop-
ment by the Federal Government,
by the State of New York, and by
private enterprise. Under each of
the three proposals there is nec
material difference.in the devel-
opment itself, so it is simply a
case of who does it. Five New
.York State private .companies
have agreed jointly to finance and
construct the project at .no cost
to the taxpayers—and there they
stand, ready, willing and able to
do the job. It seems to us that the
very fact that in two years the
private enterprise bill has not
been reported ocut of committee
favorably is real cause for alarm;
this is proof enough of the politi-
‘cal influence of the public power
advocates. » 5

- .Another example is the Hell’s

River in Idaho. A private company
serving the area wants to develop
the power potential of the river
by building five low head dams,
these to. be built as the power is
needed in the area. The Federal
Government wants to build a huge
single dam at a cost of $360 mil-
lion for just the dam and power

plant. Private development would -

cost less and produce more power
and would not require expendi-
ture of public funds. The real pur-
pose is to export the power to the’
Pacific Northwest and use this as
the back door approach to estab-
lishing a Columbia Valley Au-
thority. Hell’s Canyon is a project
of the Bureau of Reclamation
whose function' is supposed to be
the reclamation of arid lands. The
truth is that this is an outright
power project, and even  the

Bureau admits that 95% of the :
cost is to be allocated to power. |

Here again, then, is a clear case
of decision between private en-
" terprise and Federal power devel-
opment — an aggressive attempt
by government to do what private
enterprise is ready, willing and
able to do.

The public power issue is not
confined to such glamorous issues
as big projects. Little understood
or realized is the controversy
going on over the ‘preference
clause.” In the Flood Control Act
of 1944 Congress provided that
power. generated at U. S. Govern-
ment dams shall be sold, exclu-
sively if possible, to agencies of
states and cities or other public
-bodies and to cooperatives for dis-

‘tribution and sale to their cus-’

tomers. Congress sought to estab-
lish a workable power marketing
policy and stipulated that only
absolutely necessary transmission

.controversy over
Canyon Project -on ‘the ‘Snake -

lines should be built by govern-
ment to carry out the purposes of
the Act, and the preference treat-
ment of certain types of customers
was clearly subject to the general
intent of the Act — namely, the
construction of only necessary
lines and  charges’ to customers
sufficient to pay out public invest-
ment in power facilities.

The controversy.revolves about
the Interior Department’s inter-
pretation of Congressional intent.
Interior thinks it has a mandate
to build a Federally controlled
and operated transmission system
to market all power producedsby

Private Enterprise Can Do
the Job

Another approach of the public

power advocates is the statement

that private enterprise can’t do
the job of meeting -our large pres-
ent and future requirements and
that the great size of these gov-
ernment power projects makes
government construction neces-
sary. This is loose and misleading
talk and the facts provide the
answer. In.the six years,
through 1951 the private electric
industry has increased its gener-
ating capacity from 40 million kw -
to 60 million, spending -over $10
billion on new construction. Pres-
ent plans for the years 1952
through 1954 call ‘for another 21 -
million kw increase in' capacity
and expenditures .of another $8
billion. This record speaks for the
vitality of the industry and its
ability to do the job:

In this connection, it is interest-
ing to note that the only power
shortage in the country-is in the
Pacific Northwest where public
pewer - has made . its greatest

government power projects. Suc-ostrides. It makes one wonder - if

cessful implementation of such a
policy would result in uneconomic
duplication of lines already in
existence and the resulting effect
on privately owned companies
would range from damaging to
ruinous. The proper answer lies
in negotiating contracts to utilize
existing lines to transmit such
power to the preference cus-
tomers. A number of these have
been worked out and the Congress
has been putting increased pres-
sure on the governmental agencies
to encourage such arrangements
and avoid the expense and effects
of duplication.

The preference clause in itself
fosters the growth. of municipal

.power business which is detri-

mental to the industry, and the
widely and continuosuly fought
transmission
compounds the injury. Here again
we can see the activities and in-
tentions of the public power advo-
cates, and this fight is just as im-
portant as the big name projects
that seem to get most of the pub-
lic’s attention.

perhaps it was planned this way—
to justify- the government’s pro-
posal to build eight steam gener- -
atihg plants in the Northwest,
and to push us further and further
down the road of public power.

We have already mentioned the
willingness and ability of private
enterprise to take on the develop-
nient of the very large Niagara
Power project and the develop-
ment of the Snake River. Electric
Energy, Inc. was formed and fi-
nanced by five private companies
to generate power for the atomic
energy plant at Paducah. And re-
cently it was announced that 15

¢ private utility companies have

jointly formed The Ohio Valley
Electric Co. to provide power to
the Atomic Energy Commission’s -
gaseous diffusion plant. This com-
pany will have 2,200,000 kw of
generating capacity. These exam-
ples of what private enterprise can
and will do should be sufficient an-
swer to that excuse for public
power,

The recent change of Adminis-
tration in Washington may well
change the .position of public
power. If government will cease to

Continued on page 64
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tation

In its report to the 41st Annual

* Convention of the Investment

Bankers Association at Hollywood,
Fla., the Avia-
tion Securities
Committee,
headed by

* Hugh Knowl-
ton of Kuhn,
Loeb & Co.,
New York
City, ex-
plained the
dearth of fi-
nancing im
this field,
which . exists
despite. the
steadily . in -

" creasing busi-
ness of both
the transpor-

and - the manufacturing

branches of the industry.

The text of the Committeé’s

Hugh. Knowlton

" report follows:

The year 1952 has yielded a

_ poor harvest for the investment
. ‘banker .in.ithe field of aviation
. financing.- In the airline end <%

the industry there have been six
stock issues totalling only $33,-
600,000, one of which waswithout

" underwriting..and one . of -which

accounted. for- two-thirds of the

. total-dollar amount; and -only. two

issues of bonds ..or debentures

" .totalling $10,250,000, - of ' ‘which
~ $10,000,000 -was placed privately.

In the manufacturing end of the
industry there were three issues

~ of common stock, totalling only

$7,000,000, and one issue of notes

“%amounting to $6,000,000 sold pri-

vately.

In contrast to this dearth of
capital financing, the industry has
been throwing off a steadily in-
creasing volume of business. The
operating revenues of the domes-
tic trunk airlines increased in the

_ first eight months of 1952, 14%

over the comparable period in
1951, which is significant when it
is remembered that the operating
revenues of the airlines in 1951
were 26% higher than in 1950.
In the manufacturing end of the

. business we find sales increasing

at an even greater rate, the in-
creases ranging in the case of the
leading companies from 21% to

* 295%-and averaging:about 85%. -

From this it can be seen that

” the reason for the meager grist
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IBA Aviation Securities Committee, whose Chairman is Hugh Knowlton of
Kuhn, Loeb & Co., reports, despite steadily increasing volume of business,
there has been a dearth of capital financing during 1952 in the aviation in-
dustry, and most of this has been placed privately. Attributes situation to

airplane manufacturing companies financing through use of Federal Reserve

* “V” loans, secured by government contracts. Committee reviews recent tech-
nical and other: developments relating to aviation.

which the industry ~has been
throwing - into the investment
bankers’ mill does not stem from

.any.lack of growth in'the industry

itself. Accordingly it is important

to analyze the factors bringing

about the prevailing condition.

Transportation

Let us first consider the situa-
tion obtaining in the transporta-

have an industry which not only
is currently in a period of increas-

ing gross revenues, but is also in’

the midst of a period of vastly ex-
panding capital assets. An air-
line’s principal plant is its flight
equipment.. During  the past few
years all the airlines have, in
varying degree, been increasing
and modernizing their flight

equipment, This has taken vast’
amounts of money, as the modern.

plane is many times more ex-
pensive than its predecessors. The
total figure represented - by pur-
chases under this moderization
program - will, - when--completed
about the middle of 1954, be well
in excess of $750,000,000. The
planes acquired under this pro-
gram are, in the four-engine class,
the DC-6 and Constellation lines,
the DC-7 and the Stratocruiser,
and in the two-engine class the
Convair and the 404.

How has this plant been fi-
nanced if not through investment
banking channels?

The managements of the air-
lines have considered it prudent
to depreciate their flight equip-
ment over periods ranging from
four to seven years, shorter by
far .than the depreciable life of
the capital assets of other busi-
nesses. Obviously this has resulted
in larger annual .charges for de-
preciation than if this equipment
were depreciated over a . long
period of time. To date such an-
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been allowed by the government
for ;income tax purposes, thus

‘lessening“the tax burden and in-.

‘creasing the amount of available.
cash throw-off. The airline busi-

. ness has been fortunate . enough

in recent years to generate suffi--

“cient .cash funds to meet such

depreciation charges. Therefore

* the ‘annual depreciation charges,
tion end of the business. Here we'

of the airline industry have made
such an important contribution
to' new capital needs as to make
it possible for the airlines to fi-
*nance “these needs. either out of
" internally generated funds or such
funds supplemented by bank bor-,
rowings. 1t is recognized that this
statement -is perhaps. an over-
“sifhplitication of the picture and,
that ‘the ‘ability of the different
airlines“to finance - without out-'
side aid other than bank. borrow-
ings varies within the industry.
‘But it is believed that this is the
basic explanation for the anomal-
ous situation which the investment
- banking fraternity faces in this
field. ’
From the end of 1949 to the
end of 1951, a period of great
expansion in the airline industry,
it is interesting to note that the
*long-term debt of the domestic
airlines decreased from $148,000,-
- 000 to $134,000,000. So long as the
new capital requirements of the
airline ‘industry are primarily for
- flight “equipment and so long as
+it is prudent and possible for air-
lines ‘to depreciate this equipment

iri a relatively short period due '

" to the inroads of obsolescence, the
zsoundest . way for airlines to meet .
“1rewitcupitdl requ.rements which
cannot be provided out of cash/
-earnings,: is' by -the issuance of
common stock or by short-term
- debt - obligations maturing con-,
currently with: the denreciation
of the financed equipment. There
may. be special situations where

; _——————————————— ¢, long-term debt or preferred stock

is appropriate, but certainly such

- securities - are not as suitable
"media for airline = financing as
‘they: are for railroads, public
“utilities and industries whose
‘plants and other capital assets
have substantially longer useful
lives coinciding more nearly to
the length of time such securities
will remain outstanding.

Why then has there not heen
more common stock financing in
the case of airlines during the past
year?

First let us look at the market
.action of airline stocks.

In 1951, the Dow-Jones indus-
trial average increased 14% and
airline stocks showed an average-
increase of 19%. However, from
.the beginning of 1952 to date air-
line stocks have shown a decline

of 20% against an increase in the .

industrial averages of 4% and a
rise in rail averages of 27%. This
indicates that the investing public
has no hunger for airline stocks
and that the market climate 'is
nct favorable for financing the
industry’'s capital requirements
by means of new stock issues.
Corporate managements are sen-
sitive to market conditions and
are averse to selling their com-
panies’ common stock at depressed
prices. - : :

What are the reasons for the
disfavor with which airline stocks
are currently regarded?

In 1947 and 1948 the airlinqs of

remembered crisis.' Thereafter,

with the pick-up in business and-
the -improvement in the economy:
of operations - brought about by-
better cost controls and new and'
more efficient equipment, the for-

tunes -of: the airlines took an up-
ward trend with
large net earnings' carrying

through 1951. This year the results.

of airline ‘operations have; with
one or two notable exceptions,
taken a {urn for the worse. Net
earnings, in spite of the continu-

ing increase in total revenues
noted 'above; have shown a marked®

decline. . This has been. due to

various causes which can be sum-"
marized by the statement that:
costs have increased faster than.
revenues in spite of the moderni-,

zation of flight equipment which
has been rapidly taking place
throughout the industry. It is true
that two unusual events took place
in 1952 which had an adverse ef-
fect on airline earnings:

(1) the closing of the Newark
Airport resulting from the three
accidents in Elizabeth, N. J.; and

(2) curtailed operations result-
ing from a period of gasoline ra-
tioning caused by the oil strike:

increasingly-
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But there was a reason for the
decrease in earnings far ‘'more
fundamental than these non-re-
curring events, viz., the narrowing
of the margin of net profit
brought about:

(1) By the gain in expenses, in-

. cluding taxes, in their race against

gross revenues, and .
(2) the depressing effect on
gross revenues brought about by

* the decrease in the average rates
7 . : S L. . . . charged by the industry.
nual “ depreciation charges have the country passed through a well--

Rates have declined in the face
of mounting costs for materials
and labor and heavier tax burdens,
This is not the first time that the
industry has presented the anom-
aly of lowering rates in' spite - 03
the increasing demand for seats
and other space. The airline in-
-dustry seems- to be unique in' its
habit of cheapening the price of

‘its product when the demand is

great and attempting to- increase
its price when the demand has
fallen off, The present tendency
toward lower rates is due partly
to pressure from the CAB .and
perhaps more importantly to. the
development of coach service with
ieo auwer sares, It is probably still
too early to say categorically
whether the tremendous growth of
coach travel is:a healthy thing for
the airlines. It is true that it has
stimulated the demand for the air-
lines’ product, but at what cost?
The answer will be clearer in the
next year or two. Meanwhile the
fact remains that unless the de-

cline in profit 'margins can be
erased the airlines will be facing
a period of profitless prosperity.
It is suggested that a useful
Continued on page 65
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Charles L. Bergmann, of R. W.
Pressprich & Co., Chairman of the
Railroad Securities Committee -of
the Investment Bankers Associa-
tion, on Dec.
3, presented
the report of
his committee
to the 4lst
Convention of
the Associa-
tion 'meeting
at Hollywood,
Fla. He called
attention to
revival of in-
vestor interest
in railroad se-
curities, but
warned de-=-
spite larger
revenues the
rails are not earning an adequate
return on their property invest-
ment.

The text of the Committee’s
report follows:

During the year 1952 railroad
bonds and stocks found increasing
favor with investors. The Dow-
Jones rail averages which stood
at 81.70 at the end of 1951 rose

t0 103.95 on Nov. 20, 1952, a 27%
increase. This contrasts with an
dncrease of only 4% in the Dow-
Jones industrial averages in the

Charles L. Bergmann

)

Market for Railroad Securities Much

Railroad Securities Committee of IBA, headed by Charles L. Bergmann of
R. W. Pressprich & Co. as Chairman, notes rise in Dow-Jones rail average of
279, in year, accompanied by increase in rail carriers’ revenue to a record
‘high. Points out, despite all this, rail earnings, in terms of property investment,
are still inadequate, and do not reflect $8 billion increase in capital expendi-
ture since end of war. Finds 1953 rail outlook has both favorable and

same period. Likewise, an accept-
able index of railroad income
bond prices shows an increase of
nearly 8% in this period. Further,
dealers in investment quality rail-
road bonds have noted an in-
creased demand for this type of
security.

