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EDITORIAL

As We See It

Another election day has passed into history.
The usual cross currents, often of local interest,
only have muddied the waters. There are now,

‘and there will continue to be heard, lengthy post-

mortems, one finding in what has happened a
clear omen of certain things to come, and the
other reading in the signs a meaning quite the

.opposite. - Time and time only will serve to set-
i tle such arguments as these. The multitude’ of
‘local campaigns. and the problems which they
:have posed for the politicians in Washington, and
- for the President who, one imagines, would like
* fo remain aloof from much of all this, can scarcely
leave the thoughtful -citizen unmoved, even
: though they are in essence quite familiar.

The professional politician is, of course, occu-

' pied with thoughts about what these by-elections
: portend for the national elections to come next
. 'year; the ordinary observer who has the good of
- his country rather than-the success of any par-
. ticular party closest to his-heart, is concerned
. chiefly with what the effects are to be on the
. behavior of Congress during the coming session.
. The House of Representatives is, of course, made
. up of men who for the most part are elected by
' relatively small numbers of voters whose interest

is far more local than national, and whose views
are a great deal more provincial than country-

~wide. Only a third of the Senate is up for elec-

tion and a larger segment of the population takes
part in the selection of a member of the Upper
House, but a Senator is usually a professional
politician who is at all times acutely aware that
the voters of his state; rather than the voters of

Continued on page 30
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Ainerican Monetary Policies
And Their Impact on World

By PHILIP CORTNEY *
Président, Coty, Inc.

Mr. Cortney contends U. S. monetary policy has had an
inflationary bias since its beginning, but only since World
War II has its impact been felt in the rest of the world.
Says U. S. has adopted an inflationary, nationalistic
monetary policy in support of a grandiose dream of an

erican perpetual boom. Concludes only practical solu-
tion of our domestic and international problems is a re-
turn to the international gold standard system. Opposes,
however, increase in gold price except as means of restor-
ing the international gold standard system, and lays cause
of 1929 depression to maintenance of prewar 1914 price

of gold in period of an inflated price level.

During World War II and immediately after we had
plans ‘which aimed at reestablishing free convertibility
of currencies and the restoration of unhampered non-
discriminatory multilateral trade. For a variety of rea-
sons, since 1947 or thereabouts we : 4
abandoned the pursuit of these goals
and we. adopted a policy of expe-
dients.

Our most recent foreign economic
policy “consists ‘of three main expe-
dients: . PR n :

(1) To appoint studying commit-
tees who by ‘their very composition
are supposed to-recommend a foreign
economic policy which will satisfy
both the protectionists and those who
stand for liberalizing international
trade.

(2) To provide foreign countries
and monetary policies.

(3) To give aid or make off-shore
with free advice as to proper fiscal
purchases in order to atone for our nationalistic economic
and monetary policies and help maintain the interna-

Continued on page 32

Philip Cortney

*A plpér by Mr. Cortney delivered before the Boston Conference
on Distribution, Boston, Mass., Oct. 19, 1953.

SECURITIES NOW IN REGISTRATION — Underwriters, dealers and investors in cor-
porate securities are afforded a complete picture of issues now registered with the SEC
and potential undertakings in our “Securities in Registration” Section, starting on page 42,
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Funds Take Cautious
Attitude Toward Market

By HENRY ANSBACHER LONG

Reserves of cash and governments increase to a quarter
billion dollars and holdings of corporate bonds and pre-
ferreds are stepped up in several balanced portfolios.
Rails, autos, building, steels and metals sold. Buyers
still predominate in defensive stocks such as the utilities,
natural gas, food and tobaccos. Chemicals and aviation
issues also bought on balance.
An increasingly cautious attitude was assumed in the:

third quarter of the year by the majority of investment
company managers as reserves of cash and governments

' were stepped up. Any noticeable buying on balance, of .

stocks, mostly in defensive issues, was
limited to a quarter of the companies
surveyed. Those funds in which pur-
chasing predominated were among
the largest open-enders and thus a
somewhat misleading impression. of
the over-all buying has been gained
by the public. Goliaths such as Mas=
sachusetts Investors: Trust, ‘Funda- -
mental Investors and State. Street |
among the stock funds and Welling-

- ton, Investors Mutual and Eaton and

Howard among the: balanced com-
panies did buy considerable common
stock on balance. But the function
of this survey is not to evaluate man-
agement opinion with its importance
measured by the size of the individ-
ual fund, but to analyze the portfolio transactions of 46
supposedly competent managers of 63 investment com-
panies and present an over-all consensus of their invest=
ment judgment. .
. Light Buying

Thus, among the open-end stock funds, while 15 bought
on balance, five of these purchased so lightly as scarcely
to credit them with an optimistic attitude toward stocks.
Similarly, there were only six balanced funds which
really indicated a willingness to add to equities during

Continued on page 18
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The Security I Like Best

A continuous forum in which, each week, a different group of experts
in the investment and advisory field from all sections of the country
participate and give their reasons for favoring a particular security.

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

RALPH DePASQUALE

Partner, DePasquale Co.,

New York City
Acma Industries

None are as enthusiastic about
their future as those engaged .in
the air conditioning business.
Since only 1% of all homes wired
for electricity
are air condi-
tioned, the in-
dustry is in for
terrific growth
and it is one
we can say
with confi-
dence must
prosper. The
industry is
now booming
and the pros-
pects are that
it will con-
tinue at boom
tempo for
some years to
come! This year all records for
sales and profits were broken.
The industry is “red hot.”

As seekers of growth situations,
we have been looking for com-
panies in this industry in the hope
of cashing in on the future earn-
ings and the rising values. of their
common stocks. In January, when
Brunner Manufacturing common
was selling at $5.00 a share we
recommended its purchase. It has
since sold as high as $8.00 and is
now selling at about $6.75. An-
other stock in this booming line
still in the “sleeper” class which
we are now recommending . is
Acme Industries common which is
traded in the over-the-counter
market (present market 63-7).
While many air conditioning com-
panies’ stocks are selling for two
or three times their book value,
Acme Industries common is avail-
able at about book.

The first phase of the air con-
ditioning boom and the one re-
ceiving the most public notice has
been the. skyrocketing sales of
window units. . But of growing
importance and destined to be
much larger in dollar volume, is
the vast industrial requirements
for riew factories, large apartment
developments, o ffice buildings,
hospitals, theaters, churches and
new homes, etc.

According to 'a recent survey
about 100 homes wired for elec-
tricity in each 10,000 are equipped
with year-round air conditioning
and temperature control. Experts
predict that within five years 50%
of all new construction will be
air conditioned. More and more
developers now feature, even for
homes selling ‘as low as $10,000,
year round air conditioning. units.
The majority of these units sim-
ply are.a package containing an

7
Ralph DePasquale

air conditioner and an’oil or gas

burner. This combination unit is
‘on the market barely one year
-and already - developments have
been so rapid that it is practically
obsolete, for. on the scene has ap-
peared the fabulous “heat pump,”

The “heat pump” is different
from- the present units in that it
not only manufactures cold air
when required but by simply re-
versing the cycle the same unit
manufactures warm air for use on
cold days. While most companies
are just getting into this market,
Acme Industries has pioneered in
the field and has successful in-
stallations in operation for several
years.

The “heat pump” has a mild
unexciting look about it. As a
markeling item it is still a baby,
yet it has already caused a furore
in the air conditioning industry.
There are homes today being

heated without burning a single
lump of coal,
cubic foot of gas or an armload of
kindling. Believe it or not, the
“heat pump” not only eliminates
the need for storage space for
coal or oil but also a chimney!
Its requirements are simply elec-
tricity and water, or electricity.
Units are now in operation in
homes, hotels, motels, stores, hos-
pitals, offices, etc., providing all
the comforts of central heating,
plus year-round air conditioning,
humidity control and the continu-
ous circulation of clean filtered
air.

For those unfamiliar with the
“heat pump” let it be said that
there is nothing new in the prin-
ciple behind it.- If you own an
electric refrigerator, you already
have a machine of the same basic
type in your home. You usually
think of the refrigerator as a cool-
ing device, but actually it pumps

heat out of the refrigerator cabi-

net into the room. The tempera-
ture in the refrigerator is lowered
and the temperature in the room
is raised. Similarly, a refrigera-
tion machine can pump heat from
outdoors, even in the coldest
weather and release it in a house,
raising the inside temperature to
necessary comfort leyels. An added
feature of the “heat pump”-is that
it is designed to reverse the direc-.
tion of the flow of the heal so
that, in hot weather, it will cool
the house by pumping the heat
outdoors. The result is carefree,
year-round air conditioning—cool-~
irg in Summer and heating in
Winter—with a single piece of
equipment. If the air conditioning
indusiry can record such an  ex-
traordinary growth trend with a
single function system, what can
the industry accomplish in sales

with a double action magic of ~

heating and cooling in the- one
unit. The “heat pump” will change
air conditioning from a seasonal
to a year-round industry.

Acme Industries, Inc. of Jack-
son, Mich. has been a part of the
air conditioning and refrigeration
industry - since 1943.- They ‘have
spent much of their time building

top flight equipment for original”

equipment manufacturers such as
Carrier Corp., Air-Temp Division
of Chrysler Corp., York Corp, and
other nationally known  firms:
Many of their units have become
the standard of the industry—al-

most -specification models, to be-
copied by other suppliers. "(See.
ad in October “Fortune” issue—‘,'_d. e tacding sh gl
first of a series.) Its line is sOld - gagigs. oo SHArEREL S
by established distributors ,and.
contractors throughout the United:
States. Users read like the “Who's-

Who” of industry.

Sales Increasing

Sales during the fiscal year .

which ended July 31, 1953.ex-
ceeded all past records. Since 1950
sales have recorded a--gain of
145%. An all-out effort is being

made to strengthen the company’s j

sales program. Company-operated
sales offices are being established
throughout the country. The man-
agement informed shareowners a

few.weeks back that its backlog :

of orders is at a record high and
new orders are -flowing in at a

steady rate that is expected to

continue. .
Since introducing the “Flow-
Cold” product line, which includes
thg “Elow—Temp Heat Pump”
units, in 1950, the ' company has
purposely not pushed these prod-
ucts. The management felt that
by withholding an all-out effort,
the engineers would have time to
iron out the bugs and improve the
merits of the line, and also allow

a drop of oil, a,

e ——————————— et

This Week’s
Forum Participants and
Their Selections

.Acme Industries — Ralph DePas-
quale, Partner, DePasquale Co.,
New York City. (Page 2)

Gruen Watch Company—Edmond

* P. Rochat, Partner, Grady, Ber-
wald & Co., Inc., New York
City. (Page 2)

the sales department time to sur-
vey the market and develop a
strong promotional program. Nev-
ertheless, consumer response to
the “Flow-Cold” -line has been
very gratifying to the manage-
ment. Sales have far exceeded
original forecasts. - -

Sales Fiscal Years Ending July 31
1950 - oo $2,438,000
- 4,478,000
5,040,000
5,897,000
Company estimated - sales for

1954 should be approximately
$9,000,000.. We have been advised

‘that in anticipation of larger or-

|ders, Acme Industries is seeking
to acquire additional plant ca-
pacity. Sales for the period be-
ginning Aug. 1, and ending Oct. 31,
are running nearly 100% higher
than for the same period one year
ago.
Financial Condition

The company has no bords or
preferred stock outstanding. The
capitalization consists of 241.985%
shares of $1 par capital stock
Acme Industries has just declared
a 109, dividend in stock payable
on Dec. 15, to stockholders of rec-
ord Dec. 1.

The company’s balance sheet as
of July 31, 1953 showed total
assets of $2.8 million of which $2.3
million represented current assets.
After deducting $1.1° million of
‘curren. - liabilities, net - working
capital stood at $1.2 million com-
pared with $959,000 the previous
year.

To those looking for a sound
stock for retail, we suggest look-
ing into the potentials of Acme
Industries.. Stockholders of  this
company should derive the full
benefits of this company pioneer-
ing in the.“heat pump” .which is
now - assuming ‘great importance
in. the industry. With capitaliza-
tion consisting solely of 266,183
shares ‘of common -stock, . these
shares have great earnings lev-
erage.

" From Nov. 9 through Nov. 12,

there will be displayed the Acme *
““heat pump” -at the Air Condi-"

tioning Industry Show to be held
‘in ‘Cleveland, Ohio.

- *After ', thé ld%; sl.opk. Adi\‘ride‘ud. uis
266,183,

EDMOND P. ROCHAT

Partner, Grady, Berwald & Co.; Inc.,
: New"York City

Gruen-Watch Company : >
In these’ confused times, when

most experts and-financial proph-

ets bombard the investor with
warnings of a business recession,
it would seem
safer to write
on a high-
grade bond or
hide behind a
big name is-
sue with a 50
or 100 -year
dividend rec-
ord. In fact,
in the last few
years, it has
been quite
prevalent
among W-all
Street houses
to reccmmend
so-called de-
fensive securities. However, in my
long experience in the investment

Continued on page 9

Edmond P. Rochat
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- Debt Limit'.lncrease Needed
To Solve Treasury's Problems

By MON. GEORGE HUMPHREY *
Secretary of the Treasury

In pointing out the Administration’s financial inherited prob-
lems, Secretary Humphrey stresses need of reducing the pro-
portion of the national debt held by banks, and, at the same
time, to extend the maturity of the debt by issue of longer
term bonds. To carry out these purposes, he urges an increase
in the debt limit. Says large C.0.D. orders placed by former
Administration drains Treasury’s cash and makes it impossible
to balance budget quickly. Brands “habit of extravagance in
government,” and pledges work toward more economy as' well
as a better planned tax program. Sees potential of mass pro-
duction best preparation for peace.

