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E‘DIT ORIAL

As We See It

Tt is now becoming daily clearer that we have

a: leader in the White House. His manner of

dealmg with - Congress; where' there are always
Lilliputians as well as men of. stature, is likewise

beginning to- show the touch of -a fine Ttalian

hand somewhat to the dismay -of critics who had

believed that the “professionals” in Congress
would soon put.the amateur. in'the White House
in his place.  There are, naturally, still very con-
siderable areas in which the details of the Presi-
dent’s deployment are yet to.bedisclosed, pos-
sibly as yet-to  be determined even in his own
mind, and there are indications here and there
that his programs- will not always be fully ‘ac-
ceptable to thoughtful men.

: It seems to us nonetheless that the change is
on the whole taking the right course. at the start,’

and that is much to be thankful for. If presently
1tl is found that the Administration is too much
inclined to treat the farmer as if he were sui

generis, and if some of the sentimentality sur-

-rounding “social security” or the political pres-
sures this sentimentality engenders lead to un-
sound continuation and even .extension of New.
Dealism, these will be events that we shall have
to deal with (or suffer with) as best we may
when the occasion arises. Meanwhile it is in-
cumbent upon us all to lend all the aid at our
command to the efforts the Administration is
making to get this country on a solid footing once
again,
A Hazard to Be Faced

The type of hazard which any such program
as the Eisenhower Administration is apparently
launching must face, apart from the pressures

Continued on page 32
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The Long-Term Outlook
- For Commodity Prices

By JULES BACKMAN~*
Professor of Economics, New York University

Dr Backman traces -historical course of prices dunnﬁ 4

and after previous major wars; asserting the differing
action in current price level reflects combination of sharp
rise in money and credit resulting from budgetary deficits,
postwar expansion in private credit, record high level of
taxation, and sharp rises.in labor costs. Regarding long-

_term outlook for commodity prices, concludes we have
- established new plateau 15% to 1009 above prewar

level, and prices will fluctuate above that level.
I have interpreted the title of my discussion to mean
what is the long-term outlook for -the.level of prices.
This problem has been a.matter of concern throughout

‘ the postwar period. With the adventi of a new Adminis-

tration it is.appropriate to review
) _the price question.

Many attempts to-appraise.the out- -

~look for ‘prices have centered around
" an examination of past postwar ex-
periences. It is largely because of
past experience, that fears of a price
collapse are often expressed. It is a
‘fact that 'a chart of prices going back

to 1800 shows four very high' peaks, -

three of 'which were followed by

-very sharp price declines: The War

» of 1812, the Civil War and. World
* War I. During these previous war

and postwar periods, wholesale prices

showed the following advances:

(1926=100),

War of 1812 — About 50% (104.9 in 1811 to 154.6 in
1814).

Civil War—116% (60.9 in 1861 to 132 in 1865).

World War 1—145.5% (from 1914 to May 1920).

Each of the three earlier advances was followed by

Continued on page 34

*An address by Dr. Backman before the 8th Annual Conference
of the Mortgage Bankers Association of America in cooperation with
New York University Graduate School of Business Atfmmls!rahon,
Jan, 28, 1953.
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Funds Accelerate
Buying of Oils

By HE\'P-.Y ANSBACHER LONG:

5 Petroleums resume populanty with- many  managements
. during final quarter of 1952, as utilities continue favorite

group. Over-all purchases are stepped up by a third over

Rails,

chemicals, building, motor, elechical equipment and radio
stocks-are- also well bought.

Thirty-five of the 60 investment companies. surveyed

decreased reserves of cash and-governments during the

final quarter of 1952. This represented twice the number
drawing down on liquid assets during the third quarter
of 1952. During that earlier. period,
practically all of the -closed-end

funds increased their liquidity, while :
during the most recent three months .

this group reversed its procedure and
lightened- cash, presumably to pay
year-end dividends.

Buying of oils on balance was re-'
sumed by the investment companies

following the breathing spell earlier -

in the year. The enthusiasm for the
petroleum -issues, however, did not
.supersede the popularity of the util-
ity. stocks which continued to main-
.. tain ! their long-standing rank .as
number one favorites among fund
purchases. Overall trust buying was
'stepped up by one-third during the
last three months of the year, a per-
centage increase paralleled by the rails which ranked
number three in portfolio additions. Volume was doubled
in both the chemical and building stocks and there was
a 50% increase in acquisitions of autos and motor equip-
ments. Also -well liked were-the radio and electrical
suppliers, retail, natural gas, non-ferrous metals and
food stocks, Buying of the steels, while not heavy, in-
creased two-fold over the previous period.

Buying of the Oils

The interesting feature of the oil acquisitions was that
Texas Co. was the most heavily bought issue in the

Henry A, Long

Continued on page 24 .
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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.)

STEPHEN L. JOSEPII
Manager, Research Department
Bache & Co., New York City

Raymond Concrete Pile

Raymond Concrete Pile, as the
name implies, is engaged in the
installation of concrete piles and
is the largest factor in this field
in the United
States. Con-
crete piles are
employed - as
foundations
where the
ground is soft
or where a
particularly
firm founda-
tionisre-
quired. Th e
company does
extensive
work for
buildings con-
structed along
waterfronts or on filled-in land
and also is active in the construc-
tion of piers, wharves and other
waterfront structures. A small
part of activities is 'devoted to
sub-soil investigations which are
made as a preliminary to build-
ing construction of all sorts. While
this activity affords only a small
percentage of the total profit, it is
important in that it enables Ray-
mond to obtain advance informa-
tion on prospective building work
and on the general trend of build-
ing activity. .

Raymond also does extensive
construction .work outside of the
United States, principally in Latin
America. Abroad, the company’s
activities embrace all .types of
heavy construction such as b.idges,
roads, public buildings, etc.. For-
eign exchange problems which
have been such a burden for many.
other types of enterprises are not
a serious concern for Raymond
since the company does not under-

Stephen L. Joseph

1 take any foreign constryction ‘until

payment in . U. S, dollars is
assuied,

“Raymond ‘has been benefiting
from the accelerated pace of
building activity since the war,
:with earnings of $7.11 per share
reported. in 1951, $5.37 in 1950,
$6.70 in 1949 and $6.81 in 1948.
Due to the 'steel strike, earnings
for the six months ended June 30,
1952 were only $2.85 a share as
ccompared with- $3.00 in the cor-
responding period of 1951. Indica-

tions are that earnings for the full .

year 1952 were .in the neighbor-
hood. of $6.50 per share. This
‘would mean that earnings for the
second half .of the year were
slightly under $4.00.

Based on the indications pro-
vided by current business on hand,
1953: may witness a new record of
«earnings for the company. Domes-
tic orders are sufficient to insure
‘a high rate of operations for some
time to come, while the backlog of
foreign business is at new high
levels. Although it is recognized
that the building industry is
ccyclical in mnature, the *“boom”
phase of that segment of the in-
-dustry in which Raymond is en-
-gaged should continue for an in-
definite period. The demand for
heavy construction, accumulated
during and since the war, has not
vet been satisfied. Indeed. many
economists believe that spending
by the Federal Government, mu-
nicipalities, and other public
bodies, might be a strongly sup-
porting factor for the economy in

the event of a .general business.
recession. The industrial growth of

many of the so-called undeveloped

-areas of the world should also

assure a sustained demand for the

" type of construction work which

Raymond -is »in ~a position -to
supply. )
-‘Raymond _conducts its foreign
operations by ‘means of subsidiary
companies, the accounts of which
are not consolidated with those of
the parent. Accordingly, earnings
of these subsidiaries are included
with those of the parent only to
the extent that dividends are re-
ceived. This is true -even though
the funds of the subsidiaries are
held by them in U. S. dollars in
New York City banks. As a result.
earnings reported in any given
year may not necessarily corre-
spond to actual income for that
year. Inasmuch as the accumulated
earnings of wvarious subsidiary
companies provide  the required
working capital, it is common, in
periods of high operation such as
the present, that the distribution
of these earnings to the parent
company is much lower than the
amounts actually realized. In sub-
sequent years, as foreign opera-
tions decline, these earnings be-
come available to the parent com-
pany and serve to that extent to
stabilize reported profits. While
figures on such retained earnings
are not available, it is believed
that for each of the years 1951
and 1952, had all the earnings of
the subsidiaries been declared as
dividends to the parent, Ray-
mond’s reported profits. might
have been increased by as much
as $2.00 to $3.00 per share.
During the year 1952, dividends
totaling $3.50 were pald on the
Raymond Concrete Pile ‘stock.
This .consisted of four dividends
of 50c plus 25c extra each and a
50c¢ extra dividend cduring Decem-
ber. It is interesting to note that
for the -first dividend of 1953,
which is payable on the third of
March and. has already gone “ex
dividend" on the American Stock
Exchange, directors saw fit to
make a regular payment of T5c.
This is .in. contrast to the four
quarterly distributions of 1952.
The implications of this change
cannot be ascertained at this time.
It is understood, however, that the
financial condition of the company

-as -of- the -.end -of ‘1952  was satis-

tfactory and also tlat even with
distributions -totaling $3.50 per
share a year,
were only slightly more than one-
half of estimated 1952 earnings.
Based upon the current price of
around 43, the Rayvmond stock is
selling at 6.9 times -estimated 1952
earnings and affords a yield of
7.8%

creased, the stock would appear
to be undervalued at present
levels. ]

“Currently, there are outstanding
approximately 390,000 shares of
common with no preferred stock
or long-term debt outstanding,
the convertible preferred having
been -called for redemption as of
Feb, 1, 1952. The stock ' enjoys
only a limited marketability on
the American Stock Exchange and
it would appear to be to the inter-
est of shareholders if marketabil-
ity could be improved through a
split .in the stock-or a substantial
stock -dividend. The stock ‘was
split 2-for-1 in 1949 at-which time
the old shares were selling at a
lower -price than that -currently
prevailing. While there is no spe-
cific indication that such action
may be taken in the near future.
it would appear to be a loglcal
development.

While.all of these factors might
cause one to be favarably inclined
toward the Raymond stock, there
is another potential development

of even greater interest, It"is un-

.companies,

dividend payments

on the $3.50 dividend. If #&
earnings and dividends can be in-- §

.

—————————
This Week’s
Forum Participants and
Their Selections

Raymond Concrete Pile—Stephen
L. Joseph, Manager of Research
Dept., Bache,& Co., New York
City. (Page 2) -

St. Regis Paper—Sidney R. Win-
ters, .partner, Abraham & -Co.,
New York City, (Page 2)

derstood that the company  as for
some years been experironting
with alternative designs and
methods for - construction of.-off-
shore platforms to be used in
drilling for oil and gas in the tide-
lands area, These ‘platforms are
extremely expensive, ranging
from $300,000 to  $1,500,000 or
more. While this is a high initial
cost, subsequent maintenance,
particularly in the case of plat-
forms of steel construction, is tre-
mendous The objectlvc of the
Raymond program in this respect
has been, therefore, to produce a
base of some\vhat lower installa-
tion cost but, more importantly, to
produce an appreciable saving in
continuing maintenance c¢ o s t.
While this new activity .of Ray-
mond could grow rapidly in im-
portance as the status of the tide-
lands is clarified, at its present
stage it is too early to conjecture
the ultimate potentials that may
be realized.

In summary, the Raymond Con-
crete Pile shares appear to be
attractively priced on the basis
of values already evident. In addi-
tion, there are potentials in the
situation which could result in a
value substantiaily in excess of
the present price of the stock. It
is for these reasons that T classify
Raymond -Conerate Pile as ‘‘The
Security I Like Best.”

i
SIDNEY R. WINTERS
Partner; ‘Abraham & Co., N. Y. City

Members New York Stock Exchange -

and Other Leading Exchanges
$t. Regis Paper

J like to consider securities from
a strictly long range wviewpoint,
and therefore tend toward growth
Of course, not every

industry of-
fers the same
degree of
growth. ~And
there are
times when
even_the

strongest type -

of ‘growth
slows down.
At the mo-
" ment,
ever, I am
impressed
with the long-.
term  growth
potential of
) the paper in-
dustry, and in particular, with the

Sidney R. Winters

prospects for St. Regis Paper. The .

civilized world constantly uses

more paper per capita, and pop-
~ulations ‘have a tendency to grow;

the combination creating the
growth T visualize,

St. Regis Paper is one of the’

largest, fully integrated produc-
ers of paper and paper products.
Its principal lines include heavy
duty multiwall bags, various types
of printing, book and other spe-
cialty papers; kraft pulp, paper
and board; fabricated and molded
plastic products, and bag making
and filling machinery. The com-
pany’s 28 plants are located mostly
within the TUnited Stailes, with

- four in -Canada and one each in

‘Argentina, Brazil and Belgium.
Plant capacities . include - 560,000
tons of kraft paper and board.
300.000 tons of printing and con-
verting paper..263,000 tons of mul-
tiwall bags, and 25,000,000 pounds

of plastic products. Important ex- |
- Continued.on page 37,
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Outlook for 1953

By DR. LIO\EL D. EDIE*
Chairman of the Board, Lionel D, Edle & Co.,, N. Y. Clty

Economic consultant asserting boom has been restricted, to
40% of the economy, predicts overall industrial production in
1953 will remain unchanged from 1952; but with change, in
distribution of business activity. Expects stability in con-
sumer side of economy. Maintains no major depression is in

. slght in 1953 or 1954. Cites past reﬁnancmg or debt soundly
‘ accomphshed by Andrew W. Mellon.

Since the: November elections
there has been a-wave of confi-
dence in. business -and . tinancial
circles. I shall endeavor to explam
what I think
this wave of
-confidence

. means — what

< it .implies “for ..
the outlook for '

American

business rand
- .finance.
~.This, wave
of ¢onfidence
has been a-
pleasant -
thing. Confi-' .
dence is alt
ways,a ‘joy-
ful emotion
and. yet I am
sure = every
businessman realizes that it pre-
sents 'a heavy responsibility” to
Amencan business—a responsibil-
ity that will be judged by the re-
sults achieved over the next few
years. . This .is not only a day of
celebration” but also a day of
challenge.

I regret to say that this confi-
dence does not extend to the in-
ternatibnal scene. When people
look “abroad to Korea,-to the Far
East, to.Western Europe and when
they survey. our: foreign relations
broadly, they can hardly say that
we are confident”of the interna-
tional position.- We “are “hopeful,
but we are uncertain and we have.
anxieties. Those ‘6f.us’ who -have
mesmbers; of “our : faniilies in' the
« military. serviceare. saddened: by..
the experiences in. that area, I wish
that-I- could -gaze“into. the future’
and. tell, you what will happen: in
our foreign Rohcy, but T wx]l con-
tent myself. by simply saying that.
1 think there. is plenty of Toom for
improvement in our. foreign pol-
icy."Therefore, I opnmxstlcally as-
sume that there will be improve-
ment. in our mternatlonal position
during the coming 12 months.

s

Lionel' D. - Edie

The Domestic Situation

For the more detailed part of
my remarks, I turn to the domes-
tic situation and confront the
question «— what is the business
outlook in 1953? When I attempt
to answer that question, I find a
great deal of divided opinion 'in
the country. I find a great deal
of disqussion of - the “boom” in
Amemcan business, The word,
“boom,” is heard everywhere. I
find a gredt deal of speculatlon as
to how_long the “boom” will last
and uhat will happen after it is
over, If you want to clear away
some of the foor in the picture to-
day, you must abandon the at-

tempt to think in terms of the

' *A  talk by Dr. Edie before the

30th' Econcmic - Meeting of the Peoples

First National Bank & Trust Co., of Pitts-

burgh, at (he Duque&ne Club th!sburgh
a.; 1953

general business outlook. General :

business. is a sort of mathematical
myth and never in my experience
has there been a time when a so-
called general business. forecast
- was not, only as meamngless as it
is today, but also was’ apt to be
quite misleading.

If I am forced to make a general
business forecast, I‘would merely .

- say that whereas, the. index of in- "
* dustrial productlon for. 1952 has

averaged 218, I think. in 1953 that,
the 12- month average will agam
be approximately..218. 'But'thatis

. apt to be misleading for the reason
- that the distribution of business
*throughout the year is not likely
- to be the same in:1953.as in 1952.

- 'You can- average 12 months to-

= gether, but the different quarters

.and halves. of a‘year may present.
a pattern. of- contrast . rather than -
of similarity. There is a “boom”
in a. certain limited part of busi-
ness but it- is not. universal, In,
fact, more than one-half of Amer-
ican business_is not in a “boom”
conditien at ‘all, The “boom” is*
restricted. to about 40% of -the

" total economy. The other 60% of .
American busmess has at one time .
‘or another since the Korean crisis

started had a “boom” but has
liquidated it “and is
longer in"a “boom’ condition.

As an.illustration, let me men-
tion the export. trade. of the United,
States.  A’little’over a year.ago,
our exports were:running at a new.

‘all-time. peak, with an’ annual rate

of $18.-pillion. - Within.recent
months, there -was -a decline of

about. 40% in the rate of our.ex- _:

port trade That.decline was p10b—
‘ably. overdone;m the late summer *
and' early autumn months. of this -
year. ‘I-do not expect our, export
trade to stay as low as the level of ’
last August’ and September but_ .
neither do I expect it to return to
the “boom’ ‘conditions of a year
or two ago. The export “boom”. is
over. It has been liquidated. That
has occurred without upsetting the
applecart of employment and of
general conditions throughout the
country.

That is only one of.the “booms” ‘

that we have had but no longer
have. For instance, two years ago
we were. in the very exciting ‘ac-
tive retail trade. That was based
upon war scares ‘and consumer
buying at a hectic pace because
of the fear of shortages of goods.
It was accompanied by very ag-
gressive buying on the part of re-
tailers who stocked up on inven-=
tories “to be sure' -they were
protected. We had for a time a
40% increase in the retail sales of
department stores. In any time
and in any language, a sudden
jump of 40% is a “boom.” We had
it. However, the inventories then
built up have been deflated. The
mventory situation at retail today
is fairly normal and the consumer

Continued on page 36
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‘Stocks of Timber

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

An across-the-board view of the lumber industry; plus surface
appraisal of three log and saw-mill leaders.

When people .talk about our
. vast natural resources they often
forget to include our most impor-
tant one—timber. After we have
removed all
those million
barrel lots of
oil, those tril-
lions: of feet
of natural gas,
and those mil-
lions of tons
~of coal, we
never get
them back—
they’re gone
forever. Not
so with our
tree treasure,
which we can
and do re-
place, after
use, by reforestation. Altogether
the United States has 630 million
acres of timber land, of which
roughly 450 million are commer-
cially useful; with 350 million
acres owned by individuals or
corporations.

There was a time when we
ruthlessly exploited our forest
lands, leaving in the wake of the
caw a vast stubby swath to stump
the experts — reforestation: ex~
perts, that is! Forty years ago we

~cut six trees for every one we
" planted. :Intelligent concepts of
conservation, plus scientific for-
- estry techniques, however, have
now reduced that ratio to about
. -1.30 to 1. Sort of an.ever-normal
. arbory, if there is such a word.

If we're stabilizing. the source
of supply we have been, at the
same time, shifting our. uses for
lumber, For example, in 1944 (a
war year), 44% of our lumber
consumption went to crates and
br--rs; against around 11% for
1952. The wooden house shingle
has given up 75% of its former
market to tarred or asbestos roof-
ings. Against these losses have
sprung up vast new uses for lum-
ber for pulpwood, plywood and
plastic bases. Still and all, about
55% of the trees we cut down
wind up as lumber for building
and construction; and 80% of our
private residences are built of
wood—this despite the advance of
stucco, steel and plastics; plus
gypsum and aluminum lathing,

While it would be incorrect to
say that the lumber business is no
longer cyclical, much has been
done to stabilize production since
chaotic over production and in-
ventory indigestion of the depres-
sion 30’s; and if we can assume
continuation of annual home
building at or above the million
unit level, the position of the
lumber company, for investment
purposes, is not without merit. A
constantly growing stand of tim-
ber can be a worthwhile asset in

. times of inflation; and better
comprehension of market de-
mands should now make the in-
dustry less subject to over supply,
and to price erosion. *Then, too,
diversification of output and de-

Ira U. Cobleigh

management.  So- let’s see  how
three timber titans are getting
along.

Weyerhaeuser Timber Co.

Weyerhaeuser Timber Company
is the biggest in the world when
it comes to turning out and mer-
chandising forest products. No
non-government agency exceeds
its holding of over 2,500,000 tree-
bearing acres in the Northwest.
This should last the company for
a virtual millenium, due to a most
efficient program of cutting and
replanting.

Whereas traditionally the major
business of Weyerhaeuser has
been in lumber, a broad expan-
sion program, implemented by a
capital outlay of $150 million in
the past six years, has developed
the pulp, plywood, kraft paper,
and container board divisions of
the company. Further company
operations ‘are integrated by the
ownership of electric power plants,
timber-haul railroads, and sea-
going lumber ships.

Altogether this $320 million en-
terprise is quite a baby empire in
itself; and it has a ‘magnificent
balance sheet as well, laced with
around $58 million of net working
capital. Only debt is $2,100,000 of
a subsidiary. The rest of the value
in ‘this' ‘impressive property ' is
vested in the 6,250,564 shares- of
common traded over the counter
and now selling at ‘68." Dividend
policy through the years has been
definitely on the conservative side
with $2.50 per share vouchsafed
in both 1951 and 1952—roughly
40% of net. The stock was split
2 for 1 in 1950 which offered
some market reward for the ex-
tensive annual plow back in earn-
ings here, especially since 1946, '

For 1952, Weyerhaeuser com-
mon ranged between 66 and 73.
Less volatile than you would ex-
pect a lumber share to be, Weyer-
haeuser common appears to have
a lot of built-in value, and is de-
veloping ‘into an industrial equity
of substantial quality.

Long Bell Lumber Corp.

Another famous name in timber
is Long Bell, fabulous grower and
distributor of Douglas fir, south-
ern and .western pine, hemlock
and cedar. - An almost vertical
unit in the industry, it originates
its products. on its own timber
stands, processes them in its own
logging camps, saw mills, door
and sash making units and sells
them through five wholesaling or-
ganizations and 111 retail outlets.
Lumber reserves are rated at
some 2% billion board feet, which
would keep Long Bell supplied
with raw material for quite a
spell. Another thing, even where
the land has been pretty well
sawed out, Long Bell still owns it
and retains the mineral rights—
rights that have produced better
than half a million in royalties in
each of the last three years.

In talking about Long Bell, we
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is a bit complicated. The outfit
we're discussing is really the Long
Bell Lumber« Corp.,
company whose entire  and sole
income'is derived from its owner-

ship of 51% of the common of the-

operating unit, Long-Bell Lumber
C p

o. :

Long Bell Lumber Corp. itself
boasts two classes of * securities,
593,872 of $4 cumulative Class “A”
listed on N. Y. S. E. which we
shall consider, and 542,401 shares
of Class “B” unlisted, and closely
held. This “A” has -a gimmick.
1t’s cumulative, and'the back divi~
dends per share at De¢. 31, 1952
were' an- imposing $82.49.  $1.95
per share was paid in 1952. Divi-
dends paid from 'the -operating
outfit were equal to $3.12 per
-share of ‘Class-“A” in 1951; when
$3.15 in cash was disgorged.-

By now you may be ready to
decide whether ‘you want to delve
deeper into the statistics- and see
for yourself whether LQ at 29,
down .from a 1952 high of 437,
is correctly appraised in the mar-
ketplace, especially with dividend
accruals alone. of over twice the
current quotation,

British Columbia Forest Products

Canada is quite a place for tall
timber so let’s take a look at a
lumber leader there, British Co-
lumbia Forest Products, Ltd. This
is less integrated than the others
we’ve mentioned, confining itself
more to the earlier stages of log-

ging, rail haulage, and milling at,

four- .owned- sawmills. ‘at - Ham-
mond, Victoria, Vancouver and an
improbably named ' place called
Youbou, British Columbia. ‘

Nineteen fifty-two was. not a
good year for this company. as
gross sagged from $7,465,613 in
1951 to $5,500,000 in 1952 due to
some price slippage, a ‘45-day
strike. and. more burdensome de-
pletion and interest debits.

Due to great industrial growth
in the area served, British Colum-
bia Forest Products is thought to
have a favorable long range earn-
ings horizon. - The common stock
is quoted in Toronto at 54, with
1952 earnings of 59 cents, and
dividends of 40 cents. Specula-
tive, of course, and certainly no
Weyerhaeuser, but it does present
some interesting growth factors.
For the less venturesome the con-
vertible 5% debentures sell at 98
and are convertible, for the next
nine years, into common at $10 a
share. The common sold there in
1950.

Of course, in this little timber
tract today we have assumed rea-
sonable maintenance of present
activity in the building industry,
particularly residential construc-
tion; and the national defense
program should continue to be an
important factor here.

Further, assuming firmer prices
for lumber in 1953, it is possible
that stocks of timber companies
may be ready to turn in an im-
proved performance this year.

With Waldron & Company
‘(Special to THE FINANCIAL CHRONICLE)
SAN FRANCISCO, Calif—
Ralph M. Watson has become af-
filiated with Waldron & Company,
Russ Building. He has recently
been with Real Property Invest-

a ‘holding

- i "
‘Business Cycles
By R_OGER W. BABSON

Mr. Babson, denying there is a Universal Business Cycle, says
*. there are ‘many- business cycles, which are inevitable with
human nature as it is: Says self-control and patience is required
in operating under any cycle theory. and those whe: sell- whem:
.others are bullisk- arid:buy when others are-discouraged perform:
- service' in- leveling: out' business: and: employment condition:

I don’t believe in a-Universal

Eusiness Cycle. I do “believe in.
Under"

many - Business: Cycles.
Newton’s Law of Action and Re-
action, Busi-
ness Cycles

are inevitable
‘with human

nature as-it is."~

When some- .~
one tells you
he does-not
believe in the
Bu'siness
Cycle it is be-
cause he
pinned his
faith on one
Business
Cycle and
tried to make
the same
Cycle apply to
the stock market, interest rates,
real estate, labor strikes, building,
retailing, ‘manufacturing, etc.

Not only do all the above have
their own "Cycles, but different
industries may have . different

Roger W. Bahson

Cycles. For instance: Wheat has a-
.9,6-year Cycle; Iron -and.Steel: a:
- 6-year : Cycle; Automobiles ‘a- 13-

year Cycle, etc. .
‘ . The Main Cycles ‘
Although there may be a score

of different Cycles; all working' at:
the same time, 90% of the readers.

of this column are tied up-with
five main- Cycles.. These are: (1)
The 35-year Cycle, which applies
to agriculture, weather, insect
pests, etc. Every other 35 years
the Cycle is very severe. Hence,
some talk alse about a 70-year
Cycle; and others about a 50-year
Cycle.

The Cycle which affects us all
is (2) the approximate 9-10 year
Cycle. Every other 10 years this
Cycle is especially pronounced.
Hence, some talk about (3) The
20-year Cycle. This particularly
applies to real estate, new build-
ing, wholesale prices and general
business — although, as above
stated, different lines of business
vary as to when their special 20-
year Cycle starts and ends. Ed-
ward R. Dewey, who is perhaps
the best living authority on
Cycles, shows that a 9-10 year
Cycle applies to forestry, fish life,
ozone supply, atmospheric elec-
tricity and psychological changes
in our desires and ambitions.