The improved market status of
railroad securities may be attrib-
uted to two main factors: (1) the
relatively favorable 1952 finan-
cial results and (2) the improved
outlook for essential and construc-
tive revisions of - our - national
transportation policy.

Revenues at All-time High

Gross revenues in 1952 may
reach an all-time high of $11,000,-
000,000. Estimated net income of
$750-760,000,000 would be greater
than that for any year of the last

Canadians

BOSTON
CLEVELAND

U. S. Governments Municipals Public Utilities.

Industrials  Railroads ' Equipment Trusts

Bank Acceptances

SALOMON BRros. & HUTZLER

- Members New York Stock ‘Exchange
Sixry WarLL StreeT, NEw York 5, N. Y.
Private wires 1o
'PHILADELPHIA
HARTFORD

Preferred Stocks

CHICAGO
SAN FRANCISCO

United States Government
Secur'\_ﬁes

State and Municipal Bonds

Chiccge +  Boston
Clevelond -  Cincinnati

C.J. DEVINE & CO.

48 Wall Street, New York 5
Philadelphia -

HAnover 2-2727

Washington
St. Lovis

Pittsburgh
Sen Froncisco

unfavorable aspects.

two decades excluding the war
years of 1942 and 1943. Although
earnings as reported for 1950 were
somewhat higher than estimated
1952 results, these figures included
substantial amounts of retroactive
mail pay properly allocable to
earlier years. Dividend payments
estimated at $350,000,000 will be
the highest payout since 1930.

Earnings for the year 1952 were
benefited substantially by rate
increases which became effective
in April of this year. These rate
increases amounting to approxi-
mately 15% with exceptions su-
perseded two partial interim in-
creases granted during 1951, It is
significant to note that the amounts
of increases granted this year were
the full amounts which the car-
riers sought and for the first
time in our recollection the ICC
did not withhold some part of the
relief requested. On the other
hand, there was, as so frequently
has been the case, a prolonged and
costly delay between the applica-
tion for the increases and the
granting thereof by the Com-
mission.

It should be noted that the fa-
vorable 1952 financial results are
not all they seem. Appraised in
terms of return on railroad prop-
erty investment or in terms of
purchasing power, railroad earn-
ings are -still -inadequate, ‘Also,
under ICC acounting procedure
railroad earnings as.reported re-
flect income tax savings-derived
from accelerated -amortization
privileges but do not reflect the
total amortization charges. How-
ever, four to five years hence re-
ported earnings will no longer
reflect the benefit of the tax
savings, whereas the depreciation
charges for these facilities will
continue to be. included in the
expense accounts.

Capital Expenditures

Capital expenditures made by
the railroad industry during 1952
will approximate $1,375,000,000,
of which slightly more than a bil-
lion dollars is for the acquisition
of equipment and the remainder
Tor. additions and betterments to
roadway and structures. This will
bring to nearly $8,000,000,000 the
total of capital expenditures made
since the end of World War II,
It is significant to note - that the
total indebtedness of the railroad
industry is little more than the
amount of capital expenditures
made in the last seven years. Ex-
cept for equipment financing the
industry has not been a -seeker
of new capital to any important

extent. To the contrary, it has ac-
tually been reducing the volume
of securities in which we deal
most actively.

During the year 1952 it is esti-
mated that approximately $269,-
000,000 of long-term bonds will
have been issued by railroad bor-
rowers, of which all but $16,000,-
000 was for refunding purposes.
The financing of new equipment
will result in the issuance of about
$266,000,000 of Equipment Trust
Certificates and the placement of
about $316,000,000 of conditional
sales agreements. The so-called
Equitable Plan of equipment leas-
ing was employed with respect to
equipment having an estimated
value of $24,000,000, a relatively
small part of the total.

More Stock-Splits Urged

In our report for 1951 we noted
that many railroad companies
were reporting very large earn-
ings per share on their common
stocks and further commented
that these created a false impres-
sion of prosperity for the railroad
industry. We then stated, “In most
cases large per share earnings are
the result of a small stock capi-

talization against a large property

investment earning only an aver-
age rate ‘of return” and went on
to suggest that such companies
correct this false ‘impression by
increasing the number of shares
outstanding either by stock divi-
dends or stock split-ups. It is in-
teresting to note that during 1952
to date three railroad companies

split * ‘their outstanding ' capital.

stocks, We suggest that there are
other well known companies that
might properly consider this pro-
cedure.

We also recommend that com-
panies contemplating financing
programs, either for the purpose
of raising new money or for re-
funding maturing obligations, give
greater consideration to the issu-
ance of convertible bonds. In view
of the relatively favorable market
for railroad equities which exists
today such a. procedure could re-
sult in a lower borrowing cost and
at the same time provide potential
opportunities for further improve-
ment in the industry’s debt ratio.

The main competitive threat to
the railroad industry continues to
be the highway carrier. Huge
highway construction programs at
public expense enable the trucker
to operate at a competitive ad-
vantage. However, the ‘recent
trend . toward construction of toll
roads and the imposition of ade-
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Improved

quate user charges should make
highway competition more equit-
able.

Outlook for 1953

Looking ahead, the outlook for
1953 has both favorable and un-
favorable aspects.. Obviously, -the
financial results for 1953 will de-
pend both on the volume of busi-
ness which will be handled and
the cost of producing the trans-
portation service. With so many
well known economists in dis-
agreement on the business out-
look for 1953 it does not seem
appropriate for this committee to
voice an opinion on the prospec-
tive railroad traffic volume. How-
ever, inasmuch as wages repre-
sent such a large part of railroad
operating costs some comment
pertaining thereto is pertinent.

A large part of railroad labor is
working under agreements which
expire in October, 1953. These
agreements provide for changes
in hourly wage rates upward or
downward in accordance with a
formula tied to a cost of living
index. If the wage rates currently
in effect prevail throughout all of
next year and there is no change
in the level of railroad employ-
ment, next year’s wage bill might
be some $67,000,000 higher than
the 1952 level due to the escalator
provision. Further, if the program
of negotiating new contracts to
supersede those now expiring late
in 1953 seeks to secure for railroad
workers the same percentage in-
creases achieved by the steel work-
ers, and probably the coal indus-
try, in the period from January,
1950 to August, 1952, the railroad
wage bill might be further in-
creased by an estimated $400,~
000,000. 3

On the more favorable side is
the ever widening recognition of
the problems posed to transporta-
tion by outmoded and unrealistie
regulatory policies, both at the
state and the national levels. One
of the most significant, as well as
recent, positions on this subjeet
was taken by the.National ‘Asso~
ciation of Railroad and Utility
Commissioners at its annual meet-
ing during November of this year.
The Association, with 42 states
represented, adopted a committee

report embodying eight specific
recommendations designed to put
railroad passenger service on a
paying basis. Space does not per-
mit incorporating all the recom-
mendations in this discussion but
two of the most significant will be
summarized. One recommendation
holds that. where a service cannot
be made compensatory its aban-
donment should be permitted.
Another recommends that the As-
sociation record itself as favoring
the - imposition of compensatofy
user charges on all forms of com~
mercial passenger _transportation
making use of roadways, airways

Continued on page 46
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Reports 1952 Municipal Issues at Record High

Lewis Miller, Assistant Vice-
President of
the First Na-
tional Bank
of Chicago,
Chairman
of the Munici-
pal Securities
Committee of
the IBA, pre-
sented the Re-
port of the

Committee to .

the 41st An-
nual Conven-
tion, that met
in Hollywood,
Fla.,from Nov.
30 to Dee. 5.

The text of the Report follows:

With but a month remaining in
1952 the record to date evidences
that the amount of new issues of
long-term municipal bonds put
out during the year will be sub-
stantially in excess of any earlier
Yyear. The previous record high
in" the volume of such issues was
made in 1950 when the total was
about $3.7 billion. During the
first ten months of this year cor-
responding figures exceeded that
amount by about $60 million,

For the purpose of comparison
there is noted below the amount
of new issues of municipals, both
notes and long-term, put out dur-
ing the first ten months of this
year and during a like period of
each ‘of the two preceding years.

Lewis Miller

:There'were two sources of very .
sizable issuance -during the year’

of blocks of new issues of munici-
pal bonds: j 2ed .
"(1) The local housing authori-
ties put out two blocks of bonds
totaling $304.5 million. The first
was on Jan. 15 in the amount of
approximately $133.8 million and
the other was on Sept. 23 totaling
about $170.7 million; and

'(2) On June 4 of this year the
Ohio Turnpike Commission sold

$326 million of State of Ohio Turn-"

pike revenue bonds. This was the
largest single issue of revenue
- bonds ever sold. In 1950 the Com-
monwealth of Pennsylvania issued
$375 million veterans’ compensa-
tion bonds. This is the record high
in the amount of any single issue
of municipal bonds. They, how-
ever, are general obligations of
the State.

. The records indicate a substan-
tial accumulation of authorized
but unissued municipal bonds that
are expected to be marketed dur-
ing the next few years. The total
of such issues put out in 1953 may
equal or exceed the 1952 volume.

The Market’s Course in 1952

In our Interim Report of last
May we reported that despite the
substantial . amount of new issues

of. long-term municipals during-

the first four months of this year
the market stood up very well. In
fact, ‘it improved from a 2.11%
yield basis at the opening. of the
year—using the “Bond Buyer’'s”
market index of average yields of
bonds of 20 large municipal units
—to a 2.03% basis through April.

IBA Municipal Securities Committee, headed by Lewis Miller, Assistant Vice-
President of the First National Bank of Chicago as Chairman, points out new
issues of long-term municipal bonds in current year will greatly exceed those
of the previous year, with result that, affected by weight of offerings, the
yield index has declined moderately. Discusses negotiability of State and mu-
nicipal securities under proposed uniform commercial code, and renews Asso-
ciation’s opposition to use of municipal credit in financing private projects.

Since then, however, beginning in
May there was a steady decline
from the 2.03% basis to a 2.39%
basis in October. As of Nov. 20
the yield basis shown by the index
was 2.37%.

The market was, of course, af-
fected by the weight ot orterings
during the year including the re-
lease of the above mentioned
large public housing offerings, the
second of which was postponed
from March until the latter part
of September. Also the removal
of the Voluntary Credit Restraint
restrictions around the first of
April helped to accelerate the vol-
ume of new issues.

Negotiability of Municipals Under
The Proposed Uniform
Commercial. Code

¢ There-is.no need to review here-

our: efforts over the past several
years,: particularly since 1938, to
have municipal revenue bonds de~:
clared by.law to be. “negotiable
instruments” along . with .general
obligations. From various of our
reports ‘from time to time it is
clear that experience has taught
us the importance of having legis-
lative enactments in each state
declaring such bonds which have
the attributes. of negotiability to
be negotiable instruments. The
matter of clearly specifying nego-
tiability and not leaving it to as-
sumption or subsequent argument
and. later court action is, we con-
sider, not only highly important
but essential among the marketing
and . protective features of state
and municipal securities,

As reported at two of our pre-
vious meetings this year a very
extensive proposed Code, known
as the Uniform Commercial Code,
was drafted under the direction
of members of the National Con-
ference of Commissioners on Uni-
form State Laws, the American
Law Institute and the American
Bar Association, for the purpose of
ultimately recommending it to the
legislatures of our states for adop-
tion by those bodies.

A great deal of work and care-
ful study was devoted to this pro-
posed Code by members of the

.above. mentioned organizations,
-We appreciate that when adopted

by the states it ‘will add materially
to . desirable and protective ‘fea-.

DATA ON MUNICIPAL FINANCING
d 10 Mos., 1950

tures of municipal securities —
validation, recitals, estoppel and
other phases.

There is one feature of the pro-
posal, however, which is of serious
concern to us. It is the matter of
negotiability in its application to
state and municipal securities of
which there are currently out-
standing about 27 billion dollars
with new issues to be marketed
totaling each year several billion
dollars. We have particularly in
mind the distribution and subse-
quent markets for municipal
bonds, the interest of investors in
such securities and ‘also our in-
dustry.

The -proposed Code : consists of
10 articles. Article 8 covers “In-
vestment Securities” and Article 3,

“Commercial. Paper.” . Negotiable-

instruments. are .specifically pro-
vided for in Article 3 of the Code
in its ap-plication ‘to commercial
paper. included-in that Article is

a provision which might well have:

been prepared to provide munici-
pal revenue bonds with the highly
important classification of nego-
tiable instruments. However, the
Code clearly specifies that Arti-
cle 3 “does not apply to money,
documents of title or investment
securities.” (Italics ours.)

It is clear that the Code in its
present form separates negotiable
instruments from state and mu-
nicipal securities. Further, the
proposed law by its terms, would
upon enactment by state legisla-
tures, supersede the Negotiable
Instruments Laws of the particular
state and with it, of course, the
value of the many essential exist-
ing laws which specifically de-
clare certain bonds to be nego-
tiable instruments including
municipal revenue bonds. The
question concerning negotiability
which we have in mind under the
proposed Code embraces general
obligation bonds as well as reve-
nue bonds.

It has been said that as the at-
tributes of negotiability are pro-
vided for investment securities in
Article 8 it could be argued that
these securities are negotiable in-
struments. 'If the attributes of
negotiability are in fact provided

struments”? Why should. it ke
necessary to go to court to so ar-
gue and await court decision in
each state with the resultant at-
tendant costs, loss of markets,
time, troubles and worries await-
ing conclusions?

Further, there is, we believe, a
sound and reasonable argument
for those who for one reason or
other may wish to take advantage
of the lack of negotiability in a
security to advance the fact that
the Code is very specific on the
subject insofar as certain classes
of paper are concerned. It is,
however, correspondingly specific
in withholding the classification
of negotiability in its- applica-
tion to investment securities. It
could readily be contended._and
probably upheld that it was not
the intent of the legislature in
passing the Act to consider invest-

ment securities as negotiable in-

struments because, had the legis--

lature wished. to do so, it would
have so expressed itself and would
not have made the distinction be-

tween negotiable instruments ar}d
securities. such as was done in.
the Code. .
It is essential, in our opinion, in
the interest of all concerned in
municipal security financing, that
the proposed law declare such se-
curities to be negotiable instru-
ments.. This for. thé purpose “of
clarity and to avoid any possible
misunderstanding or misinterpre-
tation in this respect and so that
such securities may be clearly ac-
ceptable as negotiable instruments
and pass as such in all quarters—
in marketing, in the hands of in-
vestors and in the courts. We be-
lieve that nothing should be left
to chance interpretation in the
proposed law where the inclusion
of a claritying provision would
avoid such risks or reduce them
to a minimum. We believe, too,
that there should be no omission
in the Code in its application to
state and municipal securities, in-
cluding those payable from a spe-
cial fund, which may ultimately
prove detrimental to the issuers of
or investors in such securities or
the industry dealing in them. @ -
. This feature of the Code was
presented to and considered by
the Section of Municipal Law of
th2 American Bar Association at
its Annual Meeting in September
in San Francisco. It was there
pointed out, among other factors,
that Article 3 of the Code relates

to negotiable-instruments. It de-
clares. expressly that that. article
does not apply to securities. That

Continued on page 36
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Foresees Federal Deficits, with Only Moderate Tax Cuts

The Federal Taxation Commit-
tee of the Investment Bankers
Association of America, through
its Chairman, James M. Hutton,
Jr. of W. E.
Hutton & Co.,
members of
the New York
Stock Ex-
change, de-
livered its
annual report
at the 4l1st
Annual Con-
vention of the
Association at
Hollywood,
Fla. The Com-
mittee dealt
largely with
prospective
changesin
Federal fi-
nances and taxation that may be
expected from the new Adminis-
tration, and laid down a tax pro-
gram . which the Association’s
membership should support.