Every American wants peace.
We are living in a time—not of
peace—but of peril.

In the world today the physical
security = that
this nation
once enjoyed
_by reason of
geography
and our two
broad oceans
has now been
Jjeopardized
by the long-
range bomber
and the awful
destructive
power of
atomic weap-
0ns.

Continuing
«iscoveries in
the field of science can of course
be used either for good or evil.
But because these discoveries are
also known to others in this world
‘who may have different objec-
tives, we cannot be sure that they
‘will be used only for good always.

We must realize that in this
time in which we now are living
there does exist the possibility of
sudden and mass destruction, the
swift wiping out of whole cities
and populations.

These terrible forces must
somehow be brought to the serv-
ice and the good of the world’s
people rather than their destruc-
‘tion, This can be done only as a
result of a just and durable peace
throughout the world.

Our search for this lasting peace
«<annot succeed on hope alone. We
«<annot ignore the factual condi-
tions that exist in the world as
they may affect our own nation.

This quest for peace is com-
mplicated by the inheritance, which
this Administration fell heir to
ten short months ago, not only of
«conditions among nations but of
«<onditions affecting the daily lives
of each of us here at home.

This inheritance involves mat-
ters of foreign relations and the
military, as well as financial and
-economic conditions here in our
wown country. They are all en-
‘twined. I will speak briefly to-
night principally of our financial
and economic inheritance and
‘programs but, as you will see,
‘they are deeply woven into both
foreign policy and defense.

It is sometimes hard to realize
how closely the world today is
knit together; how foreign policy

George Humphrey

*An address by Secy. Humphrey at the
Union League Club, Philadelphia, Pa.,
Oct. 30, 1953.

* holder’s option.

affects military plans and how to-
gether they actually determine the
course of our economy right here
at home. What we do about what
may happen. in some foreign land
may well determine the number
and type of jobs which people
right here in Philadelphia will
have tomorrow. What happens in
the valley of the Nile or in Pakis-
tan or on the plains of Turkey
may have a real bearing upon the
welfare of our farmers in Kansas
and Iowa.

Our foreign policy and our mili- -

tary policy can very largely fix
the shape and size of our financial
commitments and economic poli-
cies. The one and only complete
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Production Cuts

answer to real freedom in Amer- -

ica is true, lasting and durable
peace throughout the world. For
only in peace—in real peace—can
this nation and the other peoples
of the world go on to the better
things which the economies of
nations at peace can produce.

Our Financial Inheritance

Purchasing Agents Report Falling Orders Offset by

Nadler Discusses Problems in Meeting Mass

Transportation Needs

Our financial inheritance, which

complicates all our efforts, in-
cludes several areas “which I
would like to discuss tonight.
First, there is the problem of
our huge public debt. When the
bonds are issued that have just
been sold, it will almost reach
$2175 billion, The manner in which
it has been 'handled—maturing
issues refinanced and new issues
placed—in the past 20 years pre-
sents a financial inheritance to
stagger the stoutest of hearts.
Nearly three-quarters of this
debt matures within less than five
years or is redeemable at the
Too large a
proportion istin the . hands of
banks. We are trying to work our
way out of this inherited problem
by doing two things which will
make this public debt less danger-
ous to the value of money and to
the nation’s economy. (1) We are

trying to extend the maturity of -

_______________ XS S, |
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the debt by placing longer term .

issues. (2) We are trying to move
more of the debt away from the
banks and into the hands of pri-
vate investors.

We cannot move on both fronts
always at the same time. We
cannot move too rapidly to dis-
locate the sensitive balance of our
economy and we must always be
guided by current market condi-
tions. But our goal is clear and

it.

Second, there is the problem of -

Continued on page 39
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By O. K. BURRELL

- A Test of Security Analysis

Professor of Economics, School of Business Administration,
University of Oregon

Prof. Burrell, after discussing techniques of security analysis
and market forecasting, concludes on the basis of contributions
to the “Chronicle’s” continuous forum on “The Security I Like
Best,” during 1951: (1) while the analysts are not infallible,
a better than average result was achieved; (2) there is no in-
dication that the analysts were especially skillful in their selec-
tions of industries; (3) there is indication, however, that they
did better than average in selecting a company within an in-
dustry; and (4) they were significantly more successful in
selection of unlisted than of listed stocks.

The issue is reasonably well
drawn in investment policy be-
tween what may be called the
‘value approach and the forecast-

ing approacn.

As is usually

the case, these

categories are

not entirely

realistic in

that probably

no one would

advocate

avoidance of

security anal-

ysis, or value

analysis, - and

value analysis

does necessar-

ily involve

some forecast-

0. K, Burrell ing. But while

classification is arbitrary, these

two points of view are rather well
distinguished. .

Perhaps the best statement of
the view of security analysis or
value analysis is that in the classic
volume by Benjamin Graham and
Davyid L. Dodd.1 Another vigorous
exponent of this point of view is
A. Wilfred May of “The Com-
merical and Financial Chronicle.”
While it is difficult in a short
summary statement to do entire
justice to this point of view, per-
haps the following short state-
ments convey an impression of
this point of view that is roughly
accurate although, of necessity,
incomplete.

(1) Any time is a good time to
buy a good value, i.e., a security
that is selling below intrinsic
worth as measured by reasonably
objective standards.

(2) Forecasting general business
or market movements has not
been and, from the nature of
things, is not likely to be success-
ful. Indeed, if someone were to
discover a means of forecasting,
it could not possibly be more than
temporarily successful because
attempts to anticipate market tops
and bottoms would necessarily
change the price pattern and make
the method unreliable.

(3) Operations based on fore-
casting or market analysis ordi-
narily mean more active trading
and the cost of buying and selling
is a serious burden. Operations
based on value analysis do not
ordinarily lead to active trading.

(4) In value analysis emphasis
should not be on near term devel-
opments because these,
widely known, are already dis-
counted in the price of the se-

1 Graham, Benjamin, and Dodd, David

L., “Security Analysis,” McGraw-Hill,
1953, especially Chapter 53,

being .

curity. Emphasis should be on
more fundamental value factors
such as assets and probable long
range earning power.

(5) The particular’ attention of
the investor2 should be directed to
the following:

(a) The selection of standard
senior issues that meet exacting
tests of safety; also the selec-
tion of standard or primary
common stocks which are not
selling above the range of rea-
sonable value.

(b) The discovery of senior
issues that merit an investment
rating but that also have op-
portunities of an appreciable
enhancement in value.

. (c) The discovery of common

stocks or speculative senior is-

sues that appear to be selling
at far less than their intrinsic
value.

(d) The determination of def-
inite price discrepancies exist-
ing between related securities,
which situations may justify
making exchanges or initiating
hedging or arbitrage operations.
(6) The basic idea is ‘hat value

analysis will result in selection of
securities that will yield relative-
ly satisfactory results even if all
the expectations implicit in the
original appraisal are not realized.
This is because the emphasis is on
range of values, margins of safety,
and the like.

But security analysis cannot
avoid estimates of the -future,
Stock appraisals depend to a sub-
stantial degree on estimates of fu-
ture business, earnings, and divi-
dends. But it is emphasized that
long-range estimates -are more
useful than attention to near-term
developments. Near-term devel=
opments are usually discounted in
the price of the stock, and the re-
sult is that the price of a stock
does not always advance when
business improves or fall with a
decline in business.

Formula Timing As an Escape
From Forecasting

The value approach or the sec-
urity analysis approach may be
said to stem from a conviction
that, at least in the modern world,
forecasting is a logical impossi-
bility. ‘Another investment philos-
ophy that rests upon essentidlly
the same basis is formula plan-
ning, or formula timing. It is not
appropriate here to discuss for-
mula timing in any detail. It is
sufficient perhaps to say that this
method. of investment ‘timing in-
volves setting up, in advance, buy-
ing and selling points based upon
the level of the market, or the

2From Graham and Dodd,

Specializing in Securities of

Canadian N ational Railway

Ordqrs Executed in Canadian Stocks and Bonds

Burns Bros. & Denton, Inc. *

= Tel.: Dlgby 43870 37 Wall Street, New York 5 TWX: NY 1.1467

The Commercial and Financial Chronicle. .. Thursday, November 5, 1953

value of the portfolio. Over a
major cycle that first declines and
then returns to the starting point,
formula timing is almost certain
to yield better results than a sim-
ple “buy and hold” policy. For-
mula plans are designed to compel
the portfolio manager to take ac-
tion that is psychologically diffi-
cult; to buy when business pros-
pects are poor and prices are low
and to sell when prospects are
promising and there is a general
feeling of confidence. It is not
quite accurate, and formula tim-
ing advocates undoubtedly would
not agree, but it is nearly accurate
to say that formula timing is a
device to avoid the hazards of tim-
ing by action calculated to achieve
an average result.

This does not purport to repre-
sent an adequate statement of the
formula timing case. This has
been done competently by Car-
penter,3 Tomlinson,4 and Cottle
and Whitman,5 as well as others.
It is merely noted here that for-
mula timing is an approach based
on an avoidance of forecasting. It
is interesting to note, however,
that formula timing, like the value
approach, does necessarily involve
some forecasting. The choice of a
particular formula must neces-
sarily take into account an esti-
mate of the amplitude and dura-
tion of future market fluctuations,

Two Kinds of Forecasting

It is useful to distinguish be-
tween what may be called “mar-
ket analysis” and economic fore-
casting. An estimate of the future
is the objective of both, but other-
wise there are sharp differences.

Economic forecasting in general
is cause and effect analysis. It
considers and appraises economic
and political factors and attempts
to estimate the probable -conse-
quences of expected changes in
these casual factors. It is not, of
course, a science, and from the na-
ture of things, can never be a
science. If someone were to dis-
cover a method of forecasting that,
on the basis of the past, was com-
pletely reliable, it would probably
become completely unreliable if
knowledge of it became general.
Moreover, the factors that must be
weighed are usually both cause
and effect, and the problem re-
sembles a problem in multiple
correlation. In addition, the prob-
lem is complicated by the possi-
bility of such unexpected events
as changes in rediscount rates or
reserve requirements, new taxes,
or changes in the political climate.

It is perhaps true that it is
inherently more difficult to fore-
cast in a complex controlled
economy than in an economy
ruled largely by the impersonal
free market. It is remarkable, for
example, to note the relation of
extreme highs and lows in inter-
est rates' to stock prices in the
pre-1914 period. It was almost
always true that extreme highs in
interest rates were associated with
stock market peaks and extreme
low points in interest with stock
market bottoms.

Another approach to economic
forecasting, now somewhat in dis-
favor, is-based on time sequences
in economic data. This method
was based on observation that
certain economic series had in the
past moved with more or less re-
liable time .lags. Usually. those
who employ this method are not
satisfied merely to observe that a
certain time sequence has
“worked” in the past, but also
like to be able to construct some
plausible hypothesis as to why it
has worked. An example of this
method was the so-called “blast
furnace index” theory.6 According
to this theory developed by Col.
Leonard P. Ayres, security prices

3 Carpenter, H. G., “Investing Timing
by Formula Plans,” Harper, 1943.

4 Tomlinson, Lucile, “Sucgessful In-
vesting Formulas,” Barron’s, 1947,

5 Cottle, Sidney, and Whitman, W.

Tate, “Investment Timing,” “The Form-

ula Plan Approach,” McGraw, 1953.
6 Ayres, Col. Leonard P., “Bulletin of

were likely to be at a low point
when the percentage of blast fur-
naces in operation declined
through 60%, and conversely they
were likely to be at peak when
this percentage reached 60% on
an upswing.

The philosophy of what is
called market analysis is rather
well summed up in such expres-
sions as “the ticker tells the
story” and “the market is its own
best forecaster.” The basic idea
is that human behavior makes
markets and that intelligent anal-
ysis of price-volume relationships,
momentum of prices, or the rela-
tionships of prices of some stock
groups to other stock groups, will
provide valid clues to the future
direction of market prices.”

The methods used in market
analysis in some cases appear to
be based upon a plausible hypoth-
esis of social psychology as well
as a belief that the method has
“worked” in the past. In some
cases, methods have been based
upon rational studies by compe-
tent students employing quite re-
spectable research methods. In
other cases, methods of market
analysis are bizarre and based
upon mere assertion,

The well known Dow Theory,
which is based upon the idea of
momentum, can be classified as
market analysis, since the basic
material used is found in the mar-
ket itself. It is inappropriate to
attempt a detailed statement of
the Dow Theory. It is enough to
say that it purports to be a means
of identifying significant turning
points in stock prices, not in ad-
vance, but  sometime after the
turn. The value of the method is
supposedly in the momentum of
the market. If turns can be posi-
tively identified even after the
event, it is believed that Dow
Theory signals can be profitably
employed.

Tests of Market Forecasting

Tests of business and stock
market forecasts made by compe-
tent ‘scholars have not been com-
plimentary to forecasters. Almost
without exception these tests have
indicated that forecasters and
forecasting agencies have not
shown evidence of ability to pre-
dict business or stock prices con-
sistently. As a matter of fact, the
results generally approximate
those that could be expected from
random forecasting.

It is not in order here to review
all these tests of forecasting in
any detail. The more significant
can be mentioned and very briefly
summarized.

One of the earliest studies was
by Garfield V. Cox8 of the Uni-
versity of Chicago. The results in-
dicated that business forecasts
had not been especially accurate
or helpful.