Stock Market Cycles
Two other, common Cycles are
the 42-month Cycle and the re-
lated 6-year Cycle. This last is

WHAT'S

the C€ycle used in the:Addenda .of
my Autobiography recenfly pub-
lished by Harper & Brothers: of
New York City. Here L show how
$2,000 invested ‘in - 1901 .in ‘the
Dow-Jones stocks, approximately
according to this.Cycle, could '(as
subsequently adjusted to include

latest data) amount to over $1,-

000,000 today . without borrowing

.a’ penny. This is known as the

Chapin Hoskins- Cycle and ap-
‘pears in records of barometric
pressure, sun spots, tree rings,
certain commodity prices and the
sales of some 25 jeading U. S. cor-
porations.

Of course, all brokers ridicule
this Cycle Theory. If too many of
their customers bought stocks
only once in six years, they would
starve to death. Even the Mutuak
Investment Funds, which last
year did business of $4,000,000,000,
cannot afford to go without divi-
dends for three years while wait-
ing for the market to drop. Be-
sides,. -their - sponsors - could not
support "a sales force under such
conditions. " :

- Self-Control and Patience

Operating under : any Cycle
Theory requires -great -self-con-
trol and patience. It requires sell-
ing when the government, brokers
and, magazines -are buliish; like-
wise, - it requires 'buying when
everyone is discouraged and sees
no hope for stocks at any price.
On the other hand, those who do
so operate on this Cycle Theory
perform a great public service in
helping to level out business and
employment conditions. )

Some conservative bankers do
not believe in any Cycle Theory:
because it misses once in a while:
when different cycles conflict.
Furthermore, although they admit
it might have worked under a
Gold Standard, it cannot be de-
pended upon—they claim—with a
Planned Economy and Paper
Money. My answer to them is that
they can operate on an Actuarial
Basis the same as insurance com-
panies do. Stock losses can be
averaged the same as can fires,
accidents and deaths. 5

With William R. Staats:

(Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, Calif.—Gordon_
C. Gillies has become connected
with William R. Staats & Co., 64G
South Spring Street, members of
the New York and Los Angeles
Stock Exchanges. Mr. Gillies was
previously with Marache, Doffl
myre & Co. :

AHEAD?

velopment of new lumber uses -

ought to clear up a little of the ments, Inc., and Capital Securities
are -always possible, with smart

inter-corporate relationship which Co. of Oakland.

Ten reports a year by Edward R. Dewey

NOTICE

GAS & ELECTRIC CORP.

1ST MORTGAGE
5% BONDS

Arrangements are being attempted for a short extension
of these bonds at a higher rate of interest.

. . (co-author Cycles=—The Science of Prediction)
Desire Associale -

In setup and underwriting
substantially capitalized cor-
porationto exploit large group
diversified metal properties
near production stage. Engi-
neers’ reports most favorable.
Sound, timely, attractive
deal. Box 56, Station E,
Brooklyn, N. Y.

Sent to persons who contribute $10 a vear to

~ SOUTHERN

Foundation for the Study of Cycles
9 E. 77th Street, New York 21, N. Y.

Also, as a “dividend,” a chart of various stock market cycles, projected
to 1990. This projection, made in 1944, has worked amazingly well
for eight years. You will want to see what it indicates for the future.
) . Send $10 today. Ask for Chart C1. Money back in full if not delight

For Particulars write: with first report 7 laeed

Address Above
P. O. Box 1185
Sarasota_, Florida
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Steel Production

© - Electric Qutput .
Carloadings
Retail Trade

. "The .
,-State : ’Of , Tl' ade Commodity Price Index.

Food Price Index

Auto Production
Business Failures

A modest decline from the near-record level of the prior week

was in evidence in the over-all industrial output picture for the

period ended on Wednesday of last week. However, the production

level continued to be mildly higher than that of a year before. It

was close to the postwar record reached in January and about 6%
below the all-time high attained in the last quarter of 1943.

Claims for unemployment insurance benefits in the latest
week available rose seasonally to the highest level in five months
but were still below the year-age level.

Employmeﬁt in the month of January, the United States
Department of Labor reports, set a new high. Jebholders numbered
60,524,000, or 750,000 more than the like period of 1952, The total,
however, was down a million froin-December. - Unemployment,
which normally increases between December and January, this
year rose by 500,000 to an estimated 1,892,000.

Business inventories, the United States Department of Com-
merce reports, were valued at $73.3 billion at the close of 1952,
represenung a rise of $700 million during the year. Physical
yvolume of goods increased more than the dollar gains since re-
placement costs of inventories for manufacturers, wholesalers.and
retailers were “about 1% lower” than in 1951. Manufacturers ac-
counted for $600 million of the. $700 million increase in stocks

and Industry

during 1952. Retail inventories climbed $200 million, but those of

wholesalers decreased $100 million.
The biggest question now facing the steel industry is what to

do about the seventh wage-price round, says “The Iron Age,” na-.

tional metalworking weekly, the current week.

It will have to find asatisfactory answer by thefend_ of the .

second quarter if it hopes to keep production going in high' gear.

Now ‘that .wage controls ‘have ‘been lifted by White House
order, free. collective bargaining will be restored in the industry.
Meanwhile, steel price controls are .certain to be out the window
by Abpril 30, declares this trade paper. ) g
+ ~ The possibility of increased labor costs is important ‘to the
price picture. The United Steelworkers of America are free to ask
for a reopening of their contract (on wages only) anytime after
-May 1.' If no agreement is reached by June 30, the union may
strike, this trade weekly states. .

Some price increases are inevitable. ‘But they will not come
overnight—except for a few small, ‘marginal producers whose
costs are high. Industry-wide advances, when they do come, will
be selective. Adjustments will be based on cost of
a reasonable margin of profit. '

If the price decisions were based solely on what the market
will bear, producers could hike prices almost at will with lifting
of controls. Steel-hungry consumers are paying conversion prices
double and triple regular mill prices for hard-to-get items. And
marginal producers have substantial order backlogs despite prices
well above the bulk of the market, continues “The Iron Age.”

But there are at least three good reasons why there will be
no rush toward a general price increase: steel leaders will not risk
adverse public reaction to precipitate advances; they will lean
over backward to avoid embarrassing the first “friendly” Admin-
istration in 20 years and they have one eye cocked to see what a
mnew wage contract might cost them, this trade authority points out.

Knowing they will be on the spot, industry leaders will au-
thorize no price increases without economic facts to back them
up,

It's .a foregone conclusion that David J. McDonald, new
United Steel Workers’ President, will demand a wage increase.
He is expected to drive a hard bargain—even to the point of
threatening a strike. But the betting is for a settlement without a
walkout. If the steelworkers win an increase it will be nothing
like last year’s record concession, which averaged 25c an hour,
continues this trade magazine, '

This week steel demand is as persistent and powerful as ever.
Though high level production continues, and mills are. becoming a
little more current on deliveries, consumers -até ‘still “applying
plenty of pressure for all tonnage items. P D ~ef e
. The near-term outlook is that this market ¢ohdibion will con-
tinue. Consumers might apply even greater pressure (if 'that is
possible) for quick delivery as-they become impredsed with pos-
sibilities of price increases. In the next several -weeks procure-

Continued on page 33

production plus -

. Benjamin:l.evy:f'--'f-l L
" 50 Years in Street

"Benjamin J..Levy, senior part-

ner of ‘Salomon ‘Bros. & Hutzleér,
investment. bankers; is observing-

his* 50th' anniversary
Street. Mr.
Levy entered
. the . securities
business on. :
Feb. 8, 1903, :
the: first em-
-ployee of Ferd
Salomon,
father of the
Salomon
brothers who
founded the
firm of Salo-
mon Bros. &
Hutzler 'in
1910. He be-*
came a  part-
ner -in ~ Salo-
mon Bros, & Hutzler in 1919.

A product of the New York City
public school system, Mr. Levy
graduated from elementary school
at the age of 13. He attended
the City College of New York for
two years before going to work.

"He is recognized as an author-
ity on short term money rates and
monetary finance and serves-as a
consultant to many corporations.

_Mr. Levy is a member of the
finance committee of the Federa-
tion of Jewish’ Philanthropies. of

. New York and Trustee and Chair-
‘man of the Finance Committee of
the ' Congregation' B’nai Jeshu-
run. He is also_ a member of the
committee of the Jewish Theo-
-logical Seminary of America.

Harrison Brothers Adds

SALT LAKE CITY, Utah—
Roger A. Dorrell has become affil-
iated with Harrison S. Brothers &
Co., Atlas Building, members of
the Salt Lake Stock Exchange.

in Wall

Benja;nin J. Levy

Graysoh-Eigles Co. Formed

Grayson-Eigles Co. has opened
offices at 82 Beaver Street, New
York City, to conduct a securities
business. Albert J. Grayson is a
principal of the firm.

Observations ...
By A. WILFRED MAY

, HOW DID HE GET THAT WAY?
. The American Communist on the Freudian Couch

What kind of individual is it anyhow ‘that joins the Com-
munist Party in America? How can he be kept from joining up?
What induces him to stay in or quit? How can he be induced to -
leave the Party? ¢ : s

This phase of our struggle with the Com-
munist in America (the other two parts of this
trilogy being “What makes him tick?” . and
“How best get rid of him?”) has been explored
via Kinsey-like questioning of 300 former |
rank-and-file Party members, by an eminent
lawyer, and a journalist, who reveal their case |

“histories in a newly published volume, Report |

on the' American Communist, by Morris L.
Ernst and David Loth. 240 pages—Holt—$3. |
' The underlying thesis of the book is that }
the people of the United States cannot wisely
and successfully combat communism in this §

.country unless they understand Communists.

A la the Kinsey Reports, the authors, work-
ing through a large documentary of ques-
tionnaires, base their conclusions on the prem-
ise that the motivating roots are psychiatric
—not economic or political, in contrast to the
situation in Europe and Asia.

A. Wilfred May

American. Communist Found to Be Sex-Starved,
Not an Empty-Belly .
The sex factors for joining the Party, say the authors, are
striking and should create-for the American peoplea real clue for
getting young people out of the movement. -Their matter-of-fact

‘attitude toward sex is partly a declaration of independence from
the morals of bourgeois society. Their sex life is casual, random, and
- less monogamous than for the average person of their income and

education in the country; and also less sentimental or evenintimate. -
They find that the men are more inclined to take their sex activity
as a form of calisthenics, and much of the usual male sex aggres-
siveness is drained off by the Party’s activities. Women Party mem-
bers are as a rule more timid than the average citizen, and more

-scared of boys. Sexual attraction and promise of intercourse with

‘a desired one often motivate a youngster’s joining the Party. To
some of -the converts from bourgeois homes Commie emancipation ,
means freedom from formal wedlock. Celibacy is found to be.
virtually nonexistent, and there is not the degree of impotence
among the men which, according to the Kinsey statistics for the
general population, we should expect to find.

There is a reasonable (from 'the standpoint of the Kinsey
findings) quota of homosexual or suppressed homosexual person-
alities; there being a slight analogy between the psychoanalysis
of a Communist and that of a homosexual. There is less recourse

Continued on page 41
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RICHARD B. WALBERT
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SYNDICATE MANAGER IN MIDDLE WEST

" BLyTH & Co..INC.

135 SOUTH LA SALLE STREET
CHICAGQ ’

February 11, 1935,

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

J. I. Case Company

Twenty-Five Year 3%:% Debentures

Lated February 1, 1953

In'terest payable February 1 and August 1in New York, V. 1"
Price 100% and Accrued Interest

Copies of 1he Prospectus may be obtained from only such of the undersiined
as may legally ojer these Debentures in compliance with the
securities laws of the respeclive States.,

MORGAN STANLEY & CO.
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Soviet Foreign Trade -

Road

to 'anquesti‘

By SIEGFRIED GARBUNY

Mr. Garbuny, in pointing out effective use by Soviets of foreign
trade in their efforts at world conquest, reviews activities by
Russia and its satellites having in view unified trade policies.
Calls attention to mesh of commercial treaties with satellite

nations ‘and to anti-American

propaganda. Urges watchful-

ness of U. S. and Allies in preventing war goods shipments
behind Iron Curtain.

Today, even the most unin-
formed know that the Soviet sys-
tem is the greatest menace to the
Western World. We are all agreed
it is of the
devil. Yet,
very few of
us look behind
the scene to
s3ee how it
works, ~what
its methods
are. This
nevertheless
is important
to recognize
the cloven
hoof when we
chance on it,

One instru-
ment the
Soviets use
effectively in their - attempt of
world conquest is foreign trade.
Immediately after their advent to
power, the Bolsheviks, then led
by Lenin, reserved in April, 1918
foreign trade for ‘the State as a
government monopoly. No pri-
vate individual was allowed to
engage in commerce over the
borders. The state through state
corporations inside and outside

JAussia took complete charge of

Siegfried Garbuny

¥

the international exchange of
goods. The program was simple,
only what the Communist state
needed for its survival would be
imported, the needs and demand
of the individual Russian citizen
was no longer of any concern.
True énough as long as the Rus-
sians weére busy with their in-
ternal affairs, the volume of Rus-
sian foreign trade remained rela-
tively ‘small. But the principle
of foreign trade as 'a means
towards the aggrandizement of
Soviet -power remained through
the years and gained new mo-
mentum after World War II.

The story of the subjugation of

Russia’s satcllites and of the es-

tablishment of puppet regimes is
too well known to béar repetition
here, but less known are their
economic consequences, No mat-
ter what their past economic set-
up and orientation were, . all
satellite countries turned into
planned ‘economies with . their
center in Moscow. The Soviet
“Plan Area” thus created includes
now the USSR proper, Com-
munist China, North Korea, East-
ern Germany, Poland, Czecho-
slovakia, Albania, Hungary,
Humama, and Bulgaria, Neeuless
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to say that great efforts are made
in‘other regions, especially .in the
Middle East. T
The Soviet Plan Area with all
the characteristics .of the Gross-
raum of Hitler’s Germany 'and
the Co-Prosperity Sphere-of pre-
war Japan synchronizes its plans.
The plans of the satellites, origi-
nally two or three years.in dura-
tion, are now orthodox five-year
plans in step with Russia’s own
program. Just as they did for Rus-
sia, the plans provide for.the.in-
dustrialization of the satellites. A
raw materials pool is'envisaged by
which each country exports raw
materials in relative abundance
for goods in short supply that can
be had from one or the other
partner. This traffic, however,
must not be imagined as smooth
commercial intercourse based -on
the protit motive and individual
prosperity but rather as directed
by what the Soviet Union:deems
necessary in its' own interest. -
The Soviets have gone 'so- far
as to send ‘specialists to” the
satellites to supervise production
and to train skilled labor in-order
to step up production. They' re-
ceive trainees from $atellite coun-
tries who learn, next to,the‘party

doctrine, mechanical skills‘in the .
USSR. Where it 'is necessary they

send ‘equipment and even ship

whole factories to underindus--

trialized areas. Thus, the Russian
Foreign Trade Minister Mikoyan

help Rumania had now. not:only
oil wells but also oil refineries.
He also stressed that know-how
and patents are constantly ex-
changed between Russia. and the
satellites. ~Quite recently the
Soviet orbit moved to establish
uniform prices, tariffs, measures
and railroad gauges. Indeed the
brotherhood is still pushed further
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in some areas, where the Russians
established—by ‘force, of course—
mixed - corporations with joint
management ‘as in the case of
SovRom, . the Russian-Rumanian
oil ‘concern,-or ‘in that of the
mixed Russian-Chinese Civil
Aetdnautiés 'Lines. ’

To give all this activity a harm-
less' appearance, and to ‘convince
those who are gullible enough of
their peaceful intentions, the Rus-
sians have based this system of
economic annexation on a mesh
of commercial treaties. Anyone
who reads the speech of Mikoyan,
so long the leader of Russian for-
eign trade, before the 19th Party
Congress in Moscow last October
will be indeed surprised by the
minister’'s constant reference 'to
international law, commercial
treaties, respect for the sover-

‘eignty of treaty partners—in brief,

to all the concépts. forever advo-

‘cated by ‘“bourgeois” jurisprud-

ence. For their own “case, Mr.
Mikoyan and his collaborators

‘praise the fact that Russia’s com-

mercial treaties with the “people’s

‘republics” are long-term  under--
This, so they say,"
-guarantees a_smooth development

of the satellite industries. It pro-
tects them against crises and gives
them " confidence in their future
by 'securing adequate raw ma-
terial supply and markets for

.their products; That they make
-them ' also- completely - dependent
recently boasted that with. Soviet .

on the USSR for what might be

:a long time to come is naturally
. never stressed by Russia’s offi-
“cials.

Indeed, the -commercial
treaties aré the legal form by
which the annexation into 'the
Russian Grossraum has- been
sealed. That under’ these circum-

-stances Soviet .trade with ‘the

satellites and, in turn, the trade
of the satellites among themselves,
increased,
and this at the ‘expense of the
satellites’ Western trade ‘connec-
tions, ‘can be accepted as a fore-
gone conclusion. That this trade
raised the standard of living in

‘the dependent ' countries, -as the
‘Russians claim, seems, "however,

difficult to believe, considering
that ‘the Soviet Plan Area is ac-
tually a war economy, ‘less inter-

‘ested in the-citizens’ welfare than

in the state’s defense machine.
We may therefore well ‘assume

.-+ - that, for example, Czechoslovakia

or Hungary 'wistfully remember
the time when they were inde-
pendent republics; yes, by now
even ‘the fleshpots of the Haps-
burg monarchy might have taken
on a different aroma.

Russia well realizes that on this
road ‘to ‘conquest ‘it. finds the
the
United States. It, therefore, ac-
companies its march’ in foreign
commerce by the tune of anti-
American propaganda. Actually,
the 'Soviets ‘'ended international

trade cooperation when their for- .
“eign ‘minister Molotov left the

Marshall Plan ‘Conference . in

« Paris in July, 1947. From then on

the-. Russians : -persistently un-
leashed -one’insidious attack after
the other on United States trade
policies~ in' the Western Hemi-

"sphere and-in Western Europe.
*The ‘Marshall Plan itself ‘became

one of the chief targets of Soviet
propaganda which depicted it as
an’imperialist -attempt to enslave
Europe. On the other hand the

“ Soviet Union does not let pass

any opportunity to lure the -coun-
tries''of Western -Europe into its
own net. At the international eco-
nomic confernce in Moscow " in
April, 1952 the Russians professed
their friendship for the Western
World and invited especially West
European countries to join hands
with the Soviet Union and not to
be deflected by United States

‘trade, policies.

Such propaganda must not be
its effectiveness.
Practically all European countries
had in ‘the past a market in the
Soviet Union and got from there

some of their raw materials. There
were long standing commercial
relationships explainable by geo=
graphical vicinity alone.’ These
commercial -relationships -still last
in some degree, and there is no
immediate chance for their
términation.

The United States has lorg
taken direct measures to counter-
act ‘Russian aggression, not only
in the military but -also in the
économic field. The Marshall Plan
aid ‘administered ‘through ECA
is the -outstanding example of the
latter. It has doubtless helped-
enormously in saving Western
Europe from Sovietization. Its
successor, the Mutual Defense As«
sistance prograim, as embodied in
the Battle Aet of 1951, is ex-
plicity devised ‘for the protection
of America and the West against
Russian.. aggression. It. provides

‘that strategic materials and‘other

items that by ‘their quality or
quantity may be useful to the
Russians for purposes of war shal;
not be sent ‘to:the"Soviet Union
from this. couuntry ' or those ‘na-
tions that' receive assistarice from’
Mutual ‘Security Agency.” """ 4
... Sinee: the United States had al-,
ready. ‘denounced. ‘in June, ‘1951
the ‘American-Soviet ‘commercial
treaty of-1937 and. also introduced
a 'very —-ecomprehensive - export
licensing ' system. in. accordance
with the -Export Control ‘Act of
1949, ‘our trade with. Russia and-
the satellites has indeed become
very negligible. While . this ‘has
not harmed us, there is plenty
indication that it ‘weakenéd sub-
stantially the Soviet ‘bloc. -

It was already said ' that - for
stringent reasons some of our al-
lies have to continue their trade
in non-war goods with the Soviet
Union. The Battle Act makes
proper allowance for ‘it where
such trade between, e.g., a Western
European country and the Soviet
Union is absolutely necessary and
'serves the security of the Western
world. But we have'to be vigilant
that ‘such trade ‘does ‘not- grow -
beyond the -indispensable. That
means for us that we have to get
still more rTaw materials ‘and
finished goods to Western Euro-
wean countries and that we ‘be-
come more and more willing to
puy from them. -Then,  we will
eventually -acquire this last share
of the West European trade which
is still held by the Soviet bloc. -
The same’ goes for any ally in any
part of the ‘world. One conse-~
quence of this then is a lowering
of ‘our tariffs or at least no in-
crease in them and no new crea-
tion of -any ‘other trade barrier.
Any new difficulty imposed by us.
on imports from friendly nations
constitutes a victory for:the Soviet
bloc with whom our present
friends ‘may have ‘to trade if we
refuse their products. ) ;

We must furthermore: continue
our efforts against Soviet propa-
ganda and disabuse our friends
about its true contents. While the_
Soviets use our terms, they speak
a different language. When they
refer to democracy, international.
law, commercial . treaties,  equal .
rights and sovereignty -they al-
ways mean the opposite of -what
we conceive by these terms.

It must be clearly understood -
that ‘Russian foreign trade serves
one purpose only:-to aggrandize
Russian power. It"is one more
road to conquest.

!

2 With Stewart, Eubanks -
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SAN FRANCISCO, Calif.—Jo-
seph C. Eldridge and William H.
Purcell 'have 'become associated
with Stewart, Eubanks, Meyerson ™
& York, 216 Montgomery Street,
members of the San Francisco
Stock Exchange. Mr. Purcell was
previously with Wilson, Johnson
& Higgins and Stephenson, Ley-
decker & Co.
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. Trend of Interest Rates in 1953

By MARCUS NADLER*
Professor of Finance, New York University

Dr. Nadler discusses: factors which may determine trend of
both long and’ short-term: interest rates in coming months,
and: concludes these rates: will to a large extent be influenced
~by international developments. Says, because condilions are
50 highly uncertain, itis important that trust investment policies
be kepti flexible and no definite pattern of interest rates or debt
refunding should’ be

adopted until there is clearer outlook
of what is ' ‘

Money rates during the present
year will be determined by busi-
ness activity, which in turn will
influence' demand’ and' supply of

credit anu

capital the

credit pelicies

of the Reserve

System, and

debt manage-

ment by the

Treasury. As

during the

past few years,

the interna-

tional politi-

g cal situation

©will  exercise

a strong in-

fluence on

business ac-

‘Marcus Nadler- tivjty as well

as'on' business and investment
psychology.

Business Activity

There are elements: of: strength
as well as of weakness in the
economy, and at the moment it is
impossible to state whether the
weaknesses will become more and
more apparent or whether they
will disappear. The forces oper-
ating to maintain the economy are
the high level of defense spending,
new plant and equipment expen-
d1tu1:es, the continued need for
housing'and public works, and the
favorable prospects for main-
tepance of the national income.
Military expenditures in all likeli-
hood will not decrease during the
year and will therefore continue
to influence business activity
fa.vorably. Capital expenditures
will continue at a high level al-
though they may be somewhat
smaller in the current year than:
during 1952, with the decline be-

to come.

at the same rate as in 1952 and it
will accordingly be less significant
‘as a business stimulant. A bal-
ancing’of the elemeénts of stréngth_
and weakness in the business out-
look leads to the conclusion that
business activity for the year 1953
as a whole will remain at a high
level; the first half should not be
materially different from 1952,
What happens later will be de-
termined to a large extent by the
international political situation,

Long-Term Interest Rates

The trend of long-term interest
rates will depend on the demand
for and supply of capital.

The Demand for Capital: The
demand for long-term capital will’
come from corporations; the con-
struction - industry, notably hous-
ing; -pelitical. - subdivisions and
authorities and the Federal Gov-
ernment: The demand for long-
term capital by corporations dur-
ing the current year should not
be as large as during 1952. The
pent-up demand for many’ com-
modities has already . been met,
and industrial expansion is be-
ginning to slow down. As in the
past, corporations: will' continue
to rely primarily on internal re-
sources; i.e., the plowing back of
income and the utilization of de-
preciation and depletion reserves.
The latter items in 1953 will be
larger than before.

The supply of home mortgages
in 1953 also should be somewhat
less since the pent-up demand for
housing has to a large extent been
met. Family formation in 1953
will be somewhat smaller than
during the past few years, and
undoubling of families would ap-
pear to have gone as far as it can

likely. What is not known is
whether the Treasury will merely
endeavor to mop up funds that
may be available ‘for investment
in long-term government securi-

" ties or whether it will actively

compete with corporate and mort-
gage requirements for a portion o

the savings of the country. ’

- The Supply of Funds: The total
supply of long-term funds seeking
an outlet in bonds and in mort-
gages during 1953 will be larger
than "during 1952. Not only will’
the  contractual savings through
insurance companies and pension
funds be larger than béfore, but
also if business activity remains
at a high level, the voluntary sav-
ings of the people will continue
to . grow rapidly. The .negative
savings—i.e., the repayment of
already outstanding debt—will be
considerable and will cause in-
vestment problems later on. As is
well known, the volume of mort-
gages' during the last few years
has increased at a rapid rate. All
new mortgages carry amortization
provisions, and the actual life of a
mortgage is smaller than its con-
tractual life. The volume of cor-
porate bonds offered since the
end. of the war has been large,
and almost all carry sinking fund
provisions. Many preferred stocks
at 'present also carry such a pro-
vision. Hence, institutional inves-
tors- which' are large holders of
honds and mertgages will nat only
have the problem of investing the
new. funds accruing. to them but
also of reinvesting. even larger
sums constituting the repayment
‘of outstanding debts. ‘

In analyzing the supply of and
demand for long-term funds, and
without considering the possible

repercussions of refunding oper-
ations on the long-term market,
one may reach the conclusion that
the supply will be adequate and
toward the end of the year some-
what larger than the demand and
that this favorable supply-demand
relationship. ought to have an im-
pact on long-term: interest rates.

As regards long-term rates, one
may therefore conclude that their
movement will’ depend: to a. large
extent on the Treasury’s debt
management policy. If Treasury
policy should be to compete ac-
tively ‘with® industry and’ mort-
gage needs, then long-term rates
may- remain-either at their pres-
ent level or witness a moderate
increase.” It goes without saying
that if, the Treasury should offer
a 30-year 3% bond, a downward
readjustment- in prices of present
outstanding AAA corporate bonds
is bound to take place. The
presently outstanding long-term
marketable government obliga-
tions seem to be adjusted already
to. a 3% long-term obligation, If,
on the other hand, the Treasury
should go slowly with its refund-
ing operations and not actively
compete with the private sector
of the economy for the savings of
the people, long-term rates of

interest toward, the end of the-

year may witness a decline from
the present level.