The text of the Committee’s
Teport follows;

. In view of the results of the
Presidental election and the com-
ing change in the Administration
in Washington, it is appropriate
that we attempt to appraise the
effects of this change upon ‘he
tax legislation likely to be enacted
during the coming year.

Since any tax bill will depend
to a large extent upon the budget,
the first step is to try to estimate
the size of the budget for fiscal
1954, Rumors are prevalent that

Mr. Truman, who must submit the
budget, will ask for $70 billion,

J. M. Hutton, Jr.

Federal Taxation Committee of IBA, headed by James M. Hutton, Jr. of W.
E. Hutton & Co.; predicts continued heavy government spending in years im-
mediately ahead, with resulting budget deficits and little change in high scale
of taxation. Urges IBA concentrate on (1) securing repeal of Excess Profits
Tax; (2) reduction in capital gains tax, with shortening of holding period;
(3) relief from double taxation of dividends; (4) uniformity of taxes for
corporate and unincorporated concerns; and (5) social security added for selfs

a material decrease from the $85
billion mentioned before the elec-
tion. General Eisenhower’s budget
message to Congress will probably
recommend totals which will not
exceed that amount. Final de-
termination of the amount of re-
duction of government spending
will rest with two committees in
the Senate, viz: the Appropriations
Committee and the Armed Serv-
ices Committee. These committees
will be composed of 12 Republi-
cans and nine Democrats, and
seven Republicans and six Demo-
crats respectively. Senator Bridges
of New Hempshire will have his
choice as to which he will head,
and if he chooses to be the Chair-
man of the Appropriations Com-
mittee, Senator Saltonstall of Mas~
sachusetts will be in line to be
Chairman of the Armed Forces
Committee, but if Bridges choose
to Become Chairman of the Armed
Forces Committee, Senator Fer-
guson of Michigan will succeed
to the Chairmanship of the Ap-
propriations Committee. Each of

Industrial,
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these men will try to carry out
the views of General Eisenhower.

It is difficult to guess just what
these views .will be at this time,
but if pledges made during the
campaign mean anything at least
we have a clue. The promise was
made that $9 billion would be cut
from the first Eisenhower budget
and another $10 billion would be
cut from the second. Assuming
that the Korean War goes on, even
if these cuts are made in the budg-
et, actual spending will go up,
not down, in Eisenhower’s first
fiscal year but will probably drop
by about $7', billion in the sec-
ond. This is true because Con-
gress, under the Truman Adminis-
tration, has already voted vast
sums of money for defense and a
large part of this amount has al-
ready been committed. Since mid-
1950, when the Korean War
started, Congress has appropriated
approximately $181 billion: for the
military and for military. aid
abroad. Of this amount. approxi-
mately $72 billion has been spent
through September, leaving ‘ap-
proximately $109 billion ~ still
available. For the new fiscal year
the requirements requested by the
military are expected to be about
$40 billion, based upon Depart-
ment of Defense estimates. IT
these " appropriations are passed
they will bring the total amount
available up to $149 billion. If
cuts are to be made they will have
to eome out of appropriations, not
spending. General - Eisenhower,
therefore, faces an extremely dif-
ficult budget problem because of
the spending commitments which
he will inherit from his prede-
cessor.

‘Substantial = Deficits - Inevitable

In view of promised tax reduc- .

tions, his real- problem- is going
to be how to keep Federal fi-

nances in. hand. It seems certain .
that there will be deficits ‘in- his.

first two budgets even if taxes re- .
‘ " All together these add up to about

$815 - billion -as follows: $215--bil-"

main as they.are. Tax cuts are

 scheduled in the laws now in force

and consequently it is difficult to

: see¢ how substantial deficits can be

avoided even with economies
which might be effected
reduced spending for
“hard goods”'and
personnel. Such economies would
mean cuts in the size of the armed
{forces, contract cancellations and
fewer new contracts. To sum-
marize the situation briefly, it is
this: Money appropriated for the
“hard goods” program since mid-

1950 amounts to $107 billion. With
$29 billion already spend through
September, this leaves $78 billion
still to be spent. For fiscal 1954,
an estimated $20 billion. Other
programs, mostly for pay and re-
search, amount to $36 billion. Ad-
ditional security programs call for
$6.4 billion this year and may be
reduced in 1954, but further re-
ductions are unlikely because of
the rising cost of the atomic
energy program, Foreign economic,
aid may be reduced drastically
from $2.4 billion this year to $1
billion or less in 1954, since this
program is a target for an econ-
omy minded Congress. Possibili-
ties exist for economies in Mer-
chant Marine, stock piling and
emergency mobilization to men-
tion a few, but they are limited
and relatively small. Cuts in the
budget for such things in our
domestic economy as farm aid,
currently set at $1.9 billion, public
works, about $1.5 billion, and gen-
eral government costs presently
budgeted at $4 billion:plus and in-
cluding' such ‘items as the postal
deficit, will be difficult to attain.

These add up to an overall figure

of approximately $77 billion prob-
able for 1953 and indicate a deficit
of nearly $9 billion based upon
estimated net receipts of about
$68.1 billion.

- Obviously the size of the deficit
will depend upon the new tax
program and consequently the tax
bill next year is of vital impor-
tance. = Consideration - must : be
given in the tax program to im-

.portant scheduled changes in ‘the

present laws. These are:

(1) Excess-profits tax drops on
Jan. 1, 1953 to approximately 15%.

(2) Rates on individual income
taxes go down after Dec. 31, 1953.

(3)-The corporate - tax  drops
March 31, 1954.

.In'addition there are presently
scheduled- reductions: of about- $1
billion in excise taxes in 1953-54.

lion excess profits, $2 billion cor-

" porate--and $3 billion individual.
“It should be pointed out that these
‘estimates assume that there -will
“be. no. change
‘level. A moderate decline in busi-

in, the . business

ness might result in a decrease
in revenues of from $4 to $5 bil-
lion and a consequent increase in
the deficit up to $14 billion.
Such' deficits are more than the
new Administration will be will-
ing to face and therefore tax cuts
in the new bill will probably be

less than are now expected. In
fact, it is likely that.they will be
limited to a repeal of the excess

profits tax-and some reduction”in™:~

individual income taxes, perhaps
5% instead of the 10% hoped for.

A Tax Program

" With these estimates in mind
let us take a realistic. look at.a
tax program which the IBA can
support. In the past our program
has concentrated upon
changes which we believed would
result in a probable gain, and in
in any case no substantial loss in
revenues, and a more equitable '
basis for collecting taxes. These :
measures were:

(1) A top limit on individual

combined normal and surtax rates
of not to exceed 50%.
- (2) A reduction in the capital
gains rate, a shortening of the
holding period and an increased
deduction against other income -
for losses.

(3) Relief from present double
taxation of corporate dividends.

(4) Support to the effort to limit
Federal taxation in times of peace
to 25% by Constitutional amend-
ment. ’

(5) Repeal of the Excess Profits
Tax.

(6) The election by unincorpo-
rated business to be taxed as a
corporation.

(7) Tax treatment for -self-em-
ployed persons with regard to re-
tirement funds similar to that ac-
corded’ to officers and employees
of corporations.

In view of the pressures which
will be brought to bear because
of probable budget deficits, it is
the opinion of the Federal Tax
Committee that the efforts of the
members of the IBA should be
concentrated upon changes in the
new tax bill which seem to have
the greatest likelihood of success
without abandoning our long-
range program. It is perhaps too
early to determine with certainty
which these shall be, but present
thinking leads us to believe that
our best chances are in the follow-
ing:

(1) Repeal of the Excess Profits
Tax. This was promised by Gen-
eral Eisenhower in his campaign
speeches but'it faces the difficulty -
that Congress will. probably not
vote Tor repeal without providing
some relief for individuals. Sena-
tor Millikin, who will head- the
Senate Financee Committee
charged with the responsibility of
tax legislation in the Senate, has
indicated .as much and therefore
success for this part of the pro-
gram' is' uncertain. Furthermore,
since any sizable  individual® tax
cuts. will unbalance the budget
still further, relief to individuals
will probably be: limited to 5%.
For this reason, it will be difficult

to tie our 50% limitation into the - -

program because it is politically
unpopular- and would appear to
give greater relief to wealthy tax-
payers than to those in lower in-
come brackets. Actually, of course, * |

Continued on page 63
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Treasuries Responding to Free Market

Stressing the importance of the
free market in government bonds,
which has resulted from the ac-
cord between the Treasury Depart-

ment and the
Federal Re-
serve Board,
the Govern-
mental Secu-
rities Com-
mittee of the
Federal Re-
serve Board,
through its
Chairman,
Herbert N.
Repp, Presi-
dent of Dis-
count Corpo-
ration of New

g - York, in its

Herbert N. Repp Annual Re-

¢ port to the

Association at its 41st Annual

Meeting in Hollywood, Fla,

pointed out that 1952 was ‘the

first year since before World War
II in which the Government Bond
market has responded primarily
to the influence of economic fac-

" tors,” and this was hailed as “a
construetive influence on the
economy.”

The text of the report follows:

The Year 1952 has witnessed-the
further development of a free
market for U. S. Government se-
curities. During this period the
Federal Reserve Sysiem has nei-
ther purchased nor sold in the
open market a single bond.in. the
over-ten year category. Thus the
year stands as the first since be-
fore World War II in which the
market has responded primarily
to the influences of economic fac-
tors. This long desired return to
free markets, in the opinion of
your Governmental Securities
Committee, is the most significant
development in the approach to
the restoration of a sound mone-
tary policy. Evidence has already
appeared that free markets in
Government securities exercise a
constructive influence on the
economy.

The accord between the Trea-
sury Department and the Federal
Reserve Board allowed the System
to return to its funetion of being
primarily concerned with the vol-
ume of bank reserves rather than
with the maintenance of any given
level of interest rates and prices
of Government securities. This
caused all segments of the mar-
ket to reappraise their responsi-
bilities. Investors, dealers, the
Federal Reserve System, and the
Treasury alike have found it
necessary to learn anew the tech-
niques of a free market. Habits
and assumptions formed through
years of artifically supported
prices had become so firmly es-
tablished that it is hard for many
to readjust to the new set of cir-
cumstances. On the whole, the

market nas handled itself well
under its 1 e w  responsibilities.
The thinness apparent at times in
the longer sector of the market

IBA Govemmental Securities Committee, whose Chairman is Herbert N.
Repp, President of Discount Corporation of New York, reveals not single
Iong-term bond in 1952 was either bo ught or sold in open market by Federal
Reserve, and holds this indicates an approach to restoration of sound mone-
tary policy and a constructive influence on the economy. Poirits out Patman
Committee Report sustains principle of independent Federal Reserve.

has been to a considerable degree
caused by the restrictive terms of
ownership, which still apply to
many of the longer issues and
which severely limit their mar-
ketability.

The year has been one in which
the economy has beenr almost con-
tinuously in high gear. The trend
has been in the direction of fur-
ther credit inflation, though lack-
ing the acute inflationary conse-
quences of the post-Korea period.

Bank loans to business have.

reached a new all-time peak and
capital .expenditures have been at
récord high levels. The policy of
the Federal Reserve: System has
been one described as “neutral”;
the practical effect, however, has
beén one of restraint. The unwill-
ingness of the Reserve System to
buy short securities has forced
commercial banks to borrow in an

important way and has resulted,

in higher short-term yields. This
has been increasingly true in re-
cent months and weeks.

These new conditions have had
some impact upon Treasury fi-
nancing policies. Bonds totalling
$24.5 billion bearing 2% and 2% %
coupons which might have been
called during the year, were not
called because they could not be
refunded at any interest saving.

In the Spring, the Treasury
offered a 2% % non-marketable
bond, the same bond which was
offered for exchange against 21 %
issues in 1951, following the Trea-
sury-Federal Reserve Board ac-
cord. This time it was offered as
a ' combination of cash and ‘ex-
change against certain 2% %
bonds not-included in the earlier
operation. The issue was unsuc-
cessful from the standpoint of
raising new cash. In fact only
$318 million of new money was
obtained from private investors.
Including exchanges, only $1,758
million of non-marketable 234 %
bonds were issued. We believe this
record of disappointing response
indicates a distinct investor pre-
ference for marketable securities
and points up the principle re-
peatedly stated by your Commit-
tee that only fully marketable se-
curities should be used in Trea-
sury financing operations.

Following the failure of the
non-marketable 234 % bond offer-
ing to raise an important sum of
new money, the Treasury in June
turned to the intermediate area
with a marketable 23:% bond
offering. The 2%; % issue was well
received with subscriptions total-
ing over $11 billion, of which $414

billion were allotted. Commercial

LISTED & UNLISTED
SECURITIES

Teletype NY 1-750

Telephone WOrth 4-4300

banks received only $500 million
of this total, but in succeeding
weeks purchased an additional $2
billion from non-bank subscribers.

The market appraisal of this
bond was based on the expecta-
tion that the Federal Reserve
System would facilitate such fi-
nancing: by providing reserves
through open market purchases.
This had- been -done in previous
periods of deficit financing, When
this assumption . proved incorrect,
the action of a free market re-

sulted in higher' yields for both*

short -and long-term issues since
the reserves had to be provided
either “through borrowing from
the Reserve Banks or the sale of
securities to the market. Higher
yields, particularly on the shorter
maturities, induced - corporations
and other non-bank investors to
purchase such securities from the
banking system. This largely off-
set the deposit increase resulting
{from the 233% bond and enabled
the Reserve System to prevent the
inflation of the money supply
which ordinarily accompanies def-
icit financing through banks.
Also, in the Spring, the Trea-
sury announced changes in the
terms of all series of Savings
Bonds. . The new terms have at
best been only moderately well
received. Whereas, in the early
part of the year net cash outgo in
connection with the Savings Bond
program was approximately $100
million per month, it is now more
nearly - $50 million. The Treasury
reports that some 75% of matur-
ing E bonds are being extended

by their owners — whether from:

satisfaction with. their terms or
from sheer inertia, is not clear.
These rather negative results are
being achieved in a period of
high personal savings, a period in
which savings deposits, in parti-
cular,. are increasing substan-
tially. Savings bond maturities
amount to $6.2 billion in 1953 and
$7.8 billion in 1954. It is the opin-
ion of your Committee that a
thorough re-examination of terms
and methods used in the Savings

Bond program should be instituted

at a very early date.