The Cowles Commission for Re-
search in Economics reported  in
1933 a study of the record of stock
market forecasters.9 This included

7 The best presentation of this point
of view is to be found in an article by
Nicholas Molodovsky and Joseph Mindell,
“Scientific Basis of Internal Market An-
alysis,” “The Commercial .and Financial
Chronicle,” Dec. 25, 1947, |

8 Cox, Garfield V., “An Appraisal of
American Business . Forecasts,” Univer-
sity of Chicago Press, 1929.

9 “Can ‘Stock Market Forecasters Fore-
cast,” “Econometrica,” V. 1 No. 3, July,
1933. 3 i
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Parchment
Keyes Fibre Co.
tE

BOENNING & CO.

an analysis of the forecasting ree~
ord of William Peter Hamilton
from 1904 to 1929 on the basis of
the Dow Theory. These forecast
would have achieved a result
better than a normal investment
return but poorer than the result
of continuous outright investment
in common stocks. On 90 occasions
in this period, Mr. Hamilton an-
nounced changes in the outlook
for stock prices. Of these predie-
tions, 45 were successful and 45
were unsuccessful.

In 1944 the Cowles Commissiom
again reported a study of stock
market forecasting.l0 This study
was based on the records of 11
leading agencies from 1927 and
over periods of 10 to 15% years.
With a single exception the rec—
ords were not better than might
be expected on the basis of ran-
dom forecasting. The exceptiom
was an agency which based its
forecasts on the idea of momen—
tum, i.e., that main trends persist
for considerable periods. At least
on a monthly basis, sequences da
significantly outnumber rever-
sals.1l Curiously, a method of
forecasting based on the excess of
sequences over reversals will be
right most of the time, but wilk
inevitably miss the major turning
points.

But No Adequate Tests of
Security Analysis

Tests of market forecasting
have indicated that the investor
can do about as well as the pro~
fessional forecasters merely by
random forecasting. This does net
establish that forecasting is a log-
ical impossibility but does suggest
that an investment policy based,
on forecasting is not likely to be
consistently successful. But is. the
alternative of security analysis
likely to yield any better resulis?
How accurate and reliable is se-
curity analysis? What would have
been the result of following the
investment recommendations of
reputable and well-known secur—
ity analysts? These are largely
unanswered questions. There have
been studies of the investment
performance of the fire insurance
companies!2 which indicate that
the stock investments of these
companies failed by a slight mar-
gin to equal the performance of
market averages although it is
not clear that these tested only
security analysis.

One of the charges leveled at
market analysis is that if a reli-
able method of forecasting were
developed it would be useless as
soon as it became known, because
human efforts to anticipate mar-
ket movements, would eliminate -
them. Perhaps the same can be
said of security analysis. If we
were all competent security ana-
lysts, there would be no profit in
security analysis because securi-

Continued on page 34

10 Cowles, Alfred, “Stock Market Fore-
casting,” “Econometrica,” V. 12 Nos. ¥
and 4, July-October, 1944. ,‘ 3

11 Cowles, Alfred, and Jones, Herbert:
E., “Some A Posteriori Probabilities im:
Stock Market - Action,” *“Econometrica,™ -
V. 5, July, 1937. z ¥

12 Rose, Dwight C., “A Scientific Ap=~
proach to Investment Management,” Har=.
pers’ 1928. See also Cowles Commissiom
study previously cited. e
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Business
Man’s
Bookshelf .

Building Savings Deposits—Public

- Relations Council in cooperation
with Savings and Mortgage
Division, American Bankers As-
sociation, 12 East 36th Street,
New York 16, N. Y. (paper).

Drog Industry, The—E. W. Axe &
. Co., Ine, 730 Fifth Avenue,
. New York 19, N. Y. (paper), 50¢
. (25¢ to Public' Libraries and
. mon-profit institutions).

Famous Railroad Stations of the
.World — Adele Gutman Nathan
. with William C. Baker—Random
~ House, 457 ' Madison Avenue,
New York 22, N. Y. (eloth),
$1.75.

From Scheol te Jobh — (Guidance
- for Minority Youth)—Ann Tan-
- meyhill — Public’ Affairs Com-
- mittee, Inc., 22 East 38th Street,

New York 16, N. Y. (paper), 25¢.

Deeting the Six Goals of Ex-

, ecutive Compensation — J. K.
. Lasser and Meyer. M. Goldstein

- — reprinted . from “Dun’s Re-
view”—Pension Planning Com-

.. pany, 260 Madison Avenue, New
York 16, N. Y. (paper).

Outline of Executive Development
—Lee Stockford—Industrial Re-
1ations Section, California In-
stitute of Technology, Pasadena,
Calif. (paper), $2.00.

Rassian Assignment — Leslie C.
Stevens — Little, Brown and
sC;)mpany, Boston, Mass. (cloth),

Beme Basic Aspects of the German
Debt Settlement—H. G. Dern-
burg — reprinted from the
Journal of Finance,

Tax Record — Four publications:
“Appointments,” a tax diary and
appointment book; “Payroll and
Employees’ Tax Record,” “In-
dividual Income and Tax
Record,” and “Business and Tax
Record,” designed by J. K. Las-
ser for National Blank Book
Co., Holyoke, Mass.

Julien Collins Adds

{(Special to THE FINANCIAL CHRONICLE)

CHICAGO, Ill. — Thomas H.
Shockey has become associated
with Julien Collins & Co., 105
South La Salle Street. Mr.
Shockey was formerly with the
Mercantile National and prior
thereto with Harris Trust & Sav-
ings Bank.

GOLD??

The price fell sharply in Paris on Sept.
23rd. Get the vital facts behind the
problem. What world authorities agree
on gold and inflation. Byzantium and 800
years of achievement on fixed parity.
Gold only raised $1.20 from Independ-
ence to Roosevelt revaluation. The his-
torical and moral facts that will deter-
mine the future for stocks. A nutshell
analysis of the unpublished facts. A
sequel to our brilllant study of Sept.
1952 that showed how the price would
NOT be raised. |

“THE FUTURE OF GOLD?"”

: PRICE $2.00
WHAT'S AHEAD for stocks? The true
story behind the recent break. How the
market has been caution-pulled for two
years. The factor restraining big money.
False bear market signals. New and de-
cisive facts that the experts have missed
and why the price ratio is so low. Basic
factors show long term bull market
ahead. Don't be deceived by charts.
Send for “FUTURE VIEW', STOCKS IN
-ACCUMULATION AREA" PRICE $2.00
Sperigl offer. Both the above teports,

' PRICE $3.00
4 ALL 'FINANCIAL HOUSES SHOULD
§ GET THESE VITAL FACTS. @'~ ©

C. F. M. WILLIAMS

. 36 West 40th Street, New-York -
NEW YORK LONDON

. taking.”

7

Steel Production
Electric Output
Carloadings
Retail Trade
Commodity Price Index
Food Price Index
Auto Production
Business Failures

: 'Y;I'he ,
State of Trade
and Industry

There was a slight contraction in total industrial production
for the country as a whole the past week as many plants reducec}
operations following the recent decline in orders.

Layoffs were reported in a number: of industries, and textile ]
mills, shoe plants and consumer durable factories curtailed opera-
tions. However, total industrial output remained slightly above
that of a year ago. Quite busy were producers of electronic equip-
ment, aircraft, armaments, chemicals and clothing.

The Federal Reserve Board reported this week that industrial
production, which normally rises in the autumn; held in October
at 232% of the 1935-39 average—unchanged from ‘September:.

It further noted that the increase in consumer debt for instal-
ment purchases slowed in September. - The United States Depart-
ment of Commerce stated that September salés of manufacturing
firms failed to show the “usual fall pick-up.” ‘After allowance for
seasonal factors, they were 2% under August levels.

Total claims. for unemployment insurance benefits remained
slightly higher than the year-ago level, reports state.

Scattered layoffs around the country cut about 3,600 workers
off production rolls over the week-end. The reasons given for
the cutbacks ranged from “defense stretchout” to “inventory
The latest reductions followed a United States Depart-
ment of Commerce estimate that October employment had dipped
about 65,000 below the September total, though the October figure
was on a level with a year ago. .

The steel industry earned mere than twice as much—100.8%
more profit in third quarter 1953 as it did in third quarter 1952,
according to “The Iron Age,” national metalworking weekly. The
industry’s earnings for the first nine months of this year are 86%
higher than they were during the first nine months of 1952.

The brighter profit picture is revealed by a compilation of
steel company financial reports just completed by “The Iron Age.”
Included in the compilation are 21 companies accounting for about
90% of the industry’s ingot capacity.

Alltime records established in production, sales, and shipments
this year made the higher earnings possible, Operations last year
were handicapped by a 54-day strike during June and J uly.

But the 1953 profit rise is still a significant achievement—
even when compared with earnings during the 1951 boom, when
previous production, sales and shippment records were established.
The industry’s third quarter 1953 profits were 49.1% higher than

third quarter 1951. For the first nine months of this year earnings .

were 14.3% higher than for the similar period during 1951, declares
this trade authority.

Earnings next year should continue good for two reasons, it~
points out: First, demand for steel products will continue high—
at least during the first half. Second, the excess profits tax is
expected to be allowed to expire at the end of this year,

A specific example shows how much profit windfall companies
might expect from expiration of excess profits tax. Of $144,-
000,000-provided for Federal taxes by a large steel producer during
the first nine months of this year, $26,700,000 were for excess
profits tax.

But labor will be after its share of steel revenue early next
year. Most wage contracts in the industry expire June 30. And
the United Steelworkers of America has already indicated it will
be driving hard for bigger pensions, more social insurance, higher
pay, and some form of guaranteed annual wage, states this trade
weekly.

Auto buying is expected to spurt in first quarter. And railroad
steel orders are expected to be higher in 1954 than they were in
1953. Order cancellations are declining and some firms that can-
celed steel orders are already coming back into the market for
tonnage, this trade magazine observes.

Automotive production should dip this week with Packard
and Willys closed temporarily and other auto makers taking it a
little easier, states “Ward’s Automotive Reports,” the current week.

Last week total industry car production was 124,280 units,
about the same as the 123,516 in the previous week and 6% ahead
of the 116,860 in the like 1952 week, “Ward’s” notes.

Despite some recent improvement in the production schedules
of the independent auto makers, their share of the industry total
has fallen sharply this year. For example, in the month just over
alone they accounted for only 4.4% of the industry total. G. M. held
42.6%; Ford, 31.9%; and Chrysler, 21.1%, it adds. ,

In the first 10 months this year, according to “Ward’s,” G.M.
has turned out 2,501,700 autos.for 46.5% of the industry’s total,
while Ford took 24.5% with 1,317,500 and Chrysler 19.9% with

Continued on page 33
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Observations . . .
=————— By A. WILFRED MAY -
Strange and Limited Approaches by the SEC

In our two preceding colurmns we have published commentary
mostly critical, on the Securities and Exchange Commission’s pro-
posed changes in proxy solicitation. The fundamental point, it
seems to this writer, is that the Commission is here repeating its
tendency to deal with only a part of the field
to be covered, resulting in regulatory pot-shots
which are worse than no regulation—or at
lIeast wholly inconsistent with the basic “pro-
tect-the-investor” philosophy of our securities
legislation. .

The virtual disfranchisement of the great

-body of the nation’s scattered owning share-

‘holders (along with the policyholder-owners of
the mutualized life insurance companies), partly

" self-inflicted by their own apathy, constitutes
- a crucial problem which in its. full broad

aspects should receive the SEC’s continuing
attempts to unearth a constructive solution. For

" after two decades of the Commission’s func-

tioning, the gap between the owners and the
managers of their property remains un-
bridged. . ¢

Manifesting. stockholder apathy, the company- meeting is
sparsely attended; the distributed reports remain mostly unread;
and, as in our political elections (vide New York City yesterday),"
the voting privilege is reacted to with a “what’s-the-difference”,

On the other side of the medal, when affirmative attempts to-
participate in corporate affairs are made by the public share-
holder, they most always turn out to be futile.. Under the existing
routine not a single one of the stockholder proposals which have
been opposed by management (averaging about 50 a year) has
been carried. ) . )

Stockholder impotence in such endeavors is quite under-
standable in the light of the compulsion on the shareholder to
keep his proposition and explanation, no matter how complex,
within 100 :words; a-block further aggravated by management’s
freedom from limitation in the length of its rebuttal. Moreover,
management can expend large amounts of corporate funds to,
garner the votes required for its support. )

Unsuccessful Remedies

One constructive remedy may lie in organization of the na-
tion’s 10 million-or-so scattered and apathetic lay shareholders.
But stimulation of stockholder interest has thus far been largely
confined in the hands of “public relations” experts, or to a few
colorful individuals arousing  attention at annual meetings by
repeated fire on relatively superficial issues, as compensation,
director representation according to sex, or to management’s
meeting “manners.”

Likewise, professional directorates as the remedy for absentee
ownership have fallen short. The outside paid “professional di-:
rector” has provided no cure-all either in England, Holland, or
here. Apart from the “window-dressing” danger, there is no war-:
rant for the assumption that the professional director will protect:
the interests of the public or non-management shareholders; that
the receipt of a fee per se gives him greater integrity than the
nonsalaried director in resisting the undue influence,of manage-
ment. In Canada, where one-third of insurance company directors
must be elected directly by the shareholders, it has been found
that they have not provided the conclusive answer to the absentee-
ownership problem, i -

Assuredly the problem of a fair balance between management-
and stockholder power, and curing stockholder apathy—situations
that are interacting—is a most difficult one. But, in any event, the
solution, whether through regulatory policy or otherwise, should..
assuredly be inclusive, or at least on a reasonably broad scale.