The Movement of Short-Term
Rates
© While long-term interest rates
during 1952 were marked by con-
siderable stability and yields on
high grade bonds including gov-
ernments at the end of the year
were not materially different
from those prevailing at the be-
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ginning, there was; a, sharp,.in~
crease in short-term *rates, mot-
ably Treasury bills. This was
primarily due to the increase in
the volume of commerical loans,
a rise in the volume'of currency
in circulation, and to the neutral
credit policy adopted by the Re-
serve authorities which premitted
government' obligations, short. as
well as- long-term, to be influ-
enced most of the time by factors
of demand and supply. i
These developments culminated
in an increase in the discount
rate of the Federal Reserve Banks
on Jan. 15 from 134 to 2%.
Whether or not the increase in
the discount rate was well timed
is a debatable question. Usually
an increase in the discount rate
is taken as a signal that the
central bank .authorities are con-
cerned over either inflationary
developments or the abuse of
bank credit or a serious malad-
justment in the balance of pay-
ments of the country. The forces
of inflation are receding. The
economy is on dead center; and
unless the - international . political
situation should become worse,
the dangers of inflation shouid
continue to recede as the year
goes on. Competition is increas-
ing, and profit margins in’ many
lines are decreasing. Were it
not for the farm support poliey,
farm prices, if anything, would be
lower, ’
" The increase in the volume of
bank. loans reflects merely the
high level of business activity,
the high cost of doing business,
high taxes, and the acceleration
of tax payments. The large in-
debtedness of the member barks
Continued on page &/
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Listing of the Debentures on the New York Stock Exchange will bé applied for by the Company in

go. The supply of tax-exempt
securities in all probability dur-
ing 1953 will be larger than in
952. By how much it is impos-
sible to state. The supply of ma-
terials available for public works
and for construction in general
will. increase; and any downward
trend in interest rates, if it should
develop, will stimulate the offer~
ing of tax-exempt securities.

The Position of the Treasury:
What the demand of the Treasury
for long-term funds will be would
appear to depend both on its fiscal
position and on the refunding

. coming more evident in the sec-
ond half of the year. The con-
struction industry will continue

. active; the erection of new hous-
ing in all probability will be
smaller ‘than in 1952, but this
should be ¢ounterbalanced by an
Increase in public works. The na-
tional income of the country;
throughout the year is likely to-
remain at a fairly high level,

The weaknesses that now ap-
pear to be developing are the
softening in'‘commodity prices and
the expansion in private debt. In
spite of the very high level of

business activity, commodity
prices, notably of farm products,
have been rather weak. It is pos-
sible that this weakness reflects
merely a delayed readjustment:
from the sharp: increase which
developed shortly after the out-
break of the Korean War. If, how-
ever, the weakness in commodity.
prices should continue into the
second quarter of this year, it may-
forecast not only a slowing down-
of the boom but the widening of!
certain economic maladjustments,
Private indebtedness. during. the
last few years has increased at a‘
rapid rate. Usually in periods of:
. Zood business, individuals as well :
as business coneerns are inclined
to' borrow more freely. This' in -
turn stimulates business: activity,
favorably.  In périods when the
business outlook is less favorable.,
borrowing' tends to- decline, thus
accentuating the downward trend
~in business activity. Tt is doubtfnl
whether private indebtedness will:
increase. during the current year

*An_address by Dr. Nadler at the

34th. Mid-Winter  Trust’ Conference of

- the American Bankers- Association; New
York City, Feb. 10, 1953. .
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policy that will be adopted. Dur-
ing the first half of 1953, the
Treasury should be operating with
a cash surplus and be in a position
to repay some outstanding in-
debtedness.” During the second:
half of the year, whether . the
Treasury will have to borrow or
not will denend on the ability of
the new Administration to curtail
expenditures. New barrowing dur-
ing’ 1953, however, is not likely
to. play as important a role as
refunding operations. During the

first ‘half of the year: it is: doubts - -

ful. whether the Treasury. will
offer any long-term bonds in.ex-
change for matured: obligations:
The first. refunding operation. an=
nounced at the end. of January

by the new Administration-indi- -

cates auité.clearly that the Treas-
ury will go slowly and that it is
willing  to pay somewhat higher
rates of interest in order to ex-
tend the maturities of government
obligations. In the second half of.
the year, particularly when the
2% bonds of 1951-53 outstanding
in the amount of $7,986.000.000
come due. a conversion of a por-
tion into long-term obligations is

due course;

" Price 1014 % and accrued interest
to yield approximately 3,30% to maturity

Goldman, Sachs & Co.

* Merrill Lynch, Pierce; Fenner & Beane -

Clark; Dodge & Co,
" McDonald & Company
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M¢Cormick-& Co.
Fauset, Steele & Ce.

-W.F. Kurtz & Co.

Auchincloss, Parker & Redpath
Ball, Burge & Kraus:
Moore; Leonard & Lynch:

Hayden, Miller & Co.

The First Boston Corporation
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Smith, Barney & Co:
F. Eberstadt & Co. Inc.
" Merrill, Turben & Co:
Chaplin and Company
Baxter, Williams & Co.
Prescott, Shepard & Co., Inc.

B.nker, Watts & Co.

Rotan, Mosle and Moreland
Green, Ellis & Anderson
McJunkin, Patton & Co.
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Jenks, Kirkland & Grubbs-
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Field, Richards & Co.
Kay, Richards & Co.
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T. H. Jones & Company
L. B. Schwinn & Co.
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Dealer-Broker Investment
Recommendations & Literature

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

< Rail Outlook—Reappraisal—Sutro Bros. & Co

Automotive Parts & Equipment Manufacturers — Bulletin of
statistics—Stanley Heller & Co., 30 Pine Street, New York
5 N.Y.

Bank Stocks and Price-Earnings Ratios—Analysis—A. M. Kid=
der & Co., 1 Wall Street, New York 5, N. Y.

Banks — Comparative analysis of 42 representative banks —
Paine, Webber, Jackson & Curtis, 25 Broad Street, New York
4, N. Y.

Breakdown of Government Bond Portfolios and Sources of
Gross Income for 17 New York City Banks—Laird, Bissell
& Meeds, 120 Broadway, New York 5, N. Y.

Convertible Bonds: their availability and advantages—Review
—Model, Roland & Stone, 120 Broadway, New York 5, N. Y.

Over-the-Counter Index—Folder showing an up-to-date come
parison between the listed industrial stocks used in the Dow=
Jones Averages and the 38 over-the-counter industrial stocks
used in the National Quotation Bureau- Averages,: both:-as te
yield and market performance over a 13-year .period—
National Quotation  Bureau, Inc.,, 46 ‘Front Street, -New
York 4, New York,

120 Broadway,
New York 5, N. Y,

Stocks for 1953—20 stocks. favored by the company——Amott
Baker & Co,, Inc., 150.Broadway, New York 38, N.-Y. .
Tax. Free Long Dividend Paying Stocks—List of 152 common
stocks free of county, city and school personal property taxes
in Pennsylvania and which have paid consecutive dividends
for the past 25 years or  more—Moore, Leonard & Lynch
Union Trust Building, Pittsburgh 19, Pa.

U. S. Government Portfolio Distribution of New. 'York City

" Banks—Tabulation— The’ First Boston Corp., 100 Broadway, -

New York 5, N.'Y. Also available is a tabulation of -Net Oper-.
ating Earnings as a Percent of Mean Capital Funds of 16
New York City Banks.

What's Ahead?—Ten reports a year by Edward R. Dewey, co~ -

author of HCycles’—sent 10 persons who. contribute $10 a
year to the Foundation for the Study of Cycles, 9 East' 77th
Street, New York 21, N. Y. Also as a dividend a chart of
various .stock market cycles, projected to 1990 (ask for
chart C).

. Western Canadian Qils—Brochure—James Richardson & Sons,

173 Portage Avenue, East, Winnipeg, Man,, Canada, and
Royal Bank Buxldmg, Toronto Ont., Canada
B * *® =
American Air Filter Co., Inc.—Memorandum—2B. G. Phillips &
Co., 44 Wall Street, I\ew York 5, N. Y. Also available are
memoranda on Amencan Marietta Co., Foremost Dairies, Inc.,
Hydraulic Press Brick Co., Mountain Fuel Supply Co.

Armco Steel—Memorandum—Goodbody & Co,, 115 Broadway,
New York 6, N. Y. Also available - are memoranda on
(‘arborundum Corp., Firth Sterling, Hooker Electrochemi-
cal, Jones & Laughlm, National Gypsum, and . Pittsburgh
Metallurgical,

Baltimore Transit’ ‘Company—Analysis—J, V.,
50. Broad: Street, New' York 4, N. Y.

Bank. of America, N, T. & S. A.—Report—Loewi. & Co., 225
East Mason Street, Milwaukee 2, Wis. Also avaxlable is

. a special” report on Kellog Company

‘Byron Jdckson~Memorandum—AuchmcIoss Parker & -Red-
path, 729 Fifteenth Street, N. W., Washmgton 5, D. C. Also
available is a memorandum on J P. Stevens,

Canada Dry Ginger Ale, Inc ——Memorandum——Shearson Ham-
mill & Co., 14 Wall Street New York 5, N, Y. Also avail-
able are memomnda on North Amerxcan Aviation and St.
Regis Paper.

Manganaro Co.,

Canadian Pacific Railway Company—Analysis—William Blair .«

& Company, 135 South La Szlle Street, Chicago 3, IIl.

Central Maine Power Co. —Analysxs—Ira Haupt & Co., 1‘11»[,;

Broadway, New York 6, N. Y,

Donegal Petroleums:Limited — Bulletin — Dumont Trad n
Limited, 331 Bay Street, Toronto, Ont., Canada. e
Electric Bond & Share. Co. —Analys]s—E F. Hutton -
pany, 61 Broadway, New York 5, N, Y. & Com

Elliott Company—Analy51s—Eastma Dill
Street, New York 5, N.- o S0 % iy 1 B

Eureka Corp. Ltd.~Memorandum—Aetna Securiti
Broadway, New York 6, N. Y. Rurties Cong, 111

The Commercial and Financial Chronicle . . . Thursday, February 12, 1953

Federated Deﬂartmént Stores—Report—Granger & Company,

111 Broadway, New York 6,

N. Y. Also available are re-

ports on Lone Star Cement, Magnavox, McCord Corp., Na-

tional Tea, Pacific Finance, Republic Steel,

St. Louis San '

Francisco Railway, Studebaker Corp., Tri Continental, Vana-
diam Corp., and Warren Petroleum.

Fenimore Iron Mines,

Ltd.—Report—Rutberg & Company,

Inc., 31 Nassau Street, New York 5, N. Y.

Fnduciary Management, Inc.—Report—Eisele & King, Libalre,
Stout & Co., 50 Broadway, New York 4, N, Y.

Kerr-Addison Gold Mines—Memorandum—G. E. Leslie & Co.,
Royal Bank Building, Montreal, Que., Canada.

Lincoln National Life Insurance Company—Analysis—Crut-
tenden & Co., 209 South, La Salle Street, Chicago 4, Il

P. R. Mallory & Co., Inc.~—~Memorandum—White, Weld & Co.,
40: Wall Street, New York City. Alsoe available is a meme~
randum on Montana. Power Co, )

North American Co.—Memorandum—Smith, Barney & Co., 14
Wall Street, New York City. Also avaﬂable are memoranda .
on United Shoe Machinery Corp. and Westinghouse Electric - -

Corp.

- Philco Corp.—Analysis in current issue of . the -“Monthly In-
-vestment Letter’—J. R. Williston, Bruce & Co., 115 Broad- .
way, New York 6, N. Y, Also in the same issue is'a dis— °
cussion of Sante Fe, Underwood .- .Corp. -and -a list of Oils-off -
the beaten path and a bulletin is also available on Servel;

Ine,’

‘Riverside Cement Co, —. Analysis and_ review of the Cement -
lndustry—Lerner & Co 10 Post Office Square, Boston: 9,

~Mass.

.Sun. Life Assurance Company—Complete 1952 annual report -
: including President’s -review of the year—Sun.Life of Can~ -
- -ada,. 218vSun Life Building, Montreal, Que., Canada.

- United States Plywood Corporation—Brochure entitled . “First

Came Sales,”. the -story of-the corporation—United: States -«

.‘Plywood". Corporatwn 55 West 44th Street, New Yeork 18,

N. Y.’

Vermont Indusiries, Ine. — Circular. — George F. Breen, 20 .-

Pine Street, New’ York 5 N, Y

American Enka *Gustin Bacon

Plastics
SIOGks : Glass Fibres
Richardson Co.

“Russell Reinforced Plastics

American Phenolic
Durez Plastics
Emhart Mfg.

BOUGHT — SOLD

TROSTER, SINGER & Co.

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

*Prospectus on Request

anhl Becomes Mr. 1700th Analysl

COMING
EVENTS

In Investment Field

Feb. 13, 1953 (Milwaukee, Wis.)

Milwaukee Bond Club Mid-
Winter party at the. East Room of
the Hotel Schroeder.

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

Investment Bankers Association
of America winter meeting at the.
Drake Hotel.

¥eb, 20, 1953 (Philadelphia, Pa.)

Investment Traders Assoclatiom
of Philadelphia annual Mid-Win-
ter Dinner at the Benjamin Ftank-
lin -Hotel.

March 6, 1953 (Toronto, Canada)

Toronto Bond Traders. Associa-
tion Twentieth :Annual Dinner at
the King: Edward Hotel. !

April 12-15, 1953 (Phila., Pa.)

National Federation of Financial
Analysts .-Societies . sixth:  annuak
convention-at the ‘Bellevue-Strat-
ford Hotel.

April 30-May:1,:1953 :

.- (St. Louis, Mo.)

‘St. Louis ' Municipal Dealen

-Group-annual outing,
--May 7-8,1953 (San Anunlo;..Tm) ¢

* ‘Texas Group.Investment Bank-

-ers  Association-of :A'merican:™
- Spring Meeting at the Plaza Hotel. -

- ‘May 8, 1953 (New York City)

Security ;Traders:Association of
New York dinner at the Waldort—
Astoria.

sz 13-16, 1953 (White Sulphur

Spnngs. W.'Va.y

i - Investment Bankers Associatlon
“-of - America. Spring  meeting. at .
- the’ Gteenbner Hotel.

 Sept. 14,1953 (Sun Vauey;xdam

- National Security-Traders. Asso—
clatmu 20th ‘Annual Conventlon.

'-Nov. 29-Dee.. 4 1953

(Hollywood Fla.) _
. Investment Bankers -Association

‘of America Annual Convention at

the Holiywood Beach Hotel. -

Bharles Hazelwood Now

‘With Paal H. Davis Go.

‘(Speeial 10 THE FINANCIAL CHRONICLE)
" CHICAGO, IIl, — Charles F.
Hazelwood: has become associated
with- Paul H. Davis & Co.,. 10-
South La Salle Street, members of

.~ the New York and Midwest Stock

Exchanges. Mr. Hazelwood was
formerly associated - with W. C.
Langley & Co. in New York City,
and prior thereto was an officer
of Blair, Rollins & Co., Inc. -

Dietenhofer Joins
Southern Inv. Go.

(Special to THE FINANCIAL CHRONICLE)
SOUTHERN PINES, N. C.—Her-
bert J. F. Dietenhofer has become
associated with ‘Southern Invést-

" ment Co., Inc.; Johnston Building,

John Story Wright, partner in Morgan Stanley & Company,
investment bankers and senior.in the buying department, became

“Mr. 1700”
Wednesday, Feb, 11.

Lancaster M. Greene, a member of the executive commlttee

in the New York Society of Security Analysts

of the Society, presented Mr. Wright with a copy of Henry-
George’s “Progress and Poverty” which, according to custom, is
presented to each hundredth member. Mr, Greene is a partner in
the firm of Lancaster and Norvin Greene, investment advisers.

Murray Shields, Vice-President of the Bank of Manhattan
Company, became “Mr 1600” in the Society in 1952, and Lawrence
W. Fairfax of Dominick and Dominick was “Mr. 1500 ”

Lo*7/fraser.stlouisfed.org/

"Two With J. A. Hogle

(Special to THE FINANCIAL CHRONICLE)

LOS"'ANGELES, Calif.—George

D. Hansen and Michael A, Mar-.

gucci have become associated with
J. A. Hogle & Cbo.,
Sixth Street.- Mr. Hansen. was
previously ‘with .King Merritt. &
Co,, Inc. and C. E. Abbett & Co.

507 West.

Cruttenden Adds Two -

(Special to THE FINANCIAL CHRONTCLE)

CHICAGO, I1ll. — Andrew. B.
Bryngelson and Frank J. Fitz-

gerald have become connected-
with Cruttenden & Co., 209 South . --

La Salle Street, members of the
New. York and Midwest “Stock
Exchanges.

Charlotte N. C. Mr. Dietenhofer
was formerly Vice-President " of
WMcAlister, Smith & Pate, Inc, -

First Albany Gorp.
New Dealer Firm

ALBANY, N. Y.—The First Al-
bany Corporation has been formed
with offices at 100 State Street, to
engage in the securities busmess.
Daniel V. McNamee, Jr., is a prin=-
cipal of the firm. Mr. "McNamee
was formerly Vice-President of
George R. Cooley & Co.

With Louis Love Co.
. (Special to THE FINANCIAL CHRONICLE)
MENLO PARK, Calif. — Edna
Ferguson has ‘been added to the
-staff of Louis A, Love Co., 70Q

¥

. Hermosa Way. .
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| Depariment S‘tor,'et Sfe_curilies
As Investments

By B. EARL

PUCKETT* e

Chairman of the Board, Allied Stores Corporation =

Prominent retailing éxecutive, in discussing investment merits
of securities of department stores, stresses advantages of their
- -diversification and flexibility in undertaking risks. . Also .em-
- phasizes. as strong point, stability and growth of consumer

‘demand for most goods. Points out department store securities’

because of their maturity have become stable investments, and"
not subject to wide fluctuations. Forecasts Favorable.depart--
‘ment store operations in 1953,

‘While we in Allied Stores Cor-
poration do not recognize that the
company. can be classified as
either a department store company
or . a chain .
store com-:;.

" pany, I am
‘going to direct .
my discussion
primarily:to:
the depart-.
ment - -store-;
field: With our
strong com--
prehensive:
central ' man- .. |
agement and- -
purchasing’
setup, Allied -
has many. of
the character-
istics of a
chain store

B, Earl Puckett

system. On the other hand, most.
of our individual: store units were:

originally .developed as- individ-
ually owned and operated depart-
ment stores and continue. to.pos-

such. On these we have superim-
posed much of which we believe
to be the most meritorious charac-

teristics .of the chain. - This has.

been done by copying or adoption
as well as by adaptation.. Not only
the background -of the .individual

store units now operated by Allied.

but also my own personal back-
ground, before joining Allied, in~
fluence me to approach my discus-
sion today from ' the department
store viewpoint.

Diversification

I Wonder if the extent to which
the principle of diversification is
inherent in a .department store
investment is fully understood by
the average investor or even his
advisors. Suppose we examine this
thought. The average department
store has a large amount of its
total capital funds (usually rang-
ing from 25 to 40% of total funds)
invested in prime Grade A down-
town real estate. Both as to loca-
tion and the character of the build-
ings thereon, this real estate ap-
proaches the ultimate in the way
of fundamental soundness,
whether viewed from the stand-
point of security of principal or
assured continuity of income, Con-
sider the merits of this type of
physical plant investment in con-
trast with a plant located on some
railroad siding or waterfront de-
signed and equipped to produce
one specific product.

" Remember that this latter plant
or even the product it is designed
1o produce may well be started on
the road toward obsolescence- be-
fore tomorrow morning by labora-
tory research or technological de-
velopment. On the other hand, dis-
tribution to consumers. will con-
tinue as long as there are people
1o consume. A sizable amount of
this - distribution will take place
where the ‘consumers are—down~
town. Even if one were so skep-
tical as to assume that consumers
would stop consuming, this de-
partment store physical plant is so
located and so designed as to lend

itself readily to conversion for
‘other uses.

Another large part of the de-

*An address by Mr.

Mid-W Puckett at the

est Forum ' of the . Investment
Analysts :Society- of Chi , Chi
An, Jnnuar! 20, 19053. Y Rl
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:through . diversification )
] : -automatically results in a bad debt
sess many of the characteristics of:

partment store eompany’s eapital
(usually ranging from . one-quar-
ter to one-third) is invested in’
banking—customers’ accounts re-
ceivable. Again, we find our old.
friénd “diversification” working

for us. The average balance on

regular charge accounts ‘seldom
exceeds $50. Consequently, the in-
‘dividual credit risk is at worst

.no more than nominal., In prac-
tice, the investment. in regular

charge accounts is turned into cash

:on a 60-day basis. Even the aver-

age balance on deferred payment

~balances seldom. is more - than
.double or triple this amount even

‘though such accounts are secured

by 'the power to repossess the
. merchandise sold. The investment

in deferred payment 'accounts
turns over more rapidly than an-
nually and provides a very hand-
some return in the form of carry-
ing charges. ’

The spreading of the risk
almost

loss ratio of less than one-half of
1%. Also, this accounts receivable
investment of a department store
has a built-in governor as to its
amount in total. In times of good
business, when the risk is all but
non-existent, the amount expands.
As business activity recedes, the
amount of such.investment dimin-

ishes. automatically, being. con-’
verted info cash through collec-.

tions at a rate more rapid than
the new lower level of sales.

The third major investment of
a department store company, and
one that is frequently smaller than
either of the other two, is that of
inventory. This is the risk invest-
ment. It is subject to unbalance,
obsolescence, and price fluctua-
tions. Unlike that of the average
corporatien, however, this invest-
ment in a department store is in
tens of thousands of items that
are in every day use by millions
of people rather than one, or just
a’'few items of the same general
category and often of highly lim-
ited market appeal. Again, our old
friend and protector “diversifica-
tion” is by our side. Another fac-
tor, equally protective in nature,
is the fact that there is seldom,
if any, reason for a' department
store to be committed for inven-
tory beyond a 90-day period. In
addition, there is always a “time
lag” between conditions as they

.exist in the wholesale and con-

sumer markets which, within it-
self, is an effective cushion for the
retailer. -

Separate and apart from the
balance sheet items, we find the
beneficial results of “diversifica-
tion” working for the retailer in
other respects. The very number

‘of customers of the department

store carries great strength, Hab-
its, and this particularly includes
shopping habits, are not broken
suddenly, Once a retailer has
gained the consumer as an estab-
lished customer, that retailer will
continue to benefit from that pa-
tronage even, for a time, after he
has ceased to deserve it. Also,
the loss of an individual customer
or even a sizable group of them
cannot produce an immediate cri-
sis for a department store com-
pany.

_ Flexibility

© Closely related to this principle

of “diversification” is that of flex~

ibility. We know- that corporate

histories- are--filled with' the rec-
ords-of ‘companies ‘that have rid-
den short-term and intermediate-
térmr -trends ‘and demands to- the
pinnacle of success, only to find

. that these demands and trends

reversed themselves, committing
those particular single purpose’
companies to oblivion. This can-
not happen to a department store
company. ‘A department store is
adistributive mechanism equipped
to fill the needs and wants of the’

* consumer-—whatever they may be.

An - alert: department store man-

-agement can vary its product as

the consumer ' dictates. -Physical
plant, location,.organization prin-’
ciples and technigues of the" de-
partment store require only minor
readjustments -as we meve from
product to product. Also, this
movement is gradual and the real
change is usually in sales empha-.
sis with only natural evolutionary-
changes in other respects. Tech-'
nological 'advancement offers no.
hazards but rather increased op-’
portunities, to. the ‘department
store because of its inherent’ flexi-"
bility, - . Co

. Other Fundamental ‘Strengths
. In extolling the.virtues .of de-
partment store’ securities as .an
investment I would like to empha~
size also that: .. . .. .
(1) Distributing consumer goods
to consumers is no fad, fancy, or
temporary thing. It will continue
as long as consumers consume.
The principle of specialization
from which our ‘economy gains its
great driving force dictates that
every advancement in the field of
production be matched with in-
creased responsibilities and op-
portunities in the distribution of
that which has been produced.

(2) While there is some varia-
tion in the physical quantities of
consumer goods distributed as be-
tween gdod and bad times, this
variation 'is not great in the lines
making’ up the bulk of department
store merchandise. Sales declines
of department stores even in deep
depressions result primarily from
declines of price levels rather than
physical quantities. Department
stores do not shut down because
of lack of orders.

(3) While department stores op-
erate in an-open and highly com-
petitive market, many of the ad-
vantages that other forms of busi-
ness could obtain only by monop-
olistic practices are inherent in a

well established, well run, domi-
nant department store as a natu-
ral result of. consumer shopping
habits and selling franchises of
well established brands of mer-
chandise. -The cumulative effects
of many, many million of dollars
of past advertising of the depart-
ment store as an institution and
of the manufacturers of lines of
merchandise it distributes do not
appear on the balance sheet but
they represent an unrecorded as-
set of great value.

(4) . Diversification is inherent
within .an individual department
store, When a single company
owns a number of department
stores well diversified as to ap-

. peal, size and geographic location,.

we find the protective influence

of diversification carried to a truly
superlative degree. .
—

The Market Multiplier .

y

Some.of ‘you may ‘well be say-

ing 'to yourselves at -this time,
“Well if department stores have.
all of these merits, why are they
not reflected in the security mar-

kets?” This isa good question and..
one that must and should be faced. :
Security prices are influenced not.
- only by -earnings, but by - the:
This multiplier not-
only variés by time but by indus-

“multiplier,”

tries and by companies within the:
industry.: As to both the former

and latter I have little in the way’

of specific comment. The “timing”
factor is ' one on which you 'spe-
cialize. I may approach it, at
least by inference, in my later
comments on operations. The
latter question of proper “multi-
plier” for a particular company
within an industry is not a proper
subject for this meeting as I un-
derstand it. I would just like to
comment that a strongly influ-
encing factor should be an ap-
praisal ‘of the relative effective-
ness of the company’s manage-
ment, I would like,K to add that
past earnings performances are
of value only as an indicator of
future possibilities. A favorable
past record at variance with a
more recent unfavorable, unex-
plainable trend may prove to be
disastrous if permitted to dictate
a relatively high multiplier for a
particular company within an in-
dustry.

Taking the securities of depart-
ment store companies in general,
it is my belief that the past “In-
dustry Multipliers” have not re-

flected properly the many inher-

(681) 9

ent virtues of the industry, The
desirable factors' of diversifica-
tion, flexibility and assured con-
tinuity of fundamental need have
not been appreciated properly by
the investor, his advisors and the
analysts. The same can be said in -~
regard to the “built-in” financial
control of the department store
structure which automatically cre-
ates a substantial cash throw-off
in times of adversity as a result
of accompanying inventory liqui-
dation and account collection. I
am quite convinced that a
thorough study on your part will
convince you that the securities
of a well managed department
store company are entitled to an
investment . type “multiplier” of
relative high rank. I urge you
to give this matter some serious
thought. : . |

Depariment Store Maturity

I would like to.examine with
you some of the history of the de-
bartment store industry and take
a. look'‘at its current status. Only
by so doing,.can we properly eval-
uate the future and it.is only the
future - that really matters. ‘I also .
surmise that misinterpretations of
this past record. are not unrelated
to . the . erroneous . “‘multiplier”
factor: just discussed. Here we are
faced” not only with the question
of the accuracy of the record, but
also with the validity of the con-
clusions reached in their inter-
pretations. As practising or
former statistical analysts or re-
-searchers, each of us appreciates
the ever present likelihood of
overlooking some pertinent and
oftentimes determining factor in
arriving at an interpretation of
general - statistics. Perhaps my
more intimate experience in the
department store field may: add
something to your knowledge
and trend of thinking in these re-
spects. d .

- ‘The. department store industiry
may well be classified as a mature
industry. I, of course, refer to the
industry as such and not neces-
sarily to the individual companies
therein. I believe it is important
that this maturity factor be recog-
nized by the analyst as maturity
carries within itself both advan-
tages and disadvantages. It is not
wholly either. The department
stotée industry was born just fol-
lowing the - Civil War. It had a

rapid  growth in the -quarter cen-
Continued on page 30

| February 10, 1953.,

Goldman, Sachs & Co.