The operation of the Mills plan
for corporate tax payments has

resulted in a heavy concentration
of Treasury cash receipts in the-

March and June periods. In anti-
cipation of these receipts, the
Treasury has issued “Tax Anti-
cipation "Bills,” a method of fi-
nance we consider appropriate as

long as the Mills plan remains in
effect. However, it is timely to
question: whether we should con-
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tinue to operate under the Mills
plan, or, whether it would be ad-

visable to repeal this legislation .

and resort to'the earlier method
of scheduling corporate tax pay-
ments evenly over the four quart-

ers following the year in which
income is earned. It is our feeling
that, from a ‘debt rnanagement
point of view, the' scceleration of

corporate tax payments comph—
cates Treasury financing and un-
duly aisturbs the money market.
This is alréady true and will be
increasingly so in succeeding‘
years

During the year two studies in
the field of monetary and debi
management’ policy were. held in
Washington. In March the Patman
Committee hearings were held.
These ‘were -preceded by the -is-
suance of exhaustive question-
naires to the Treasury, the Re-
serve Board, to other Governmerit
officials, to bankers, economists
and to numerous members of the
investment banking fraternity.
The compendium’ of answers, and
of the hearings themselves, make

volumes of important historical.
Contmued on page 68
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BACKUS, HAROLD S,
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BAER, WILLIAM M.
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ALFORD, LORE W,

Harris, Hall & Company, Chicago
ALLEMAN, F. MONROE

Leedy, Wheeler & Alleman, Inc.,
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Allen & Company, New York
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A. E. Ames & Co,, Inc., New York
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A. C. Allyn & Co., Chicago
ALLYN, JOHN W.

A. C. Allyn & Co., Chicago
ALTGELT, Jr.,, ERNEST J.*
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AMAZEEN, EDWARD S8.*
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AMES, AMYAS

Kidder, Peabody & Co., New York
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In Attendance at IBA Convention

BARR, F. SEYMOUR*

Barr Erothers & Co,, New York
BARROW, WM. RUSSELL*

Barrow, Leary & Co., Shreveport
BARRY, EUGENE P.*

Shields & Company, New York
BARTOW, CLARENCE W.*

Drexel & Co., New York
BARTOW, Jr., FRANCIS D.

Bartow Leeds & Co., New York
BARTOW, PHILIP K.*

Wood, Struthers & Co., New York
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W. E. Hutton & Company, New York
BAXTER, Jr., CHARLES M.,

Baxter, Williams & Co., Cleveland
BAXTER, DANA F.*

Hayden, Miller & Co., Cleveland
BEAUBIEN, ANDREW S,

L. G. Beaubien & Co., Montreal
BEAVERS, J. KARY

Trust Company of Georgia, Atlanta
BECKETT, THOMAS*

First Southwest Company, Dallas
BEECROFT, HARRY*

Beecroft, Cole & Co., Topeka
BELL, RUSSELL D.

Greenshields & Co., Inc., Montreal
BELL, MISS ANDREA

Montreal
BENNETT, CHARLES R,

United States Investor, New York
BENNETT, H STEWART

Southwestern Securities Company, Dallas
BERGMANN, CHARLES L,

R. W, Pressprich & Co., New York
BERRY, HAROLD J.

‘Hairiman Ripley & Co., Incorporated,

New York
BETHKE, ROBERT H,

Discount Corporation, New York
BIANCHETTI, A, J.

Barr Brothers & Co., New York
BICKLL, CLARENCE A,

National Association of Securities Dealers,

Milwaukee
BIVINS, ROBERT A.*

The Chase National Bank of the City

of New York, New York
BLACKFORD, HENRY J.*

A. M. Law & Co., Spartanburg
BLAINE, WALTER F,

Goldman, Bachs & Co., New York
BLAKE, JOHN L,

Eaton & Howard, Incorporated, Boston
BLAKE, SIDNEY §.*

H. M. Byllesby and Company,

Philadelphia

‘BLAKELY, WILLIS H.*

Blnnkenshlp, Gould & Blakely, Portland

“BLANKENSHIP, FRED M.*

Blankenship, Gould & Blakely, Portland

'BLYTH, ROBERT B,

The- National City Bank-of Cleveland,

Cleveland
‘BOEHMLER, ERWIN W,
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BOGERT, Jr,, H.- LAWRENCE

Eastman, Dillon & Co,, New York
BOLES,  EWING T.*

The -Ohio Company, Columbus
BOLGER, JOHN F.*

Shillinglaw, Bolger & Co., Chicago
ROLTON, FREDERICK J.

H. V. Battley & Co., Inc., Detroit
‘BONNIWELL, D. R,

Government Development Bank,

Puerto Rico
BORDEN, ROBERT W,

R. H. Moulton & Company, San Francisco
BORKLAND, Jr., ERNEST W.*

Tucker, Anthony & Co., New York
BOSS, CHARLES A, B.*

Broad Street Sales Corporation, New York
BOWEN, FRANCIS B.*

California Bank, Los Angeles
BOWMAN, FRANCIS B,

The Chase National Bank of the City

of New York, New York
BOYCE, C, MEREDITH

Mercantile Trust Co. of Baltimore,

Baltimore

' BOYCE, C, PREVOST*"

Stein Bros, & Boyce, Co., Bammore
BOYNTON; "ELWOOD D

Hallgalten & Co., l\‘ew York
BRADFORD, HUGH

BROWNING, HOMER#

Marine Trust Company of Western

New York, Buffalo
BERUCHLOS, WERNER C.

The Bond Euyer, New York
BRYAN, JOHN E.*

Cleveland Plain Dealer, Cleveland
BRYCE, T. JERROLD

Clark, Dodge & Co., New York
BUECHLER, RICHARD K.*

E. F. Hutton & Company, New York
BULLOCK, HUGH#*

Calvin Bullock, New York
BURNS, Jr.,, JAMES F.

Harris, Upham & Co., New York
BUSCAGLIA, RAFAEL

Government Development Bank,

Puerto Rico
BUTCHER, III, HOWARD#*

Butcher & Sherrerd, Philadelphia
BUTCHER, W. W, KEEN*

Butcher & Sherrerd, Philadelphia
BYRNE, WILLIAM D.*

Byrne and Phelps, Inc., New York
CAHN, Jr., WILLIAM M.#*

Henry Herrman & Co., New York
CALLAGHAN, JOHN W.

Goldman, Sachs & Co., New York
CALLAWAY, Jr.,, DAVID H.*

First of Michigan Corporation, New York
CALVERT, GORDON L.

Investment Bankers Association,

Washington
CAMPBELL, IRVING H.*»

Beil, Gouinlock & Company, Limited,

Toronto
CANNON, FRANCIS A.*

The First Boston Corporation, New York
CAPEK, CHARLES A.

Lee Higginson Corporation, Chicago
CARBERRY, PATRICK

Wall Street Journal, New York
CARDWELL; MARION H.*

J. J. B Hilliard & Son, Louisville
CAREY, CHARLES*

Harris Trust & Savings Bank, Chicago
CARHART, Jr., HAROLD W.*

Carlisle & Jacquelin, New York
CARPENTER, FREDERICK B.

John Nuveen & Co., Chicago
CARR, FRANK C.*-

John Nuveen & Co., Chicago
CARRINGTON, Jr.,- WILLIAM G,

Ira Haupt & Co., New York
CARROLL, LEE W.*

Lee W, Carroll & Co., Newark
CARTER, Jr,, HUGH D.

Courts & Co., Atlanta
CARTWRIGHT, TODD#*

Sweney, Cartwright & Co., Columbus
CASEY, J. DOUGLAS

A. C. Allyn and Compeany, Incorpora.ted

Chicago.
CASSELL, EUGENE H.*

C. F. Castell & Co., Inc., C'harlot.tcsv!lle
CECIL, O, V.* -~

Merrill Lynch, Pierce, Fenner & Beane,

New York
CHANDLER, JAMES W.*

W. L. Lyons & .Co., Louisville
CHANNER, Jr,, GEORGE 8,

Barcug, Kindred & Co., Chicago
CHAPEL, HAROLD- R.* -

McDonald-Moore: & Co.,  Detroit
CHAPMAN, DWIGHT W.

American Trust Company, San Francisco
CHAPMAN, R. C.

Fulton, Reld & Co., Cleveland
CHILES, WARREN ‘D,

Chiles-Schutz Company,-Omaha

. CHRISTOPHEL, ARTHUR A.

Reinholdt & Gardner, St. Louis
CLAPP, Jr., JOHN J.*

R. W. Pressprich & Co., New York
CLARK, FORRESTER A.

H. C. Wainwright & Co., Boston
CLARK, GEORGE E.*

Kdamex Securities Corporation, New York

CLARK, HAROLD W,

Clark, Landstreet & Kirkpatrick, Inc.,

anl'mlle

Southwestern Securltles Company, Dallas ’

BRADLEY, S WHITNEY

Eaton & Howard, Incorpcrated Boston
BRANDI, FREDERIC H.*

Dillon, Read & Co., Inc., New York
BRAUN, Jr.,, FRED C,

F. 8. Moseley & Co., New York
BRAYSHAW, DONALD B.*

Lord, Abbett & Co., Atlanta
BREWER, ORLANDO -S.*

Phelps, Fehn & Co., New York
BROOKE, Jr,, FRANCIS M.*

Brooke & Co.,_ Philadelphia
BROOKS, JOHN H.

Putnam & Co., Hartford
BROOME, ROBERT E.*

Guaramy Trust Company of New York,

New York

BROPHY, L. A.*
Associated Press, New York

BROWN, AUSTIN .
Dean Wltter & Co., New York

BROWN, BARRETT*
R. W.iPressprich & Co,, New York 3

BRO\‘VNE ALAN K.
Bank of America, N. T & S. A
San Francisco

BROWNE, KENNETH C.* .
New York Timés; New. York
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CLARK, JOHN C.

Wachovxa Bank & Trust Co,

Winston-Salem
CLARK, ROBERT E.*

Calvin Bullock, New York
CLARK, WILLIAM H.*

Me:irul, Turben & Co., Cleveland
CLARKE, Jr.,, HAGOOD

Barcus, Kindred & Co,, Miami
COBURN, MARY LOU

Investinent Bankers Association, Chicago
COGGESHALL, GEORGE K.*

Schoellkopf, Hutton & Pomeroy, Inc.,

New York
COHU, HENRY WALLACE*

Cohu & Co., New York
COLEMAN, FRANCIS X,

Gregory & Son, Incerporated, New York
COLEMAN, MERRITT C.

Allen & Company, New York
COLEMAN, SYLVAN C.*
. E. P. Hutton & Company, New York
COLLIER, W. T, K,

Collier, Norris & Quinlan, Montreal
CONDON, JOSEPH P,

McDougal & Condon, Inc., Chicago
CONDON, RAYMOND V.*

B. J. Van Ingen & Co,, Inc,, Chicage
COOK, A, HALSEY

The Naticnal City Bank of New York,

New York
COOK, HAROLD H.*

Spencer Trask & Co., New York
COOK, ROBERT H.

B. J. Van Ingen & Co., Inc., Miami
CORRINGTON, JOHN W.*

Paine, Webber, Jackson & Curtis, Chicago
COUFFER, JAMES G.*

B. J. Van Ingen & Co., Inc., New York
COUIG, J. DALTON

Hirsch & Co., New York
COURTS, MALON C.

Courts & Co., Atlanta
COURTS, RICHARD W,

Courts & Co., Atlanta
COX, M, J. M.

Curtiss, House & Co., Cleveland
COWIE, JOHN H.

Starkweather & Co., New York
CRAFT, ROBERT ‘H.*

Guaranty. Trust Company of New York.

New York
CRAIGIE, WALTER W.*

F. W. Cralgle & Co., Richmond
CRANFORD,- JAMES :A.%
-- The -Atlantic: National .Bank of

Jacksonville, Jacksonville
CROLL, JOSEPH D.
‘. Asiel-& Co,, New York
CROSS, ‘CALVIN M.,

Hallgarten: & Co., New York
CROSS, MILTON C.

-Harriman Ripley' & Co.,” Incurporlted,

New York

CBOUSE CcH !BLES

8. R. lelngaton Crouse & Co,, Detroit

"2 CROUTER,; GORDON

DeHaven & Townsend, Crout,er & Bodine,
Philadelphia

CROWELL, "'WARREN H.* -
Crowell, "Weedon & Co Los Angelep

CURTIS, ' ARTHUR W.
A G Becker & Co., Chicago

DALENZ, JOHN McG.
Calvin Bullock, New York

DARLING, - E. MERRILL
Kidder, Peabody & Co., Boston

DAVIS, BeWITT
Mullaney, Wells & Company, Chicago

DAVIS, HOWARD C.
Model, Roland & Stone, New York

DAVIS, RALPH W.
Paul H. Davis & Co., Chicago

DAY, JAMES E.
Midwest Stock Exchange, Chicago

DEAN, Jr.. HOWARD B.*
Harrls Upham & Co., New York
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Canada Not Oversold in U. S

For the fourth consecutwe year
the Canadian‘ Committee - of- the

Investment Bankers Association of ¢
America has reported to the -‘An-

nual Conven-
~tion -of- the

Association -

“meeting at

Hollywood, -

Fla. Arthur S.
Terrey of W.

C. Pitfield &

*"Company Ltd.,
¢ New York and
. Montreal, the
Chairman of
the . Commit-
“tee,decried

. the 'talk '.that
the favorable
publicity
which has
spread throughout the United

Arthur S. Torrey

States regarding Canada’s progress ;‘
has caused “Canada to be oversold
To.-offset

in the United States.”
this idea he presented data.fur-
nished by the Committee regard-
ing various Canadian industries,
and drew up an overall picture of
Canada’s current economic.- posi-
tion.