In emphasizing a few changes in the proxy form, as for re-:
stricting the latitude given to the public stockholder for rqaking
proposals, the Commission is viewing a tree while overlooking, if
not actually hiding, the forest.

#* & #®

The SEC Versus the Investor

Also, in several areas of corporate financial management SEC
is meddling in action that is actually antithetical to protection
of the investor, its basic raison d’etre under the.four_ldmg legls_-
lation., In its attitude, and even using compulsion in bond fi-

Continued on page 46
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Outlook for the Domestic Economy

By JULES BACKMAN*
Professor of Economics, New York University

Professor Backman reviews the various factors which will in-
fluence economic activity, and essays to bring some sense of
balance cut of divergent and extreme forecasts. Says it is clear

peak of boom has been passed, and gives the statistical data.

Sees decline in armament a reduced business stimulant and
forecasts a fall in corporate profits, along with end of inven-
tory expansion and with no reduction in the corporation tax.
Looks for lower rate of private debt creation. Concludes

coming downward trend will

not be anything like serious

sethacks of the past, and points out chief segments affected
will be automobiles and housing.

T looked at last year’s transcript
before I got here to find out
whether I could face those who
were repeaters. I decided that 1

must be fool-

ish to be here
at all since

last year 1

suggested that

we would
reach a peak
in the busi-
ness cycle in
the second or
third quarter

of - 1953, .1

really ought

to quit while
I am ahead
~and get a
much-needed
rest. How-
ever, it’s too late for that so what
I would like to do is review with
you the various factors which will
influence economic activity and
try to bring some sense of balance
out of some of the extreme fore-
casts which are now beginning to
make their appearance.

I might add that many of the
extreme forecasts in terms of
what is about to happen on the
way down are from those who
couldn’t see any downturn as re-
cently as six months ago. That is
the way it always is. The opti-
mists in good times are -optimistic
optimists, and as soon as the tide
changes, they become pessimistic
pessimists. In other words, they
go to extremes.

1 find if I want to know where
1 am going, I ought to know where
1 am at. So let us take a quick
look at where we are at the pres-
ent time.

Where We Are At

It is pretty clear that we have
passed the peak of the recent
boom-boom. I use these hyphen-
ated words on occasion because
they are the only way you can
describe a level of activity of the
type we obtained. It wasn’t a
boom. We were in a boom before
Korea. We just put a boom on top
of a boom. That makes it a boom-
boom. On the way down, activity
is cut back to boom time levels,
and then down to prosperity
levels, and then down a little

Dr. Jules Backman

*Stenographic report of a lecture by
Dy. Backman in the series entitled “The
Economics of the Securities Industry,”
sponsored by the Investment Association
of New York in cooperation with the
Graduate School of Business Administra-
‘tion of New York University, New York
City, Oct. 14, 1953. .
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more. Let us try to keep this
perspective in mind, because, in
this particular situation, I think
perspective is most important.
Gross national product reached

an annual total of $372.4 billion-

in the second quarter of this year.
In the third quarter, it dropped
to only $371 billion. This is just
the beginning, but that is one bit
of evidence. .

The Federal Reserve Board In-
dex of production which reached
a peak of 243 in the spring, was
234 in September.

Housing starts which were at
the annual rate of. 1,200,000 ear-
lier this year are now averaging
under a million a year. = -

Steel production, which was
running above 100% of capacity,
is now about 95% of capacity.
Moreover, we have ample evi-
dence that in the durable goods
sector of the economy, the peak
has definitely been passed, and
that we are moving downward,
although, thus far, the amount of
that ‘movement has bheen rather
small. The downturn in autmo-
biles is already well under way.

As far as the non-durables are
concerned, the textile industry has
recovered from its pretty poor sit-
uation in 1952. The amount of
recovery was nothing sensational,
and so textiles are still not quite
as .high as the level reached in
some of the post-Korean months.
But thus far there have been no
signs of a downturn. The same
thing is true, pretty generally, for
foods. .

When we look at the entire pic-
ture,” it appears that at this mo-
ment, as we try to look ahead,
we are just slightly below the all-
time peak. which appears to have
been reached a few months ago.
Now whether it turns out, when
we have all the figures, that the
peak was in July, or June, or in
May, isn’t so important, I think,
as the fact that we have reached
it.

Despite the minor decline, we
are still at a level of activity
which is unprecedented. We have
a level of employment which' is
unprecedented. We even have a
level of unemployment which' is
unprecedented for peacetime. In
September, ‘for example, we had
one of the lowest levels of unem-
ployment we have ever had in our
peacetime history; namely, 1,246,-
000, which was not much different
from "August. .

And so while some of these fig-
ures, the money .figures and the
employment figures, are close to
or at all-time peaks, some of the
production figures have begun to
slip off. In addition, we must keep
in mind that wholesale prices
have slipped off from the peaks
which were reached early in ’51.
Consumers’ prices, on the other
hand, are close to or at the all-
time peaks. This is the picture
from which we look forward.

Now, the way I like to present
this problem is to line up the fac-
tors that I think are plus, and
those that.I think are minus. You
can then reach your own conclu-
sions about how they add up. I
must tell you in advance that
every plus factor I have is a plus-
but. There is a qualification to
every one of them. You must
really struggle to find plus fac-
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tors today. The positive factors
which most - people ‘cite; aren’t’
short-term positive factors at all.
They are long-term factors. For
example, population growth. That
takes place in good times and bad.
It never stopped a depression. It
never caused one. The fact that
we have population growth'doesn’t
mean that you cannot have a de-

. pression.

The fact that we have had a
Jarger increase in population in
this country since 1940 than the
entire population of Canada, and
hence we have created a market
which is greater than the entire
Canadian economy, doesn’t change
the fact that in 1949 we had a
recession with that same situation,
and in 1954 we will have a reces-
sion with that same situation.

The fact that productivity is.

going up is nothing new, It has
been going up, with a few excep-
tions, almost: throughout :our his-

tory, and . especially ’v'duri-n‘gfthe,

last 50 years. -So some of "these
factors which people include on
the plus side .are almost always
present. The same thing goes for
liquid assets, and available back-
logs of savings. We had those in
1949, too.

Accordingly I haven’t included
any of those factors on the. plus

side, because they are not too.

significant in'the short-term fore-
cast.

Expanding Or Sustaining Forces

(1) Government and Armament
Spending: You probably know
that we have increased our arma-
ment spending from a rate of $15
billion before Korea to a rate of
$52 or $53 ‘billion currently. No
matter what we do with arma-
ments, it is pretty clear there is
no stimulus like this coming from
the armament sector in the year
head, unless, of course, we go to
war. In fact, the probability - is
that'there will be a slight decrease
in armament. My own suspicion is
that'it will be much greater than
anyone has yet forecast. The
reason for that statement is very
simple. The American people
abhor war. The American people
don’t like to spend money .on
armaments. While you and I may
agree that we should continue to
spend so much money for. arma-
ments, the political aspect cannot
be overlooked. And I think as
1954 moves on, as we go into 1955,
the pressure will be  practically
irresistible to cut down armament
spending if there is no real shoot-
ing war going on. That is not‘an
inside tip from Washington. That
is just a plain ordinary interpre-
tation, a commonsense interpre-
tation of what has been our entire
history.

. In any event, we plan to spend
somewhat less. For exaniple,:in
fiscal 1953, we spent almost $75
billion, and in fiscal 1954, the
current year, we are planning -to
spend about $72 billion,- and I
am convinced that this Adminis-
tration is going to cut spending
further. The men who are tops:in
this Administration believe in a
balanced budget, and the most
important step  toward getting a
balanced budget is believing in it,
because then you find ways to cut.
I think they are going to- find
ways to cut spending, and I think
it also has a very important im-
plication for tax policies.

No Cut in Corporation Taxes

I don’t think the corporation tax
is going to be cut, and I think if
there is any cut in any type of tax,
therg is going to be an offsetting
@ax increase. This Administration
is not going to permit the cor-
poration tax, which is $1.2 billion,
and the excise tax, $1.1 billion, to
be eliminated without demanding
something in return. I don’t think
you need any dope stories from
Washington for that conclusion.
All you have to know is that

Continued on page 37
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What ThisCountry NeedstoSurvive

By THURMAN SENSING*
Executive Vice-President, Southern States Industrial Council

Asserting this nation to survive must retain an adequate mil-i-
tary strength and at same time not spend itself into economl’t:
bankruptcy, Mr. Sensing urges we cease our “giveaway

schemes to obtain Allizs, and

“go it alone.” Says there has

been a lot of fuzzy thinking with regard to foreign aid.

Stresses moral strength as even more important than military

or economic strength, and calls free enterprise *‘American

idealism.” Concludes we can’t have both government-provided
security and individual freedom.

About the only Vice-President
we have ever had who has made
himself remembered was Thomas
Marshall, and he did so by making
the comment,
‘““What this
country needs
is a good five-
cent cigar.”
We are con-
stantly hear-
ing statements
by all sorts of
people as to
what our
country needs,
and many of
these state-
ments are at
such variance
that most of
us are no
doubt inclined to agree with the
comment, “What this country
needs is someone who knows what
this country needs.”

I suppose, however, there is one

Thurman Sensing

conclusion that we might all agree

on; namely, that this
needs to survive!

\In order to survive, the nation
must be strong. Human nature
being ‘what it is thus far in the
history of. mankind, a nation of
great assets must be strong
enough to protect those assets,
else they will be taken away.
Here in the United States we have
great materjal resources; we have
developed the greatest productive
capacity of any nation in history;
we have attained the highest
standards of living any people
have ever known.

_There are those who would de-
prive us of these assets. They
would have us be a pacifist nation
or, failing in that, they would
have us spend ourselves into eco-
nomic bankruptcy. We must nol
do either, if we would survive.
We '‘must retain''a military
strength sufficient to defend our-
selves against all comers; we must
maintain an economic  strength
sufficient to support both this mil-
itary strength and our standard of
living. This we can do if we do
not waste our inner strength

country

through corruption and our outer .

strength through visionary en-
deavors.

In order to be militarily strong
we certainly do not need to spend
eourselves into bankruptcy. We
could “fear” ourselves into de-
struction, even though the United
States of America has less to fear
than any nation on the faceof the

earth. It would certainly be a de-

parture from our tradition to act
on fear rather than on courage.
Even when our nation was young,
and perhaps had reason to be
afraid, it did not act that way, and
I trust it never shall. .

Yet, as you well know, every
time it is suggested that we should
cut -defense spending or foreign
aid or any one of the grandiose
projects we have taken on in re-
cent years in order to balance the
budget, there is always some one
to jump up and warn us that we
should beware of doing any such
thing—that we should remember
we can't “go it alone.”

They don’t say where it is we
are going; they just say we can’t
go there by ourselves.

*An address by Mr. Sensing at the

30th Annuval Convention of the National
Association of Foremen, Milwaukee, Wis.

It seems to me, if I have read
my history correctly, that our
forefathers came to this country
so they could “go it alone.” They
came here to get away from the
old world order, the wars of im-
perialism, the subjection of the
individual.

Under the freedom of a consti-
tutional republic, the people of
this country have got along pretty
well on their own.

We had a- Congressman from
Tennessee back in the early days
of the nation, who was quite un-
lettered but who had lots of com-
mon sense. Among the things for
which he is best rememberedis
his statement, “Be sure youre,
right, then go ahead.” ;

OQur present-day statesmen
would do well to heed this advice.
Once we have decided a course.is
right, then we should go ahead
without regard to the objections
of those who are fearful, of our
so-called Allies, or of anyone else,
Just because the world is
“smaller” than in Davy Crockett’s
day does not lessen the value of
his advice. Truth has not changed
in the intervening years; freedom
is just the same.

Here in the United States of
America was established for the
first time in history a government
that belonged to the people, rather.
than a people who belonged to
their government. It was a gov-
ernment based on the dignity of
the individual. It was a govern-
ment based upon the principles of
truth ‘and honor and justice.-It
was a government that guaranteed
the .individual certain inalienable
rights, that gave him the incentive
to exercise his initiative -and his -
ingenuity.

* This system has produced for
the American people the greatest.
productive capacity and the high-
est standard of living the .world
has ever known. ‘

Are we to throw all these gains
and all these principles overboard
simply because someone says tha$
we can’t “go it alone”? Whether
we realize it or not, that is exactly
what we are in danger of doing.

When we are so tied up with
certain “Allies” that we cannot,
for the first time in our history,
win the war we are fighting—as

.was definitely the case in Korea—

then we had better get back te
the point -where ‘we can “go if
alone.”

When we get to the point that
we continue to pile up our na=
tional debt and continue to live
beyond our means thereby
threatening the very solvency of
the nation and certainly mortgag-
ing the future of our children—
just because there are those whe
say we must do these things be-
cause we can’t “go it alone,” then
we had better quit listening to
them.

1f it is right to preserve the
principles for which this nation
was founded, if it is right to win
a war with honor, if it is right te
operate our government within a
sound economy, then we should
“go ahead” and do these things.

We have warned all along that
our - magnanimous “give-away”
schemes would not win us any
friends—or even result in attain-
ing the ends desired in the long
run. We warned some two years

Continued on page 46
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The Potpourriof Business Forecasts

By H. E. LUEDICKE*
Editor, “The Journal of Commerce,” New York.~

Dr. Luedicke reviews recent business forecasts, and finds they
vary from extreme optimism to extreme pessimism—despite fact
all economists work virtually from same set of facts and figares.
Holds, however, headiines exaggerate differences of opinion
and both bullish and bearish statements are carefuily hedged.
Says most business forecasts lack clear timing and ouiright
predictions are mostly based on intuition. Warns, in giving
anti-recession advice, “Do not confuse what shozld be done
with what can be done.” Gives key elements in current picture.