T his announcement is neither an offer to sell nor a solicitation of any offer to buy securities.
The offering is made only by means of the Prospectus, which describes
the securities and the business of the Company,

$25,000,000

The May Department Stores Company
3%U% S

Due February 1, 1978

Price 100%

(and accrued interest from February l,' 1953)

Upon request, a copy of the Proapéctds may be obtained within any State
from any Underwriter who may regularly distribute it within such State.

inking Fund Debentures

Lehman Brothers

«
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Problems of Trust lnveslm/ems
In 1953 |

By ROLAND C. BEHRENS*
Yi,ce-l’/residem, $t. Louis Trust Company, St. Louis, Mo.

Midwest Trust officer, in outlining problems which portfolio
managers must face in 1953, says change from an inflationary
economy will require taking into consideration psychological
as well as fangible factors. Foresees substantial requirements
for industrial construction and municipal improvements aleng
with favorable business prospects, as well as modest rise in
interest rates and probable high level dividend payments.

The transition from an econ-
omy of inflation, the recent years
of which were particularly
marked by profligate spending, to

one dedicated to sound business .
principles and sound money, pre-.

sents much food for thought by
those charged with the manage-
ment of trust investments.

The new Administration faces
many difficult problems for which
there will be no easy solutions
in remoulding our political econ-
omy along tne.lines which made
our country great.

In addition to certain tangible
factors, the portfolio manager
must take into consideration psy-
chological and intangible ones.
Since the election, a material
change in the mental attitude of
business leaders is readily ap-
parent. For a number of years
various restrictions, price and
material controls, labor rulings,
and high taxes had almost de-
stroyed initiative, and there was
little incentive to risk capital. The
action of the stock market in re-
cent weeks gives some evidence,
at least, of a revival of the free
enterprise spirit. Apparently eap-
tains of industry will not be
branded as criminals for thinking
in terms of net profits.

It will also be necessary to try
to evaluate the tonsequences of
20 years of inflation much . of
which has become a permanent
part of our economic system.

Without trying to assume the
role of a ‘prophet, suppose we
examine a few basic facts in our
effort to anticipate economic
trends in 1953, taking ~our cue
from industry which has_become
increasingly proficient at sensing
trends.. A prominent automobile
manufacturer recently stated, “A
smart guy does not try to buck
a trend. He tries to anticipate
the trend and ride with it. He
lets the economists and profes-

*An address by Mr. Behrens at the
Mid-Winter Trust Conference, sponsored
by’ the American Bankers Association,
New York City, Feb, 10, 1953.

sors work out how to buck it.
They don’t have to meet a pay-
roll.”
Budget
Without doubt control of gov-
ernmental spending is uppermost
in the minds of Federal officials
and the taxpayer. The budget, in-
herited by President Eisenhower,
can be summarized roughly as
follows:
Estimated
Budget Actual
1952-53 Expends,
(Billions of $)
Military (60% ) 48.0
International (13%)- i .5 -
Interest (7%) .-
Veterans (5%) ---
Natural resources
Social Security, welfare
& health
Trans. & communication
Agricultural ...
General government __ .
Education & housing. ..
Com, & labor

73.7

Predicated on estimated receipts,
these figures would seem to in-
dicate a cash deficit for the cur-
rent fiscal year of $3.7 billion,
although President Eisenhower in
his State of the Union address in-
dicated the current year’s deficit
at $5.9 billion. Such a deficit, par-
ticularly a “cash” one, hardly
presents a logical basis for tax
relief. All of us are aware that
the- present' Excess Profits Tax
Law, variously estimated to pro-
duce $2.5 to $3.5 billion this fiscal
year, expires June 30, 1953 while

the increase in Personal Income
Taxes, as a result of -the Korean
War, estimated to produce $2.5
billion, expires Dec. 15, 1953. In
addition certain Excise Taxes es-
timated to produce $2.0 billion
expire March 31, 1954 while the
reduction in Corporate Normal
and Sur-taxes from 52% to 47%
-on Jan. 1, 1954 would cost the
Treasury an estimated $2.0 billion
annually. President Eisenhower,
familiar, by reason of his long
military career, with the procliv-
ity of the Armed Forces for pad-
ding military requirements, can
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undoubtedly slash billions from *
the defense program without -the |

loss of production of a single gun,
tank, or plane. A
question, however, if military and

other far flung and possibly com- . E

mitted international expenditures
with respect to which the Presi-

dent, in commenting on accumu-

lated obligations of the Federal
Government for future payments,
said: “Even this amount is ex-
clusive of large contingent liabili-
ties, so numerous and extensive
as to be almost beyond descrip-
tion,” can be effectively controlled ,
in the remaining months of this

fiscal year and worthwhile tax: .

relief may ‘well have to wait un-
til 1954.

Senator Byrd of Virginia re-’
cently stated, “Federal taxes are
imposing a cruel burden on both
industry and business . . . both are
entitled to relief.” He uttered a
warning against cutting taxes,
however, until we have reduced
Federal expenditures to balance
the budget, eliminated the neces-
sity of deficit spending, and in-~
creasing the debt, which Speaker
Martin recently described as *a
staggering burden of debt to
blight the hopes and dim thé op-

portunities of generations yet un- -

born.” )
President Eisenhower seemed’
to have summed up the situation
succinctly on Feb. 2nd: “Reduction
of taxes will be justified only as
we show we can succeed in bring-
ing the budget under control. As
the budget is balanced and infla-
tion checked, the tax burden that
today stifles initiative can and.
much be eased. '
“Until we can determine the ex-
tent to which expenditures can be
reduced, it would not be wise to -
reduce our revenues,” )

Labor .
- Labor — so militant under "the
New and Fair Deals — will -be
handled carefully and the “in--
credible” appointment {: of Mr.
Durkin ,as Secretary of . Labor
clearly indicates an intention' of
President Elisenhower to cultivate
labor for the future. It probably
may- be said that labor’s reaction
to the Election will manifest it-
self unconsciously in some in-
crease in worker efficiency and
production, equivalent to some
lessening of the labor burden. - -

Interest
Interest rates, frequently over-
emphasized by politicians in their
efforts to stimulate business in
periods of reduced industrial ac-
tivity, have attracted a great deal
of attention in financial circles,

Continued on page 40
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It is a serious -

| ]
~To Market! On Credit
By PAUL M. MILLIANS*
Vice-President, Commercial Credit Company
: Baltimore, Maryland
Credit’ company. executive -decrys attacks on consumer credit -
and says experience shows very few spend more than they.

should because of consumer credit sales. Asserts, through -
“ 3 rd ” e .

‘good Jending,” instalment credit has an excellent record, and :
denies instalment credit is inflationary, since “credit can add
nothing to income.” Points out consumer income regulates
volume of consumer credit, and its value to society exceeds its

cost. Calls attention to importance of credit:salesiifi keeping up : -
full production and opt:mum profit. Concludes consumer credit ,

must be free to expand.

The story of credit in the com-
plete cycle of distribution from
the manufacturer to the distrib-
utor,.irom. the distributor to the

dealer, from
the clealer {o
t h e consumer
is one that
must either be
told at im-
mense length
or in one .of
its parts: Con-
sumer sales
credit seems
to be an ap-
propriate part
for us to con-
sider here to-
cay because
when credit is

Paul M, Millians |~ 1509 ‘to fur-

ther consumer

sales it implements all distribution.
We shall make no special plea

for credit, for that would be un--

worthy of your invitation to come
here. However, in the interests of
a growing volume of business that
must be done on credit, or not at
all, let us stop long enough to ex-
amine the popular notion that in-
dividuals and the economy get
into trouble when people use con-
sumer sales credit. Then we shall
move closer to the topjc " an-
nounced for our discussion—"To
Market! On Credit.” .
7 Over the years consumer credit
—debt—has  been ‘the ,victim . of
considerable verbal assault and
battery.
-Charles in

Dickens tells us

“David Copperfield” how Wilkins:

McCawber often found himself in
a debtor’s prison, and on -one oc-
casion - when David visited him
there Mr. McCawber proclaimed
his famous principle.that misery
follows debt. Descending in -his-
tory, and apparently as a thought
left over from the fiction of
Dickens, a solemn-visaged evan-
gelist from Babson Park warned
a few years ago that instalment
credit "is an important factor in

‘‘making people unhappy.. And as.

late as August .of -this year—but
two months ago—a national busi-
ness magazine featuring “Two-

Line Editorials”and “Thoughts.on

the Business of (Life”-echoed that

. “Personal debt.ig' poison.. Instal-

ment credit-is-seductive.” .

. Lessthana quarter of a century
ago banking philosophy was op-
posed to personal debt. And at the-

high' banking level of the Federal

Reserve. Board, a former Chair-

man speaking before the House
Banking and Currency Committee
a few months ago-said, in effect,
that - the - free use of consumer
credit is something important only
to those who have credit to sell;
the public is uninterested, labor is
uninterested. and most of business
cares little about it. ... . :

As to trouble for the economy,
though there is an extreme range
of -dissent and agreement, many
economists, credit controllers, pol-
iticians, and others declare with
emphasis and definiteness that in-
stalment credit is inflationary and
a grave trap for prosperity. .

We. honor the honesty of such
opinions: We should examine
them because they reflect large

“areas .of . misunderstanding. We

*An address fhy Mr. Millians at the

" Boston Conference on -Distribution, Bos-
" ton,' Mlass. . ot ‘

-~

A

who have credit. to employ regret
them, as you in distribution must
regret them, because they hinder
and harm the higher possibilities
for credit sales development.

There is no time to venture far
with an examiration: We do offer
three conclusions.

You remember that Wilkins Mc-
Cawber’s trouble was his habit of
spending‘ 20 pounds and one shill-
ing of his 20 pounds income. And*
yvhile “seductive” which we have
just quoted is too harsh a word—
to be perfectly fair we must rec-
ognize that instalment credit,
called by “Fortune” magazine re-
cently the “pFrsuasive element” in
distribution, ' does occasionally
cause a few to spend more than
they should. But very tew—the
testimony of experience and the
statistics of all consumer credit”
prove overwhelmingly that the’

great majority of those who buy -

on time. are ot improvident and

‘careless McCawbers.. With this

majority “Wants” and “Needs’™ arc
not things in themselves; the ma-
jority wuo buy on credit are men
and women of moral strength and
courage, and they ‘will “do with-
out” if possession means going
into debt beyond thejr ability to

ay. .

Not all shrewd financiers are in
{inance —or Washington. There
are millions of them in American
homes, working, conserving, plan-’
ning, toiling into the night to keep
the tamily budget in balance. )

Good spending, then, is one rea-
son for the excellent debt record
of consumer sales -credit. Good

“lending” is the other: Modern

credit management, trained and.

with ‘a sense of dedication to the
job of sound credit sales promo-
tion; to helping ‘customers with.
their decisions so that credit will,
be a constructive force in family.
welfare and not a “misery”; credit’
management frained to protect
c¢redit from dead-beats and a-
fringe..percentage .of those who
would misuse it.

" No! Consumer debt is not really.
a bad word.

Is Instalment Credit Inflationary?

- On - the question of instalment
credit as an inflationary force and
a “trap” for presperity: . *
. Belief that instalmenteredit.is"
inflationary is rooted in-the .idea_
that use of credit puts more pur-

chasing power into the hands of -

consumers - than ‘they otherwise
would have—in = plainer words,
that the average urban family in-
come of $363 a month ‘could be
increased if the family unit would*
only buy on credit. But how il-
logical such reaseoning becomes
when. we  reduce it to a.single:

transaction: For example, an auto-"

moble is bought on time; obvi-*
ously the-down payment .and.the
monthly payments must be made
either out of savings or from in-"
come from~some other source—

the credit used in the transaction’

certainly added nothing to pur<
chasing power. 4

" And as it is with the individual

transaction, so.it is with the ag~
gregate,

At any level.of instalment debt;
totals represent not' purchasing
power but a.transfer of purchas-
ing power from one group to
‘other groups: the consumer debf

- Continued on page 37
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~ What We See in Business

g e - ~By BUREN H, McCORMACK* - L b
Executive Editor, “Wall Street’ Joum;l"'

‘Mr. McCormack, - though  stating - business - is :gen'erally very -
good, paints out several industries; such as shipping “and watch
making, are suffering from impact of fore’gn competition. Sees

a psychological ehange ending. consumer. buying wave, and
points out, although manufacturers look for increased sales, -
there will be greater competition for the: consumer’s dollar. .-

Looks for greater consumer goeds output, but.helds
of production are being filled up.”

. I have been asked to give a
brief report on “What We, See In
Business.” Perhaps the best way
to get into that subject would be
= 10 have a look

at some head-

.lines - appear-

-ing recently

in our news-

paper. For ex-
. ample: “Bos-

.ton Summer

Show Pro-

duces Record

Men's Apparel
» Buyin g’

- .“Carpet Fac-
tories Hum

Again After:

Big Slump;

Output 60 %

Above Year
Ago”; “Lumber Price Increases
May Indicate Another Big Spring
For Housing”; “Big Auto Qutput
Plans Worry Some Dealers; But.
Many are Happy.”

Those are a few samples, picked
at random, of the kind of business
news we've been reporting in re-
cent weeks. What's true of these
four industries’ is true of almost
all others, too.. I can recall similar
stories about electric appliances;
furniture, and ‘chinaware; and
there ‘has even' heen a pick-up in
movie- attendance, which 'has
‘trended downward in recent years,
. “Even when business' activity is
very high, there are pretty sure {0’

-B. H. Mc(;or'mack

be ‘some - industries having. their -

troubles: The American shipping
companies,- for example, are sails
ing vih rough business seas, The
main reason is cempetition- from'

" foreign shipping lines, which have

much-lower pay' scales and cori-
struction costs! Several industriés;
such as the makers of watches and'
sewing - machines, “have suffered:
from imports. But you’ll note that
these troubles arise from foreign
eompetition, not from slumping

demand for goods or services.

Business Generally Is Geod

- Almost all business in this coun-
try right now, however, is very
goed, What's happening, it seems
to me, is that we're riding a wave
of free enterprise ‘enthusiasm.
Business was at a high level in
this country back on -Nov. 3, the
day before the election. But-what
happenec. on Nov. 4 brought a
psychological uplift that has been
transplarted into increased buy-
ing of goods. .

This psychological shift has
taken place without any change
in the basic economic picture. But
there is a belief among the people
that we will have more efficient,
less. costly government. There is
a real hope that spendinig will be
cut and taxes reduced. There is
a conviction that we will have less
interfererce with, and control’ of,
business, ’

You and I know, of course; that
psychology has a good deal to do
-with .what happens in business.
Let’s look for a moment at what
has eoccurred since the Korean
War started -on ‘June 25, 1950,

. .Within a few davs after that

event, a.scare buying wave began.

mers actually began hoard-
ing sugar and tires and batteries
‘and .even men’s suits. They re-
membered the shortages of World
‘Wap II and didn’t want to get
caught again, This hoarding, or
precgutivnary .buying, spread to

-% SAn.idcress by Mr. McCormack be-

ore the 34th Mia-Winter Trust Confer-
tion, Feb. 10, 1953,
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“pipelines -

retailers, wholesalers, and manu-
facturers.

There were {wo of these scare
buying waves until, early in 1951,
the psychology changed. People”
decided there weren’t going to be
shortages—at least no severe ones.:
So buying in many: things, such as
textiles, dropped sharply. It took:
about a year to.get.through that
period, while manufacturers and
wholesalers. and retailers adjusted
inventories ., downward, “For -the:
better part of a year, things have:
been picking up again. They were:
picking up when the free enter-;
prise buying wave hit. . . y
. Manufacturers reflect, this psy-.
chological spurt more, than any .
other group. A number of them.
have "said they expect 1953 to. be’
a very good year, One big electric
appliance maker is ~forecasting:
that” its sales this year will run
15%' above 1952. Another one, in--
troducing a new type toaster at'
the housewares fair in Chicago re-,
cently, said 'his first two days’
sales there had been “the greatest
in history.” When the Associated:
Glass and Pottery Manufacturers
closed their four-day display of
goods in Pittsburgh recently, one’
of the pottery men’ exclaimed:
“This ' was " the ‘fastest - and. most
terrific show we'ever had.” These-
makers of dinnerware, by thé way,
have ‘seen’ their, business going
downhill for'the past three years.
—s0’ they’re particularly happy. *
" Another industty ‘that’s Iooking:
for a big gain is'auto manufactur-
ing: Not long ago we "surveyed’
the motor companies. ‘Here is how"
our Detroit reporter “summed up*.
the outlook for passenger cars::
~“The most conservative prophets:
think - full year- 1953 production:
will be between 5,000,000 -and ‘5,-

300,000. Some think it may be. .
much “higher. A 5,300,000 figure - *

would, mean 23% -more new cars’
than were made in 1952. But it
would be well below' the record
6,700,000 in 1950.”

"W .
More Competition for Consumer's

ollar .

At the same -time we asked
about the.outlook at Detroit, we
interviewed a
dealers around the country to see
what they thought of the prospect

of a substantial inérease in auto, °

output. Most of them  expressed
eagerness to have more cars to
sell. But here and there we found
a different reaction. For instance,
one on the west coast said: “Sales
resistance is-high right now . . .
and it will get worse. By the mid-

dle of the year well be cutting :

each other’s throats.” ;
I doubt that auto dealers or
other yetailers will literally be

cutting each other’s throats this
year but my guess is there’ll be -

more competition among salesmen
for the consumer’s dollar than at

any -timé .since the days before -~

World War II,
Not long ago' our reporters

talked to department store oper-, :
ators around the country, They
were in a jubilant mood.. They *
had enjoyed "a’ Christmas trade. -
10% .above the year ‘before; and
their post-Christmas sales: were -
better than they‘expected; in fact, '+

they' were Tunning well .above

early.1952. But as one .Cleveland "
-merchant put it “Competition is ::

keener, so we will put in.more

‘effort promoting’ our merchandise ,z;’
lo get all the bysiness'we ‘can.” :

- Still another hint at stépped-up

horsepower ' in' 'the  sales depart- -

ment comes from “home builders.

number of auto %

When- they' had their annual con-

vention: recently in- Chicago, the
‘best attended session was that on
‘how to sel}l houses —not how to
build. them. Theyre expecting a
good- year in 1953; in fact, building

% starts yecenily have been runninz
- about ' 15% -ahead of a year ago;
“but buyers ‘will need persuasion.,

One ‘special reason,-in this case,
is that the builders believe rising

illtex'gst rates mean bigger down-.
payments and somewhat larger-

monthly- earrying- eharges,
“What has happened is this: Our

. civilian---goods.. .production ma--

chine,. which had to slow down to
take on the load .of the huge de-
fense program, is shifting again
into high gear. The goods will roll
cut- this year in huge volume. Ma-
terials are available once more; in
fact, there are very few important
shortages.”

*© It’s ' very remarkable tribute to

-American’ industry: ‘that it has

been “able’ to absorb, the "defense

p‘r_od‘uc_tion. job. and still’ be able-

to: meet civilian: needs.. You all

know of' the many factories that
have beén built in’the pdst touple -
of ‘years, ‘mostly ‘to:produce: de- :
fense goods.: Much- of ‘that job has :
been done,.and there is'a general-
expectation that  industrial con- .

struction ‘'may decline some. this

‘year,. This, of . course; does not"

mean we're - going to stop building
factories; we never will, in a dy-
namic free enterprise economy.
One-of our news men, just back
from  Louisville, was telling - me
the other day of the giant new
General Electric' plants going up
there. In Akron, tire companies
are just beginning to talk about
some wonderful new types of syn-
thetic rubber that will. require
new factories and new equipment,
: I mentioned a few. minutes ago
that manufacturing seems to be
feeling the sharpest impact,from

the: post-election wave of free en-

terprise enthusiasm.” Qur produc-
tion right ‘now is probably at the
highest level in history, and plans
for the neéxt few months are big.
Steel output, for example, is.at
the rate‘of 116,000,000 tons a year,
or 40% greater than when' we en-
tered World War II.

% .. Pipe Lines Are Filled

“.The big question, then, is
whether " we're consuming. these

goods as fast as they’re being pro-
duced. There’s no sure answer,
but the best guess is that we are
not. Pipelines are being filled up;
inventories are climbing.

If this continues, there will be
a testing period- ahead to see
whether - the people will absorb
the goods being produced. That
is something to watch for. )

Another thing to keep an eye
on is credit, particularly the
amount of money people are bor-

. rowing, Censumer credit, as you

all know, has been climbing. In-
stalment loans were spurred by
the end of Regulation W last year.

‘Total. consumer credit outstand-

ing, according to the latest figures,
is almost $24 billion. That’s up
15% in a year. A lot of bank,
savings and .loan, and insurance
money has been going into mort-
gages t0o. The-total credit now
outstanding on-homes is $67 ‘bil-
lion. The gain last year was_ $7
billion. .,

There’s one more segment of the
economy, a very big one, that we
ought to have a look at. That's
farming. . All of you' are aware,
I'm sure, that farm prices have
been coming down during the past
year, Some important. farm prod-
ucts are now selling below the
government support price level.

- It might be worthwhile to take

-a moment to trace the course of

commodity prices over the past
fifteen years. When World War
II started in September, 1939, our
Dow-Jones ‘Commodity Futures
Index stood at 52. By the time
that war had ended, this index
had ahmost doubled, to a level of
99, The postwar inflation sent it
up to 175 in late 1947. Then came
a downswing to 122 in the middle
of 1949, It was climbing from that
level, in fact had reached: 146,
when the Koréan War broke out.
From there the upswing was
sharp, to ‘a record high.of just
over 215.in February, 1951. Since
then- the trend has been down-
ward again' to around 165 now.

-~ Many cummodities are included
in this index, but the farm com-
modities: weigh heavily. "There’s
a.very good chance that the gov-
ernment’s farm price support pro-
gram will have a stern. test in the
months ahead,

: Despite these'few caution signs
blinking along the business road,”

(683) 11

there’s no doubt that right now
business looks mighty good.

As a matter of fact, our news
editor dropped by my desk the
other day and remarked: “You
know, almost everywhere we look
we find business going strong.
I'm afraid it’s getting to be mo-
notonous-for the reader.”

My answer to that was: “It’s a
very cheerful kind of monotony.”

CGarroll News Dir.
For Doremus in NY

William H. Long, Jr., President
of Doremus & Company, 120
Broadway, New York Citv, ad-
vertising and public relations firm,
announces the ’
appointment
of Robert F,

" Carroll as Di-

rector of
New York
news depart-
ment,.

A ‘member
of the agency’s
staff since
July, 1948, Mr.
Carroll joined
Doremuys from
the public re-
lations staff
of the Na-
tional Board ]
of Fire Underwriters. Before
World War II,. he was-a special
agent for the FBI'and prior to
that was associated with the New
York .“Times.” During the war
he served in the Mediterranean
theatre as a. heavy bomber pilot
and operations officer.

Schmidi, Poole Go.
v . e
Admits Pariner
PHILADELPHIA, Pa. —
Schmidt, Poolé & Ce:, 123 South
Broad Street,' members of the
Philadelphia-Baltimore Stock Ex-°
change, announce that Allen D.
Sapp ‘'has “been ‘admitted as 2
general partner. in the firm. Mr.
Sapp has been associated with tha
firm specializing in municipals. -

Robert F. Carroll

Foslay s
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- How Banks Can Meet :,Savfngs
And Loan Competition

By JOHN B.

MACK, JR.*

John B. Mack, Inc., New York City

Public relations specialist, in calling attention to serious com-

_-petition to banks in savings field of Federal Savings and Loan -
Associations, . lists -as means -of - successfully combatting it:

(1) legislation and regulation to.correct abuses and eliminate-, - .

inequalities; (2) education, 'so

true nature of the competing institutions; and (3) merchandiz-
ing that will sell the bank to people:as best place for savings.

that public. will understand the

Says all three should be done on a plane that will reflect credit
to the banking. business.

"In - my personal opinion, there
is no simple solution to the prob-
lem of savings and loan competi-
tion., There is a solution, but it
requires a lot of hard work.

Of course it would be nice if
we could eliminate our competi-
tion, It would also be nice if we
could raise our rates to 4 or 5%
and put our competitors out of
business. Those are interesting
dreams; but if we are going to
tackle this problem in a forth-
right manner, we’ll stop wishing
and dreaming and get down to
basic fundamentals., For this
question of savings leadership is
not a superficial one. It has roots

that go deep into American' his-’

tory and into the character of
American people. .

At the outset, let me outline: the"
solution to this problem that I am
suggesting here .today. It is a-
three-part plan of action consist=
ing of:

(1)’ Legislation and regulation
to correct - abuses and eliminate
inequalities,

(2) Education so that the public
will ‘understand the true nature
of the competing ‘institutions,

(3) Merchandising that will sell
the bank to the people as the best
place for savings.

Legislation alone, education
alcne or merchandising alone \yill
nou svlve our problem. It requires
all three, intelligently and vigor-
.ously applied.

~ Sometimes I stop and ask my=
self: “How did we. get ourselves
into this situation where another
type of institution is competing
with banks for. savings leader=-
ship?” It hardly seems possible.
But there are the facts, already
stated to you by previous speakers
on this program.

In the 166 years of our country’s
history prior to 1933, banks had
practically no competition in at=-
tracting the "savings of people.
‘When the New' Deal ‘came into
power in March, 1933, the com-
mercial. and savings banks had
between them about $24 billion of
time ‘deposits. There were no U.S.
Savings Bonds, less than $1 bil-
lion in postal savings, and about
15 billion in building and loan as-
isociations,

i It is easy to understand why the
;banks followed a low-pressure,
‘educational approach to savings
development. The main problem
‘then was to sell people on the idea
‘of saving. Once-sold, people would
:naturally bring their money to the
banks.

We were in pretty much the
:same position as Henry Ford in
.the first few years of the auto-
‘mobile business, All he had to do
‘was sell people on the idea of
automobile travel, and they just
naturally bought a Ford. But times
zchanged, and Ford soon had to
fight for markets with other makes
‘of cars. Take a look at automo-.
bile advertising today. Does it
~try to sell you on traveling by
automobile instead of some other
form of transportation? Maybe a

“*An address by Mr. Mack before the
~Western Savings and Mortgage Confer-
ence of the American Bankers Associa-
tion, Los Angeles, Cal.,, Feb. 8, 1953,

.no traditions.

bank time deposits increased by

little, :but mainly it concentrates
on the advantages of one make
over the others—in appear=nce,
price, performance. It merchan=
dises! And that’s just what banks
have neglected to do,

Something happened back there
in 1933 that changed the saviigs
picture, A new type of institution
was created—the IFederal Savings
and Loan Association. The pur-
pose of this new  institution as
originally conceived was to offer
opportunity for investment of pri-
vate funds at attractive rates and
to provide for the local financing
of homes. Our new competitors
had no doubts about what they
must do. They were new and had
They must start”
from scratch, in the face of our
entrenched position in savings,
and try to convince people that
they. had advantages over banks
as the places to save. . In. short,

they knew that they must mer-
.chandise their services. And they

have. seldom 'deviated: from - that
theme,

Just recently I gathered several
score of savings ads published by
savings and loan associations in
all ‘parts of the country. These
ads, I find, bear down heavily on
the advantages of the savings and
loan associations as a place for
savings. They stress rate, con-
venient location,. safety, and the
interest of the institution in help-
ing people get ahead.

But how about the banks? Are
‘they trading blow for blow with

strong ‘merchandising appeals? I

have just finished looking through
some 300 bank ads on savings. I
find that at least 90% of them
stress the “idea” of saving money,

-as such. They preach thrift and

stress the importance of a cash
reserve for buying a home, for
meeting emergencies, or for build-
ing financial security.