"The text of the: Committee’s
report follows:

"So much’ has béen written and

said about Canada during the past

12 months that there is little new

information .that. the Canadian:

Committee Report can' give.
<In this Fourth Annual- Report

_of the Canadian Committee, how-

ever, we will continue: by sum-

Canadian Committee of I B A, under Chairmanship of Arthur S. Torrey of
W. C. Pitfield & Company Ltd., offers data indicating there is adequate ground

for confidence in Canada’s continued progress and prosperity. Reviews: Ca-

nadian: economic developments and Canadian securities markets, along with

other matters such as removal of exchange controls, position of Canadian Fed-
eral budget, capital investment, oil and gas explorations, and position of lead-
ing industries. Looks for continued cooperation between U. S. and Canada.

‘marizing- theposition ‘of various

classes of industry and generalize

-with- regard to ‘the overall -eco-
‘nomic situation in -Canada today.

‘In-the past three months there

-has been ‘some talk' and ‘consider-

able thought as to whether the
favorable publicity which we have
received has not oversold Canada
in the United States.  We:do not
believe this to be true—it is more
likely that those who feel this way
are in an overbought position.
As 1952 draws to a close, eco-
nomic activity is at the highest

lével in Canada’s hlstory More -

people are working, incomes are
hlgher and ' consumer prlces are
rising -after a drop earlier in the
year. This reversal in consumer
prices is taking place without any
resumption in -inflationary pres-
sures, -even though- defense, and
capital spending continues on .the
up-trend

Our exports have been notice-
ably higher this year. As a result,
industrial production is at a rec-
ord level and business profits ap-
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pear to be turning slightly upward
again. This prosperity. is not con-
fined to manufacturing companies
in the urban areas alone. Our

‘farmer is participating in this high

level of - income, even though
prices of some agricultural prod-
ucts have softened and others have
remained firm.

The record wheat crop recently
harvested brings with it problems
of storage and marketing but’
comes at a time when other coun-
tries are having only fair or, in
some cases, poor crops. All this
will, of course, ultimately mean
more money for the Canadian
farmer.

In the early part of the current
year we heard considerable about
recession .in a few particular in-
dustries.” Such industries, namely
textiles, leather goods and apph-
ances, had similar problems in the
United States which brought
about lower prices and competi-
tion again became keen, This ad-
justment was difficult but in the

spring and early summer some.

improvement was shown and these
industries felt' much better about
the future.

There was also some fear of a

serious decline in home building.

At the beginning of the year there
was an indicated drop of nearly
35% compared with-a year earlier
but by June this was 17% above
the same month a year previous.

Concern over the prospect of a
drop in Canadian exports was not
borne out inasmuch as during the
first six months of 1952 export
trade increased 20%, with sales to
countries other than the United
States rising more than 50%.

The gross national product in
the first half of the year was
ahead of that for the similar pe-
riod of 1951. The annual rate will
probably not be far from that as-
sumed by Finance Minister Ab-
bott in his 1952 budget and this
budget was based on the assump-
tion of a gross national product
of $22% billion.

With this increase in economic
activity the cost-of-living index
dropped from 191.5 in January to
187.3 in June. At the same time,
the wholesale-price index for this
period declined about 4%. In-
comes, on the other hand, con-
tinue to rise. The average weekly
wage in industry rose from Janu-
ary to June about 7% in current
dollar terms.

Having learned, at least for the
time being, to take price and de-
mand adjustments as they appear
during the latter part of the year,
Canadians have settled down to a
period of good, average prosperity.
This is not to say we are without
problems—in fact any economy al-
ways has some problems. Cur-
rently, business is occupied with
such questions as “how to remain
competitive in spite of rising pro-
duction and sales costs” and “how
to diversify operations,” “how
long to consolidate and expand
foreign markets,” and, of course,
the ever present worry of “how
long will the present prosperity
last and when ¢an the next set-
back be expected.”

So, as 1952 draws to a close, our
domestic market is higher than
ever. Consumers have increased
by some 400,000, our population
is now estimated at 14,000,000, our
labor force approximates 5,500,-

000 and employment

is 1%%
higher than a year age. - Incomes
are rising and the cost of living is

-still declining gradually. People

are spending more on consumers’
goods and services—with such ex-
penditures something like 10%
ahead of a year. ago. Defense
spending is proceeding at a rate
of about one-third higher. Capital
expenditures, some associated
with the defense program, some as
a result of substantial industrial
research development, utility ex-
pansion and urban growth, are
continuing at high levels and will
likely reach the record figure of
$5.2 billion,

Exports, even though they may
be leveling off at.the moment, are
hkely to exceed, by a consnderable
margin, the $3.9 billion total of
1951, Add to this. our- record
wheat crop of-675 million bushels,
or over 100 million bushels higher
than the previous peak in 1928 or
1929, or-250 million bushels above
the ten-year average.

Of course in these days of fast-
moving events, things may hap-
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pen between now and-the end of

* 'the year that will upset these cal- .

culations - but there - are good
grounds _for believing that. the
gross national product of 1952, of
$22% billion, will be equaled if
not exceeded. :

"Turning' briefly to the future
and with the full realization that
it' is hazardous to forecast or pro-
ject, our problems in this regard
are not dissimilar to those with
which- you are confronted. The -
question as to whether we are
leading up to a recession when the
rearmament or defense _programs
have been concluded, is impos-
sible to answer. It is always sane
and sensible, when times are good,
to think or talk of a future reces-
sion. We had a similar. situation
after World War II — concern -
about the transition from a war to
a. peacetime economy.. However, -
this was accomplished  with but
little. dislocation of the countrys
business.

.At that txme the chief concern -
was inflation, In Canada our gov- :
ernment and our banking. frater- -
nity dealt' most judiciously -with
this problem,  with a limited -
amount of restrictions — so, at
least, for -the- time being, mfla—
tion is: no longer a- problem of
concern, :

. Defense spendmg is still on the
increase ~and - there is:- a heavy
carryover. in this particular de--

partment. It is felt that there will
be a continuation of home build-.
ing and commercial and service

Continued on page 40
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Continued from page 20

Trends and Problems of
Life Insurance Investments

industrial and miscellaneous
tonds, held by life insurance com-~
panies at the end of 1951 had
been acquired- by direct place-
yment. y
“The principal advantages of di-
#ect placements, as I see them, are
ihese: First, the direct placement
makes it possible to tailor the
dferms of the loan to meet the re-
quirements of both the borrower
and the lender. I can tell you that
in the case of the Prudential, and
1 am sure life insurance compa-
nies in general, this advantage
dooms large. It is important to us
10 be able to work out directly
with the borrower or his agent
{he terms which we feel will make

the loan sound and attractive, The

second advantage is that it makes
possible greater speed of com-
wletion of the loan than is pos-

sible in the case of public offers"

ings. In periods of changing in-
terest rates, this advantage is a
smajor- consideration- to the bor-
wower, Third, direct placements
facilitate adjustment of indenture
provisions and in the terms of
original  loan agreement which
are mutually . beneficial to both
the borrower and the lender.
Facility ‘'of adjustment is impor-
tant in the dynamic economy in
which corporations operate today..
1t is also advantageous in non-
corporate loans, such as in the
WNew Jersey Turnpike issue where
it was possible to obtain consent
to additional financing.

Perhaps one of the more sig~
nificant advantages of direct
placement financing is that it is
a source of financial and econémic
stability., This is true primarily
because loan agreements under
direct placements can usually be
changed at times of general busi-
ness decline, and- this can help to

stave off defaults and -reduce
losses. Moreover, and: also im-
portant as a stabilizing element,
is the fact that under direct place-
.ments. corporations are able to
obtain advance commitments for
funds-—a practice that encourages
‘corporate management to engage
in long-range investment plan-
ning. . The knowledge also that
changes in loan agreements, such
.as temporary waiver of sinking
fund payments, may be made in
periods of business adversity with-

_out forcing a borrower into bank-

ruptcy, may also lead to greater
willingness to borrow on long
term in order to plan capital ex-
penditures - ahead. Finally, - di-
rect placements have made pos-
sible certain types of financing,
such as gas pipelines, which might

not have been practical -under .
traditional methods of financing.

These arguments for direct place-
ment financing as a source of fi-
nancial and economic stability
were put forward last spring in
the “Monthly Review” of the Fed-
eral Reserve Bank'of New York,
and I believe that they have
merit. There can be no doubt that
stability. of investment expendi-
tures by American business at a
high level is the keystone of gen-
eral economic stability.

Turning now from the advan-
tages of. direct placements, there
are several questions which have
been raised with respect to this
method of financing. I would like
to refer to three of the more im-
portant ones. First, there is the
auesticn of whether SEC registra-
tion of direct placements is need-
ed to provide life insurance pol-
icyholders with full protection
against unsound life company in-
vestments, This is the question
which was raised last May during
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hearings before the Heller Sub-
committee. I agree fully with the
position taken py life insurance
company witnesses that ‘registra-
tion of direct placements is defi-
nitely not needed for the protec-
tion of policyholders. -
The main purpose of SEC regis-
tration of a publicly offered se-
curity issue is to require a. full
disclosure of ' pertinent informa-
tion about an issue in order to
protect the uninitiated individual
investor. The question of whether
SEC registration of direct place-
ments is needed to protect policy-
holders resolves itself, therefore,
largely into the question of
whether under direct placements
the life companies are obtaining
as much pertinent information as
would be available in the case of
a registered issue. The answer is
that the life companies do obtain
a complete disclosure of perti-
nent information about the issues
purchased directly. In ‘most: in-

.stances this information is more

complete and detailed than would
be true in the case of public of-
ferings. This is to be expected.
When ‘a borrower deals directly
with-one or a limited number of

‘lenders he is more willing to dis-

close certain -confidential -infor-
mation which would not be re-
quired under a public offering.

. Moreover, -state regulation _of
life: insurance company invest-
ments gives the policyholder ad-
ditional protection - against un-
sound investments, The impact of
the regulation is usually after the
fact of purchase, but it is very
real, nevertheless.. No ohe. tends
to buy an investment whic
stands a chance of being written
down by the regulatory author-
ities shortly thereafter, This state
regulation has many sides to it.
For one, the-state in- which a life
company is chartered has a stat--
ute prescribing what investments
S eNMPYT NV Moy OF mst
Secondly, each state in which a
life company seeks to do business
exercises jurisdiction over the
company and - requires among
other things that the company re-
port annually on its financial con-
dition. For example, inasmuch as
most life companies of any size
desire to do business in New York
State, the New York law on lif
company investments has had
broad regulatory effect through-
out the country. Thirdly, life
companies are subject to “zone’
examinations” made by the com-:
missioner of the state of domicile
and other state commissioners-
carrying out a joint examination.
These examinations, which look
closely into the investments and
the financial condition of a com-
pany, are held at least every three,
years and last anywhere from a
few months to as much as a year,
and one-half. Finally, the Na-
tional. Association” of - Insurance
Commissioners, through its Com-
mittee on Valuation of Securities,

> establishes. the values of securi-

ties held by life.companies.  In
order to aid the staff of the'Com-
missioners’ Valuation Committee
in their task-of -arriving at vaiues
for directly placed securities, life
companies provide the NAIC staff
with an enormous amount of in-
formation each year about their
direct placements, information
which is complete, to say the
least.

As hearings before the Heller
Subcommittee went forward last
May, the registration question
narrowed down to whether SEC
registration should be required
where issues, originally pur-
chased directly, were subsequently
resold and possibly got into the
hands of the general public. In
this connection a survey of six-
teen major life insurance compa-
nies, holding 73% of the assets of
.all United States companies at the
end of 1951, showed that out of a
total of $243,023,000 of directly
placed securities which were re-
sold during the period 1934-1951,

investing public, Since the sixteen
companies had acquired $19,900,-
0uU,L00 of direct p.acements dur-
ing the period, the resales which
might possibly have gone to the
general public amounted to only
22/100 of 1% of total acquisitions.
Inasmuch as the individual in-
vestor has virtually ceased to buy
corporate bonds, it is likely that
a large part of the $43,000,000 of
resales which could not be ac-
counted for as having gone to
other. institutional investors prob-
ably in fact did actually go to
such investors. Incidentally, as a
matter of common law, when life
companies sell direct placements
they must disclose any facts
known to them which indicate
that the borrower is in poor con-
dition. I conclude that there is
no need for registration of direct
placements which are subse-
quently resold.

Another question raised with
respect to direct placements is
_whether 'they unduly restrict the
opportunities of smaller institu-
“tional investors (particularly
smaller life companies) to obtain
high-grade bonds.
has been debated in the life insur-

ance business for some time, but;

more heat than light has been

ned. pene 1o si £ - '
ment are about as follows: On the
one hand, it is pointed out that
direct placement financing usually
leads large nationwide corpora-
tions to carry out their financing
with one or several of the larger
life insurance companies. It is
- further argued that, because of
direct placements, prime-name se-
.curities of nationwide corpora-
tions are not.available in suffici-
“ent quantity to smaller investors.
In reply to the point made that
many smaller life companies are
active ‘in the -direct placements
field it is contended that smaller
companies making direct place-
ments are ‘limited mainly to the
securitles  0: o busiless  Llius a1
their .own localities and are not,
therefore, securing proper diver-
sification of risk such as would be
nrovided by the securities of na-
ticnwide corporations.