Unfortunately, the businessman
of today, in dealing with econo-
mists, is not in the position of the
fight referee who calls the fight-
ers into the
center of the
ring before
the start of the
fight-and re-
minds them
that “you boys
know the
rules.”

In business
forecasting
everyone is
making up his
own rules—
meaning, of
course, his
own defini-
tions—anq all
too often he changes them as he
goes along. That presents prob-
lems for those depending on ad-
vice on the business outlook—par-
_tlcularly now that we are witness-
Ing a new spurt of inflation: and
inflation, that is, in the number of
talks on the outlook for business.

All of you must have heard or
read of dozens of such speeches in
recent weeks—and the peak of
the season is not even here as yet.
A good cross section of what is
being said you can get every week
by following the Commercial and
Financial Chronicle.

Under these circumstances 1
thought that it might be helpful
to sort out for you the information
that has been presented by econo-
mists, economic consultants, eco-
nomic professors and leading busi-
ness executives in recent weeks.
At the same time I would like to
develop a set of rules recom-
mended for those who make it a
habit to listen to, or read, these
often learned but all too often
rather cryptic discussions on what
is ahead for business. I don’t want
to go so far as to say that there
exists today an inverse ratio be-
tween the quest for enlightenment
and the . ability of economists to
provide it—but the fact of the
matter .is that there has seldom
been such a high degree of un-
certainty among the economists
themselves as there is at present.

I figure that if I do this sorting-
out job under the guise of a busi-
ness reporter rather than under
the flag of an economist, I shall
be reasonably safe against excom-
munication from the secret order
of forecasters, soothsayers and
economists.

1

Recession vs. Depression

This is the era of the sensational
catch-phrase.

“No Major Depression in Our
Lifetime,” says A. W. Zelo-
mek.

“Collapse of Prices,” warns Bax-
ter.

“No Fear of Depression,” assures
U. S. Steel’'s Benjamin Fair-
less.

H. E. Luedicke

“A Period of Business Decline’

Ahead,”
Babson.
These slogans
range
casts.
Headlines Exaggerate Differ-
ences of Opinion: They vary from
extreme optimism to extreme pes-

mourns Arthur C.

imply a wide
in current business fore-

*An address by Dr. Luedicke at the
Bth Annual Convention of the Commer-
cial Finance Industry, New York City,
Oct. 26, 1953.

simism—despite the fact that all
economists work virtually from
the same set of facts and figures.

But, if you look a bit more
closely, the optimists are not

* nearly as optimistic and the pessi-~

mists not nearly as pessimistic as
it appears at {irst glance.

Tnat means that—even though
Dr. Consensus is conspicuous by
his absence at most discussions

about 'the Business Outlook these '

days—the popular views on what
is ahead for business are far less

extreme than the headlines seem -

to indicate. ;
In many cases, the differences
of opinion actually narrow down

to not much more than semantics. .

When is a recession not a re-
cession, but merely a downward
adjustment? .

Where lies the dividing line be-
tween a moderate and: a substan-
tial recession?

When does a recession become
a full-fledged depression and at
what point does a depression stop
being a minor depression and be-
comes a major depression.

Bullish Statements Carefully
Hedged: If you analyze almost any
of the recent bullish statements,
you'll find that none of them ex-
cludes the possibility, or even
probability, of temporary down-
ward adjustments in the immedi-
ate or in the near future. Some
of them declare outright that such
a recession is already here..

Secretary of the Treasury Hum-~
phrey set the style in this respect
when he said in one of his recent
speeches: “Adjustments—yes; de-
pression—no.”

Just to give you one more ex-
ample. Even Mr. Fairless, in a
recent speech! modified his em-
phatic statement that “all this re-
cession talk is unwarranted” by
adding that after an economic
“bender” of nearly 15 years, there
are ‘‘just naturally bound to be
headaches, dislocations and read-
justments.,” :

Tne point Mr. Fairless was try-
ing to make was merely “to rec-
ronize the headaches for what
they really are: the pains pro-
duced by past excesses and not
the symptoms of some impending
economic disease.”

These qualifications are not just
attempts of the forecasters to hide
behind hedges—of the if, but and
on-the-other-hand kind — which
all too often are their favorite
hiding places -from which they
care to do only such amount of
hedge-hopping as seems safe.

Vague Definitions * Can Be
Avoided: But they do point up one
of the basic weaknesses in busi-
ness analysis today. That is the far
too easy use of indefinite terms.
My recommendation to you, there-
fore, is

Rule 1: Insist on sharper
definitions " in any business
advice offered to you.

There is a way of getting around
the vague use of such terms as
downward adjustment, moderate
recession, or major depression.

Insist on having these words
translated  either into terms of
gross national product, industrial
production, national income or
price level changes.

Or have them translated into
terms of previous business de-

1 Speech before Econemic Club of De-

troit on Sept. 21, in Financial Chronicle
of Sept. 24.

clines, such as the experience of
1948-49, 1937-38, 1930-32. Such
comparisons will give you a con-
crete picture of what the fore-
caster is talking about and not
merely a fuzzy impression of
what he has in mind.

The question right now is ob-
viously whether we are heading
into something like 1948-49, some-
thing more like 1937, or some-
thing that is not even as serious
as the "inventory adjustment of
1948-49.

Predictions  Must Give Clear
Timing: Moreover, business fore-

casts, too often, are too hazy about

the likely timing of any predic-
tions.

The analysis of an impending
economic trend can be perfectly
correct—and yet it can be not
only useless, but outright falla-
cious and quite costly if it is
either wrong on the timing angle
or fails to give any idea as to the
timing of the changes the fore-
caster has in mind. '

That leads to our

Rule 2: Insist on a pin-
- pointing of the time element
in ‘all predictions.
. Far too much money has been
lost by turning bullish or bearish
prematurely. L i
Where a forecaster is uncertain
about the time element, let him
come right out and say so. That
way it enables you to get a far
better perspective as to how much
his predictions are worth.

I -

Vulnerabilities vs. Strength
© Most speeches on the Outlook
for Business fall into one of the
following four categories:

(1) Outright predictions;

(2) The summation of favor-
able and unfavorable aspects in
the business picture — with or
without an attempt to strike a
balance between them;

. (3) The development of “pro-
grams” for action by management,

labor and the Government for the
pugpose of preventing a recession;
an

(4) The analysis of indicators;
yardsticks or bench marks avail-
gble for the detection of impend-
Ing trend changes—with particu-
lar emphasis on their validity un-
der present conditions.

Ouiright Predictions Mostl y
Based on (ntuition: Little time
need be spent on the first cate-
gory of outright predictions. No-
body has as yet manufactured a
crystal ball with a built-in elec-
tronic brain that can take care of
all the ifs and buts that have to
be taken into account in order to

carrive at any considered judg-

ment as to the outlook for busi-
ness.

Hence it seems a good idea to
remember as

Rule 3: Be extra cautious
in accepting outright predic-
tions which. all too often are
based on  intuitive fancy
rather than facts.

Favorable = versus Unfavorable
Factors: The comparison of favor-
able and unfavorable factors in
the business picture is a sound
approach to an outlook analysis—
if an attempt is made to weigh
them against each other and ar-
rive at a.definite conclusion.

This, of course, leads directly
into the sphere of individual judg-
ments. )

Let me illustrate. .

Last spring, in a speech before
the Tanners’ Council, 2 T drew up
a list of five “vulnerabilities” in
our present economic structure.
I named them as follows:

(1) The threat, of industrial
over-expansion;

(2) The threat of excessive in-
ventories;

(3) The threat of declining farm
prices and farm incomes;

2 Speech before Tanners’ Council in

Boca- Raton on April 9, Reprints are
available from Tanners’ Council.

723) T,

(4) The threat of an excessive
rise in private indebtedness, mort-,
gage credit, bank credit and con-
sumer credit; and

(5) The threat of at least a tem-
porary saturation of consumer de-
mand and durable consumer
goods, including housing.

I endeavored to weigh these
“threats”—and I clearly labeled
them as threats rather than open
calamities — against the strong
points in the economy and struck
a balance that was moderately
bearish,

Strong Points Re-Examined: By
August, in another speech, 3 I re-
peated this procedure but it
seemed to me then that the factors
supporting the economy probably
were stronger than they had ap-
peared previously, despite the fact
that in the meantime there had
been a slight letdown in the busi-
ness pace.

I enumerated the strong points
as follows:

(1) The “momentum” that has
carried the economy along and is
not likely to run out of gas all
of a sudden;

(2) The fact that the defense
sector of the economy will keep
on creating purchasing power
without adding to the supply.of
civilian goods, thereby at least
postponing the time when civilian
over-production will become a
serious issue, (s

(3) The growing realization
that probably all of us have been
underestimating not only the
country’s productive power but
also the rate of growth and the
tremendous power behind this
growth,

(4) The factor of government
policy; because it is unthinkable
that any Administration will stand

Continued on page 30

3 Speech before Graduate School of
Banking at University of Wisconsin on
Aug. 26. Reprinted in Journal of Com- -
merce of Aug. 27 and Financial Chronicle
of Aug. 27.
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Dealer-Broker Investment
Recommendations & Literature

It is understood that the firms mcntione‘d wl:ll be pleased
to send interested parties the following literature:

Department Stores—Analysis—Zuckerman, Smith & Co., 61
Broadway, New York 6, N. Y.

Drug Industry—Study—E. W. Axe & Co., Inc., 730 Fiftt) A(\{-
enue, New York 19, N. Y.—Paper—>50c. (25¢ to Public Li-
braries and nonprofit institutions).

Excess Profits Taxes—Beneficiaries from their expected elim-
ination—Sutro Bros. & Co., 120 Broadway, New York 5, N. Y.

Investment Opportunities in Japan—Circular—Yamaichi Secu-
rities Co., Ltd., 111 Broadway, New York 7, N. Y,

New York City Bank Stocks—Comparison ar 1 analysis of 17
New York Bank Stocks as of Sept. 30, 1953—Laird, Bissell
& Meeds, 120 Broadway, New York 5, N.Y. g

Over-the-Counter Index—Folder showing an up-to-date com-
parison between the listed industrial stocks used in the Dow-
Jones Averages and the 35 over-the-counter industrial stocks
used in the Naticnal Quotation Bureau Averages, both as to
yield and market performance over a 13-year period —
National Quotation Bureau, Inc., 46 Front Street, New
York 4, New York,

Philadelphia Banks — Comparison of 11 largest Philadelphia
banks—Stroud & Company, Incorporated, 123 South Broad
Street, Philadelphia 9, Pa. )

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

Attapulgus Minerals & Chemicals Corporation—Discussion in
“Highlights-No. 24”—Troster, Singer & Co., 74 Trinity Place,
New York 6, N. Y.

Black, Sivalls & Bryson—Analysis—H. Hentz & Co., 60 Beaver

Street, New York 4, N. Y.

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

Dravo, Corp.—Memorandum—Moore, Leonard & Lynch, Union
Trust Building, Pittsburgh, Pa.

Gaylord Container Corp.—Memorandum—Auchincloss, Parker
& Redpath, 52 Wall Street, New York 5, N. Y. Also available
is a memorandum on Masonite Co.

General Contract Corporation—Brief analysis in current issue
of “Gleanings”—Francis I. du Pont & Co., 1 Wall Street,
New York 5, N. Y. Also in the same issue are a list of Low
Erice-to-Earnings Stocks and a portfolio of Special Situa-
ions,

General Foods Corporation—Analysis—Van Alstyne, Noel &
Co., 52 Wall Street, New York 5, N. Y.

Hitachi—Analysis—The Nikko Securities Co., Ltd., 4,1-chome,
Marunouchi, Chiyoda-ku, Tokyo, Japan.

Interpro.v'inciul' Pipe Line Company — Analysis — Dominion
Securities Corporation, 40 Exchange Place, New York 5, N. Y.

Towa Electric Light and Power Cempany — Analysis — Mil-
waukee Company, 207 East Michigan Avenue, Milwaukee
2, Wis. Also available is an analysis of Potash Company of
America,

Lehman Corp.—Memorandum—Ira Haupt & Co., 111 Broad-
way, New York 6, N. Y.

Marine National Exchange Bank-—Special report—Loewi &
Co., 225 East Mason Street, Milwaukee 2, Wis.

Metal & Thermit Corporation—Analysis—New York Haseatic
Corporation, 120 Broadway, New York 5, N, Y.

New England Gas & Electric Association—Analysis—Security
Adjustment Corporation, 16 Court Street, Brooklyn 2, N. Y.

Riverside Cement Company—Analysis—Lerner & Co., 10 Post
Office Square, Boston 9, Mass.

Russell Reinforced Plastics Corp. — Memorandum — Aetna Se-
curities Corp., 111 Broadway, New York 6, N. Y.

Temeco Aircraft Corporation—Bulletin—De Witt Conklin Or-
ganization, 100 Broadway, New York 5, N. Y.

Vacuum Concrete Corporation — Bulletin — Heimerdinger &
Straus, 50 Broad Street, New York 4, N, Y.

2nd Printing Available -

Our most recent “Highlights” No. 24 Discussing
ATTAPULGUS MINERALS &

TROSTER, SINGER & Co.