Yes, banks go merrily along sell-
ing the philosophy of savings while
our competitors skim off biggerand
bigger portions of the new savings
business. If you doubt that, pon-
der these figures. Since V-E Day,
the average commercial bank has
had an increase of $950,000 in-time
deposits, In the same period the
average savings and loan associa-

tion has increased $1,600,000. In
1950 and 1951 total commercial

$1% billion. In the same period
savings and loans increased by
over $3% billion.

I know that these statistics are
quite familiar to you, but they
bear repeating to dramatize the
fact that our leadership in the
field of savings is being threat-
ened. ‘And the amazing thing is
that our competitors hold only
one trump 'card—rate of dividend
—while we hold the rest of the
entire deck. To put it bluntly,
we need to learn how to sell. We
must merchandise our services.
Let’s continue to sell thrift—but
let’s sell bank accounts too.

Ray Duinkerley has pointed out
that rate is important, but that is
only part of the story. We have
a growing body of proof that rate

« Advertising

is less important, especially. to the
small ‘savers, ‘than many. bankers.
seem to think. Here is'an inter-
esting sidelight on the rate ques-
tion.  A. savings .and loan associa-
tion in Chicago pays a lower rate
than its competitors, Yet is it en-
joying the fastest rate of growth
in the area. In a survey of new
customers in 1952, thesc~are the

-~ reasons people -gave for-.coming.
_ to the institution:

Loans and other business
with U8 oo

“‘Personal recommendation.’. 29%

Convenience
Solicitation
Dividend Rate

In the words of the Vice-Presi-
dent of ‘this institution: “Public-
relations policies' 'and ways of
dealing with people can overcome
the obstacle of a higher. rate by
others”—and that from a savings
and loan man!

Before leaving this subject of
merchandising, let me say that at
least one man foresaw what
might happen shortly after the
savings -and loan associations

‘came into being. Ray Dunkerley

put out a booklet, about 15 years.
ago. As I recall the title it was
“Preserving Your. Bank’s Leader-.
ship in Savings.” I wish some
banking . publication would pick
that up and reprint it today for.
the benefit of those bankers who
are pointing the finger of blame
at everybody but themselves. The-
message -of Ray’s. booklet was that
unless ‘we ‘in banking ‘got off our
seats and started to sell, we might

i i the ' -
Iind sumebody. lse. carrying ‘figures. They indicate that our

torch of- leadership. I ‘belicve the
next speaker is going fo suggest’
specific -ways that a bank can
attract savings. Methods are of
course important. But equally
important is, your determination
to do the job. Once:you have
that, the rest is relatively .simple.
I might say that the A,B.A. Pub-
lic  Relations Council, working
with the Savings & Mortgage
Division, is now preparing a
manual on savings development.
It will be based on the best
methods used by banks and others
around - the country. You'll..be
hearing about it soon.

Education

Now let’s consider a -second
point of the three-point plan of
legislation, education, merchan-
dising. ‘These are some bankers
who believe that the whole prob-
lem will be solved if we ‘“‘educate”
or “inform” the public as to the
true facts about banks and sav-
ings and loan associations. This
view springs from a -conviction
that people are misled into deal-
ing with our competitors — that
savings and loan customers think
they are depositors, believe they
are dealing with banks, have an
idea that they get interest instead
of dividends, and would all come
flocking back to the banks once

they saw the light.. This just

“ain’t so.” It is wishful thinking.
Savings and loan customers are
actually fairly well informed
about the true facts of life; and
even if they have misconceptions
and were set straight on the facts,
a great many of them would stay
put right where they are.

Don’t misunderstad me. I am
strongly for doing a job of pub-
lic education on these points, but
we should face the facts and
realize that even if every person
in the country knew the complete
facts about banks and savings and
loan associations we would not
eliminate our competition.

At this point I should tell you
that we have a great deal more
information on what people know
about savings, and why they act
the way they do, than we have
had at any time before. The
A.B.A,, through the market re-
search organization of A. J. Wood
& Co., Philadelphia, has com-

pleted: a. national -personal - inter-.

view. survey, Through . scientific

has been obtained which we be-
lieve
thinking of the entire population:

It is-easy to form a -one-sided:
opinion. We in banking have seen:
many . of our prospects and cus-':

tomers going .over o - the savings
and .loan associations . with their

. money. Some of-us have con-

cluded that this.can only be be-
cause ‘of two reasons: (1) Higher
rate; and (2) The people are mis-
led by. our competitors. A" main

. purpose. of the A.B.A. survey-was.
. to learn from savings' and -loan
customers the true reasons why.

they went there; to what extent
if any they have been misin-
formed or to what degree they are
uninformed; and how uninformed
S & L investors would act if given
complete and accurate informa-
tion about interest, dividends, in-
vestments, deposits, insurance,
and so forth.

Now T can’t vossibly give you
the complete findings -of the sur-
vey, but I can give you-a brief
summary of -the highlights, First,
who are these men and women
who invest their money? Are they
strangers who live on the other
side of the track? Does it surprise
you to-learn that they are actu-
ally your own' customers?

60% of the people. with money

in savings and loan associations:

also have savings. accounts in

banks!

59% of the:people with: money
in S & L associations also have:
checking accounts in banks! .

These . .are: highly . significant

job is mainly. one-of customer. re-
lations. We have a-perfect chan-
nel to the majority of savings and
loan shareholders ‘because - they
are right in our own bank family.

Another question: To what de-
gree are savings and loan in-
vestors informed about the true
nature of their holdings? Contrary
to the beliefs of many bankers,
those who have money in' S & L
associations are a fairly well-in-
formed group. Their knowledge
on all aspects of their relation-
ship is much more accurate than
that of the public as a whole:

62% of the S & L group knows
who owns the savings and loan
associations.

60% know the nature of their
investments. .

45% know that they receive
dividends.

84% know that earnings are
higher than in banks.

88% know S & L’s invest most
of their money in real estate.

Attitudes and opinions form am
important  body of information:

Only 25 _fb§(’the S & L group
consider | baftis “safer, 10% think
S & L’s aré{'}‘%fer, and 56% said
there was no difference. Remem-
ber, this 'is {heir opinion, but
mighty important when you think
of educating people about the dif-
ference between deposits and in-
vestments, etc.

65% think . there might come
another time when real estate
would be frozen. It is interesting
to note that they continue their
relationship in spite of this. The
reasons are a general confidence
due to insurance and a general
feeling that the government
stands behind the institutions.

Cross analyses of the 62 ques-
tions in this survey indicate these
general contlusions:

(1) The public in general is
apathetic toward the technical
differences between types of sav-
ings and types of savings institu-
tion. They have come to accept
both banks and savings and loan
associations as reputable, worth-
while organizations. Any attempt
to discuss technical aspects tends
to bore them. If this is true of
face-to-face discussion, consider
the obstacles  that  printed in-

accurately - “reflects - the-
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H

formative - literature must sur-

'meunt!.1 guess the public attitude
sampling - methods, - information..

is: about: the same as you would
have to a discussion of the offset
versus. letterpress- printing proc-
sesses. 'You accept the fact that
both are all right, and there your -
interest probably ends.

(2) There is nevertheless broad
“public “ignorance as te the facts
abeut saving ‘in banks and invest-

“ing in- savings. and loan associa-

tions.” The typical answer -from. -
“the general. public was “I.don’t
know.” 'This should be corrected.
* (3) ‘Those with S & L shares
have  a higher degree of knowl-
‘edge about savings matters. There
is ne evidence that an informa-
tion campaign on the true nature
of interest, dividends, invest-
ments, etc., would cause savings
and loan customers to move their
money to banks. In fact there is
evidence that the words dividend
and investment have a magic ap-
peal in this era of common stocks
and inflation. Any educational
material should be handled with
great care, for there is always
present the possibility that it
could actually send business into
the other camp.

. (4) Banks stand high in the
esteem of people everywhere, We
have great natural advantages in
prestige, location, variety of serv-
ices,. ability to help and serve
people, Our varied-loan - services
are uppermost in- the 'minds of
people. When asked to mention
bank services they knew about
47% mentioned loans,-44% sav-
ings, 41% checking. sl
There is no doubt that we have
an -educational job ahead, but it
is equally certain that this is not
the whole "answer. Personally ‘I
think that the basic educational
job to be “done is to define the
difference “between ‘true savings
and-investing. If investors, with
full knowledge of the facts, choose
to put money into shares to obtain
a higher return, that is their busi-
ness. Many bankers advise cus-
tomers to do just that, but always
with full knowledge of the facts.
However, if a person whose real
need is for a liquid cash reserve
goes to a savings and loan associa~
tion thinking it is a bank and that
he is a depositor, real. harm has
been done to him—and to us. Qur
survey indicates that many of
those, going to S & L’s have no
business doing so, They are savers
rather than investors. For exam-
ple, 83% of those with savings
and loan shares stated that their
family income was under $6,000.
Obviously many of them are sav-.
ers and not real investors. Fur-
thermore, 41% of them have in-
comes under $4,000. Most of these
must be savers. .

Legislation

The third leg of the tripod that
we should erect in support of bank
savings, in addition to education
and merchandising, is legislation
(and regulation). Certainly the
public should insist that savings
and loan associations as well as
banks adhere to the law, that they
should both advertise ethically.
Savings and loans should not rep-
resent themselves to be banks or
to render banking services.

If you agree with me that the
solution lies in this three-way.
program of education, merchan-
dising, and legislation, then the
course ahead is quite clear, The
public has a right to proper leg-
islation. Each bank on its own
initiative will sell its own advan-
tages as a place for savings among-
its own customers and in its own
communily; and then acting indi-
vidually, or with local coopera-
tion, banks will see that the gen-
eral public becomes informed on
all aspects of savings.

I hardly need to add that alt
three can be done, and should be
done, on a high plane that will
reflect credit on our business of
banking. [
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s President, Federal Res

s

bl Prefacing- his-remarks'i)y -:.aying'that,-with the tonﬁng in-of a- -

erve Bank of New York - *

~“new Administration, new. methods and new programs. will .be = -

in the making, Reserve Bank
.ings banks’ growth in face of.

and loan associations and commercial banks.  Points out sav-- -

! ings banks, though not mem|

President calls attention to sav-
the dual competition of :savings-

bers, can borrow" from Federal

- Reserve Banks on security of U. S. obligations. Says he is .

" concerned- about current theories of permanent gradual infla-.
" tion, and indicates importance to savings -banks in keeping - -

dollar stable. - .

I think you will agree with me ‘this is not wholly familiar terri-
that this is not the time for me tory. -But y€« and I have some
to iry to give you either an ex- general interests in common which
position and defense of past credit we might explore together.

policies or a
forecast of
what may lie
ahead. A new
‘Administra-
tion has just
taken over at
Washington.
The past is not
buried. It can
seldom, if
ever be
buried. But I
think we can
be sure that
the remains
will not lie-in
state. New. -
methods and

Allan Sproul

Are Savings Banks an
Anachronism?

Savings banks, as.they have
persisted in this part of the United
States, are, of course, an anachron-
ism.. You. should have begun to
succumb years ago to the kind-of
aepartment store banking which
‘has developed in most other parts
of -the country. But here you are,

- making new- records 'each-month
in the amount: of your deposits
and the number of your deposi-

~tors, .1 dropped in, last month, at
a savings bank which had just
moved into new quarters in mid-
tawn Manhattan, I don’t know
whether I was more surprised to

new programs will be in the mak- be offered tea and cookies in the
ing. In these circumstances, I have lobby, or to be told that on open-
no desire to rake over old con- ing day the bank had gained more
troversies, nor would I want to than. 20,000 new accounts' and
complicate the development of more than $1,300,000 -in deposits.
new relationships by trying to That sort of thing, as well as the
anticipate the place and perform- more comprehensive statistics- of
ance‘of credit policy during com-. the Savings Banks Association,

ing months and years.

suggest that the savings bank

' It can be said with assurance, Dabit continues pretty strong in
however, that the independence of these parts. Evidently, the pass-
the Federal Reserve Sysiem, which P0OK is still held in high regard
1 have called independence with- LY thrifty Americans, even though
in the Government, not from the -UPited States Sayings Bonds have
Government, will not be seriously their place, and’ valiant attempts
challenged. Both the outcome of ar¢ made from time to time to
the hearings of the Subcommittee {°7vert small savers into stock-

of the Joint Committee on the
Economic Report which studied

holders.

Despite . thece. evidences of

this ‘matter last year, and the Strength, however, I know you
views of those who have ‘spoken S¢metimes feel thet your con-
for the new Administration of the {inued grovith is threatened by
Executive Branch of the Govern- 1€ savings and loan: associations

ment, make this assurance doubly

sure. And I think it can also be

said with assurance that the Fed-
eral Reserve System will now try
- to improve- its performance-in the

- administration of “the “country’s

- banking -reserves, -and ‘will “¢on-
-eentrate -its -attention -on-.making

on one side and the commercial
banks, with - their time deposit
facilities, on the other. At best,
this is a healthy awareness of
eompetition. "At: worst, ‘it~ might
-lead you- to seek advantages: you

~don’t-need-or-to indulge in com<:
_petitive . ‘practices:: you . should-
. monetary-policy contribute to eco." avoid.; If I 'might: venture-a*word

. -=-nomic:stability. The war and im- "0f*2dvice without getting caught

-+~ mediate postwar phases of inter= inthe.middle-of.current contro- -

-+ .. mingled.-debt . management arid Versies, it -would be that so far as

- . And . the: ‘Government secuntx_"_‘ rnotrtry: 10_‘“/32

45y

-+ vaarket, after a long'-period ~in
--ilitary -service, "and: then ‘in” a

[ [~ our-continuous. or.-even, frequent

- nursinghome, has now showr that

-monetary policy are clearly over,; Possible-in-a:cha

_ gng;-;world .you
“preserve:your - specigl; character,
1oo ‘much

»dike < your-com 1" would

-guess . that -z +good.. dealof “your-

it can takecare of itself “without’ -strength-comes from the fact that

intervention: “This . is ‘not to"’say
that appropriate, vigorous, and co-
ordinated monetary, debt, and fis-

=+ €al policies- should- not constitute
~:-a primary” defense against eco-

- nomic: instability. I believe they
should and T believe they will, but
¥ am not going to talk about them
today.

* 'Having ruled them out as sub-
jects for discussion, and facing
this “audience, - I' find ~ myself
pushed, .by a process of natural
selection, into discussing some
matters which may particularly
affect savings banks. Since most
of my contacts are with commer-
cial bankers, and since the major
function of the Federal Reserve
System is the administration of
the reserves of commercial banks,

* *An_ address by Mr. Sproul at the
Annual Meetings of the Savings Banks
Trust
Securities - Corporation,  New York: City,
January 21, 1933. :
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Company and - the Institutional .

<you-have-an:institutional -person- :
#ality ‘which- recommends ryou-ito-

the saving public. " - SRR
There is one worry-in this com<
petitive situation- which- perhaps

I.can help to dispel.-As I-under~-

stand it, .some of you feel that
everyone- else, presently in the
business of attracting the savings

of the public on a deposit basis, or

on what the public probably be-
lieves to be a deposit basis, -has
some place to go. some lender of
last resort on which to lean in
time of trouble. You, on the other
hand, have to rely largely on your
cwn resources and those of the
cooperative institution you have
created which is meeting here
today. Commercial member banks
can borrow from the Federal Re-
serve Banks, Savings and loan as-
sociations can borrow from the
Federal Home Loan Banks. You
are orphans; although you might
hecome member§ of either the
I"’edera_l Reserve System or the

Federal - -‘Home “ Loan:-Bank: Sys-

_ tem, or beth: Membership-in the
‘former: appears- 1o be: 100~ expen-~

sive -for-you, and: membership in
the latter invelves -getting-mixed
up.in'the public-mind. with credit

-institutions having different char-

-acteristics - — - credit . institutions

' -which ‘are not. -banks- of -deposit.

-It-is this -siluation -which has.led
some. - of . you- to.-inquire : about
borrowing at the Federal Reserve

* .Bank, even though you are not

members. of the Federal Reserve

' .System.

.Savings Eanks Can Borrow From
- Federal Reserve

I assume that of necessity under

; ‘present law—and rightly: I be-
-'lieve so far as borrowing from

the Federal Reserve Bank is con-
‘cerned—the only kind of borrow-
ing you have in mind is borrow-
ing to meet the withdrawal de-
‘mands of depositors, and then
only in cases of .emergency or
threat of emergency. It would be
possible for the Federal' Reserve
Bank to lend funds to you in such
circumstances. - The thirteenth
paragraph of Section 13 of the
Federal .Reserve . Act permits a
‘Federal Reserve Bank.to make a
loan ,to a savings bank ‘on.its
‘promissory note, secured by direct
‘cbligations of the United States,
at interest rates fixed from time
‘by the Federal Reserve Bank sub-
‘ject to the review and determina-
tion of the Board ‘of Governors of
the Federal Reserve System., At
present, the posted rate for such
horrowing is 3%.

" Now. I know that.you are not so
much. interested in .the ‘“can you
do it” as in the “would we do it.”
Well,- that would depend .on the
whole bundie of facts at the time
in your case just as in the case
of a member bank. All of those

who deal with the Federal Re-:

serve Banks, whether members or
nonimembers, should understand
that borrowing from-the Federal
Reserve Bank ‘is a privilege, not
a right. We!do have special regard
for the liquidity of our commer-
cial  banks, .of course, because
their demand deposits are so large
a part of the money supply of the
country. But on numerous occa-
sions the Reserve Bank has taken
sleps to eliminate or reduce bor-
rowing . by individual member
banks which seemed to be trying
to use our funds in excessive
amounts or over long periods to
augment - their . earnings, or {o
avoid -making proper adjustments

_in their own portfolios.. More re-
.cently, -the Reserve Bank has dis-

couraged or refused loans to mem-
ber banks when the principal pur-~

. pose .of .the loans appeared to be

or was admitted to be to increase

-inconie’ tax: exemption‘ under-the
“excess profits tax. aRad

«1'take:it, however that -you are
not “concerned " with day-to-day
liquidity, nor *would we -have
much interest “in that aspect: of

“your operations, "I assume ~that
“there.are two* kinds "of ‘situations.
4in which the possibility of savings
“bank borrowing ‘from-*the Reserve *

Bank-might be important. One -is

‘the’ case of & run or & Hifeatenéd |

run-on a. fundamentally sound sav-
ings: bank: caused: by. local. rumors
oF. conditions, The seeond:-would
be .a serious decline-in-economie
activity, which threatens. or .is
accompanied. by »loss . of  public
confidence in savings banks,. as
well as other financial - institu-
tions. In each of these cases the
public interest would be served
and the stability of the local or
the. general banking situation
might be preserved,. if the threat
were prevented from becoming
an actuality, or if the actual de-
velopment were met by prompt
and vigorous counter-action.
.These are emergency situations in
which a savings bank could come
to the Rescrve Bank with clean
hands, seeking help in working
out its problems.

"There have been discussiors in -

the pact, I krow, 2s to whether
in such cases }there would- be

'some-requirement .that: you use:

the  notice: ‘of * withdrawal . which*
is still part'of your: contract: with
your: depositors..- We - recognize

.that custom and usage have pretly -

well habituated the public to ig-
nore this possibility in committing
their savings to you. We recognize
that the mixture of demand and
time deposits in commercial banks
makes.for difficulties in requiring
notice of withdrawal . of savings

deposits. And we recognize that”

the ‘mixture of ‘demand and time
deposits -in - commercial banks
makes for difficulties in requiring
notice of withdrawal of savings
deposits, And we recognize that
invoking ncotice of withdrawal

might be just the wrong way to

deal with particular situations. So

long as the power to requiie .
notice exists, however, it is parc

of the “bundle of facts” ‘I men-
tioned earlier as entering into our-
consideration of all loans. I think
that you may assume, neverthe-
less, that either in cases of indi-
vidual bank difficulties or threat-
ened difficulties, or general bank-
ing trouble, or threatened trouble,
the Federal Reserve Bank would

.be in continuing consultation with

the State Banking Department
and that use of the notice of with-
drawal ,clause: would become an

-important - consideration only i
.it appeared  that its use would be
constructive.. I don’t think that
.You can or should ask for more

assurance, than. that, and I cannot
preperly . commit. further - those
who may be charged with the
management of the Reserve Bank
at some future time.

"Corroding Influence of Inflation _

on Savings

And now I .would like to touch °
on a matter of more general sig- -

nificance which, nevertheless, has
special meaning for the savings
banker and, indeed, may condition
his continued existence, 1 refer
to the insidious and corroding in-
fluence of inflation upon the habit
of saving. It ‘is many ways re-
markable that the American.peo-
ple have continued to save in such
large amounts, and in' the form
of dollar savings accounts, during
the period since 1939 in which the
purchasing power of the dollar
has declined almost 50%. Some
of this can be ascribed to habit
which clings to old ways of thrift,
in spite of a growing . reliance
upon institutional arrangements
for the care of the aged, the needy
and the unemployed, and in spite
of changes in prices which shrink

the value of. the dollar saved.:

Some of it can be aseribed to be-

~lef..in the. desirability- or the
‘neeessity-of having something al-"

ways at:‘hand ~for: a rainy day

which may: be tomorrow—-a hoard .

(683) 13

-with which to meet the-unforeseen-

hazards of daily-lifeand the sud- "

“den financial emergencies of
- human existence. These are habits
and .beliefs not easily shaken, af-
though they can be shaken if in-
flation ‘goes far enough and fast
enough, and a. currency is. thor-
oughly “debauched.: There are
countries in- Europe - where sav-

. ings. as we. know them hold no

such high place as do savings
here. Fortunately, we do not have
to be concerned about a collapse
‘of the dollar. But I am concerned,
and I think you should be con-
cerned, about the theories of per-
manent gradual inflation which
are being put forward. This is not
a matter- of politics but of eco-
nomics—in your case, passbook
economics.

I think that savings in this
country have continued to pile up
in spectacular amounts because
our people believe that the ex-
perience of the past decade was
an aberration due to war. They
do not expect a continuance of the
process whereby . their savings
were tapped by an insidious con-
cealed tax. Yet there are those
who presently suggest, and more
who believe, that: a gradual but
perpetual inflation is the lesser
evil we must accept if we are
to continue to have an economy
which works at high levels of pro-
duction and with -a minimum of
‘unemployment. These advocates
frankly and honestly say that we
‘must make a.choice between stable
" prices - with . unnecessary. unem-
- ployment: and maximum. employ-
-ment with gradually rising prices,
and that they prefer the latter. :

-~ 'What Rising Prices Mean to -

’ Savings ‘

Well, first let us take a look at
what gradually rising prices mean
.with respect to savings. The fig-
-ures. most- frequently. mentioned
-are a price rise of 2% or 3% a
year on‘the average. That is.a
modest. increase,.and it wouldn’t
cause public fright about the cur-
rency, but over a period of years
it would take a considerable nick
out of savings accounts, life ‘in-
surance, pension funds, and sim-
ilar thrifty provisions for old age
or future financial hazards. A rise
in prices of 2% % a year, on the
average, means a decline in the
purchasing power of the dollar_of
more than 50% in 30 years. A rise
in prices of 3% a year means a
similar decline in the real value
of dollar savings of nearly 60%
in 30 years.. This is not too long
a savings span to contemplate, but
such an erosion of savings may be
too great to contemplate. ;Prices
‘kave tended .upward and: the pur-

chasing power of the dollar Thas

This. announeement. is. neither.an.

Commo

PRESENT OFFERING:

GEORGE

20 Pine Street

. an.offer ‘to buy-any-of these:securities.. The. offering _ . - |
Lo e is made only by the Offering Circular, SR )

Veermont Industries, Inc:

Pa; Value $1.00

60,000 Shares at_$5.00 per Share
(less Dealers’ Concession $0.375) .

Circular On Request

Underwriter

Telephone BOwling Green 9-3225

-offer.to sell nor a solicitation_of

i

n Stock

F. BREEN

)

New York

Continued on page 32
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Goals of Banking in 1953

By W. HAROLD BRENTON*

President, American

Bankers Association

President, State Bank of Des Moines, Des Moines, Towa

Holding banks should be a dependable tower of economic
strength, ABA executive indicates absence of banking strength
in last depression gave government opportunity for entering
the credit field, and this has “just about eaten us out of house
and home.” Says banking is at crossroads, and bankers must
decide to fortify themselves so as to be in position to afford

legitimate credit when needed.

Says new ‘ways must be devised

to add to banking capital, since retained earnings are not suffi-
cient to offset deposits’ growth. Calls for end of double taxa-

tion on

A strong banking structure is
vital to the social and economic
well-being of America. The bank-
ing business functions in the
public inter-
est, and any
‘measures to
‘strengthen it
"merit studied
: consideration.
i It is my pur-
- pose to talk to
tyou regarding
‘theissues
which relate’

* tn a more dur-
‘able banking
“structure.
»Banks should
"be a depend-
-able tower of
strength to our
economy. The weakness of so
many banks during the last de-
-pression aggravated the situation
and made it more serious than if
cur economy had been supported
by a stronger banking structure.
Too frequently, banks were un-
able to give the emergency sup-
port to legitimate requests which
are ordinarily made of banks in
a period of stringency. This not
cnly made the situation more se-
vious, but it also retarded recov-
47y, T 'Since, business and banks
v7eren’t in a position thén’to as-
sume their complefe responsibili-
fies, the way was open and we
invifed government to but its foot
ia the front coor. As the dispos-
- sessed - rancher said. “The wolf
not only came to the door; she
walked right in and had pups.”

During the following decade,
“he government gave birth to
agencies all over the place. Since
¢hen, they have grown until they
have just about eaten us out of
house and home.

The lack of strength in banks
during the last depression gave
sovernment opportunities for
competition with banking. Some
.of the agencies created were
-needed temporarily under the cir-
cumstances, but they were in-
-tended only as stopgaps for the
duration. The trend toward con-
trols and government complicat-
cdness was given a big boost.

W. Harold Brenton

Current Position of Banks

) Let’s take a look at the position
hanks occupy now. Since the last
.jreat - depression, banks have
;.‘_ceadily strengthened their posi-
wion.” They have moved forward
0 occupy a more prominent place
.n public respect. They have
.2arned to be helpful to greater
. nasses of people. They have made
;regt progress in handling de-
oositors’ funds in a capable and
2thical manner. Bankers have
achieved ~ these accomplishments
)y increasing their know-how and
(r}ow—why and by conscientionsly
sticking to the banking business.
3anks have learned to do an in-
creasingly good job under favor-
.ible conditions,

The 14,700. banks are barome-
sers of the thoughts and actions
of the people of the communities
of this nation. The financial busi-
22ss of a nation is flowing through
aur banks at the grass roots level.

~_*An address by Mr. Brenton hefore
the National Credit Confcrence of the
American Bankers Association, Chicago,
.1, January 26, 1953.

“profits.

The many things which bankers
are doing in good times to
strengthen their position are ac--
cruing to the public benefit and
should "help to iron out future
peaks and valleys.