On the other hand, the support-
ers of direct placements, and there
cre many in both large and small
life companies, say that the facts
about direct placements indicate
that distribution of securities
through this method is widespread
among both large and small in-
vestors. The great activity of
r.any smaller companies in direct
placements is cited to show that
direct placements have many ad-
vantages for both large and small
investors. ‘Through their direct
placements with smaller corpora-
tions, plus .participation in the
continuing large volume of public
offerings, the smaller life compa-
nies have many advantages from
the viewpoint of diversification of
risk. It is further pointed out that
the smaller life companies as a
general rule have important nat-
.ural-advantages over larger com-
panies in the real estate mortgage
field and that by and large the
smaller companies continue to
show a better overall return on

This subject
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their investments. All this is en-
tirely apart from those advantages
which direct placements have tor
all investors. and borrowers, as
well - as -the general economy,
which: should not be destroyed. -
In recognition of the aistribu- .
tion question, a couple of years
ago the American Life Convention
and the Life Insurance Associa- '
tion of America formed a joint -
committee to study it. To date the
discussions of the committee have
revealed a considerable difference '
of opinion as to the seriousness of !
the problem. There are some who
think it would be desirable to :
have a somewhat wider distribu-
tion of the large direct placements :
than has been the case. The stum-~’
bling block has been to discover *
a way to bring about a wider dis- °
tribution without running the, risk
of having companies unwittingly '
in violation of the Federal anti-
trust laws, State laws prohibiting -
underwriting of securities by life
companies, or the Securities Ex-
change Act. In any event, it is
the borrower' who decides: with
whom and with how many. it will
do business. ;
The third and final question
with respect to direct placements
which I would like to mention.is
the issue of whether this method -
of financing will give . the life
companies magnified problems in
connection with- defaulting cor-
porate borrowers during a general
business recession of fairly seri-
ous proportions. I confess I am
somewhat puzzled by this sug-
gestion. So long as life. insurance
companies invest a large volume
of the people’s savings, then in~
any period of serious defaults
they will inevitably face public
relations and other problems
whether the. funds are invested
through direct placement or pub-
lic offering. In fact, all indica-
tions seem to me to point to easier,
quicker and better handling of
problems in the case of direct
placements ‘as compared with is-
sites involving countless holders.
If a period of heavy defaults
should occur it will take wise ac-
tion by the life companies both
to protect their investments and
to avoid bad public relations.
Nevertheless, I feel confident this
wisdor will be forthcoming:

Government Policy and Economic

: Stability

Turning now to the problems
¢f economic stability—for the last
three decades we have seen the
unhappy results of faulty Govern-
men policy with respect to eco-
nomic stability. When the mis-
takes and excesses of' the 20’s
uishered in the depression of the
30's, a new -Government was
swept into power, which has re-
mained in power for full 20 years.
Its attack upon the depression is
well summed up by its own
phrase: tax, spend and elect. The
result was that the depression was
tnduly  extended -and was stilk
severe when World War II usheregd
in its inflationary boom. In spite
of the obvious and crying need
for a different policy, the infla-
tionary tax, svend and elect pol-
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icy of the 30’s was in effect con-
tinued as such throughout the
artificially booming 40’s and right
down to today. That policy as it
operates today seems to be summed
up by those who say that infla-
tion is continuously necessary—
.a little inflation is a good thing.
The result Hds been a substantial
‘destruction of our dollar.

Since the end of World War II
‘inflation has been almost continu-
ous. Consumers’ prices have risen
by 48% since October, 1945, which
‘means that since the end of World
“War II the buying power of the
‘consumer’s dollar has fallen by
32%. In-the space of just these
few years, ‘inflation has taken
away .a.third of the value of our
money.

_ “The course of wholesale prices
in -the postwar period has been

“even more disturbing than that of

.consumers’ prices. From 1945 to
. 1948, wholesale prices rose 54%.
From 1848 -to the beginning of
1950, they fell 8%. From the be-
ginning .of 1950 to the spring of
1951 they rose 19%. From the
.spring of 1951 to the present they
‘have fallen 4%. :Over ‘the awhole
“postwar :perioed -wholesale prices
‘have risen 63%. &

The erratic and inflationary
movements of prices in the Amer-

. -ican economy in the postwar years -

-have resulted partly from-the tre-
mendous demands of ‘the defense
_program.superimposed on the nor-
mal .demands of the peacetime
“.economy. Possibly some price
_rise has been.unavoidable under
these circumstances. But the price
rise of the postwar period has
“not :been simply a reflection of
the defense program. It has in
“large part been a reflection of the
attempts of small but powerful
pressure groups to secure more
for themselves in returns than
they have been willing to con-
“tribute in increased productive
effort. It has, in addition, been
- a reflection of inept and conflict-
- ting Government policies which

Lave done more to contribute to

inflation and instability than to in. which the Federal Reserve
curb these unsettling forces. System has surrendered its abil-

Forwnately, there are indica- ity to contribute, through mone-
tions that in 1953 the great pro- tary:measures, to the stability of
auctive power of the American our economic system. Once the

economic system may, for the Federal Reserve commits itself to *

time being at least, meet the prob- maintain certain fixed prices and
lem of inflation, but the problem yields for Government securities,
of stability is.as unsolved as ever, .it- loses its contfrol over the addi-
Each of us in this room, without tions to or subtractions from our
doubt, has. seen and read enor- money supply. In boom times,
mous quantities of material and When.investors are selling ‘Gov-
advice ‘recently on' what to do to €rnments in -order to move to
stabilize the economy. The thing other ‘investments, the Federal
about it that strikes me most Reserve. System becomes an en-
forcefully is that the basic rules &ine of inflation through its sup-
on what to do are simple and well Port purchases. ‘The huge port-
known—but they are infinitely folio thus built up may make the
more difficult to put into effect ¥ederal Reserve reluctant to buy
and carry out than the easy way Government securities when it
of inflationary palliatives pursued Should. do so to soften a down-
to date. General credit controls turn. Witness, early 1949. In fact,
and sound monetary policy, sound - it may even sell.
fiscal policy, Federal debt man- ' : If;on the other hand, the mar-
agement in accord with the evalu- ket is not pegged, the Federal Re-
ation of the market place; and. in Serve System can contribute a
the more -general field of eco- great deal toward the stability of
nomics, {ree markets, free prices, Our economy. Since the removal
free production and-consumption, Of the pegs in March of 1951, we
and “trade—not aid.” There  is ave seen a wise use of the gen-
hardly. one of .these, salutary as €ral credit controls of the Federal
they are, which will not arouse R€s¢rve System to restrain -a po-
the most fierce and determined tentially’inflationary situation.
opposition of special groups. To - Despite rather depressed con-
win through with these conserva- ditions in. some industries, the
tive, well known, and efficacious overall demand for bank credit
measures, any Adminisiration .during the past year has been
would have to act with great very heavy. Both the loans and
clearness .of view, fortitude, and the..investments of commercial
selflessness, particularly with an banks have been rising steadily,
electorate which has been fed in- although the rise in the past few
flationary - pablum for two dec- ‘months has been somewhat less
ades.. I would like to speak brief- than -seasonally anticipated. As
1y about a few of these measures. all of you know, commercial bank
First, in the field of Federal lending leads to an increased
Reserve monetary policy, we must Money supply through expansion

whole economy are more impor-
tant than the narrow interests of
the United States Treasury. It is,
of course, essential that the Gov-
ernment securities market be or-
derly, ‘particularly at*times when
the Treasury is offering a new
or a refunding issue. But let’s not
confuse an: orderly ‘market with

.petes for the supply of goods
and services. The most effective
method of restraining deposit ex-
‘pansion of the commercial banks
is to act on the reserves, which
‘the commercial banks are . re-
quired to keep against their de-
posits, through general credit con-
trols, such as open market opera-

-tions and changes in the: redis-
.count rate. If these reserves can
be reduced, or even held constant,
then the ability of the commercial

a pegged one. :
A pegged. market is a market
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“banking system to create new
money is limited. ’

{is. not an .easy problem. -During
the past year, for instance, the
“United States received {rom abroad
about $1 billion in gold; leading
to an:increase in the reserves -of
the commercial banking system
by a like amount.

- Fortunately, during this period
when an already inflationary sit-
uation .was heing aggravated by
an inflow of gold, the Federal Re-
serve took steps to restrain the
increase of bank credit. Beginning
with. the March, 1951, ‘“accord,”
the Federal Reserve Banks have
refrained from supporting the
Government securities market ex-
cept for short periods when the
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Reserve Banks have thus been
able to prevent their holdings of
Government securities from rising.
even though the Treasury has put
on the market a substantial ,vol-
ume of new issues. The direct
monetization of the debt has,
therefore, been prevented and a:
restraining influence placed on
member bank deposit expansion.

This action of the Federal Re-

‘ serve Banks in refusing to supply
reserves through the Government

securities market has resulted in

a tight money market. The com-

mercial banks havé been forced

to resort to borrowing from the

Federal Reserve Banks on a scale

not seen since the early ’thirties.

Inasmuch as commercial banks

dislike being in debt to the Fed-

eral Reserve Banks, the net effect

has been to cause them to be in-

creasingly selective in their loans

and investments. What might have

been an exiremely inflatiohary

situation under the old “pegged”

‘market, has been held, under the

debt structures, planning

New York 5,:N. Y

new.Federal Reserve policy, to a_

‘much more manageable expansion.”
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The general control of ‘credit-

All of this is as it should be.
The Federal Reserve has been ex-
ercising its open market powers to
exert a restraining influence on
ghe expansion of credit, thus act-
ing in the interest of the whole
economy. Unfortunately, however,
there are powerful elements who
still refuse to recognize the im-
portance of a Federal Reserve
ppl}cy devoted to economic sta-
bility,: and ‘who still: would like
the Federal Reserve to be simply
an agency for assisting the Treas-
ury in its financing problems, In
the difficult years ahead, it is vital
that the Federal Reserve System
be_ free to use its powers to con-
tante to the stability of our eco-
nomic, system. We should all lend
our support to that end. )
_ In addition to a wisely admin-
istered monetary policy, stability
of the American economic system
Tequires a sound and intelligent
{iscal policy on the part of the
Federal Government. Much can

be done toward maintaining a :

stable level of business activity
through varying the relationship
betwgen the revenue and the ex-
penditures of the Federal Govern-

" ment.

. The rules in connection with
.flspal'polncy are simple. During
inflationary periods raise taxes so

‘that Federal cash income will ex-
'ce_ed cash outgo. During a period
‘of depressed or declining business

activity, reduce taxes and, if nec-
essary, spend more money. Un-
fortunately, the rules don’t fit the
problems  before us. Today, the

huge Federal tax burden is itself’
‘an’ important source of inflation.

s ‘Reductiohs in spending are diffi-
recognize that the interests of our -0f deposits.. The new money com- . :

cult, to say the least, because of
the ‘hfe and death necessity of
arming. Nevertheless, I think we
can cut down on defense expendi-
tures without hurting the arma-
‘ment effort, and I believe the in-

-coming Administration thinks so.

Further, ‘when armament expen-
ditures beginito taper off, there
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is certainly amule leeway for sub-
stantial tax reduction to bolster
the economy, and incidentally to
bolster free enterprise, initiative,
self-reliance and new business at
the same time. I hope that taxes
will be reduced enough to force -
searching and critical scrutiny of
all Federal spending. :

Finally, a good deal of artificial
pressure can be removed from our
monetary system if the Govern-
ment will rely in its debt manage~
ment. on the. evaluation of the
market place. We should rid our-
selves once and for all of the idea
that the Treaswry can borrow at
low cost in good times as well as
bad. Here again a’big toe is trod
upon because it raises the interest
cost of ‘carrying the Federal debt.

Nevertheless, continuance of
low-cost borrowing at all fimeg is
too’ great a cost to the nation.
Among other things,.as I have
said, it makes impossible .work-
able general credit controls,

In the general free world econ~
omy, “trade—not aid” is probably
a necessity for anything remotely
approaching free world well be-
ing. .Nevertheless, moves to im-
plement “trade—not aid” will ai

:the-very outset run into most vio-
lent business, labor and .commu-

»nity opposition—opposition of pe-
culiar difficulty to the Republican
Party. One cannot be too hopeful

-as to the outcome.

In closing, -1 believe that oppo-
sition to the various sound gen-

-eral measures which.need to be

taken today will result in’their
being emasculated in substantial

.part, unless the business commu-

nity of which you are such an im-
portant part rallies to their sup-
port. If we come through with
even half a loaf of a constructive
economic program, it will' be a
.great ‘achievement and a seven-
.league step forward.
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Continued from page 29

‘Reports 1952 Municipal

the type of securities defined by
the Code would -embrace bonds is-
sued by ‘municipalities, including
revenue -bonds which would not
be -governed by Article 3 of the
Code but would be governed by
the provisions of Article 8. And
further that the instruments in
Article ‘8 -are not negotiable se-
curities under the terms of the
Code. In fact, the Code itself
makes a distinction between ne-
gotiable instruments ‘and secu-
rities. Therefore, if the Code is
enacted a revenue bond would be
governed entirely by the pro-
visions of Article 8 and it would
not be a negotiable instrument.

Following the discussion a res-
olution was adopted op'Sept. 16
by the Section of Municipal Law
of the ABA, reading:

“Be It Resolved, by the Section
of the Municipal Law of the
American Bar Association:

“(1) That the proposed Uni-
form Commercial Code be
amended to provide that a secu-
rity issued by a government or
governmental agency or unit sha}l
be a negotiable instrument if it
conforms to the provisions of
Article 3, notwithstanding the fact
that it is payable from a special
fund.

“(2) That the Chairman of the
Section be and he is hereby au-
thorized to communicate this ac-
tion to the Sub-Committee on
Uniform State Laws of the Board
of Governors of the American Bar
Association and to other appro-
priate agencies of the Associa-
tion.”

For the good of the distribution
and subsequent markets of State
and ‘municipal ‘bonds -and -in the
ijrterest“of the issuers-thereof and
‘invcstors therein, -also dealers .in
such securities, ‘we -petition ‘the
: Commissioners ‘on Uniform State
‘Laws -and ‘those -advising -with
‘them in‘this matter ‘to'amend ‘the
iproposed Code so that'upon enact-

at Record High

ment it will declare or otherwise
clearly designate  state .and mu-
nicipal securities including reve-
nue bonds to be negotiable instru-
ments.

We -are confident that the legal
fraternity will recognize that there
are ‘very practical considerations
involved in this situation. We are
not concerned as to the particular
wording or arrangement of the
needed amendment but urge one
that will - definitely eliminate the
existing merited concern respect-
ing this feature of Article 8 of the
proposed Code. We consider it es-
sential from the municipal end
that the measure ultimately rec-
ommended to the States for enact-
ment be in such form as to meet
with the approval: (1) of the ex-
amining attorneys who live with
the issuance, marketing and en-
forcement of municipal securities
and who in times of trouble are
called upon from the legal end in
the protection of holders of such
securities, and (2) of those who
are responsible for the under-
writing, placement and subse-
quent secondary marketing of bil-
lioins of dollars of such securities
every year.

Public Credit for Private
Operations

It was at our Annual Conven-
tion a year ago that our Associa-
tion passed a resolution express-
ing deep concern as to the latent
risks inherent in the issuance of
bonds for financing privately-
owned and operated industrial
developments in the name of mu-
nicipalities or other local govern-
ments. This action was taken at
the time after a protracted period
of study "of -the situation -and - of
‘the ‘effects that ‘might readily be
involved. ‘For reference here the
‘resolution reads:

“Whereas, "'the legislatures .in
some ‘of the States have recently
‘enacted laws -authorizing munici-
‘palities 'to ‘construct or acquire
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manufacturing or industrial plants
for the express purpose of leasing
such plants to private corpora-
tions or individuals and to finance
such construction .or acquisition
by the issuance of revenue or gen-
eral obligation bonds of such mu-
nicipalities payable solely or pri-
marily from the rentals of such
plants; and

“Whereas, similar practices in
the past-have had injurious effects
upon public credit; and

“Whereas, if this practice is un-
checked it may react to the detri-
ment of our present system of free
economy and further may ulti-
matély -endanger the valuable po-
sition of State sovereignty as a
part of our constitutional dual
system of government; now there-
fore

“Be It Resolved, that the In-
vestment Bankers Association of
America in convention assembled
recommends to its members and
to dealers generally:

“First, that each take it upon
himself to become thoroughly in-
formed on this whole develop-
ment and exercise extreme cau-
tion in underwriting or market-
ing such bonds; and

“Second, that each use his best
efforts to inform voters, state leg-
islators, prospective issuing units
of local government, and other in-
terested parties of the past ex-
perience and inherent dangers of
public financing of this charac-

ter.”