Members; N. Y. Security Dealers Associction
74 Trinity Place, New York 6, N. Y.’ 376

HA 2-

NY 1-
2400

e ;

The Commercial and Financial Chronicle ... Thursday, November 5, 1953

Falling Orders Offset
By Production Culs

Business Survey Committee of
National Association of Purchas-
ing Agents, headed by Robert C.
Swanton, reports, however, gap
between falling orders and pro-
duction showed tendency to con-
tract during past month. -

According to a composite opin-
ion of purchasing ‘agents who
comprise the National Association
of Purchasing Agents’ Business

Survey Com-
mittee, whose
Chairman is
Robert C.
-Swanton,
rector of Pur=
chases, Win-
chester Re-

peating Arms

Company,
New Haven,
Conn, ‘the
three - month

trend to lower -

industrial ac-
tivity contin-
ued during
October, as
reports of purchasing executives
show order books declined again.
However, the gap separating the
levels of the falling orders and
production, which has been ex-
panding in recent months, shows a
tendency to contract in October, as
more production cuts are reported.
The general comment is that these
downward movements are not
drastic, being more of a tapering-
off than a slide. Prices are tend-
ing to level out, showing more
weakness than strength. Sales ef-
forts are being stepped up sharp-
ly. Unworked inventories of pur-
chased materials are lower. Near-
by availability and improved
vendor performance are on the
increase. Employment is reported
lower for the second consecutive
month., Buying policy runs pre-
dominantly to 60 days and under.
Overall credit conditions are good.
Few distress signs are apparent
over the country. Purchasing
Agents are not pessimistic on con-
ditions for the fourth quarter; in
fact, their late October attitude is
one of cautious optimism.

Robert C. Swanton

Commodity Prices

Industrial material prices dur-
ing October reflect more of a
trend to level out, with 74% re-
porting no important changes up
or down for the month. Competi-
tion in fabricated parts is much
sharper. Larger quantity dis-
counts are reported and some
price protection. Escalation is fast
disappearing, Freight absorption
and elimination of premiums in
negotiations for steel are more
generally reported. Price has be-
come increasingly more important
than delivery, to many buyers.

Inventories

Purchased stocks of production
and service materials continue the
down trend of the past several
months. The accent is on turn-
over rather than additional pro-
tective inventory. Warehouse sup-
plies are ample and service is
rapid, supporting  the growing
tendency of buyers to place small
orders frequently. Liquidation of
surplus and substitute materials,
purchased when standard items
were unavailable, is being stepped
up. Quality improvement is
noted. Many new items are being
offered.

Buying Policy

Purchasing Agents’ views of fu-
ture markets continue to favor
short-range commitments. Hand-
to-mouth to 60-day coverage is
the predominant policy. Reduced
production schedules, receding
orders, tight inventory control
and lack of confidence in the gen-
eral price structure are reported
in support of this most conserva-
tive buying position.

Di- -

'NSTA Notes

SECURITY TRADERS ASSOCIATION OF NEW YORK
The Security Traders Association of New York announces the

following candidates have been nominated to hold office for the
year 1954: .

Alfred F. Tisch

George V. Hunt ' Edward J. Kelly

Nathan A. Krumholz Henry Oetjen

President: George V. Hunt, McLaughlin, Reuss & Co.

First Vice-President: Alfred F. Tisch, Fitzgerald & Company,
Inc.

Second Vice-President: Edward J. Kelly, Carl M. Loeb,
Rhoades & Co.

Treasurer: Nathan A. Krumholz, Siegel & Co.

Secretary: Henry Oetjen, McGinnis & Company.

Directors (Two Year Term): John Gahan, Schoellkopf. Hut~
ton & Pomeroy; Charles M. Kaiser, Grady, Berwald & Co., Inc.;
Barney Nieman, Carl Marks & Co., Inc.; Salvatore J. Rappa, F. S.
Moseley & Co.

Trustees of Gratuity Fund (Tweo Year Term): Reginald J.
Knapp, Wertheim & Co.; Wilbur Krisam, Geyer & Co., Incor—
porated.

National Committeemen: Samuel F. Colwell, W. E. Hutton &
Co., Samuel E. Magid, Hill, Thompson & Co., Inc.; Stanley L. Rog-
genburg, Roggenburg & Company. p

National Committeemen Alternates: Peter W. Brochu, A]len
& Company; Joseph D. Krasowich, Bonner & Gregory; Cyril M.
Murphy, John C. Legg & Company; Theodore Plumridge, Eastern
Securities, Inc.; Stanley M. Waldron, Merrill Lynch, Pierce, Fen-
ner & Beane.

Nominating Committee (Four (4) members to be eleqted):
Sidney Jacobs, Sidney Jacobs Co.; James Francis Kelly, Kidder,
Peabody & Co.; Walter V. Kennedy, Coffin & Burr, Incorporat_ed;
Ernest Lienhard, Troster, Singer & Co.; Daniel D. McCarthy, Union
Securities -Corporation; Herman D. Meyer, Joseph Faxjoll & Co.;
David R. Mitchell, Hill, Thompson & Co., Inc.; Daniel Gordon
Mullin, Tucker, Anthony & Co.; Raymond William Pyle, Shoell-
kopf, Hutton & Pomeroy, Inc.; Robert Victor Reid, Eisele & King,
Libaire, Stout & Co.; Herbert L. Seijas, Merrill Lynch, Pierce,
Fenner & Beane; Lewis H. Serlen, Josephthal & Co.; Andrew R.

Continued on page 46

Active Trading Markets

Maintained in all

PHILADELPHIA
BANK STOCKS

Send for comparison of 11 largest Philadelphia Banks

STROUD & COMPANY
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Tractor

I‘éctors

By IRA U. COBLEIGH

vl

Author of “Winning in Wall Street™

Contining some slight crop comment, and a rapid rural review
of the present prospects of principal fabricators of farm
i . machinery.

Just to avoid any confusion at
the start, a stockholder in, say
International Harvester is a
shareholder, and not a share-

cropper, even
though his in-
4 come ulti-
;mately de-
pends on
crops! With
this bucolic
bon mot prop-
erly ploughed
.- under, we can
“ now proceed
to the topic of
the day—farm
implements.
Forsix fat
postwar years,
this was a
golden busi-
mess. Racking up new high pro-
duction totals in almost every crop
you can name, the farmers of
America were, by 1946, in crying
need of new implements, and they
had more cash in their jeans than
at any time in history. So much so
that, in 1947, in an industry where
notes and time payments had been
standard operating procedure for
decades, 75%|0of farm implement
sales were for all-cash or trade-
ins plus cash.

Manufacturers just couldn’t
catch up and total domestic farm
implement sales rose from $763
mmillion in 1946 to over $2 billion in
1952. Strikes and material short-
ages stretched out the deliveries
but the demand — new and re-
placement—was there, and manu-
facturers and their shareholders
prospered accordingly. Seasonal
sales curves, so traditional in the
industry, had almost disappeared
until Spring 1950; and they dis-
appeared again for a couple of
years due to the frantic buying
engendered by the Korean War.
"Why in, 1951 farmers spent over
13% of net income on implements
—the largest bite in history, and
a far cry from the 614 % ratio that
had prevailed in the 1925-34 dec-
ade.

But by the Spring of 1952, the
Industrial complexion changed.

. Replacement had caught up, a
mnumber of crop prices had begun
to slip, farm income was lower,
and the lion’s share of sales were
back on time payment. And com-
petition got more acute. So by
mid ’52, we were pretty much on
notice that no matter how well

- things were going in other lines,
the bloom was off! the boom on

" the farm, and there was. slight

. cause for even cattlemen to be

_ bullish about plow shares.

Crops at Support Levels.

- The factors observable in 1952
- have loomed larger this year. A
‘ mumber of crops have dropped to

. government support levels (any
- one care for a couple of hundred

~million pounds of butter?). Wheat,
in ‘a growing, country like ours,

~ has displayed-an amazingly static

" domestic demand; and the drought,
‘which hit widely over. many sec-

" tions .of jour land, has cruelly re-
duced farm production and pur-
chasing power. Only last week
‘the headlines spotlighted the Cat-

‘' tlemen’s Caravan to Washington
and the: legitimate “beefs” of the

- beef growers who. have been
forced to sell cattle at 30% of last
year’s prices, as an alternative to
seeing steers starve to death on

.. the plains.

. Yes,, we have a lot of farm
gloom 3t the moment, and it’s no
wonder , that ;on the Stock Ex-
change; implement stocks are cur-
rently among those least .wanted;

. and some of them, displaying a

.. xeduction or omission of dividend.

Ira U, Cobleigh

With farm net income projected
at some 7% below the $14.3 bil-
lion of last year, some logic does
seem to be offered to those of a
bearish turn of mind.

“Unpopular” Bargains?

However, it is axiomatic in
Wall Street that unpopular stocks
are often the best buys, and since
some of the agriculturals are sell-
ing at 40% of their quotation a
short two years ago, it might be a
good idea to enquire if the gloom
here has not been over-accentu-
ated. After all, we still, all of us,
like “3 squares” a day, and 7,400
infant newcomers arrive at our
breakfast table each morning.
Farms are getting bigger all the
time (average 220 acres now, 148
in 1920) requiring further mech-
anization, there are fewer work-
ers; and rising costs require con-
stantly more efficient machines.
Further, the implement business
used to be mainly in big tractors,
and. combines; now we have an
amazing assortment of small and
baby tractors for the truck gar-
dener; and for the rural house-
holder and retired farm hobbyists,
who is snapping up midget trac-
tors and power cultivators hardly
larger than a power mower. All
this expands the demand, and will
continue to do so.

Another thing, for the past 20
years the farmer developed an
amazing political savvy, and it is
most illogical to assume that farm
prices will be allowed to slump
further without a powerful gov-
ernment pulmotor being deployed
into action. We’'ll never see 40c
wheat, and farm foreclosures a la
1932 again!

So let’s take a quick look at
some of the prominent purveyors
of implements to farmers, and see
whether their shares have become
sufficiently depressed by all this
bad news to rate a buy signal.

International Harvester

Biggest of them all is Interna-
tional Harvester with net sales
running above $1.2 billion a year
—30% in the farm trade (about
15% tractors and 15% imple-
ments), HR is also a large truck
manufacturer, an increasing fac-
tor in air-conditioning, and a big
contractor for the government.
Thus, due to its diversity, HR has
been perhaps less affected by the
farm slump than those deriving
a major percentage of earnings
from agriculture.

International Harvester com-
mon is a quality equity. It has a
durable and unbroken dividend
record since 1918, a book value (if
you- count subsidiary equity) of
above $54 a share, of which about
$14:is net current; about $1.50 a
share for 1952 in foreign undis-
tributed profits; estimated earn-
ings of between $3.75 and $4 an-
nually which is plenty of cover-

-age for the $2 dividend. All this

is quite a lot to acquire for $27
a share; 'an indicated current
yield of 7.4%. A high of 37 was
recorded in both 1951 and 1952, if
historical cheapness means any-
thing.

Deere & Company

The second largest producer of
farm equipment is Deere & Co.,
and it is running along earnings-
wise almost parallel to Harvester
(around $3.75 annually). Divi-
dend policy of Deere has been
conservative, however, and the-
last quarterly declaration was 50c
against 75c¢ a year ago, indicating
$1.50 for the calendar year 1953.

DE turns out a complete line—
tractors, -seeders, harvesters, till-
ing equipment and soil improve-

-one in Canada. -1t took care of its

long-term financial requirements

a year ago by the sale of $50 mil-"

lion in debentures and $20 million
in new common. Part of these
funds went for a big new chemi-
cal plant calculated to add di-
versity of products and stability
of earning power. Deere is a
great name on the farm, an enter-
prise well and conservatively
managed, and has been, through
the years, a fine farm-type equity.
It does not appear gaudily ap-
praised at 26 on the N, Y. S. E.

Allis Chalmers

Allis Chalmers ranks just be-
hind Deere as the third largest
farm implement fabricator and,
curiously enough. it is also third
in the electrical equipment in-
dustry, coming after General
Electric and Westinghouse.  Its
Tractor Division, which contrib-
utes some 58% of net sales, in-
cludes industrial as well as farm
tractors. For these reasons Allis
Chalmers, producer of over 1,600
individual products, has been re-
garded as s more varied enter-
prise than most so-called “farm
implement” companies; but that
hasn’t stopped AH from ’riding
with the pack and hitting a new
lgw for the year, in a recent ses-
sion.

For some years, Allis-Chalmers
was dogged by labor problems,
including a brutal strike that
lasted for all but one month of
1947. Now, however, labor-man-
agement relations appear satis-
factory, stabilized by a five-year
union contract which doesn’t run
out till June, 1955.

AH has an aggressive manage-
ment with an expansion view-
point as is indicated by the recent
purchase of Buda Co., renowned
producer of enginhes, tractors, and
material handling equipment, for
100,000 shares of AH stock.

For the stock buyer, two vehi-
cles are available, the common
around 43 paying $4 out of indi-
cated 1953 per share net of about
$7; and the $3.25 preferred, con-
vertible into two shares of com-
mon. Both the current yield on
the common, 9.3%, and the fact
that the stock is down 16 points
from the year’s high, suggest that
the stock may be at, or somewhere
near, a favorable buying area.

Others we might talk about
would include Case, which started
1953 with a dreary first quarter;
Oliver Corp., right near its year’s
low; F. E, Myers Bros., whose
shares are closely held; and Mas-
sey Harris, leading British Em-
pire entry.