Right now, banking is -at the
crossroads. There is a decision
which must be made: Is one of
the primary functions of banks to
be able to give legitimate assist-
ance to borrowers when such help
it seriously needed? If the answer
is yes, then much of the depend-

K cncy which has been placed on

government can be eliminated.
People must make the decision;
and if we are to revitalize our
free enterprise system, the deci-
sion must be made in favor of
banks. The public would be bet-
ter served by stronger capitalized
banks and so would be less de-

. The Commercial and Financial Chronicle . .. Thursday, February 12, 1953

increased costs of
dices. - . -

Others contend that excessive
.corporate taxes greatly reduce the
stockholders’ real income through
reduced dividends. If we adopt
_this theory, then the 6,500,000
.stockholders are paying, in most
cases, a 52% tax even before the
dividends reach their pockets. A
52% tax is high even in these
times, but an 82% tax rate is even
more vicious.

goods and serv-

Remove Double Taxation of

- Corporat” Profits )
The present double taxation of
corporate profits should cease.
The Revenue Act of 1951 permits

that dividends paid by coopera-

tives and savings and loan asso-
ciations be allowed as tax deduc-
‘tions; it also exempted them from
excess profits tax. These groups
are virtually operating under the

single tax method. Measures

should be put into effect for com-

mercial banks, in a movement "

toward total elimination of double
‘taxation on ‘all corporate profits.

Bankers should be “active ‘in
their communities in bringing to
public attention the reasons why
double taxation is unjust and why
the consumer should be interested
in its elimination, : e

The excess profits tax is an-
other particular phase of the cor-

porate tax picture which deserves -

evgn more pronounced attention.
Assuming that the adoption of a
Federal excess profits tax was
wise as a war expedient, such tax
certainly has not attained in prac-

tice the theoretical end at which
it aimed.

In many instances, a fair anal=
ysis has indicated that the tax has
discriminated against conserva-
tively tinanced curporations, banks
in. pariucular, It tavors those hav-
ing an abnormal prior earnings
history, or those whose capitaliza-
tion is exaggerated. The tax has
encouraged wasteful expenditures,
placed a penalty on brains and
energy, throttled enterprise, and
discouraged new venture capital.
The-law is exceedingly complex
in its application, difficult in its
administration, and unfair in its
result. The excess profits tax is
no longer -in the public interest,
and - should be abandoned when
the present law expires on June
30, 1953. The American Bankers
‘Association is firmly opposed to
the excess profits tax, and an ac-
tive committee is working toward
its elimination.

We reemphasize that the capital
structure of banks can be im-
provéd; ~and - added = protection
given - to -bank -deposits, by the
-elimination of excessive taxes. A
more reasonable tax. level is def-

4nitely in the public interest, and
‘the: public should. be brought to

understand: it better.
The vMalter of Adeguate Reserves,

Let us‘ next consider still an-
‘other aspect of ‘bank deposit pro-

‘tection—the ‘matter of adequate
Teserves for losses on loans-and

‘other assets. .Farsigrted biankers

From time immemaorinl hava nroo

vided themselves with reserves
ior iuture losses. Past experience,
time and time again, nas indicated
that although some loans ana in-
vestments are sound when made,
nevertheless losses may develop
later. Such losses often ‘do not
become apparent until the eco-
nomic situation deteriorates.

Every one' watches the banker
for a clue to the financial wedther.
One of the wisest bankers I ever
knew was very little worried back
in' the 20’s when the depression
struck as he had reserves tucked
away all around his bank. He had
provided over a period of years a
means for meeting his losses.

The present statutory law in the
Internal Revenue Code permits as
a deduction for income tax pur-
poses a reasonable addition to a
reserve for bad debts. In 1947 the
Commissioner of Internal Revenue
recognized the problems peculiar
to banks. He issued mimeograph
6209 which provides a method for
banks to establish.tax-free re-
serves for bad debts. This ruling
allows a bank to accumulate re-
serves on the basis of its past 20-
year loss experience ratio, multi-
plied by present eligible loans
outstanding, with a current ceiling
of three times that amount.

At the time the present formula
was. adopted in 1947, it was the
understanding of the Treasury De-
partment and the American Bank-
ers Association that the method
would be tried on an experimental
basis. The original formula had

Continued on page 41 -

pendent on government.

Bank Deposit Protection

Bank deposit protection is an
important topic of discussion now-
adays. Bankers have been mind-
ful of the necessity for a greater
capital structure as evidenced by
the fact that in the last ten years
they have voluntarily increased
bank capital funds from $6,951,-
393,000 to $11,615,767,000.

The inflation resulting from
World War II and its aftermath
has had a debilitating effect upon
the capital-asset ratio of the bank-
ing system, From 1934 to 1951,
the ratio of capital accounts to
total assets declined from 13.2%
to 6.7%-—meaning, the equity of
stockholders in their banks is only
about half what it was 18 years
ago.

It now devolves upon the inge-
nuity of bankers to ‘devise new
ways of building bank capital.

To build this additional bank
capital, there are several possi-
bilities. Building increased capi--
tal through the sale of common -’
stock is limited and will be at--
tractive only here and there. The
issuance ‘of preferred stock gen-
erally speaking is opposed by su-
pervisory authorities and bankers:

The amount of retained earn-
ings has not been sufficient to
keep pace with deposit growth as
a result of high taxes and inflation.
Hence, as one aspect of building

ANew Quarters for J. A. Hogle & Co.’s Spbkane Office

additional bank capital, considera-

ti'on must be given te the tax poli-
cies of Federal Government and
the resulting effect on corpora-
tions generally, '

The Federal income tax of to-
day bears no resemblance to the
original corporate income tax of
the 1913 act. American corpora-
t;ons today are caught in a great
{inancial pincer-movement. More
and heavier taxes bear down on
them.on one side, and an obsolete
and'meguitable tax structure is
«closing in upon them from the
other, Taxes have been loaded on
corporations because they do nut
vote and because the millions of
consumers who do vote are not
acutely aware of the actual effect
that excessive corpérate income
taxes have upon, the higher cost
of goods they buy. Many econo-
mists think that excessive corpo-
ration taxes have the same effect
as a sales tax. If this theory is
correct, then the public is absorb-
ing excessive taxes through the

To keep pace with Spokane’s:

growing importance as a financial
center, J. A. Hogle & Co., have
moved .to new modern offices at
West 523 Sprague Avenue, in that
City. This announcement was
made by Hammitt Porter, Man-
ager of the firm’s Spokane office.

According to - Mr. Porter; the
new offices introduce a nmew ‘con-
cept of modern facilities to assist
investors in Spokane. A large new

Board room providing immediate -

prices of New York Stock Ex-
change, American Stock Exchange
and- Spokan« Stock Exchange se-
curities, will comfortably accom-
modate even the largest-group of
investors. Tastetfully
and decorated in a modern motif

with blond furnishings, the Board

room boasts a 20-foot mural of the:

trading floor of the New Yark

furnished -

Stock Exchange, and .other murals
of the American Stock Exchange.

The latest projection-type
Trans-lux tickers have been in-
stalled to . continuously . report
New York Stock Exchange and
Chicago .‘commodity prices. A
Dow-Jones ticker and direct wire
services across the United States
‘and Canada, brings up-to-the-
minute financial reports directly
to-the firm’s new .offices.

The - staff has been. expanded,
with the addition of several ex-
perienced men, and. a statistical
library established. to provide
complete information on all types
of securities. )

J. A. Hogle & Co., one of the
largest " brokerage houses in the
West, with headquarters in Salt
Lake City, Utah, has been serving
Swnkane investors - -since. April,
1949, when they purchased the

E. J. Gibson & Co. firm, for years’
one of the outstanding mining
brokerage offices in the North-
west.- Since 1949, the Spokane of-
{ice of Hogle has steadily grown
in volume.and importance to the.
community.  Recently it became
evident to the firm that the ca-
pacity of its location .at 5 Wall
Street, had been outgrown, and
jimmediate plans had to be made
to enlarge its facilities. }
Established in 1915, J. A, Hogle
& Co. have offices in -New York
City, Los Angeles, Salt Lake City,
Denver, San: Diego, Beverly -Hills,
idaho ~Falls; . Ogden, - Pocatello,
Butte, Missoula, ‘Boulder, River-
side, Calif., and Reno. )

The firm .is- a member of the
New York Stock Exchange and
numerous other Stock and Com-
modity Exchanges.
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LETTER TO THE EDITOR.

“What This Country Needs
Today Is Two Presidents’’

A satirical yet suggestive discussion of the existing Presiden-
tial order which Alexander Wilson holds has now been out- -
grown. To remedy governmental short-comings, he suggests a
new loint system of selecting {wo Presidents of the same party,
‘one to -administer thiz country’s internationaf affairs and. the

. other to manage our nafional domestic problems.

Editor, Commercial and
Financial Chronicle:

It was Vice-President Thomas
R. Marshall’s facetious remark—
“What This County Needs Is a

anathema, something ardent citi-
zens of our Republic will scorn-
fully inform you is not within the
framework of our Constitution.
And, too, any person of voting age

international affairs and one for chair, it might be interesting to
domestic policies. - ) . turn our sights for a moment on
' Neither: of these gentlemen— the 500,000 corporations, large and

" the two elected presidents and the small, in the United States of

- fwo elected vice-presidents — America headed by 500,000 presi-
~would - be subordinaie to eaca dents. Then it would be well to
- other within their rank, but would stop and think of the magnitude
- act in their own right and re- of our country compared to the
i sponsibility to the country. lesser combined importance of the
True; our Constitution, until it 500,000 corporate enterprises and
i is amendéd -will not permit this the fact that this beloved country
.- dual division of authority. of ours is headed by only one sol-
.. Despite the. President’s person- itary chief executive.
- ally. appointive Cabinet, consti- As  “Chronicle” readers well
‘tuted to bear the impact of the know, many of these large cor-
Chief Executive’s official duties, Porations are officered with vir-
the:members of the Cabinet serve tually four executives, viz: (1)
- only in an advisory capacity, are Chairman of the Board, (2) Presi-
subordinate tothe President and dent, (3) Chairman of the Execu-
‘-are not directly responsible to tive Committee, (4) Chairman of
- Congress or to the country’s elec- the Finance Committee; the board

(687) 15
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-; Lawson, Levy’ Rdmit
Morse & Lamperti

SAN FRANCISCO, Calif.—Rec-
ognition of years of service to the
firm is marked in the announce-
ment of the admission of Leon
Morse and Angelo J. Lamperti to
general partnership in the invest-
ment banking firm of Lawson,
Levy & Williams, 1 Montgomery
Street, members of San Francisco
Stock Exchange. The advance-
ments are effective as of Jan.
1 last.

Identified with the firm for 17
years, Mr. Morse is office manager
and cashier. Mr. Lamperti has

served as head of the trading de-

with the vision to espouse a two-- torate. Cabinet members do not Members acting like an advisory

~-taught that the most laudable am--
. bition' in " his- life should- be to-

Good Five Cent Cigar’—tnat won
for him the
nation s affec-
‘tion  during
Woodrow Wil-
son’s -Admin-
‘istration
of : which -he
was a. part., ./
"Perhaps this
same - home-
Spun gentlé-
man - from:
Indiana; - were
.he " alive to=.
day, might in-;
all seriousness
alter’ his slo-
gan to the
subject of this
article —“What This Country
Needs Today is Two Presidents.”

‘We Extol-Our Presidents Same as
British People Do Their Kings
and Queens

Whether we know it or not, we
Americans are a very sentimental
people. ' We individually ‘love to
praise, denounce and idolize some
of our presidents depending on
our moods and circums ances. B
it George Washington, Thoii as
Jefferson, Jameés Monroe, Andrew

¥

7

Alexander ‘Wilson

Jackson, Abraham Lincoln, Theo-"

dore Roosevelt, Grover Cleveland,
Woodrow Wilson, Herbart Hrouvne

or any one of our 32 Presidents,

each in.fact represents-an.epoch
of political development in our
country’s_history.

. We -love to- build: up their re-
spective characters and personal-
ities to the stature of- full-fledged
statesmen with the help of tradi-
tions and -legends which have
been hallowed: by ‘time until our

++ presidents -emerge as . glamorous’

national heroes to rank with-the
world’s great and near great. -
A simple suggestion to consider
anything different than one presi -
dent to head our government will
be met by seme well-meaning na--
tive Americans and hero-worship-
pers with strong opposition and
even personal resentment. For in
the course of time we have come
fo venerate our presidents as na-
tional institutions akin to gods on
pedestals who are considered to
be above reproach and among our
most cherished traditions.
- This most sacred feeling is gen-
erally accepted as the true mark
of genuine patriotism—the brand

- of Americanism that our fathers

and. mothers. proudly -instilled in
us from the first moment we were
able to take an interest in the
world -around’ about us.

:Every school boy is assiduously

. aspire to' the highest office in the
land‘ = the .Presidency. of the

.-United. States:.

~This is lofty - “Hofatio Alger”

advice "to the teen-agers; mind.

«“you; in- & country whose big and

‘little: ‘corporate enterprises- have
‘produced .more’ presidents to the

square foot than all the other na-

_ tions of the world put together.

: A World in Which Angels Feaf
to Fread

So te venture tellinz anyone .

"that “What This Country Needs
Today Is Two Presidents” is con-
sidered by some mortals almost

gitized for FRASER
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. ‘tive look- at-tuat .gréaiest instru-

‘mestic national affairs.

-clected would be accountable to’

President Government may per- dividually initiate domestic or
chance find himself. as isolated, foreign policies without presiden-’
lonesome -and ' despised - as. the: fial sanction. Therefore the brunt
principal character . in - 'Edward- ‘of the country’s problems is still
Everett  Hale’s patriotic classic the Chief Executive’s responsi-
“The Man Without a Country.” - - bility.
Constitutional Limitations and | Sresident 1o oy a5 amgethlatjgi‘
Presidential - Powers. " thinking in all matters and “carry
- For. background‘emphasis, " it~ the w eights.”
may be well to take a retrgspec-: 2t )
The World's Toughest Job—
‘ment of ‘free goyernment known: - The Presidency of the U: S.
to ‘,Man—t'hew Constitution of ‘the- = For a loug time the intelligent-
United -States—~ which was: con-. sia .have - been saying that: the-
ceived and written into law by its- president’s job has pecome too big.
designers ‘to. give us a political ror any one man to fill. So sooner
system - of tripartite government, or later we will have to consider
yiz: The executive, legislative and the question of a dual presidency
judictar uepdruLas Laca spvCau=_ and. a-dual vice-presidency. The
cally exercising- certain functiens.” country of George Wasninglon’s
Still' with the passage of time, ana A:eéxandér Hamilton's day has
particularly "during war pe-. grown many times—from 13 to 48
riods, the executive department” States and from 4,000,000 to 158,-
was " occasionally headed by .an 000,000 souls. From insular pi‘(;-
over-aggressive and power minded : portions, 'to be the leading. power
president who, althouga solemnly in a warlike world, Our problams
sworn to uphold the Constitution,” both foreign and domestic are so
exceeded his constitutional pow-" multitudinous, inftricate and far-
ers. Set forth here are two re--reaching, no one man can now
cent examples which illustrate successfully shoulder the respon-
the™ usurpation of .éonstitutional sibilit '32f the présidential office
power: (1) Mr, Truman in seiz- pxceptji" 3
ing the-.steel{ industry. in 1peace-her.”
time . .without thé sanction = of- .Who has not 'heard over and
Congress; and’(2) the late Frank- over again that the duties. of the-
lin. D. Roosevelt in turning over presidency have become too great
50 United States destroyers . to!for one- man to cope ‘with "and :
Britain without consulting Con-'meet the demands on the presi-
gress. The latter. incident .hap--dent’s time and person,” or to
pened before we . entered: World:thou‘ghtfu-lly. give the :problems
War II in the fight against Ger- -and policies.of his Administration
many. Such action rightfully:the -considerate deliberation they
might have been, considered -by “warrant before’ making: his de-
Germany an act of war. . "+ cisions. , i g
‘In the last'quarter-century, the, For .instance if the president '
people  of the Umtgd S‘,vtates’.have'.was; a. superman physically and
witnessed ‘the-projection’of - ‘the-‘mentally, he could not understand-
government by some of.our ¢hief ingly read all the laws wnicn tne
executives into every cornceivable 531 members of Congress pass up -
form of business, political and ‘so- ‘to him for approval, signature and .
cial activity—activities that were enforcement. Nor has he the
never envisioned by the Founding ‘strength and the time to individ-
Fathers as Presidential duties or yally. write the comments, vetoes
prerogatives, and recommendations of his oral
and written messages to Congress
Oves and- the country and ‘at the same
T 3 time meet the unending list of
After the honeymoon period is callers at the White House on of-
over, President-elect Eisenhower ficial and social business.
is going to find out that' we Amer- : ’ :
icans, Republicans and Democrats, sdfiion o his sthar dutio Lo 1o
in and out of Congress, are not all sponsible for or keep if)timate
“brothers under the skin” and it i,s track of the 58 departments
just too bad that we haven't jsencies bureaus, offices, councils
elected (wo presidents with equal boards, con*imitt’ees, “administra-

powers  (to be. voted for .in tiohs ‘afid” commissions - :
pairs, {wo Democrats  and two ORe lins el

Republicans). ' for example. (1) ggg‘ e presnd‘e_:ntAs exentive-gi-,
Lwight D. Eisenhower to have = ¢ . s . ‘
full ‘power .and :responsibility -to - How.' Much Top Executive *
administer ‘our international’ré< .’ Personnel Do Big Banks and .
lations;.and (2) Earl Warren fully. + - Corporations Have? .
authorized: to' conduct our do- " “The readers of the “Chronicle”
i are as familiar as anyone with the -
offic¢ial personnel of bank mon-

When the Election iloneymoon Is

.. For _the purpose of illustratior -
let “us ‘say. that - the - Democratic

presidential “contenders- had been of New York City trust com-
Stevenson and Kefauver. Employ- panies’ and banks like the ‘Chase
ing this system the voters would ‘National, the National City,, the
understand - that Stevenson if Bankers Trust, Manufacturers
' : Trust and- the Guaranty Trust

) have ‘an exeécutive personnel of
the people for all.foreign. rela- over, 700 officers 'anpd that does

tions and Kefauvér' for all do- not “include any officers lower

mestic affairs. - ) ___.than vice-presidents. .
This voting proposal should also 11 any comparison that we

provide for two vice-presidents on mihaneke Of Dresidential pe.

; - > quirements and the capacity of
cach ticket, one vice-president for ohe man to fill the presidential.

a''run of. the mill man-"
1

agement and know-that a handful °

cabinet. :

Look at the breakdown of ex-
ecutive personnel in General
Motors, with a president in every:
division of their vast organization,
some seven presidents, 37 vice-
presidents, ]
board and 26 general managers.

Something Must Be Done

So the writer makes bold to say-
that if a single large corporation-
needs not one but several top ex-:
“tall;

ecutive heads .to do the
thinking”. for the company’s man-
aging policies and problems in
order to make the operational
management click smoothly as in
the case of General Motors and

other corporations, why wouldn't.

two presidents and two vice-
presidents of the
elected by and responsible to the
electorate he an improvement
over our p,resent rather out-moded

system of one president and one

vice-president in Washington?
This suggested change in the

presidential order seems to the.

writer to be a paramount political
question of the day and one for
the best legal minds in our land to

with in earnest.

Will the Two President ‘Order -

Work?

Of course, many of my Coﬁntl"‘v- )

men, devoted citizens of this great
constitutional Republic, will say
offhand that the “two presidential
order”
will ‘not work — yet the writer

would remind his critics that this-

country js essentially a tripariite
government (executive,
tive and judicial departments), di-
rected by “Two Houses” of Con-
gress with a membership of 531
contentious legislative
which have succeeded in giving

the world a successful demonstra- .

tion of the democratic process in
action that has been slowly per-
fected over the last 163 years to
its present state of working effi-
ciency. And it should be remem-
bered that the Constitution of
this blessed country has been
amended no less than 22 times to
reach today’s attainments.
Another instance, where two is
the. determining factor in our po-
litical system, is the Constitutional
selection of two Senators from
each . of the 48 states regardless
of size or population,-to the great-

est deliberating body in the woxld. .
ALEXANDER WILSON, -

25 Oak Ridge Ave,;
‘Summit, N. J.
Feb. 3,1953. ¢ =

With: American Secs. -
(Special to THE FINANCIAL CHRONICLE)

BOSTON, Mass. — John C.
Mathis, Jr. has become associated

with - American - Securities Cor-+

poration, 111 Devonshire Street.
He was formerly with Hemphill,
Noyes, Graham, Parsons & Co.

Estabrook Co. Adds
(Specicl to THE FINANCIAL CHRONICLE)
BOSTON, Mass.. — William K.
Bovey has become affiliated with
Estabrook & Co., 15 State Street,
members of the New York and
Boston Stock Exchanges.

a ‘chairman of the:

same - party,,

reason out and a subject for the’,
state bar associations to grapple

as suggested in this article, '

legisla- -

minds-

partment for eight years.

Founding partners (1935) are
Jesse M. Levy, Jr., Harold B, Wil-
liams, and Richard Lawson.

SUN OF CANADA
IN 1952 SOLD
5545 MILLIONS

Folicyholders’ dividends for 1953
upped to $22 millions — Com-
pany has 47% of assels in U.S.

New business for the year top-
ping al. Canadian companies at
$545 milliow and total insurance
in force of more than $5 billion
are among the many outstand-
ing figares reported in the 82nd
Annual Report of the Sun Life
Assurance Company of Canada
just released by George W.
Bourke, President. Duaring 1953,
policyholders’ dividends will
amount to $22 millions, $2 mil-.
lions more than last year. The |
Sun Life has 479, of its assets
invested in the United States.

Mr. Bourke, reviewing the
1952 figures of Canada’s leading,
. life ' company, - stated that the

increase in the Company’s new
business over 1951 was 18%,
which included group insurance
amounting to $165,487,000, a:
gain in group business of $71
million for the year. The Com-
pany’s total life insurance in
force has grown to $5,222,947,-
000, an -increase of 8.8%,
including group insurance in
force of $1,493,501,000, up 19%.
Annuity payments which the
Company has undertaken  to
provide -immediately or in the
future, through individual and
group contracts, amount to
$117,833,000 per annuni.

The Sun Life, an interna-
tional company with branch
service in many léading United
States cities from coast to coast,
paid out in benefits during 1952
almost $500,000 for each work-
ing day, or a total of $118,618,-
000. Of this total $81,632,000
was received by living policy-
holders, and nearly $37,000,000
was :paid to beneficiaries of
deceased policyholders. Total
benefits paid since the first Sun
Life policy was issued in 1872
amount to §$2,604,604,000. The
interest rate earned on the
assets: .was 3.84% corhpared
with 3.70% in 1951.;

The Sun Life, operating ir:
nearly 30 countries of the
world, does more -than 909% oi
its business in the United
States, - Canaga and: Great
Britain. T

A copy of the Sun Life’s |
complete 1952 Annual Report,
including the President’s, re-
view of the year, is being sent
fo all policyholders or may be
obtained from any of the 100
branch, group or = mortgage
offices of the Company through- |
out North America. '
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NEWS ABOUT BANKS

CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC,
REVISED
CAPITALIZATIONS

AND BANKERS

George G. Montgomery, Vice-
President, Chairman of the Fi-
nance Committee and Director of
Castle & Cooke, Ltd., Honolulu,
has been
elected a Di-
rector of
Bankers Trust
Company, of
New York
City, it was
announced on
Feb. 6 by S.
Sloan Colt,
President of
the bank. Mr.
Montgomery
lives in San
Francisco, and
is active in
the sugar,
pineapple and
shipping interests on the West
Coast and in the Hawaiian Is-
lands. His other directorships
include those in the General
Electric Co., American Trust
Company, San Francisco, Matson
Navigation Co etc ?tc

The Quarter Century Club' of
Bankers Trust Company, of New

G. G. .iontgamery

York at its tenth annual dinner !

at the Waldorf Astoria on Feb. 3,
welcomed 52 new members.
club now has a membership of
521, of whom 99 are retired. The
group was addressed by S. Sloan
Colt, President of the bank and
honorary member "of the club.
The new officers elected are Ed-
<mund G. Farrell, President; Kent
+W. Gurney, Vice-President, and
Elinor O. Bernsten,~ Secretary.-
Harriet -A. Kosanke, Edward G.
Grimm, Charles Schlatter, Ray-
mond Fausel and Albert H, Hilde-
brandt were elected to the Board
of Governors,

Mercer C. MacPherson has been
elected  Assistant Vice-President
of Chemical Bank & Trust Com-
pany, of New York, it was an-
nounced on Feb, 6 by N, Baxter
Jackson, Chairman. Mr. Mac-
Pherson, a Vice-President of the
 Montclair Savings Bank, .Mont-
“clair, N. J. will join Chemical
‘Bank on March 1. He will be as-
;sociated with George Lysle, Vice-
Presment, in the National Divi-
“sion,

On Feb. 3 Chemical Bank &

The

Trust Company revealéd plans of
further expansion with the ac-
quisition of the property at 349-
353 Fifth Avenue. Located on the
southeast corner of 34th Street
and Fifth Avenue, the property

. will be reconstructed for a new
"banking office to serve the bank’s

business in the midtown area,
Chairman N. Baxter Jackson an-
nounced. The building, consisting
of eight stories and basement, is
now occupied by various stores
and other tenants, It is antici-
pated that Chemical will open its
new office at this location about
May 1, 1954. Chemical, which was

4he first bank to open an office

on Broadway when it was
founded on April 1, 1824, main-
tains 19 offices in greater New
York, including executive offices
at 165 Broadway. The bank’s
assets. recently crossed the $2
billion mark. ;
# % *

Frederick N. Goodrich and Jean
Mauze have been appointed Vice-
Presidents, and John J. Walhovic

F. N. Goodrizh Jean Mauze

and Arnold L. Yates have sbeen
appointed Assistant Secretaries of
the United States Trust Company
of New York, it was announced
on Feb. 5 by ‘Benjamin Strong,
President. Both Mr. Goodrich and
Mr. Mauze were formerly Assist-
ant Vice-Presidents and have
been continuously associated with
the company’s Investment Depart-
ment, Mr. Goodrich since 1934
and Mr. Mauze since’1941. Mr.
Walhovic has been associated
with the Operating Department
for the past 16 years, while Mr.
Yat_es has been a member of the

The Commercial and Financial Chronicle , . . Thursday, February 12, 1953

companys Investment Depart-
ment since 1942
@ #*

York ledea ‘and A. Karl Pons
have been elected Vice-Presidents
of Corn Exchange Bank Trust
Company of New York, it was
announced this week. Both men
formerly were Assistant Vice-
Presidents of the bank. Mr. Kildea
is in charge of the Park Avenue
branch, while Mr, Pons is- in
charge of the Astor Place branch.

% #* %

The newly enlarged capital of
$150,000,000 of the National City
Bank of New  York, increased
from $144,000,000 by a $6,000,~
000 stock dividend, became: effe~
tive Jan. 19. As noted in our
issue of Jan. 22 (page 296) the
plans to increase the capital were
approved by the stockholders at
their annual meeting on Jan. 13.

% [ %

The New York Agency of the

Swiss Bank Corporation has an-

. nounced receipt of cable advices.

to the effect that directors of the
bank, at a meeting held in Basle,
Switzerland, approved the ac-
counts for 1952. At the general
meeting of stockholders in Basle

on Feb. 27, it will be proposed to:

pay a dividend of 8%, as against
7% last year; to donate 1,000,000
francs to the bank’s pension fund;
to add 2,000,000 francs to the re-
serve for proposed new bank
buildings, and to credit 4,000,000
francs to a special reserve account,
* @ #

The capital of the Gramatan Na-
tional Bank & Trust Co. of Bronx-
ville, N. Y., has been increased as
of Jan. 22 from $250,000 to $275,000
by a $25,000 stock dividend.