We believe that the dangers in-
volved are becoming more evident
and better understood by those

studying the many angles of the
situation in their various applica-
tions to credit and other impor-
tant municipal phases, having
particularly in mind the possible
long-term adverse effects.

In the ‘September issue of
“Business Conditions,” which is a
review by the Federal Reserve
‘Bank of Chicago, there is an arti-
cle, “City-Financed ‘New Fac-
tories.” .

Among other comments the fol-
lowing pertinerit .points are made
in ;his"article:

“State and ‘local government
-aids'and subsidies to private busi-
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ness are a part of our early his-
tory. In the 19th century, canal,
turnpike, and railroad promotions
were the principal beneficiaries.
Some of - these -programs were
spectacular failures and led to re-
strictions - on the use of . public
funds for private benefit and on
state-local borrowing in general,
many -of which persist to this day
in the laws and -constitutions of
states, particularly in the Mid-
west.”

The article is .concluded under
the heading, “Competitive Bidding
for Industry”:

“One dangerous possibility is
that the extension of industrial fi-
nancing programs will result in
cities bidding against one another
in their efforts to attract new
plants. To outbid rival cities,
they would tend to expand the
degree of subsidy. This would ex-
pose cities to even more adverse
effects in the event of unfavorable
economic developments. In the
most likely event, the competitive
subsidies would tend to cancel out
and firms would locate where they
would have gone without any
public aids.

“Another drawback of these
programs is that the tax abate-
ment features involve redistribu-
tion of the tax burden. If the new
plants do not pay property taxes,
other property owners in the com-
munity face heavier tax burdens
than they might otherwise bear.

“Similarly, the income tax ex-
emption of the bonds sold to build
new factories can mean, if these
programs are more widely adopted
and used, a shift in state and Fed-
eral income tax burdens from tax-
able interest income to other
sources.

“Finally, widespread defaults on
bonds issued for-new plants, such
as could easily ‘occur in-a major
economic downturn, could impair
the financial capacity of states
and their local governments to
deal in:future years with prob-
lems that are uniquely. their.own.”

The Municipal Finance Officers

.Association of ‘the United States

and Canada ‘adopted ‘a resolation

at its Annual-Conference ion-June-

18, 1952, in which it recommended

‘that municipal finance officers
-and -legislators: )

“(1) Carefully consider- the
long-term: adverse effects of ‘the
use of public credit for private
purposes; and

“(2) Avoid the issuance of mu-
nicipal debt obligations to acquire
property of the kind mentioned
in the resolution.”

On Sept. 16 last the Section of
Municipal Law of the American
Bar Association -at its Annual

Meeting in San Francisco also-
.adopted- a' resolution;. reading:
. .2 “Be It-Resolved, by the Section-

of Municipal -Law -of the :Ameri-
can Bar Association: '
“That it is contrary. to the in-

terests of local governmental units-

and to' sound public-policy for
such local ‘governmental- units- to
issue their bbligations to 'provide
industrial plants or factory facili-

ties for the direct benefit of pri-
vate industry.”

During the year there has been
‘'some financing of this character
in a few of the States, principally
‘in Mississippi, where general ob-
‘ligation bonds are authorized for
the purpose.

In Florida the Supreme Court
of that State held such financing
illegal. -

In Louisiana a constitutional
amendment was approved by the
electorate -on Nov. 4 last author-
izing -the -issuance of general ob-
ligation bonds of parishes (coun-
ties) and other municipalities in
the state for the purpose of ex-
tending municipal aid to private
operations.

Investment Banking Seminar .

The 'second Investment Bank-
ing Seminar, held last June, was,
like the first of these sessions, a
pronounced success. It was again
sponsored by our Association
through the Education Committee
in cooperation with the Wharton
School of Finance and Commerce,
University of Pennsylvania. There
were 100 representatives of IBA
member firms in attendance. Our
Education Committee is to be con-
gratulated upon the calibre of the
program and the over-all success
of both of these Seminars.

The subject of municipals was
covered at one of the periods by
Walter W. Craigie of F. W. Craigie
& Co., Richmond; John N. Mit-
chell of Caldwell, Marshall,
Trimble & Mitchell, New York,
well-known municipal bond at-
torneys; and Dr, Julius Grodinsky,
Associate. Professor of Finance of
the Wharton School. Walter A.
Schmidt of Schmidt, Poole & Cao.,
Philadelphia, acted as moderator.

‘Mr. Craigie in his talk discussed
recent developments-and outlook
in the municipal field; also indus-
trial . -municipal bonds.  Mr. Mit-

“chell discussed the legal invest-

ment -characteristics of housing -

-authority bonds and Dr..Grodinsky
discussed various aspects of hous-
. ing.authority bonds.

Advertising Municipal - Securities

This is the third year during
which the “Bond Buyer” con-
duéted its municipal advertising
‘contest. As ‘will be recalled :from

-our -previous- reports the purpese

-of the contest is to arouse. interest
in and develop effective methods
of advertising municipal securities
-and to-deliver a. message respect-
-ing the factors ‘'which make -them

attractive investments. As in the
past, the “Bond -Buyer” :conducts
this contest .in-active support o
that “part of the program of our
Education ‘Committee relating to
-advertising ‘securities.
“From advertisements entered

-the rcontest. each month—January

through ‘October — .a winner -is
‘selected by .a-committee of ‘judges
chosen- by ‘the *“Bond ‘Buyer.” It
is the advertisement considered to -
-be :the bestfor ‘originality, ‘effec~
tiveness - and -leadership. From
among these monthly winners, the
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annual award is made on.the same:
basis.. The winner of this ‘award
will be announced. at this: Conven-
tion. [Ed.-Note: - The award: for-

worth & Co., Inc., Toledo.] The
winners for the first ‘10. months
of this year are:

January: Braun, Bosworth &
Company, Incorporated, Toledo.

February: Boland, Saffin & Co.,
New York.

March: Cleveland Dealer Group
—comprising Fahey, Clark & Co.;,
The First Cleveland Corperation;
Fulton, Reid & Co.; Ginther &
Co.; Hayden, Miller & Co.; T. H.
Jones -& Company; McDonald &
Company; Wm. J. Mericka & Co,,
Inc.; Merrill, Turben & Co.; Ol-
derman, Asbeck & Co.; Prescott
& Co.; Ball, Burge & Kraus;
Braun, Bosworth & Company, and
Curtiss, House & Company,

- April: R. W, Presspnch & Co.;

New- York.

. May: R.. W. Pressprich & Co.,
New York.

, June: Harris Trust and- Savings
Bank, Chicago. Other names ap-
pearing on this advertisement
were: The Northern Trust Com-

pany, Chicago; City National Bank -

and Trust Company  of Chicago;
Continental Illinois National: Bank
and Trust Company: of Chicago;
’I‘he-First‘ National Bank of Chi-
cago, and American National Bank
and . Trust: Company - of Chicago.
" July: John Nuveen & Co., Chi-
cago.

August: The Marine Trust Com-
pany of Western New Yerk. Other
names appearing on this adver-
tisement were: Blair, Rollins &
Co. Incorporated, New York; Man-

_.ufacturers and Traders Trust Com-

pany, New York; Roosevelt &
_Cr_oss Incorporated, New York;
.Bacon,  Stevenson & Co., New
York; R. D. White & Company,
New York; First of Michigan Cor~
poration, Detroit, and Coffin &
Burr Incorporated, Boston,

September: Harris, Hall & Com-
‘pany, Incorporated, Chicage. Other
;names appearing on  this adver-
itisement. were: The First Boston
{Corporation; Blyth & Co.,. Inc.,
New-York; A. C. Allyn and Com-

:pany, Incorporated,. Chicago, and'

:John:Nuveen & Co.; Chicago. "

October:: Merrill Lynch;. Pierce,
Fenner & Beane, New - York.

The winner ‘of the.annual award:r

New. York, and for 1951, :The

'Northern : Trust Company, "Chi<"

cago. - Each received an award. in

‘the form “of a plaque ' suitably
the year was made to Braun, Bos-:

inscribed and the writer of the ad
in each instance was awarded $100
in cash. We understand that the
“Bond - Buyer” contemplates con-
tinuance of this contest in 1953 on
a somewhat broadened basis with
results of the ads as one of the
determining factors of the awards,
which will be in the same form.

It will be recalled that in order
to qualify for entry in this con-
test an advertisement need not
have been published in the “Bond
Buyer” or any other publication.
It may be prepared especially for
this contest. Each contestant may
submit for consideration as many
advertisements as he wishes. The
entries are not limited to mem-
bers of our Association. They are

* open to all.

The judges in the comntest, se-
lected by the “Bond Buyer,” con-
sist of Robert W. Fisher of Dore-
mus "& Co., Upton E. Liptrott of
the “American Banker,” and Wil-
liam T. Hall, Jr., of the “Bond
Buyer.”

Court Decisions and Legislation
in the States

brief- references to various court
decisions rendered - and . legisla-
tion enacted in the states during
the year. ‘There were-several of
importance - and . interest. to the
municipal. trade in both cate-
gories.—Editor.]

Respectfully submitted,
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A Webster Dougherty’

‘A Webster Dougherty & Co.,
Philadelphia -

" Chester ‘R.- Durgin

Lee - Higginson Corporation,
Boston

Robert M. Hall
Blyth- & Co., -Inc., Portland,
Oreg.

Lloyd- B. Hatcher
Trust Company of Georgia,
Atlanta

Edwin B, Horner
Scott, Horner & Mason, Inc.,
Lynchburg

William C. Jackson, Jr.
First Southwest Company,
Dallas ;

Carl J. Kall
First National Bank of Min-
neapolis

Walter E. Lang
Harriman Ripley & Co., In-
corporated, Chicago

David B. McElroy
J.-P. Morgan & Co. Incor-
porated, New.York City

Andrew S. Mills
Newhard, Cook & Co.,
St. Louxs

Richard Morey

A. G. Edwards & Sons,
St. Louis

Frank H, Morse

Lehman Brothers New. York
City

Dennis E. Murphy

“The Ohio Company, Columbus :

Donald L. Pettls
Klrkpatrlck Pettxs Co,, Omaha

Frank L. Reissner

Indxanapohs Bond & Share‘

Corporatlon, Indxanapolls

Philip J. Rhoads
First National Bank & Trust
Company, Oklahoma City

Albro F. Stepp
City National Bank & Trust
Company, Kansas City

Anthony E. Tomasic
Thomas & Company,
Pittsburgh

Paul E. Youmans
Bosworth, Sullivan & Co,
Denver
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- Golf and Tennis Tournament Winners
At 1952 Investment Bankers Assn. Gonvenhon

GOLF
Alden H. Little Trophy—Men:
1st—Salim L. Lewis, Bear, Stearns. & Co., New York.
2nd—William O. Alden, Jr O’Neal, Alden & Company, Inc.,
Louisville,
Kicker’s Handicap—Ladies:
1st—Mrs. Cornelius Shields, Shields-& Co.; New York.
2nd—Mrs. William M. Cahn, Jr., Henry Herrman & Co., New
York.
Investment Bankers Association of Canada Trophy—Men:
1st—V. Theodore Low, Bear, Stearns & Co., New York.
2nd—William D. Kerr, Bacon Whipple & Co Chicago.
3rd—Allen C. DuBois, Wertheim & Co., New York.
Robert. E. Christie, Jr. Memorial—Men:
1st—Gerald P. Peters, Peters, Writer & Christensen, Inc.,
Denver.
2nd—George- R. Waldmann,
New York.
18 Hole Handicap Tournament—Men:
1st—Elvin K. Popper, I. M. Simon & Co., St. Louis.
2nd—Russell M. Ergood, Jr., Stroud & Company, Inc., Phila.
18 Hole Tournament—Ladies:
1st—(Low Gross and Ladies Golf Champion):
Mrs. William M. Rex, Clark, Dodge & Co., New York.
2nd—(Low Gross):
Mrs. Benjamin J. Levy, Salomon Bros. & Hutzler, N. Y.
1st—(Low Net):
Mrs. William S. Hughes, Wagenseller & Durst, Inc., Los
Angeles
2nd—(Low Net):
Mrs, Carl H. Doerge, Wm. J. Mericka & Co., Cleveland.
Mixed Foursomes Tournament:
1st—Mr. and Mrs. David B.-McElroy, J. P. Morgan & Co., N. Y.
2nd-—Mr. James D. Winsor, III, Biddle, Whelen & Co., Phila.
Mrs. William M. Rex, Clark, Dodge & Co., New York.
18 Hole Kicker’s Handicap—Men:
" ' 1st—Frederick ' G. Larkin, Jr., Security-First' National Bank
Los Angeles.
2nd—Eugene H. Cassell, C. F Cassell & Co,, Charlottesville. .
New Orleans Cup—No Tournament Held.
San Joaquin Light & Power Trophy—No Tournament Held.

TENins

Mercantile Trust. Cqmpany,'

Men’s Doubles:
1st—Wilbur E. Hess, Fridley & Hess, Houston.
Jack R. Staples, Fulton, Reid & Co., Cleveland.
2nd—Malon- C. Courts, Courts & Co., Atlanta, :
Kimball Valentine, Vance, Sanders &: Company, Boston.
Scores: 6-1, 6-2
Mixed Doubles:

1st—Jack R. Staples, Fulton, Reid & Co., Cleveland.
Mrs. Robert W. Ewing, A. E. Masten & Company, Wheel-
ing, W. Va,
2nd—Malon. C. Courts, Courts.& Co., Atlanta.
Mrs. A, C. Potter, Bacon, Whipple & Co., New York.
Scores: 6-3, 4-6, 6-4,
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Continued from page 23

Canada’s Development £
And Its Prospects

population and about 10% for
national product. But of course
Canada, except in her area ar}d
her international trade, is s@lll
relatively a small country, with
a2 population only one-eleventh
of yours and an output of less
than one-fifteenth.

I hope that in what I have said
<o far I have been able to convey
gomething of the variety an
magnitude of the investment
projects now being carried out
in Canada, Many of these devel-
opments are obviously still in
their infancy; it will be several
years before the full implications
of western oil, Labrador iron ore,
the St. Lawrence seaway, Kitimat
aluminum and Beaverlodge uran-
ium canvbe assessed. One thing
is already clear, however; the
sum tetal. of the developments
viow going on in Canada consti-
tutes a very important increase
in the free world’s supply. of
strategic materials and industrial
capacity. The strength of the
western world depends just as
much on the ready availability
of the resources necessary to
support a very high level of pro-
duction as on its armed forces and
armaments.