Minneapolis Moline

For the .quite speculatively
minded, a look of Minneapolis
Moline might be worthwhile. This
outfit has had a heavy earnings
slippage this year and the recent
dividend omission on the common
sent the shares to a six-year low.
If things down on the farm don’t
get any worse, however, Min-
neapolis Moline common might
show . quite a bit of market re-
silience. It’s heavily leveraged
with. only 903,270 shares; and
there’s also -a $1.50 second pre-
ferred you can acquire at around
19 convertible into 1% shares of.
common, )

Minneapolis Moline, while a
relatively small producer, has a
well regarded line of tractors,
harvesters, corn pickers and
shellers, cultivators and mowers.
A little dose of inflation and a
turnabout in farm prices may
make this a good earner again.

All of the companies touched
upon above have, in various vol-
umes, government contracts.
These will probably total less
next year, but this section of the
business has always been con-
ducted at the least profit. New,
service parts, and replacement
sales have been the principal
basis of earning power here.

4,300,000 tractors are now fur-

ment tools—in 15 U. S. plants plus rowing the topography of Amer-

ica, indicating annual replacement
alone  of above 200,000 units.
Tractors are the major factor in
the industry we’ve sketched to-
day. As long as we keep eating,
they’ll keep running and farmers
will keep buying them. And
whether Republicans or Demo-
crats are in the saddle, the farm-
ers will, in due course, be eating
high on the hog again!

Continued from page 2

The Security
I Like Best

business,. I have always found it
more profitable to adopt an “ag-
gressive” investment policy and
consequently - search for “bar-
gains,” that is, selected issues
selling well .below their intrinsic
values.

In adopting this method of in-
vestment, our firm has, over a pe-
riod of 20 years, achieved much
better than average results for our
clients. Applying this principle
today, I venture to say that an in-
vestment in the common stock of
the Gruen Watch Co. will show a
better than average result over the
next few years either as to yield
or as to capital gain.

In choosing this stock, at this
time, I have taken into considera-

tion that the industry is very:

competitive and that it is more or
less cyclical. The fact that it is
traded “over-the-counter” is per-
haps a psychological factor al-
though some of the largest brok-
erage firms have lately attempted
to educate their clients with the
countless opportunities existing in
this very important segment of
the investment business.

The Gruen Watch Co. is one of
the country’s oldest manufacturers
of fine watches, having been in-
corporated in Ohio in March, 1922,
as successor to the D. Gruen Sons
Co. Reorganized in 1935, it is‘now
the second largest company in the
United States. Factories are lo-
cated in Cincinnati and Norwood,
Ohio, Union City, N. J., Toronto,
Can., and Bienne, Switzerland. It
manufactures a diversified line of
men’s and women’s watches in
about 250 models, retailed
through over 8,000 jewelers.

The last decision of the Su-
preme Court regarding the “fair-
trade” laws will undoubtedly be
of great benefit to the company’s
widely advertised products. Also,
the company has obtained a very
sizable government contract in the
production of defense items.

TERN,
CHATIANGOCA @
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As of March 31, 1953, Gruen
Watch was in a strong financial
position. Current assets total $16.3
million against current liabilities
of - $5.8 million, giving working
capital of $10.5 million and a cur-
rent ratio of over 2.8 to 1. Long-
term debt was only $1.9 million,
payable through 1958: Equity
capitalization consists entirely of
396,956 shares of common stock.
Book value was $29.37 a share.

The very large deductions made
by Gruen Watch for depreciation
and amortization suggest that the
figure of $2,094,246 for plant and
equipment is indeed very conser-
vative,

One way to ascertain the at-
tractiveness of a common stock is
to compare it with the stock of its
closest competitor. I am, there-
fore, listing here below some facts
and figures taken from the annual
reports of the two leading watch
manufacturers for the fiscal year
ended March 31, 1953:

Gruen Watch Bulova Watch
Per Dol, Per Dol.

Mkt,

Per Sh. Value Per Sh.
Pres. Price __. $15
Inc. bef. taxes 8.24
Net Income ..
Cur. Div.
Retained Earns,
Book Val, __.__
Net Cur. Assets
10-Year Aver..

Sereses
OO ND
oo o

=3
I
=

3.07

Selling at less than 3% times
last year earnings, and about 70%
of its net current assets, to yield
8.3%, the common stock of this
long established, well-managed
company seems to offer excep-
tional opportunity for apprecia~
tion in price.

Henry Nau, Jr. With
Don W. Miller & Go.

DETROIT, Mich.—Don W. Mil-
ler & Co., Penobscot Building,
members of the Detroit Stock Ex-
change, announce that Henry Nau,
Jr., has become associated with
them, Mr. Nau was formerly with
Bennett, Smith & Co.

3 With Williston, Bruce

(Special to THE FINANCIAL CHRONICLE)

MIAMI BEACH, Fla.—Francis
M. Brady, Cressell E. Stedman, Jr.
and Lloyd R. Gear have become
connected with J. R. Williston,
Bruce & Co., 631 Seventy-First
Street. Mr. Brady was formerly
with Merrill Lynch, Pierce, Fen-
ner & Beane,

Joins Kennedy-Peterson

(Speeial to THE FINANCIAL CHRONICLE)
HARTFORD, Conn.—Donald H:
Clauss.-is now with Kennedy-

Peterson, Inc., 75 Pearl Street.
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The Future of Ceal

By JOSEPI PURSGLOVE, JR.*
Vice-President, Research and Development,

Pittsburgh Consolid

ation Coal Company

After describing conditions in the coal industry, Mr. Pursglove
reveals impact of displacement of coal by oil as a fuel for loco-
_motives and homes. Reveals efforts now being made to develop
new markest for coal and at same time reduce costs by mine

modernization. Points out

high cost rail transportation is a

problem and is being supplanted to some degree by motor and
river transport. Finds electric power industry fastest growing

coal consumer,
chemical and

and calls attention to greater use of coal in
metal production. Points out present largest

single user of coal is Atomic Energy Commission and concludes

in future, coal will become important source of liquid fuel.

When we try to adjust our spy-
glass to get the total coal industry
into clear focus, we find we can
only see a blur and, at best, can
get only a
complex = im-
age into view.
In this field of
vision are.
more than 7,-
000 companies.
T h e majority
of these are
small, operat-
ing one or two
mines where
in many cases
the mines pro-
duce less than
100 tons a day
for only a few
working days .
per year. By careful adjustment
of the lens, one can make out vt.he
larger well established companies
with many mines that produce
many thousands of tons a day.
“This latter' group of the larger
companies represents the minority
part of the industry so far as num-
bers are concerned, for in coal it
requires over 300 . companies to
produce as much as 80% of ‘ﬂ}e
total tonnage.- As you. know, In
other” major industries only a
handful of companies produce
over 80% of the products mar-
keted.

Joseph Pursglove, Jr.

Paradoxes

The coal industry is a study in
paradozes.- For example:

We hear it said that the indus-
try is dead, or that its sickness
will lead.to its early end. Yet, if
coal production were to cease for
a period of 90 days, great cities
all over the U. S. A. and Canada
would be browned out, maybe left
in total darkness with no -indus-
‘tries operating, no water flowing
in the pipes.

While coal is acknowledged to
be this country’s greatest natural
resource and while the assessed
value of its reserves exceeds the
value of most other whole indus-
‘tries, the annual rate of net earn-
ings of coal companies is “the
lowest of all those in basic indus-
tries.

The workmen who mine coal
are paid the highest daily earn-
ings of any industry group in the
country, yet the miner is often
labeled, “The Forgotten Man.” .

Bituminous coal production is
not centered in just one part of
the country. Mining is carried on
in 30 states. While the bulk of
national production comes from
Pennsylvania, West Virginia, Ohio,
Kentucky, Indiana, and Illinois,
coal is also mined in North Caro-
lina, Texas, Colorado, Washington
State, Oklahomd, Michigan, and in
other widely scattered parts of the
country. In addition to geograph-
ical differentiations, wide differ-
ences in the quality ofcoals in
one district of a single. state as
aggainst another, the differences in
thickness of seams, and other

physical- characteristics, make it

most difficult for me today to
project a future for the whole coal

industry. There is still another’

#An address by Mr. Pursglove before
the Utility and Coal Forum of the Great
ll;nl&ess Rggmnafl sConference of the Cleve-

nd Society of Security Analysts, Cleve-
Iand, O, Oct. 13, 1953, 2o e

ized for FRASER

/Ifraser.stlouisfed.org/

factor that makes such a projec-
tion tough. There isn’t any single
part of the industry which can be
said to represent a middle ground
between the thousands of small
companies and the comparativ}ely
smaller number of larger corpo-
rations in the business. "

The Northeastern Appalachian
Area §

Thus, I must resist the tempta-
tion of attempting to project a
future for coal that would apply
equally or fairly to the total in-
dustry, spread as it is through 30
states of the Union. But, I believe
I can give you a clearer picture
if I confine my comments to coal
in the northeastern Appalachian
area, where the company with
which I' am associated operates
mines in western Pennsylvania,
northern West Virginia, eastern
Ohio and eastern Kentucky. Once
I have reviewed this picture of
this area.of the coal industry, you
will have to draw your own con-
clusions as to how closely it may
represent the total coal,industry-

© By, late 1945, it had become

quite clear that the coal industry _j‘

would begin to lose a substantial
part of two of its historically large
markets. Diesel fuel was replacing
coal on our country’s - railroad
locomotives, and the American
home owner, long a substantial
consumer of coal, was beginning
to switch in large numbers to
natural gas and oil. Without at-
tempting to minimize the effect of
these increasing losses to the coal
industry, I believe I can say that
it ‘was only after these losses
faced us that we were ready to
make truly scientific efforts and
employ new approaches in order
to develop progress toward an ex-
pansion of coal's markets. The
new markets are going to be dif-
ferent from the old ones and will
require a- great many changes in
our industry to reach them.

Developing New Markets

When any -industry such as ours
is placed in a position of being so
strongly ‘dependent on two large
markets for the sale of about half
of its product, that very depend-
ence tends to exert an over-riding
influence of the general opera-
tions of the industry. We know
that when a large iproportion of
our: industry’s ‘total output was
going to the home and railroad
markets that we had to place our
emphasis on mining the coarse
sizes of coal. As long as the rail-
roads used 25% of our -product
we were pretty well tied to their
apron. -strings on transportation
problems. Realizing as most of us
did, or should have in 1945, that
the long-term outlook for these
two markets was not good, it was
necessary to immediately plan the
developmernt of other concepts
that would fit the markets which
would expand through the years.
We would have in the future more
freedom of action in the matter
of mining practices, preparation,
and the transportation of our
product to market.

One of the first moves of coal
companies, once they faced up to
these unpleasant facts, was to
round out their coal reserves pic-

ture so that they would be in
position to assure the large and
growing coal consumers of the
future of a long range supply of
coal that definitely fitted into
their specific needs. This meant

* that many companies would have

to dispose of acreages acquired
years ago to serve the older mar-
kets and acquire new reserves,
perhaps in entirely different loca-
tions of the country, that fitted -a
realistic assessment of these fu-
ture needs. :

Every company that decided- to
meet the challenge of these
radically changing conditions had

also to make a rigid and continu-:

ing examination of its existing
mines. This examination would
have to include, of ‘- course, an
evaluation of the factors of costs
and future markets, and would
have to determine whether - the
reserves assigned to these mines
would warrant an expenditure of
the sizable sums necessary for
complete modernization purposes.
As was expected, it has been
found by many coal companies
that several of their mines would
not stand this type of test. Some
very old mines were approaching
exhaustion and others had high
cost records with little promise of
improvement. As-.a consequence,
the number of mines operated in
this Appalachian area today has
been substantially reduced over
the past eight years. In the case
of our own company we were
operating 46 of our own mines ‘in
1947 and are now operating only
33. Yet our annual productive.ca-
pacity has changed very little. We
have disposed of thousands of
acres of coal lands that had been
carried by the predecessor com-
panies for over 50 years and have
acquired many thousands of acres
of new coal ‘lands more strate-
.gically located for the coal busi-
ness of the future. )

Mine Modernization

Having decided from a study
of mining properties what mines
were going to serve the long-
range markets, most companies
have undertaken a program of
complete mine modernization.
Again, in our own case, since 1945
we have poured back into new
properties, and into new plant and "
equipment, more than $90,000,000.
I believe this reinvestment' of
funds—most of which were taken
from earnings — is certainly a
strong demonstration of our basic
confidence in the long-range fu-
ture of coal.