* % #*
As a result of a stock dividend

of $1,500,000 the National Com-

mercial Bank & Trust Co. of Al-
bany, N. Y., has enlarged its capi-
tal from $1,500,600 to $3,000,000 as
of Jan. 26.

£ & #

Approval was given by the New
York State Banking Department
on Jan. 30 to a certificate of in-
crease of capital stock of the
Syracuse Trust Co. of Syracuse,
N. Y,, from $1,800,000 (in 180,000
shares, par $10) to $2,550,000 (in
250,000 shares, par $10), On Jan.,
30 also the Banking Department
announced the filing of the plan
of merger of the Oswego County
National Bank of Oswego, N. Y.,
into the Syracuse Trust Co., of
Syracuse, under the title, “Marine
Midland Trust Company of Cen-
trol New York.”

N * * *

An addition of $100,000 to the
capital of the New Britain Na-

Continued on page 40

Newport News ShlprlIdlng and Dry Dock Compnny

Quarterly Statement of Billings, Eshmafed Unbllled TN

Balance of Malor Contracts and Number of Employees
“(Subject 10-audit -adjustments)

i

- Billings during the peried:

" Shipbuildihg contracts ;-3
- Ship conversions and repairs .

" - Hydraulic turbines and accéssones o

Other work and operuhons X

Totals « % % F 3

Estimated balance of major contracts ‘unblllod at the close of

the period o, o a4 e

Number of employees at the close of the period . &

.

<'Three Fiscal Months Ended
~Dec. 31; 1952
$24,671,859.
14,720,386
2,160,196

2,783,653 .

5o

.

“Dec31; 1951

$11,895,074 "
115,606,339
2,438,047 -
2,924,914

3 Vo-r lnd-d '
Dec. 3'I nsz Do:.a'l 'I'!l
'$ 73,700,162 *$37,832,110°"
149,834,050 - 36,831,783 .
5,625,820 . 5,974,581
10,451,564 . -8,670,391

8+ $44,336,094

-$32,864,374

. . . . . .

-At Dec. 31, 1952

$316,751,120
17,702

$139,611,596 - $89,308,865
At Déc. 31,1951

$353,180,062
14 069

The Company reports income from long-term shipbuilding contracts on the percentage-of-completion basis; such income for
ony period will therefore vary from the billings on the contracts. Contract billings and eshmuled unbilled bolunces are subject
to possible adjustments resulting from statutory and contractual provisions.

) Jonuary 28,1953
[ ——

By Order of the Boord of Directors
R. I. FLETCHER, Vice President and Comptroller

DI ——

e

From -Washington
Ahead of the News

= By CARLISLE BARGERON

President Eisenhower’s emphasis. upon religion since his elec-
tion has caused a considerable and favorable flurry among the
clergy, the church press and apparently "among church-going
people generally. His action in delivering ‘a self-prepared prayer
just prior to his inaugural speech aroused
considerable comment and this was followed
by his becoming- baptized in the National
Presbyterian Church, his steady attendance at -
church and his more recent presence at a
hitherto unpublicized prayer 'breakfast con-
ducted under the auspices of the hotel mag-

nate, Conrad Hilton.

Mr. Truman was what you might call a
good' church-going family. man and his much
criticized side-kick, General = Vaughan, was
not only a deacon in a nearby Virginia church

but he taught a Sunday School class.

This,

however, is not exacily the impression the
-Truman Administration left with us. The ma-

jority of us, based upon the last election re-
turns, have more of a picture of loose living

Carlisle Bargeron

and corruption rather than that of a government devoted to the

Sermon on the Mount.

There is a feeling among the Washington political experts
that Mr. Eisenhower is bent upon setting a high moral tone for-
his Administration. Not only did he attend the Conrad Hilton
breakfast himself but he commanded his Cabinet to be present.

This ‘is certainly all to the. good ‘and should prove to be a
healthy leadership for the country as a whole. But as I look back

it strikes me that all Republican

Administrations and- Republican

politicians generally have a closer association with the church than
do the Democrats. I mean no offense against the Democrats and
I do not mean that Republicans. are more religious minded or

more devoted to the church than the Democrats.

trying to say, having been close

What I am
to politics and politicians for a

good 25 years, is that the Republican politicians seem to bring the
church more into their profession, to wtilize it in their business
more than the Democrats, Both party conventions always open
with invocations by a member of the clolth and I suppose this is
true of all the large assemblages of both parties. But it has been
my experience that the Republicans will have a prayer at the
beginning of a little courthouse political rally whereas the Demo-
crats get down immediately to the business of the evening. I
would put it this way: I am sure just as many Democrats get to
Heaven as Republicans but the Republicans put on a better show

of religious performance.

Frankly, many years ago, before the New Deal came, when L
was; a young rebel and a Democrat, I used to think the Republi-
cans. were professionally sanctimonious. Undoubtedly I was wrong;
there was little good, indeed, that I could ever see in the Repub-
licans. I was convinced everything they did, even to attending
church, was simply to get votes. After all we have been: through,
I am mighty glad they finally got enough votes to return to power.

Be that all as it may.

I wonder if it is a corollary of the new tone which the Eisen-
hower Adminstration is setting that some of the old reformers of
the former Republican days are coming back to life. There is the
Rev. Clinton Howard for example, a former leader in the dry
movement. I had not heard from him since the early days of the
New Deal and the repeal of the 18th Amendment. But he swung a
lot of ‘weight around Washington in the Coolidge-Hoover days.
Now he is back, getting in the papers again with such things as
denouncing the Republicans for organizing a club within a stone’s
throw of the Capitol and serving alcoholic beverages. There are
and have been any number of dispensers of alcoholic beverages
all around the Capitol. But the Republican club has aroused Mr.
Howard’s fury and while this would not alarm me in itself, it does
alarm me when he once again can get back in the papers with his
fury. He is, of course, not the only one of these old-time reformers
. to reappear. His name just comes readily to mind. Their reap-
- pearance has been the subject .of much discussion around' the
.-National PI'G%S.S» Club. We should hate to see a-recrudescence of
* the political pewer held in the former Republican-days by suchl

-2 men. as ‘Wayne ;B.: Wheeler and 'Bishop Cannon: Maybe the fears
of those-who-entertain them are unfounded but it is a fact that
these fellows seem-to:thrive -under. a Republican: Admmlstratxon.
‘~As'glad as I am to see-the Republxcans back I hope-these men or
their:ilk never get a foothold.again. I -would rather have the
hodge -podge of heathens whlch we have Just had.. ) )

Managed Investment -
~-Programs in Galif.

SAN' FRANCISCO, Calif. —:
Nathaniel S. Chadwick and Clyde
‘M. Monaghan have formed

Managed Investment Programs, a
partnership, with offices- at 41
Sutter Street, to engage in the
securities business. Both partners

‘were formerly with E. F. Hutton.

& Company, and in the past Mr.
Chadwick was an officer of Na-
tional Securities &. Research Cor-
poration.

J. 0. Whitaker Opens
FT. SMITH, Ark.—J. O. Whit-
aker- ijs:engaging in a securities

‘business from off.lces at 1815

North “A” .

F'rm Name Now =
- Bramhall, Falion Co.

The. firm name "of .. Bramhall,
Barbour&Co Inc., 2 Wall Street,
New  York Clty, dealers in :cor-
porate and municipal securities,
has been changed to Bramhall
Falion & Co., Inc.

Milwaukee Bond Club
‘Dinner February 13

“MILWAUKEE, Wis. —The Mil-
waukee Bond Club will hold .its
annual dinner party in the East
Room of the Hotel Schroeder,
Friday, Feb. 13. -Guest tickets
are $10;

hitized for FRASER
p.//fraser.stlouisfed.org/
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 GEORGE E. ALLEN

* JAMES. BRUCE

for 1952

Year ended:
: Nov: 30, 1952

‘ Year ended. -

HIGHLIGHTS
. P 5y “Nov: 30,1951

Consolidated net sales . $326,585,641 $286,598,113

$11,028,927 . $10,089,214

Consolidated net income .
Earned per common share $1.20*

Dividends per common share $0.60 $0.60

i

Net working capital . .  $88,279,359 - $87,933,721

Nettangiblevassets (networth) $93,870,288 $88,620,194

Per common share . . - .$9.65 $9.07

$583.00 $514.00

Per preferred share .

Number of stockholders . 64,494 63,288

ding at close of fiscal 1952,
ding at close of fiscal 1951,

*Based on 8,890,824 shéros
**Based on 8,819,385 shares

BOARD OF DIRECTORS

VICTOR EMANUEL, Chairman C. COBURN DARLING - WILLIAM 1. MYERS

GEORGE A. ELLIS BENJAMIN H. NAMM

IRVING B. BABCOCK ]dSEPH B. HALL THOMAS A. O'HARA

NEAL DOW BECKER CARLTON M. HIGBIE - R. S. PRUITT

JOHN E: BIERWIRTH ROBERT L. JOHNSON JAMES D. SHOUSE

LEROY A. LINCOLN ALBERT C. WEDEMEYER

MARTIN W. CLEMENT W. A. MOGENSEN

$1.10**

YO

CORPORATION

“a family of
famous names’’
. i [ ] "
Ameeicon
KITCHENS"
Steel wall and base cabinets; kitchen

- sinks, waste .disposers,. ventilating -

fans, automatic-dishwashers.

BENDIX

-HOME APPLIANCES

Automatic washers, dryers, ironers, -

combination washer-dryers, refrig-
erators, electric ranges, freezers. -

‘CROSLEY"

Shelvador refrigerdtors, freézers;
electric ranges, kitchen sinks. and
cabjnets, automatic dishwashers,

- . rodm air conditioners; television and*

radio setsand other home equipment.

CROSLEY BROADCASTING
CORPORATION

Operates: WLW, ““The Nation's

Station,” Cincinnati, and WINS, New
York; and television stations WLW-T,
Cincinnati; WLW-D, Dayton; WEW-C,
Columbus, and WLTV, Atlanta.

LYCOMING

Aircraft and industrial engines; pre-: .

cision machine parts,

NEW IDEA and HORN-

Spreaders, corn pickers; balers, hay
rakes and loaders, power take-off

mowers, grain and baled-hay eleva--

tors, hydraulic loader attachments,
shredders, wagon boxes. .

SPENCER HEATER

Heating boilers for commercial and’

residential use, castings.

ES

Avcoalsoishelping keep America -
strong, with its plants and facil-

ities engaged in the manufacture
of electronic equipment, aircraft
components, tank engines, auxil-
iary power units, military aircraft
engines and other materiel essen-

tial to the ‘defense program of -

our nation. - .

AVCO MANUFACTURING CORPORATION

420 LEXINGTON AVENUE, NEW YORK 17, NEW YORK
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Mortgages as Llfe
Insurance Invesiments

By L. DOUGLAS MEREDITH*
Executive Vice-President, National Life Insurance Company
Montpelier, Vt.

Life Insurance executive reveals extent of mortgage holdings
by life insurance companies and the current situation in mort-
gage loan field. Discusses attractiveness of mortgages as invest-
ments, and concludes mortgage lending plays a very important

part in investment programs

of life insurance companies.

Looks for increased emphasis upon uninsured mortgage loans.

Life insurance companies dur-
ing each of the last five years
have put not less than 27% nor
more than 40% of available funds
into mortgage
loans. During
1952 they ac-
quired ap-
proximately
$4,000,000,000
of mortgage
loans, and
thus brought
their total
mortgage
holdings at
the year-end
to an esti-
mated total of
$21,275,000-
000, consisting L. Douglas Meredith
of more than
2000,000 individual loans, This
total was greater than that held
by any other type of investment
institution and comprised ap-
proximately 23% of outstanding
mortgage credit which-aggregated
an estimated $92,500,000,000 as of
‘the year-end, an all time “high,
and comprlsed the largest single
bleck of non-government  long-
term debt in the country.

At the end of 1952, so-called
mortgage holdings ‘of the life in-
surance companies aggregated

2919 of total assets, compared

with 14.8% only seven years earl-
ier. The latter figure represented
the smallest proportion of total
assets so invested in the history
of  the industry. .This compared
with 43% in 1926, and from 1890.
16 1923 the proportion never drop-
ped below 29.3%.

it At the year-end .life insurance
companies held $5,700,000,000 of
FHA loans and $3,350,000.000 of
VA loans. If these are considered
as a separate classification of se-
curity because ot their certain pe-
culiar attributes, the companies
held only $12, 295, ,000,000" of mort-
gage loans in the. strict sense of
the word, which represented only
16.79% of 'total assets. -

“ Qutstanding commltments to
buy mortgage loans at the end of
the year totaled probably slightly
in excess of $1,000,000,000, seem=
ingly indicating coiltinuing inter-
est in mortgage loans on the part
of life insurance investment offi-
cers late in 1952,

Hew Mortgage Holdings Are Used.

' Proceeds of the mortgage hold-

ings of life insurance companies
were used primarily to finance
some form of housing. About 97%
of the number of loans were for
this purpose, and -80% financed
individual homes.

These few figur es serve to dem-
onstrate that:

(1) Life insurance companies as
a group of institutions hold" the
largest amount of mortgages, and
are a vital factor in financing the
homes, business properties and
farms of the Nation;

(2) Mortgage c1ed1t extended
by life insurance compames Has
been a major factor in providing
the home building industry, now
one of the Nation’s largest indus-
iries, with the greatest prosperity
itever has enjoyed:

(3) Mortgage credit from life
sfisurance companies has contrib-
uted greatly to the increasing

. ®*An address of Mr. Meredith at 8th
Amnual Conference of the New York Uni-
wersity Graduate School of Business Ad-
mministration, sponsored by the Mortgage
Bankers Auocxatmn of America, New
York City, Jan. 28, 1953.

standard of living of the Amen—
can people;

(4) Mortgage loans, both his-
torically and especxally more re-
cently, have been a very 51gn1f1-
cant investment outlet for life in-
surance companies;

(5) A larger portion of life in-
surance funds readily could be
invested in mortgage loans of all
types.

Since Dec. 31, 1947, the assets
of 500 United States legal reserve
life insurance companies have in-
creased not less than 6.67% nor
more than 742% in any year, in-
dicating statistically that life in-
surance companies have an:ever-
increasing amount of funds avail-
able for - investment from in-
creased assets, to say nothing of
funds becoming available for re-
investment from amortization and
other payments. Assets increased
about. $4,900,000,000 in 1952, and
{funds available from repayment
amounted to appiroximately $2,-
000,000,000, Thus; it is fair to as-
sume that in 1953, the life insur-
ance companies w111 have approxi-
mately $7,200,000,000 to invest,
with $5,100,000,000 coming; from
the increase in assets and $2,100,-
000,000 from repayments. Of
course, only part of this very sub-
stantial sum will go into .mort-"
gage loans, and this fact in turn
points to the significant question:
What portion of these $7,200,000,-
000 ‘will be invested in mortgage
loans?

Also, it always is possible that
if ‘mortgage loans are sufficiently
attractive, other - assets may be
sold and the proceeds 1emvested
in mortgages.

The interest shown in mo;ttgade
loans by investment ottlcers re-
sults from the well known mv est-
ment advantages of such |loans,
gut which warrant 1'estatement

ere

(a) Funds mvested in mo}rtgage
logns are directed, generally
speaking, to hxghly commehdable .

‘purveses ‘which contribute to ele-

vation of the Nation’s standald of
living;

(b) "Abundant secuuty in the
form .of real property and' debt-
paying capacity of the. debtor;

{€) :Attractive income, depend- "‘demonstrating a commendable ex-

perience with them. Though vague .

ing, of course, upon the reélative
condition of the mortgage market
and other investment markets;

{(d)-The possibility of high geo-
graphie diversification; !

(e) High diversit‘icati‘on of
credit risks;

- (£). Attractlve matuutles

" (g) A high degree of hdwidity
which a generation ago was not
an attribute of mortgage loans.

Implicit in these advantages is
the fact that loans insured by the
Federal Housing Administration
or guaranteed by the Vetelans
Administration are a hybrid type
of security. They rely upén real
property for the underlying secu-
rity, but the insurance and guar-
‘anty” endow them with many of
the attributes bf bonds; ‘even
though they are called mmtgages.
Consequently, some investors
have been willing to 'go so far as
'to’ think of FHA and VA 1oans as
tantamount to bonds and have
supplanted bonds by FHA and
VA loans.

“This attitudé toward FHA" and
VA loans reflects the thinking of
many investors that mortgage loan
portfolios possess a higher degree
of liquidity than was the case a

- .The Commercial and Finmtcial Chronicle-. .

a highly significant change in in-

vestment attitude or- philosophy.
Historically, we have tended to
think of liquidity as an attribute
of an individual invesment, but
it is more logical to think of
liquidity as an attribute of an
investment portfolio. * This con-
cept circumvents the difficulty
resulting from the fact that one
mortgage loan,, completely amor-
tizable over its life and in good
standing, might be considered.an

illiquid investment, whereas 2,000 :

mortgage loans of the same pat-

tern over a period of time might

contribute greatly to. the liquid-
ity of an institution. '‘The same
would be true of a portfolio of
bonds of serial or varying maturi-
ties. )

For the purpose at hand we
shall define liquidity of a port-
folio as the attributé which makes
a sufficient portion of it convert-
ible into cash within a reasonable
time by regular payments or self-
liquidation, by prompt sale with-
out substantial loss, or by use as
collateral for loan purposes to
meet the institution’s maximum
requirements for cash.

Degree of Liquidity of Moltgdw-
Loans

A carefully planned and. prop-
erly constituted mortgage port-.
folio affords a higher degree of
liquidity than is generally recog-
nized. The pattern of mortgage
loans now offered by life insur-
ance companies provides for self-
liquidation as a result of monthly
payments on principal and inter-
est which differs greatly from the
loan pattern of 25 years ago under
which a borrower procured. a loan

dor three to five years:with no,

regular reductions on principal.
Secondly, an active real estate
market greatly contributes to the
seeming liquidity = of ‘mortgage:
Jloans for, ‘as properties are sold,
loans tend to be paid off jeither
out of savings or by refinancing.

Thlrdly, mortgage loan liguidity ¢
also is enhanced by insurance of.

loans by the Federal Housing Ad-

ministration and by, guaranty of .
loans by the Veterans Administra-~

tion. These endorsements and the
marketability of FHA debentures
assure that in the event of fore-
closure, : the lender can expect’
an .early recovery of cash without
the complicated problems of real
estate liquidation which resulted
from farm loans in the ’twenties

the ’thirties. Fourthly, the devel-
more or less authority to buy

mortgage loans augments greatly
their real or potential market-

ability, The Home Owners’ Loai.

Corporation and the Federal Farm
Mortgage Corporation set an ex-
ample in this type of activity, by
refinancing defaulted loans and

assumptions fail to constitute

sound investment collateral,it is:

hard to believe that some phases
of HOLC activities would not be
renewed or that the Reconstruc-
tion Finance Corporation. would
not enter the market in the event
of extensive loan defaults: Fifthly,
the use of mortgage’ loans by the
owning institution  as- collateral
for loans at commercial hanks or
the Federal Reserve Banks af-
fords another, possible source of

liguidity and there always is the
likelihood of sale of loans. Fi-
nally, development of FHA loans
resulted . in the evolutioh of an
over-the-counter market for loans
of all types which market prior
to 1935 had not existed.

Nothing recently has occurred
or impends which alters the at-
tractiveness of ‘mortgage loans' as
investments to life insurance com-
panies, with the excephon of the
rate of return available. There-
fore, it becomes appropriate to
examine the outlook for the pos-

generation ago. This constitutes sibte suppry- of mortgage loans in

.expenditures.

1953, and the relative rate of re-
turn.
Bases of Volume of Mortgages

The volume of mortgages avail-
able for purchase bears a direct

.relationship to-the volume of new

residential construction, and to
some extent to the rate of capital
It is obvious that
construction ecannot take place
without available financing, but
it is equally obvious that lenders
will not hazard their funds nor
will builders assume construction
risks unless the demand for new
construction expresses itself.
The financial institutions of this
country have made possible since
the end of the war the greatest
building boom in the nation’s his-
tory, and have effected a new high
in American standards of housing.
From 1945 through 1952, we con-

structed 7,100,000 new living units "

and in four of these years, we
produced in excess of 1,000,000
units annually. In 1951 and 1952
more than 1,090,000 units were
produced annually, in spite of
Regulation X and restrictions on
materials. The boom resulted from
an increased rate of family for-
mations and births, from liberal
credit terms, from a strong move-
ment of the population into the
suburbs and from greatly im-
proved housing. Furthermore,
1,400,000 families still continue to
live doubled up and many of these
families seek their own homes.
Each of these irffluences continues
to assert itself to a greater or
lesser extent and all will contrib-
ute, -barring the unexpected, to
another good year for new home
construction in 1953. Estimates
range from 900.000 to 1,200,000
units, and a’ million. seems like a
reasonable figure at this time.
Over the longer range, 1 be-
comes equally reasonable to ex-

' pect a gradual slowing down in

new home constructipn. The pro-
cuction of new units some time
ago caught up with and since 1949
‘has exceeded the rite of family

‘formation - which is expected to

decline signjficantly. probably to
150,000 families or léss -per year
in: the hot distant future. The

Bureau 'of. the Census predicts

697,000 . new households a- year
through 1955, and then only 624,-
000 through '1960. I'ulthermore

<the. pressure from doubled 'up

families for independent housing
ean be exvected gradually {o re-

and from urban property loans.in flax further.

But, for the foreseeable future

opment of Federal agencies.with “one can reasonably expeéct a strong -

demand for moftgage money from
the desire to finance residential
property. Comnercial constiuetion
during recent years has been. re-
tarded by materials shortages and
Regulation . X, and relaxation -of
the former and last year’s suspen-

sion. of the latter already have

added significantly to the demand
for mortgage money, -
.Builders reiterate that credit is
a construction commodity, as vi-
tal to building as lumber steel,

- bricks or cement in order to em--
-phasize the importance of an ade-

quate supply of money to the con-
struction industry. . Interest, . in
turn is.the .price paid for .this

-commodity, and whether or not
investment.officers allot to mort-.
gages the funds at their disposal’

depends entirely upon whether or
not the price offered for the
‘money is sufficiently attractive,

© A large number of factors in-
cluding rate of return, risk of loss.
the term of ‘the investment, and
exvenses -of .origination and han-
dling, determine the relative at-
tractiveness - of various types. of
investment and the avenues into
which these savings will be di-
rected. However, other things re-
maining the same, rate of return
or the price which users of eapital
.are. willing to pay.for.the funds
they borrow, is the deciding fac-
tor. In an entirely free money

“market in which interest rates are .

permitted to find their own level,
rates will be .determined by the
willingness of borrowers to pay
.the rate necessary to procute cap-
Tal. in such a market, with lin-

. Thursday, February 12,. 1953

ited savings and a strong demand,
rates will rise until they reach
such a point that a. sufficient
number of potential borrowers are
discouraged from borrowing ‘to
make the demand for funds equal
the supply. But in recent years a
market of this kind has become
somewhat theoretical as the result
of unprecedented exercise of gov-
ernmental intluences. - Prior to
March, 1951 and the now famous
accord between the Federal Re-
serve System and the Treasury,
government policies prevented a
{ree money market. In the mort-
gage market, “Fanny May” still
serves to prevent the free play of
market forces and encourages un-
realistic interest rates on FHA and
VA loans.

Lending “upon usury,” that is,
at interest, was forbidden by Mo-
saic law, and the receipt of inter-
est was anathema even to the
Schoolmen of the Middle Ages.
Modern usury laws were enacted
with the intent of allowing free
determination of interest rates by
the market place with an outside
limit. Any law which prohibits
the taking of interest above a cer-
tain rate may properly be de-
scribed as a usury law, and by the
same token, current FHA and VA
regulations on interest rates be-
come nothing less than highly

‘specialized modern usury enact-

ments. When ‘the FHA was cre-
ated, a maximum interest rate was
imposed by regulative fiat, but
this was intended as an outside
limit, and not necessarily a limit
which coincided with or sought
to determine the market rate. As '
time has passed, the regulation of
FHA and VA rates appears to
have changed from the imposition
of a'limit below which the market
would determine the rate to ac- ¢
tual fixation of a market rate.
Unwillingness of officials to rec- !
ognize changed market rates has
resulted in the imposition of
charges” upon borrowers by other
methods, some .egal and some
‘devious, and the creation of

‘doubts and ‘uncertainties  ‘which

have served effectively to reduce |,
if ‘not completely to shut off ‘the .
flow- of “funds into these -loans
from many. private: sources. As
evidence to support this statement,
it may.be pointed out that in 1952,
FHA and VA purchases by . life .
insurance companies comprised .
only 32.70%. of - their total pur-
chases, compared .with 4549% in |
1951 and 49.69% in 1950.
Much current evidence suggests
that at long last-government once .
more ‘will recognize and appreci-

.ate the function and value of free !

markets, and that interest rates '
{ixed by administrative fiat and °

.-supported by a lady .(Fanny May) ..

whose creation and existence were
of doubtful wvalue will restrict .
mortgage rates less in the future -
than .in the past. If so, realistic :
interest rates will make FHA and |
VA loans more attractive.to in- ;
vestment officers.

. Recently *the . Federal Housing
Admlmstratx()n announced that a
one-half percent -service charge -
would ‘be’ permitted.- on Title ‘I, '
Section 8 loans. It is not clear at
this time.whether this is a rec-
ognition” of the: need for higher -
interest. rates on mortgage loans,
or of the need for-additional com-
pensation .to the investor on this .

‘type of loan because of -high ex- -
. penses incident to their small size.

It would appear that these loans
always were entitled, to a differ-
ential because of the high costs of
handling.. In any event, the action
provides ~encouragement. for be-,
lieving -that the. Federal Housing !
Administration . is. becoming- in-
creasingly aware of the necessity
of ‘maintaining a' market return :
on the loans which it insures and
it is to be hoped that further con-
structive action scon will be taken.