I now turn to the part of-Amer-
fcan capital in stimulating this
rapid economic growth in Canada.
In past periods of quick expan-
sion Canada has relied on capital
imports to provide part of the
necessary savings, and has run a

d from domestic sources.

deficit in her current balance of
payments. This pattern was still
apparent in 1950 and the first
half of 1951 when Canada ha_d
very large current account defi-
cits which were more than bal-
anced by capital imports, though
it is worth noting that even in
these ' years about five-sixths of
investment outlays were financed
During
the past 12 or 18 months, how-
ever, Canadians have apparently
been able to finance themselves
entirely out of their own re-
sources on an over-all basis, with-
out these being supplemented by
a net capital inflow.

It is perhaps surprising that
during these months Canada has
been able to carry both an am-
bitious program of basic devel-
opment and a large scale defense
effort without incurring a deficit
in the current balance of pay-
ments, and indeed with a sub-
stantial increase in the foreign
exchange value of the Canadian
dollar. Moreover, this has been
accomplished without: the- artifi-
cial protection of either exchange
restrictions or import quotas. .As
I have indicated, in past periods
of heavy = investment activity
there has usually been a current
account deficit and it would not
be in the least alarming to see
this pattern reassert itself in the
future.

That there has been little -or
no net inflow of capital during the

Keeping up-to-date
on CANADA ?

You’ll find our monthly Business Review
a great help. It brings you a clear analy-
sis of Canada’s ic develoy ts,
detailed suryveys of industrial and com-
mercial conditions. To receive this regu-

farly, writec to any of our Canadian or
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past year or so does not, of course,
inean that American capital is not
playing a most vital part in-stimu-

lating Canadian  development: It

may not be  generally known
however, that there is at present
a substantial “two-way flow of
capital between the United States
and Canada. On the one hand,
American investors are :putting
large sums of venture capital,
combined with American techmni-
cal know-how, - into such ' things
as Alberta oil and Labrador ore—
and there can be little doubt that
in the absence of such American
investment th ese developments
would ‘probably have to wait for
many years. Most of this capital
inflow takes the form either of
direct investment in enterprises
owned or controlled by parent
companies in this country, or of
the purchase of Canadian corpo-
rate securities.

Canadians are good savers and
they risk large sums each year on
the long-range ventures ‘involved
in development of basic resources.
But where the projects are very
large, as is the case with'many of
those to which I have referred,
it is hard to get equity money in
Canada on the scale required. In
Canada, as in the United. States,

these projects usually have to be

undertaken by very . substantial
companies or groups of companies
which are able to finance them
in a variety of ways. Obviously
the United States has many. more

great corporations than Canada,-

and it is not surprising that only
they have been able to' tackle
some of these activities in Canada.
Moreover, in a number of cases

‘the investing corporation has been

one which has an interest in; and
is able to_develop, a market for
the product concerned.

Capital Inflow Offset by Reduced
Short-Term Balances Owed U. S.

During the past year or so, the
inflow of long-term capital from
the United States has'been “ap-
proximately balanced by the out-
flow of short-term capital: to the
United States — partly the re-
patriation of Canadian government
securities, partly.the reduction -of
Canadian dollar balances- owned
in the United States, .partly
changes in the net balance' of

commercial ‘credit -outstanding -in .

trade. In short, Canadians - have
been paying off short-term obliga-
-tions in this country at about ihe
same rate as American investors
are putting capital into new en-
terprises in Canada.

The willingness of American in-
vestors to put their savings and
know-how against the risks and
problems of these great long-
range productive schemes in
Canada may be a good augury for
the economic future of the free
world. If the free world is to sur-
vive without putting intolerable
econoimic strains on the weaker
members and without the mainte-
nance and proliferation of direct
restrictions on trade and pay-
ment, ways must be found for
American savings to be invested
fruitfully in the development of
other parts of the world. Looking
back over the years I think that
most informed people would agree
that American investment in
Canada has produced substantial
dividends of an intangible as well
as a tangible sort. My hope is
not only that this mutually profit-
able relationship will eontinue in
the future, but that conditions will
be such that American capital will
be tempted to venture - further
afield.

Why has the United States long-
term eapital sought out Canada
in inereasing volume: throughout
the postwar period?: A .general
answer is easy: in.Canada.two
necessary . conditions . are: met —

first, the existence . of - favorable:

investmentopportunities, and
‘secondly, confidence in the finan-
cial integrity of Canada and the
soundness of her fundamental
economic policies. I have said
enough about the fulfillment in
Canada of the first condition. A
brief reference to the second con-
.dition may be in order.

A central purpose of Canadian
econamic policy has been to
maintain a framework of free en-
terprise and competition, coupled
with an adequate program of so-
cial welfare. In the main economic
development -is riot government
sponsored, nor government di-
rected. Yet the role of government
is' not. negative or .unimportant.
Canada has sought, and may be
relied upon -to continue to seek,
to create .conditions in which eco-
nomic development can- proceed

steadily either without stalling or
running wild. The early fears that
a world-wide- depression ‘might
follow - the -second. World War.
proved uniounded. ..Throughout
the postwar period,.and - particu-
larly in the past two years, in
Canada as in.the- United States,
inflation has been more of a prob-
lem than. deflation.

Inflation Controi in Canada

Soon after the Korean outbreak,
Canadians were affected, as you
were, by the world-wide upsurge
in prices. Canadian prices are_
very sensitive to world influences;
Canadian external trade, exports
plus imports, is now valued at.
over $8 billion a year and the
gross national product is currently
at the annual rate of some $23-
billion. In 1950, in addition to
rapidly rising external prices,.
Canada was- subjected, as most
countries were, to a sharp rise in
inventories and to consumer
spending based on fears of short-
ages and further price increases.
The  heavy investment  program
received new impetus; particularly
in industries producing’ materials’
of strategic: importance  for - de-
fense. In addition Canada, along
with . the ‘United States-and other
countries of the' North ‘Atlantic al-
liance, ‘enormously - enlarged her
defense program.

As in-the: United 'States,' there
was public pressure-in Canada to
combat . the: post-Korea  upsurge

.in prices by applying. direct-price

controls. Canada-had made a suc-
cess of. price.control. during the
lastwar, and some: thought . that
it should be tried again. Probably
the Canadian Government would
have - done " so in case of all-out
war; but that kind of war did not
come and the pressure for price
controls was resisted. Instead, re-
liance was placed upon less direct
fiscal and monetary methods, such
as restriction of consumer credit,
-measures to slow down or post-
p one non-essential construetion,
and two sharp increases in taxes
with resulting substantial budget-
ary surpluses. Indeed, tpere have
-been budgetary surpluses every
year since 1946, and the national
debt has been.reduced since then
by nearly $2% billion. Al

This program, particularly the
taxation part of it, has naturally
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high taxes ever popular" Yet it
provided a reasonably effective
brake on prices without reducing
the flexibility .of the economy. For
a time prices rose somewhat more
quickly in Canada than they did
here in the .United States after
price controls were reintroduced.
During the present year, however,
the Canadian cost-of- llvmg has
declined considerably, w hile the
U. S. index is ‘still close to its
highest level. From mid-1950 to
date the rise in the Canadian in-
dex is about the same as in the
United States index, indicating
that both countries have achieved
the same over-all result by dif-
ferent means.

Canada’s Dependence on
Foreign Markets

A very good reason for seeking
to maintain a flexible and dy-
namic economy in Canada is the
heavy - dependence. on external
markets. Care must be taken that
the quality and price of export
goods are such that they.can com-
pete effectively, and that home in-
dustries_ can stand up to import
competition.

I am' glad to say that in the field
of trade policy, as in most other
fields, ' Canadians and Americans
are pursuing similar objectives.
Trade relations between the U. S.
and Canada are good—but there
is still room for improvement.
Each country has for'a long time
been the' other’s best customer.
Trade’ between them has grown
about seven times in value and
three ‘tinfes in volume' since be-
fore the war. No very serious ob-
stacles to trade in raw materials
now exist, Canadians are con-
scious, however, that Americans
still do not buy as much from
them as they do from 'you, and
wish that this country was as
ready to admit Canadian manu-
factured goods and  agricultural
products as Canadian metals and
other raw materials.

To both our countries the posi-

tion of our overseas customers is
of critical importance. Their abil-

ity to continue buying goods
which they need and which we in
North America wish to sell them
is limited to the dollars they ob-
tain by trade, aid and loans or in-
vestments. All of us, having
learned our lesson, recognize the
fundamental truth of the current
slogan that “trade is better than

.war reconstruction.. Thus,

aid.” We also recognize that the
economic strength of the nations
of the free world is, in our
dangerous era, the foundation of
its military power and political
secumty In North America there
is .developing a better public un-
derstanding of the responsibilities
of the good debtor and the good
creditor. Both must play their
proper parts.

In this matter Canada has a
dual role. On the one hand,
Canada has been the recipient of
a large volume of foreign invest-
ment; total non-resident invest-
ments in Canada are valued at
some $9.4 billion, of which over
$7.2 billion are held in the United
States. On the other hand, Canada
is, on a much smaller scale, a net
creditor of several countries to

which substantial loans were

made during the period of post-
it be-
hooves Canada to act both as a good
debtor and as a good creditor. In
order to service and ultimately to
repay the -loans and investments

received, Canada must develop an.

over-all.export surplus. The same
is true of the overseas countries
to which we .and you have made
loans. They can repay us only in
goods and services, whether sup-
plied direct .or thmugh multi-
lateral settlements., It is a very
hepeful. sign. that in both your
country- and mine there is at last
developing a fairly general public,
understanding of the- role of the
good creditor. In this process of
public education business and fi-
nancial-associations-can play, and
are playing, a very important
part.

The biggest international eco-
nomic problem of today is how to
complete the task of substituting
trade for aid. I emphasize that
this is the completion of a task,
in which very great progress has
been made. I think, however, that
we shall, and should, want some
special forms of aid to continue.
Military aid by the United  States

and also by Canada will, I am
sure, go on until we feel greater
confidence that we and our . part-
ners in the North Atlantic Alli-
ance have together built up the
strength of our collective forces
and armaments to a safer level.
Economic aid I would expect also
to continue in such forms as tech-
nical assistance to underdeveloped
countries, through methods like
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the Point Four Program and the
Colombo Plan of British Common-
wealth countries.

Apart from these forms of aid,
which are in’part:investments in
our own security, our aim now.
must surely be to encourage the
doing of what still has to be done
to bring the economies of our
friends and allies in Western Eu-
rope and the Sterling Area into a
sufficiently safe balance to en-
able them to remove the wasteful
blockages to international. trade
caused by import and payments
restrictions, and hence to restore
the vonvertibility of currencies
and multilateral trading. That this
should be accomplished is, I am
sure, profoundly in the interest of
both the United States and Can-
ada. How to achieve it is now un-
der discussion at a meeting in
London of the governments of the
Commonwealth, When the new
Administration is established in
Washington,- the problems will
certainly be:discussed in a broader
forum,

The way in which the Canadian
economy weathered some cold
blasts in the postwar years is not
irrelevant to this larger problem.
Canada has had her exchange
crises, and in 1947 saw her central
monetary Teserves rapidly run-
ning away. Exchange control, im-
posed’ ‘of necessity at the begin-
ning of the war, had to be con-
tinued in one form or another
until 1950. For a period from 1947
on the Canadian Government had
to resort to the distasteful process
of restricting imports and stiffen-
ing exchange controls in order to
prevent the disappearance of the
central reserves.

These measures worked, by
good management perhaps not un-
assisted by goodluck. The drain on
reserves was promptly checked,
the flow was reversed, and the
reserves soon climbed to a com-
fortable height. The difficulties
thus surmounted were external,
for production, employment' and
economic . development continued
at high levels inside Canada.

" The import restrictions were
rapidly relaxed and were abol-
ished several years ago. Not long
after their final disappearance the
Canadian Government, aided by
the large inflow of capital from
this country, did away with ex-
change control, Furthermore, they
decided not to maintain an offi-
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cial rate for the Canadian dollar
because of the uncertainties in-
herent in fixing a new rate.

* The results, I expect, are famil-
jar to you. Without any official
rate of exchange, the market rate
has .been left to the free play of

‘demand and supply. The Canadian

dollar promptly demonstrated that
it was undervalued at the previ-
ous official rate of a discount -of
10%. By last January the 'two
dollars were being exchanged at
parity. By.last March the Cana-
dian dollar, surprisingly, climbed
to a premium over the U. S. dol-
lar, a premium which reached a

level of 4% by the late summer.
It has fallen a little since then
and now stands at about 2% cents.

‘The Canadian Minister of Fi-
nance recently said: “I am not one
of those who takes undue- pride
in the present strength of the Ca-
nadian dollar, nor would I be un-
duly alarmed if at some future
date the external value of our
dollar dipped below equality with
the United States dollar.” It has
been an unusual experience, and
in some measure a pleasant one,
for Canadians to find their dollar
worth more than yours, but this
has its inconveniences, especially
for exporters, into which I need
not go.

_The chief reason for the present
streng‘th of Canadian currency
arises from recent changes in the
Canadian balance of trade. In the
year ending in August, 1951, Ca-
nadian imports exceeded exports
by $340 million. In the following
year, ending last August, however,
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Canadian exports exceeded im-
ports by $460 million—a net re-
versal between the two years of
some $800 million. This obviously
greatly affected both the supply
of, and the demand for, Canadian

dollars abroad.

Just at present the Canadian
economy is in a state of equilib-
rium at a high level. The inflow -
of capital from outside is about '
even with the outflow of capital
from Canada. In the balance of
payments on current account the
so-called invisible items of inter-
est, dividends, and so on, are prob-
ably involving net Canadian pay-
ments roughly equal to the net -
receipts from commodity trade. -
Employment and production are '
very high and so is consumer de-
mand. .

For this fiscal year budgetary
receipts should at least equal and
perhaps exceed expenditures. I do -
not suppose that, in a world as -
troubled and dangerous as that in
which we live, such an equilib-,
rium can be steadily maintained;
but, barring some great convul- .
sion, the foundations of the econ- -
omy are solid enough both to with=
stand any tremors which may
occur and to support continued
expansion.

" Although it appeared to many_
contemporaries that Great Britain_
was making a poor bargdin in 1763
in' keeping Canada and returning
Guadeloupe to France, in retro-
spect on the whole it does not’
seem to have been such a bad deal.
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