Relative Attraction of Mortgages

Whether available funds are in-:
vested in mortgages or other in-'
vestments. depends' in large part
upon the relative: investment at-
traction of mortgage loans when.
compared: with: other securities,
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b*Tffraser,stlouisfed.org/




Volume 177 Number 5194 . . . The Commercial and Financial Chronicle

mainly bonds and preferred and
common stocks. Persons seeking
mortgage credit ‘enter the money
market and - compete for funds
- against persons and organizations,
not only in this country, but
throughout the world, who seek
credit for other purposes. If they
are permitted to pay a rate of in-
terest which makes mortgages
more attractive than. other invest-
ments, they need have no concern
about obtaining adequate funds.
.. Despite the investment appeal
of. FHA and VA. loans, given an
adequate return, life investment
officers recently have shown in-
creasing attention to uninsured
loans, and this might well con-
tinue for several reasons. In the
first place, as pointed out earlier,
FHA loans and VA loans do ‘pot
constitute true mortgage lending
from the investment point of view.
The trend toward less govern-
ment in business will probably
tend to encourage lenders to rely
more upon their own judgment
and less upon governmental guar-
antees. Certainly businessmen now
- enjoy an unusual opportunity in
official positions to show what
the American system of free en-
terprise can accomplish. Business-
men not occupying governmental
portfolios have a like opportunity
to demonstrate that, given a fa-
vorable atmosphere, less reliance
will be placed upon governmental
" -institutions. In the second place,
the proportion of assets of life in-
surance companies invested in
mortgage loans is low when com-
* pared with the historical record
" ‘of the past several decades and, if
only uninsured loans are’consid-
ered, the proportion remains near
an all-time low since 1890. Thus,
an increase in the holding of un-
* insured ' mortgage loans might
readily be expected and, particu-
larly in this field company pref-
erences  for 'large versus small,
loans and for commercial, resi-
© dential, and ‘farm loans will be
exhibited.” " ' Bt ! )
" "The manner in which loans are .
- serviced has a direct bearing upon
their attractiveness as investments
“ for lifé insurance ‘companies. Ex-
-7 perience repeafedly has demon-
- strated that the . quality of the
servicing frequently determines
whether a loan- proves.to .be a
good ' investment or. an item of
continuous trouble. Life insurance
investment officers are coming to
greater appreciation of the value
of efficient servicing and may be
expected to exact only high qual-
ity performances from' their cor-
respondents: This will pertain
particularly as soon as delinquen-
- cies begin to rise. )
1t is difficult, if not impossible,
to conclude this discussion with-
out emphasizing once more a point
which- receives all too little at-
tention. The mortgage lending
business traces its origins through
the centuries to Rome and even
to the ancient city of Ur. The fun-
damental principle of extending
credit with real estate as security
remains unchanged, but the man--
ner in which this is done has
changed greatly and continues
to change. The opportunity for
further improvement challenges
every alert and progressive lender. .
‘While the investment attraction
. of mortgage -loans depends in
. large part on the return available,
some of the attraction will also
be found in the adoption of new
. and improved methods of trans-
. acting our business, -particularly
.in.servicing, which will serve to
improve the net return. Let it
never be said that while the phys-
ical sciences progressed with rev-
- olutionary speed, mortgage lend-
_ing failed to keep abreast of
_progress. E
In conclusion, the current situa-
tion and the outlook for the year-
ahead may, be summarized as fol-

dows: - -

(1) Mortgage lending plays a-
very important part in'the-inyest- -
ment . programs of :
- companies; © - ' « .
(2) Mortgage lending :will con-.

‘production per man. in basic in-

life insurance::

tinue fo play a very important
part in these programs;

(3) A large but probably de-,
clining -volume of building will,
in the foreseeable future, provide
a large opportunity for mortgage
lending; f
" (4) The investment appeal of
mortgage loans depends upon the
return available: when compared
with other available investments;
and we have grounds for believ-
ing that mortgages may  become

relatively . more attractive . than

-investment appeal.

they have been for the past two |

(691) 19

years;

(5) Increased emphasis upon
uninsured loans may be expected;
" (6) Mortgage investors will ex-
act high standards of servicing in
order. to “avoid losses and high
costs incident to troublesome g
cases; Among the important develop-

(7) .Finally, part of the invest- M€pts which have accompanied
ment appeal to be found in mort- Canrada’s industrial expansion in
gage loans depends upon our will- [€cent years has been the substan-
ingness to adopt methods of - han- tlal_mcrease.m electric power ca-
dling them which add to their P3Clty. As in the United States,
this development has been moti-

Hard Carbides Seen In
- Industrial

Increased manhour efficiency
inflationary factope i

“Production, -intelligent  distri-
bution, and wuse:of more hard
cemented - carbide tool metal in
1953 will be of great service to
the American - -
people in pro-
tecting their
standards of
living in time
of peace and
their lives in
time of war,”
said Philip M.

McK e nn a,
President of
Kennametal
Inc., Latrobe,

a.
As Mr. Mc-
Kennapointed -
out, the fast-
er-cutting and
longer-lasting tools of cemented
tungsten and - titanium carbide
which are harder than any :tool
steel, often triple the output of
men and machines. = Alert men in.
industry, hard pressed by inflation
of other costs, will turn increas-
ingly in 1953 to such technological
improvements to maintain earn-

Philip M. McKenna

ings despite the mounting conse- .

quences _of : inflation. - Tungsten
carbide mining drills, and bits for .
coal mining machines, will aid’

dustry in 1953. In the oil industry,
Kentanium, -the light weight but'
extremely hard titanium carbide’

alloy,. will be increasingly: used'.

in balls and seats for valves in
oil pumps, thus saving down-time
for pulling pumps for repairs.
While . primarily ‘ developed .as a
metal that. resists. the deteriorat-
ing effects of 2,000°F in gas tur--
bines, Kentanium will find many-
uses during 1953 for working un-,
der heat or corrosive conditions

“and where a light metal of high

hardness and resistance to bend-
ing is required.: ; -

An obstacle to earlier wider
attainment of the real economic.
gains by adoption of these rela-
tively new. and certainly revolu-
tionary metals has been what is.
called the excess profits tax. Profit
being defined in the dictionary as
“accession of good; useful results;
desirable consequences,” it is dif-
ficult for Mr. McKenna to see how
there can be an “excess” of desir-.
able consequences! He believes,
that such an economic monstrosity
as ‘WPT will be allowed to expire
June 30, 1953 and be remembered,
only as part of the madness of a
self-destructive time. It has cut’
the financial muscles of the horses
able to do the most effective pull-
ing. When everyone is, encour-
aged and enabled by fair laws to.
pull- together, only then will
America have prosperity based
upon realities. If America has
that encouragement from wiser
political leaders in 1953, our coun-
try can resume the progress which

* it enjoyed for over.150 years un-

der obedience to the Constitution.
“ Mr. McKenna, who is also Na--

tional - Chairman- of The Gold
Standard  League, believes that’
when' the  new, Administration,,
pledged in its platform to the ob=
jective of a “gold -convertible
currency” for..the. U.'S.. Citizen,

-backbone of America’s strength

'b.y.. If on the other hand that con-
" dition is not fulfilled we may very

:desired ‘by:-our enemies.
"~ Kennanietal Inc. looks forward: in rural electrification was made,'
to”improvement in its Canadian- particularly in Ontario, Quebec-
-business~in 1953 through the re- and Manitoba. But, progress. has.

Republic Ihvestment Company.

vated by the surging demands of
expanding industries, and the
continuous increasing domestic
‘ ne_eqs for light, fuel and power
arising from a rapidly growing
population and rising living stand-
- ards.
Efforts to meet these power de-
" mands. are demonstrated in a rec-
ord total of added electric capacity
amounting during 1952 to 1,064,-
600 horsepower. This brings Can-
ada’s installed electric capacity to
14,304,230 horsepower, or 8% more
than in 1951. Yet, Canada’s known
‘‘water power resources are only
about one-quarter in harness.
well sink into a condition wherein ,, There is- likelinood of a con-
private effort is at a very low ebb, tinued and accelerated speedup of

creasing
Productivity in 1953

should help offset effects of
n teday’s ‘economy. )

fulfills' that condition of sound
money, then industry will be able
to. respond. Private effort, the
can then have the assurance whicﬁ
validates the promises men live

. economic-activity perforce being, Canada’s power expansion pro-

carried on by forced draft by the, 8ram: New plants and extensions
Government through large State- Scheduled for operation in 1953
controlled corporations as in Mus-' total 860,000 horsepower, while
solini’s Corporate State. - other developments under way or

If in 1953 the results of the Planned for later years, exceed

.recent national election are: un-' 2,000,000 horsepower.
derstood as a demand of the peo-

. Canadian Resources Minister
ple -for . economic and political' Winters' reveals that though
freedom . from wasteful and big hydraulic sources still provide the
Government, businesses such as of major- portion of" industrial and
Kennametal Inc. can take heart domestic power consumption,
and :doubtless be able to do more steam plants are playing an in-
in’ offering useful innovations and’ creasing ‘part “and becoming a
inventions for commercial use.’ more important factor in the field
The combination of high taxes, of power production.”

coupled: with-threat of continued” The greater number of new
monetary -and credit inflation, is' electric power installations in 1952

very.-hard on growth companies. are located in Quebec. Construc-’
.The net result can be confiscation' tjon also was active in the field

of capital.rather than taxation of of power distribution, with new
income." That means the destruc-- main transmission lines being

tion - of -initiative in the United completed or undér way in many
States,i.a«;consummation doubtless o_thep sections of the country,

. Tt is reported that good progress

cently " established refinery for.also been made in other Provinces.

bide at Port Coquitlam, British. Electric Co. completed its power-

Columbia, 17 miles east of Van- house at Wahleach Lake, 15 miles.

couver, B. C., which went into east of Chilliwack, with opera-.
operation.in December, 1952, The. tion of the single unit of 82,000
output. of its Nevada Scheelite horsepower.

Division "is expected to continuie  The British Columbia Power
at this-year’s level of about $1% Commission. also brought into
million.- : Exploration being con- operation its two-unit 4,000-horse-
ducted in British Guiana and New. power Clowhom Falls plant at the
Mexico ' for columbite, used in head of Salmon Arm which is de-
processing - heat-resistant Kenta- gjgned for an ultimate capacity of
nium, may yield prospects worth 12000 horsepower. In its John
operating. in 1953. The South” Hart plant on Campbell River the

American exploration is an activ-" Commission has installation under .

ity of Kennametal International,” way on two additional units of
a -Panamanian corporation, at' 28 (00 horsepower each with oper-
present wholly-owned by Kenna-" ation planned for early 1953.
metal Inc. "~ The Aluminum Co. of Canada
- In summation, 1953 is a year of ‘has made good progress on its
decision. according to Mr. Mec-"Nechako-Kitimat development,
Kenna. He believes that by mid-"with work well up to schedule
summer we Should know whether for 1954 initial operation. The
we are to go forward with free-' present program calls for 420,000
dom or whether the juggernaut of ‘horsepower in three units to be
big Government and high taxes completed in 1954, but ultimate
cannot or will not be removed capacity of this development is
from our backs. His belief is that éstimated. at more than 2,000,000
the American people can and will, horsepower.
choose the right path again In the Yukon area the North-
st S " west Territories. Power Ctor'nmisi-
. . . * sion brought into operation its
David 5. Miller Joins " *Mayo River development near

" ""Union Security Co. Mayo Landing. The plant consists.

~of one ‘3,000-horsepower turbine

—David.S. Mill driving a generator. Provisiqn pas
b e eiaten with Union been made for a second similar
Security Co.. 29 South La Salle unit.
Street. Mr, Miller was formerly _ ] y 1
in the investment department of planning to. increase. capacity of

(Speciz] to THE FINANCIAL CHRONICLE)

oy . " power.
With:DeHaven, Townsend P
g (s;;img.l to THE FINANCIAL CERONICLE) )
“ STAMFORD, Conn.—George E.. 114,000-horsepower Pine Falls de-
Stevens..is with DeHaven & velopmeént on the lower Winni-

Townsend: Crouter & Bodine, 77 peg River with installation of four-

Bedford Street. “units. The Board began prelim-

- Can—c;dia;ig

By WILLIAM J. McKAY

both’ tungsten and titanium 'car-. Thus in British Columbia, the B, C..

The Yukon Hydro Co., Lid., is

its Porter Creek plant near White-
“horse from 500 to 1,440 horse-

In Manitoba the Manitoba Hy--
. dro-Electric Board completed its.

ecurities

inary construction of the Mac-
Alzthur Falls development on the
Winnipeg River which will have
a capacity of 80,000 horseépower in
eight units. Operation is. slated
for 1955.

Likewise, the Winnipeg Electric
Co. completed installation of the
sixth and final unit of 37,500
horsepower in its Seven Sisters
plant on the Winnipeg River. The
plant has a total turbine capacity
of 225,000 horsepower.

Of course, the most important
advances in electric power expan-

. sion were witnessed in the well

settled sections of Ontario and
Quebec. The Ontario Hydro-Elec-
tric Power Commission reports
the first seven of eight units were
placed in operation at the Otto
Holden generating station on the
Ottawa River near Mattawa. The
plant will have a total turbine ca-
pacity of 264,000 brake horse-
power. Construction is well ad-
vanced at the Sir Adam Beck-
Niagara generating station No. 2
on the Niagara River which will
have 12 units totalling 1,260,000
brake horsepower on completion
in 1956..1 . " ¢ g

Another unit began operation at
the J. Clark Keith steam generat-
ing station, Windsor, which finally
will have four units and a 66,000,-
kilowatt capacity. The third unit
of the four-unit Rich L. Hearn
generating ‘ station, Toronto, was
placed in operation. This plant
will have a total capacity of 376,~
000 kilowatts. '

The Commission has during

1952 extended its transmission and
rural line facilities by more than
2,500 circuit miles and the total
number of farm services was ex-
129,000 by the end

pected to reach.
of this year. -

Bankers Offer Case:
Go. 31/2% Dehentures

Morgan Stanley & Co. and
Clark, Dodge & Co. headed a na-
tionwide underwriting group
which offered for public sale yes-

‘terday (Feb. 11) a new issue of

$25,000,000 J. I. Case Co. 25-year
3% % debentures due Feb. 1, 1978.
The debentures are priced at 100%
plus accured interest to yield
3.50% to maturity.

Proceeds of the sale will be used
by the company to reduce its
short-term bank loans and to fi-
nance in part seasonal require-
ments of working capital. The
company produces a full line of
farm machinery, including trac-
tors, threshers, combines, cultiva-
tors, plows, harrows and ‘other
machines and implements, and is
among the five largest manufac-
turers in the industry.

The new debentures are subject
to redemption at the company’s
option at 10312 % if redeemed on
or before Feb. 1, 1957 and there-
after at prices decreasing to the
principal amount if redeemard
after Feb. 1, 1975, A sinking furd

_providing for payments of $630,-

000 in each year 1958 through
1977 is calculated to retire at least
50% of the issue prior to maturiry.

An additional sinking fund of up
to $630,000 will operate in each

“of these years when net incor:a

exceeds $7,000,000. The debentur=s
will be subject to redemption tor
the sinking fund at prices cor:-
mencing at 1013,% in the yea:s
1953 .to 1956 and decreasing £o
100% in the years 1975 to 1977.
For the fiscal year ended Oct,
31,1952 the company reported n=t

.sales of $142,898,000 and - incom:2

before interest and income taxes

amounting to $16,594,000,
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By MILES L. COLEAN*

" The S-econdary Mortgage Market

Washington, D. C.

Asserting, in a strict sense, a secondary mortgage market does
not exist, Mr. Colean contends that neither the Home Loan
Bank nor the organization known as the Federal National
Mortgage Association furnishes a “real” secbndary market.
Points out these institutiens buy but do not sell, and thus do
not serve as a last resort for funds. Lays down principles on
which a true secondary market should be based, and points out
deficiencies in Home Loan Bank System.

In talking to you about the “loans made by a last-resort

- secondary mortgage market, I am
taking as a subject something that,
in.any strict sense, does not exist.

At this con- !
ference a year
ago, Mr. Louis

- J. Rub called
attention to
the definition
of a secondary
market, given
in the annual
report of the
Housing and
Home Finance
Agency for
the year 1950.
That report
referred to
the secondary
market as “a
place where .
mortgages can be bought and
sold, thus providing assistance for,
apd -additional liquidity, in the
field of home financing,” and

-went on to say, “a market where

* such mortgages may he bought or
sold provides a means whereby
lenders and investors are afforded
an opportunity to  convert their

Miles L. Colean

mortgage holdings . into .cash, .as’

well as to purchase mortgages for
income purposes.” . -

"Although the HHFA report. was
-referring to the Federal National

ortgage Association, it is clear,
as' Mr. Rub pointed out, that, on
this definition, FNMA can hardly
be rveferred to as offering a real
sccondary .markét. Here are some
of the characteristics of FNMA
which prevent it from meeting
the requirements of the defini-
tion:

(1) It can deal only in mort-
gages of very limited types and,
in respect to the total of all such
mortgages held by a lender, only
to a very limited degree.

(2) Tt can deal only with the
originating institution and -offers
no outlet at all to institutions that
have bought mortgages
other institutions,

(3) Its function in providing
liquidity, therefore, is extremely
restricted. Actually, the function

- of FNMA has not been to meet
the requirements of HHFA’s defi-
nition, but rather to provide a
means to assure the financing of
.certain special kinds of loans on
which the government had estab-
lished interest rates not accept-
able to private investors. More-
over, in doing this, FNMA was
deprived of the other function of
providing a. place from which
mortgages might be sold, because
the submarket rate at which its
portfolio had been" acquired -ef-
fectively prevented sales from
taking place.

Home Loan Banks

‘If FNMA cannot measure up to
the definition of a secondary mar-
ket, then neither can the Home
Loan Banks, which have no au-
thority to buy or sell mortgages.
However, according to another
definition given at last year’s
conference, these banks . would
have some claim to the title. Dr.
Sipa Heller: defined the term
“secondary mortgage market,” or
“secondary mortgage credit,” as

_®An address by Mr. Colean at the
Eighth Annual Mortgage Conference of
the New York University Graduate School
of Business, sponsored by the Mortgage
Bankers Association of America, New
York City, January 28, 1953,

; )
H

B

from-

lender, against the security of
real estate mortgages. It is pro-
vided by an institution from
which organizations engaged in
making mortgage loans are able
to obtain funds in case of need,
by pledging mortgages as col=-
lateral. It is a central mortgage
institution, since as a rule it does
not deal directly with ultimate
borrowers, but makes loans to
member institutions.” . ‘

But if Dr. Heller’s definition
lets in the Home Loan Banks, and,
for that matter, the Federal Land
Banks, it excludes FNMA, since
FNMA cannot make loans on the
collateral of mortgage loans. It
can only, within its narrow limits,’
buy and sell mortgages. Further-
more, FNMA does not meet
another of Dr. Heller’s criteria—
that of not dealing with ultimate
borrowers, FNMA can lend
directly on "Alaskan mortgages
while, in the exercise of its ad-
vance commitment authority for
mortgages: on . defense, military,
and disaster housing, FNMA
comes  so. close to being. the
primary lender that any differ-
ence is one of words rather than
of meaning.

In the language of trade, the
insurance companies and the large
savings banks, and to some ex-
tent large savings and loan asso-
ciations, - are often spoken of as
providing a secondary market.
The use of the term in this con-
nection, however, is hardly justi-
fied. : .

While it is true that these in-
stitutions often buy mortgtges
from other lenders, they rarely

sell mortgages that have once got '

into . their portfolios, and, of
course, they do not lend to other
institutions on the security of
mortgages. Furthermore, their
concern is to build up their own
portfolios rather than to provide
liquidity to the portfolios of
others. As a consequence, they
cannot be counted upon to serve
the purpose of a last-resort source
of funds. If they provide a sec-
ondary market at all, it is a fair-
weather sort of market, ‘which
offers funds when funds are al-
ready plentiful; whereas a true
secondary = market is a foul-
weather market, providing funds
only when and where the markeét
is  stringent and curtailing ' its
lending -or buying operations
wbl}en money is otherwise avail-
able.

What ‘ Constitutes a Secon‘dam‘f
Market

Therefore, I think I can stand

on my initial statement that a

true secondary mortgage market

does not exist. This conclusion, -

though ‘valid, is' helpful only in
providing a new starting point. If
we are really to come to grips
with the secondary market issue,
we have to have the.answers to
three questions: .
(1) What are the proper func-
tions of a secondary market?

(2) Is there a real need for in-
stitutions that will provide such a
market?

(3) How can such institutions
be organized so as to serve 'the
purposes for which they are in-
tended?

In agreping upon the purposes
and functu_)ns of a secondary mar-
ket, I believe it is necessary to
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combine the.definition given by
Dr. Heller with the one referred
to by Mr. Rub. If we do that, we
come up with:something like this:

(1) A secondary market insti-
tution should be empowered to
buy and sell mortgage -loans-and
to lend meney- on the security of

mortgage loans, thus combining.

powers of FNMA and the Home
Loan Banks and giving the in-
stitutiony, within its own' field,
something of the 'scope of the
Federal --Reserve Banks in 'the
field of commercial banking.

(2) On the buying and lending
side, it should be  a last-resort
source of funds. There should al-
ways be some penalty in dealing
with a secondary market institu-
tion that would keep it from
being attractive when other
sources of funds are at hand. Thus
it should rarely if ever buy ex-
cept at a discount from par. On
the other hand it should or-
dinarily sell its holdings only at
par or better.

(3) It should deal only with
lending institutions and should
not be available to individual
borrowers.

The purposes of such an insti-
tution would be to provide
liquidity to mortgage lending in-
stitutions in times of stress, to en=
courage a broader geographic
distribution of mortgage funds,
and to prevent sudden and wide
fluctuations in the flow of fumds
to the mortgage market.

With such an institution in
mind, we .may. tackle -the -next
question,.- What .need do- we have
for 'an institution -that will“fune-
tion in these ways and serve these
purposes?” ‘. - By g

I'do not believe it possible to

‘give an exact measurement of that
need. In the first place, we do not”

have sufficient statistics about the
mortgage market to give us au-’
thoritative information about the
adequacy or evenness of the flow
of mortgage money. Secondly, the
situation has recently been so dis~
torted by the retention of interest
rates, fixed at submarket levels,
on insured and guaranteed loans
that statistics on the flow and
distribution of funds, even if
available, might be misleading.

There are many who seriously
and earnestly contend that 'the
mortgage market has no troubles
that a flexible interest rate can-
not cure. There can be no ques-
tion that the interest rate plays an
important part in determining the
flow of funds, as is evidenced by
the greater fluctuations in. the
volume of VA financing by in-
surance companies as compared
with the volume of their conven-
tional mortgage financing. And it
is certainly true that, until we
are again dealing with marketable
rates throughout the whole mort-
gage system, the proper place of a

‘secondary market institution can-

not be determined. So again. we

are dealing  with . a hypothetical

situation that cannot satisfactorily
be resolved unless action is taken
on the VA and FHA interest rates
and "until research has provided
us with better knowledge of the
amount and locale of the demand
for mortgage money,

Deficiencies in Home Mortgage
System

In the absence of positive proof
of need, however, we can at least
make a few plausible conjectures,
and, on the theory that, where
there is squeaking, there is need
of grease, conclude that there are
significant deficiencies in the
functioning of our home mortgage
system. The very number of at-
tempts to improve the system is
in itself evidence in support of
that proposition.

The Home Loan Bank System
had its inception in the need for
providing credit reserves for local
thrift institutions, which, wholly
dependent as they had been on
local savings, were subject to

severe contraction in times of
rerisis. It was intended also to

‘serve the purpose of enlarging the
area covered by such institutions.

FHA was invented in order to
provide  a means for broadening
the home mortgage 'market and
for moderating the extreme terms
under which mortgage loans were
made, when they were made at
all, in underserviced areas. It was,
of course, mever ‘thought that
FHA: only could do this job.
Hence the idea of national mort-

~gage associations—institutions de-

signed for the specific and sole
purpose ‘of channeling savings
inte - mortgages and diminishing
the fluctuations in the availability
of mortgage funds from general
investment institutions such as
banks and insurance comvanies.

The prewar Federal National
Mortgage Association did operate
pretty much in the manner orig-
inally conceived for it. It made a
market; and—even more impor-
tant—it gave confidence to the
market for: FHA. loans. It bought
loans when and where the private
market was reluctant, and it sold
at a premium when the demand
for mortgages by private institu-
tions became active, Since the
end of World War II, however,
the situation has been so con-
fused by the interest rate ques-
tion, the sudden shift in monetary
policy, and the impact of direct

controls that it is difficult to make"
! judgments of any validity for this

period.
Nevertheless, the postwar ex-

perience did:reveal deficiencies of.
.another nature in the:mortgage
system. It showed that the system

as ‘now.organized. was ‘extremely

susceptible. to the effects of ‘in- ,
-flationary. forces. Amid the easiest

money .conditions in history, all
of the:agencies just -referred to
did their utmost to make  money
easier. The Home. Loan = Bank
system extended credit with un-
precedented generosity, FHA, and
along- with ‘it the Veterans’ Ad-
ministration, liberalized mortgage
terms to the maximum. FNMA,
with its advance commitment
policy, became in effect a primary
lender, pouring funds into an al-
ready glutted market. In other
words, ‘the instruments that
worked with only partial success
to broaden the market during a
period of depression proved to be
better adapted to intensifying
rather than restraining a boom,
once one developed.

Had there been in existence,
throughout the last 15 years, a
secondary market instrumentality
such as I have described, it would
have acted pretty much as did the

original FNMA during the early

part of that period, except perhaps
on a broader scale, especially in
remote areas; but it would pre-
sumably have operated on a very
restricted basis, if at all, during

the postwar boom. While tem-.

pering the extremes in interest

charges during the depression, it

would certainly not have lent it-
self to the support of a submar-
ket rate during a period of heavy
demand for mortgage funds.

Conclusions

Out of the experience we have
observed and the evidence we
have accumulated, we may there-
fore safely conclude that (1) there
are deficiencies of the mortgage
system which need correction and
(2) that a true secondary market
institution might be one of the
means through which deficiencies
could be corrected.

Pending further research  as
to the reasonableness of these
conclusions, we may go to our
third question. How might a sec-
ondary market institution be or-
ganized to serve the functions for
which it was designed?

First, it seems to me that such
an institution would have to be so
established as to be at least as
free from transitory political and
social pressures as is the Federal

Reserve Board. . To .accomplish
this, a number of features are in-
dicated: It should have a corpo-
rate form »yith officers and di-
rectors .of ! fixed, overlapping
terms. Its personnel and operat-
ing policies should not be subject
to the domination, coordination, or
influence of any official or agency
having responsibility for promot-
ing housing. It should, to the full-
est. extent possible, be financed
with private capital, - L

The last point is a particularly
tough one. Experience has shown
that it is difficult if not impos—
sible to obtain private capital for
any genuine type of central bank~
ing facility except on the basis of
some form of compulsory mem-
bership. The scope of such mem—
bership, the determination of
amount of subscription, and simi-
lar matters would require careful
exploration .

Second, - the institution, while
not organized primarily for
profit, should assuredly be self—
sustaining. Consequently, it
should have an adequate ratio be—
tween its capital and the amount
of the debentures that it would be-
authorized to issue to the publicy
and it should be allowed to oper-
ate in an environment of freely
moving interest rates. The first
FNMA operated on a capital-to~
debenture ratio of 1-t0-20 and- a
spread between its debenture rate:
and the current mortgage rate. of
2% percentage points or bettery
and on this basis it- was better
than self-sustaining, . It may be
noted that one reason for this ad—
vantageous . spread was ‘a tax—
exempt feature on the debenture
income that probably could not
now. be obtained. . :

- Another source of profit ‘would
come from the difference between
the buying and selling prices on
mortgages; and, with the first
FNMA, this proved to be a sub—
stantial source.of gain. On ' the
other hand,”a secondary institu—
tion operating under proper pol-
icies might be out of the market
for considerable periods during
which its assets would be in cash
or low-yield liquid securities.

Third, the institution = would
have to have an assured source of
income in time of stress. This
again is a difficult feature to
achieve, since the time at which
mortgage institutions had need for
liquidity probably might be a
time at which debentures could
not be readily sold to the public.
It is true that the first FNMA did
successfully float two issues dur-
ing a period of relative depres—
sion; but, even on those occasions, -
the time of panic was passed.

Within its limited scope of op-
erations, the Home Loan Bank
System has long been concerned.
about this contingency and, in
1952, the Congress was persuaded.
to authorize the Treasury, under
certain circumstances and within
certain limitations, to purchase-
the debentures of the Home Loan
Banks. Unquestionably, if any
more inclusive secondary market
facility is to be assured of opera-
tion at the time it was most
needed, a similar recourse would
be essential. My opinion, how-
ever, is that a-sounder arrange-
ment would be to have that re-
course to the central banking sys—
tem rather than to the Treasury.

This issue promptly brings up
another. If the secondary market
instrumentality is to have the
privilege of relying for ultimate
support upon the central banking
authority, then the ‘central bank-
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