If one questions whether these
modernization programs have
been a good investment, I ‘can
give you some figures which will
prove the point and which I be-
lieve to be generally typical. Per-
formance of our company’s mines
in 1952 gave us an average, pro-
ductivity of 10.5 tons per man-
day. This represents an increase
of 50% over the man-day produc-
tion record of 1946 before most
of these improvements mentioned
above were made. Currently, the
average daily rate .paid  to all
miners is close to $19.50 You can
readily see from this figure what
it means to a coal operating. pic-
ture .to be able to increase pro-
duction. per man-day by this fig-
ure I have just quoted. There is,
however, another set of figures
which perhaps more clearly illus-
trates my point. Wages have in-
creased around $5.25 per day since
the middie of 1948 and Welfare
Fund payments have increased
30¢ per ton, yet the average price
charged for coal f.o.b. the mines
in 1952 was lower than it was four
years earlier. )

High rail transportation costs
are a very real problem for us in
coal because we must never stop
struggling to keep it competitive
with the other fuels which are
not saddled with such a burden.
Gas moves by pipeline; oil by
pipeline, tanker, and rail; water
power moves by wires; yet over
80% of all coal today must move

Continued on page 29
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From Washington
Ahead of the News

By CARLISLE BARGERON

It the Democrats were in power now. and confronted with
Secretary of ‘Agriculture Benson’s problem of agitation on the
farm front, you would see an entirely different handling of it, not
one necessarily that would be helpful to the farmer but which
certainly would be helpful politically. They .
would likely set up an investigation by a Con-
gressional committee to-learn about the ‘“sin-
ister” forces responsible for the agitation, Well,
it wouldn’t exactly be a case of learning about
them, it would be for the purpose of pillorying
them before the public. Regardless of the
merits of the complaints they would be lost
sight of in the attendant mudslinging, and the
agitaters or.complainants would be completely
discredited in the public eye. ,

I told last week about how the great
demonstration of cattlemen which came to
Washington in kusses was a- synthetic thing,
organized by enemies of the present Adminis-
tration. Another hullabaloo now is being raised
against the Agricultural Secretary’s reorgani-
zation of the Soil Conservation Service. Spear- "
head of this agitation is the National Association of Soil Conser-
vationists. Who are they? Primarily, they are not tillers of the
soil, men who have been hit by the drought, by falling farm
prices. They are the bureaucrats who feel their jobs are in jeop-
ardy, and undoubtedly some of them are. ;

Aside from ‘the adminstrators in Washington, there are seven
well paid regional directors and under these regional directors a
good 1,200 district directors and each district director has a staff of
technicians. Calling themselves scientists and assuming that mys-
terious and aloof aura which.our atomic specialists have come to
assume, these fellows have come to be an influential body in our
citizenry. In the farm country, I am told, they have about the same
hold over the people as the clergy. -

Soil conservation is older than the New Deal but it was under
the New Deal that its functionaries flourishedto their ‘present
eminence and numbers. They were a part of the vast agricultural
political machine which Henry Wallace built up with the aid of
the American Farm Bureau. With the passing onto the pastures
of Henry Wallace and the death of Roosevelt, a new leadership of
the Farm Bureau has been trying to get it away from its old moor-
ings without complete success by far. The Conservation function-
aries claim now that they are neither Democrats nor Republicans
but just detached careerists. ‘Secretary Benson, or more likely his
more political-minded aides, have heard this ofe before and it is
a lead pipe -cinch that if these gentlemen are removed from poli-
tics as they claim, they are imbued with the New Deal philosophy
that the Federal Government must do everything and is respon-
sible-for their livelihoods. )

Now, what does this Service render to the tiller of the soil?
Well, a tiller of the soil will have a plot of ground and he will
call for a specialist to come over and tell him what it would be
best to devote this plot to—alfalfa, corn, wheat or whatnot. 'The
specialist will make tests, tell him the crop and then get out his
maps and show him how to contour it. When I was a kid I remem-
ber the Agricultural Extension-Services conducted by the colleges
and how experts from these colleges were all over the place con-
tinually advising the farmer. 1-understarid the Conservation Serv-
ice “works very closely with them.” ‘ i

There is a companion service to this one known as ACP, Agri-
cultural Conservation Paymeénts. You would literally be amazed
at the number and the nature of the “services” rendered by the
Department of Agriculture. Senators have frequently regaled their
colleagues with the reading of a Department pamphlet on such as
“The Love Life of a Bull Frog.” But the Senators go right on
voting appropriations for the Department just the same because
if you try to cut any of the Department’s appropriations there will
be vested interests such as the professional or career Conserva-
tionists o arise and say you are an enemy of the farmer.

" Being against large appropriations for the Department or even
against the Department itself is not at all synonymous- with being
against the farmer.

Well, in the 80th Congress when the Republicans controlled
both Houses, they made an exhaustive study of ACP, the conser-
vation payments. Under this, the farmer is supposed to get a
payment for conforming to prescribed rules in the planting and
rotating of his crops. The Republicans found out that the average
farmer got no more than $6 a year and was disinterested. More-
over, the average farmer, it seemed, didn't even get this $6 in
cash. Through some deal, a’'sack of limestone or other fertilizer
was just dropped off at his gate once a year.

Nobody in the world loves the farmers more than the Repub-
licans. They have always been the mainstay of Republican strength.
But the Republicans, completely convinced that the farmers didn’t
care about this sack of fertilizer, decided to cut the ACP appro-
priations in half with a view to eliminating them altogether the
following year. Washington lobbyists for fertilizer interests, par-
ticularly one who is quite energetic, worked up such an agitation
that the Republicans thought the roof was falling in. There are
indications that these lobbyists, feeling they are indirectly affected
or will be affected if Benson isn’t stopped, are working hand in
glove with the professional soil conservationists. -

Confronted with a similar situation back in the early 30’s
when they were trying to pass utility legislation and seemed to
be blocked in their tracks, the New Dealers with Hugo Black
called their Senate Lobbying Committee into an “emergency”’
meeting. And when they got through beating the electric power
utilities over the head with revelations of “scandal,” passage of
their legislation was easy and the utilities are just now beginning
to come up for air. The Republicans have got to learn these tricks.
A good investigating. committee could make monkeys of the career
conservationists, the “indigent” cattlemen and the fertilizer lobby=
ists, and the farmer would warm right up to them. -

Carlisle Bargeron.
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Adding new coke ovens to help meet
demands of increasing steel capacity

“The making of coke is a little known but

" vital link in the steel production chain—an

important “behind the scenes” contributor
to the spectacular advance in the quantity,

* quality and variety of steel output. National

Steel, now operating hundreds of coke ovens,

is adding over 100 more to help supply the.
-larger volume of pig iron required by National

“Steel’s expanding steel-making capacity.

“ The coking process starts with selected coal,
_washed, sized and blended so that it is virtu-

ally a manufactured product. This coal is
““baked” for about 18 hours in the coke oven.
About 70% of the weight of the coal becomes

_ coke. Most of the remainder is recovered in

the form of gas, chemicals, oils and tars—

NATIONAL STEEL

GRANT BUILDING

from which come an array of products rang-
ing from antibiotics to nylons.

As pictured here; white-hot coke is being
pushed from an oven into a special car, for
transportation to a quenching tower. The
quenched coke is then dumped on the sloping
wharf at the right and carried by conveyor
to a screening plant for separation into
various sizes. The large lump coke is then
burned in the forced draft ofpthe blast fur-
naces tosmelt metalliciron from its native ore.

As in-all phases of production, these coke
plants are equipped and operated under the
modern standatds which maintain National
Steel’s position as a steel industry leader.
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Atomic Energy—A Look Ahead

By GORDON DEAN*
& Lehman Brothers, New York. City

Former Chairman, Atomic Energy Commission

Former atom chief declares United Nations must make Russia
understand that if she moves in any quarter of globe, she will
be struck hard at every element which supplies her troops.
Warns within two years Russians will be able to obliterate this
country with surprise atomic attack, Predicts through peaceful
use of atom by 1963 at least 10% of all new U. S. electric
generating facilities will use atomic fuels; Navy submarines,
aircraft carriers and large vessels, as well as ocean liners will
be atomically powered; and atomic-powered aircraft will be

developed. Maintains atomic-powered automobiles

are out of

the question, not only for next decade, but probably forever.

1 am going to discuss the atomic
energy industry — and what it
means to our present and may
mean to our future. First, let me
briefly de-
scribe the
program to
you. It is op-
erated by a
Commission of
five: civilians
and ‘a staff of
trained tech-
nicians. The
work is car-
ried on prima-
rily through
field operation
offices. There
are only about
7,000 employ-
ees of the
Atomic Energy Commission but
there are far more than this—
some 140,000 — working on the
Commission’s program. There are
the employees of the industrial
contractors under contract to the
Commission who build and oper-
ate its various facilities which are
spread from one end of the coun-
try to the other and located in
one-third of the states of this
country. When the current atomic
energy expansion program is com~
pleted there will be an investment
in plant and equipment of close
to nine billion dollars.

Gordon Dean

Program Primarily Military

The program has been prima-
rily a military program. Today
virtually all of our efforts to get
uranium and process it into the
cores of atomic bombs are in sup-
port of the goal of making
America very strong in a very un-
certain world.

But there have been other parts
of the program which in the long
range will have great significance.
Some of these too are the result
of military interests. Next sum-
mer the first submarine to be
propelled by a nuclear power
plant will make its trial run, If
present developments are success-
ful we will have, within a few
years, an airplane propelled by a
nuclear power plant and' capable
of almost unlimited range. During
the next few years both the
Atomic Energy Commission and
private industry will be engaged
in intensive efforts to develop a
reactor to produce economic
power competitive with coal, oil
and gas.

It is very difficult to predict
with any degree of certainty just
where these lines of endeavor
may lead us, for our rate and
direction of progress will be de-
termined far more by unpredict-
able man than it will by the pre-
dictable atom. It is, therefore, im-
possible to foresee just where we
shall be in the development of
atomic energy a decade from now;
it is only possible to predict where
we can be if we want badly
enough to get there.

Nuclear Fuels in 1963

It is quite possible that at least
10%, and possibly more, of all
new electric generating facilities

*Address by Mr. Dean before Fiftieth
Anniversary meeting of the Motor Truck

Industry of Southern California, Los An--

geles, California, Oct. 23, 1953,
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being built in the United States in
the year 1963 will use nuclear
fuels.

In 10 years we should also be
able to have in operation a num-
ber of reactors capable of produc-
ing power and breeding new nu-
clear  fuel from uranium or
thorium at the same time.

In addition, the next 10 years
should see the use of atomic en-
gines, not only in submarines, but
also in large surface vessels, such
as aircraft carriers of the U. S.
Navy—if we want them. It is also
possible, although less likely, that
an atomic propulsion plant will
be developed that could be used
economically in commercial ships.
We. may not see all this in 10
years, but it is virtually certain
that we could see it within the
next 15—again, if we want to.

Another possibility for the next
decade is an atomic-powered air-
craft for the Air Force. Whether
this is achieved depends almost
solely on how much money the
government is willing to spend
annually on its development. I
would doubt, however—no matter
how much money is spent—that
there will be any atomic-powered
airplanes in commercial use
within 10 years, although it is
quite possible that this will be-
come a reality later on.

One place where the atomic en-
gine may come into its own is
in the now all but forgotten field
of dirigibles. A dirigible could
carry aloft the very heavy shield-
ing required for an atomic engine
much more easily than could an
airplane. The danger of fire would
also be greatly reduced by the use
of atomic fuels, for they will not
burn in the sense that gasoline or
oil will. Although I would be a
little surprised if any atomic-
powered dirigibles were to be in
commercial service by 1963, I be-
lieve an experimental model could
be in the air by that time if some-
one were willing to pay for it.
I can see no reason why someday,
‘possibly within 15 or 20 years,
such aircraft should not be avail-
able for commercial use.

I believe it would even be pos-
sible within the next decade to
have atomic-powered locomotives.
I should be surprised, however if
this were attempted by so early
a date. The special hazards pre-
sented by an atomic engine and
the expense of developing one
that might fit a locomotive effi-
ciently suggest that other possible
uses of atomic power will be de-
veloped first.

Atomic-Powered Automobile
Out of Question

In regard to atomic-powered
automobiles, which have been dis-
cussed a good deal, I feel that
they are out of the.question, not
only for the next decade, but
probably forever. The very heavy
and bulky shielding required to
seal in the deadly radiations
‘emanating from atomic reactions
‘would seem to preclide their use
in so small a vehicle. Also, an
atomic reaction requires a mini-
mum amount of nuclear fuel (a
“critical mass”) before it will op-

-erate. The .amount of power

needed to propel an automobile is

)
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far less than the amount that can
be produced by a critical mass of
nuclear fuel. This would therefore
seem to be a highly inefficient use
of so valuable a' source of power.
There is, however, a chance that
someone may someday find a way
to convert the very intense radio-
activity of the ashes of a nuclear
fire (fission products) into heat.
If this were accomplished it might
be -possible to use small quanti-
ties of these ashes to produce heat
to drive such small vehicles as
automobiles and trucks. I cannot
see this being done within the
next decade, however. ’

In general, in the field of power
I look for atomic energy to be
utilized gradually where large
sources of power are required,
such as in central-station electric
generating plants, in ships, and
possibly in some types of large
aircraft. I do not look for it to be
used, at least for some time,
where ‘very small sources of
power are needed, such as
house furnaces, small aircraft, or,
as we have seen, in_automobiles.
But the use of atomic energy
where large sources of power are

required will certainly free- our -

supplies of oil, coal, and gas for
wider use in other places. i

In fields other than power, I
would expect that during the next
decade radioisotopes and other
sources of nuclear radiation will
come into ever wider use ‘in
medicine, industry, and agricul-
ture. More people will be trained
in the techniques of using them,
and the lives of more people will
be helpfully affected by them,

Must Find Peace Answer

But the peaceful applications of
the atom mean very little if we
do not find the answer to peace.
Tomorrow is United Nations Day
and this, I think, is an appropriate
departure point from which to ex-
plore for a moment the history of
our~ effort to control the atom.
Perhaps the most generous ges-
ture ever made by a- great power
was that embodied in the Baruch
proposals for the international
control of atomic energy—later
embodied in the United Nations
plan which would have esta-
blished an international coopera-
tive agency charged with the op-
eration of all atomic activities on
behalf of all the signatory nations
and would have provided for the
prohibition of the manufacture of
atomic weapons. But it became
quite clear by 1948 that a stale-
mate obtained between the major-
ity of the United Nations and the
Soviet bloc. The atomic impasse
exists because of an over-all
Soviet refusal to join cooperative

efforts to promote world peace’

and security.

In January of the last year the
commission for conventional arm-
ament and the United Nations
Atomic Energy Commission were
merged into a disarmament com-
mission. This commission worked
zealously to develop a plan of
disarmament. The plan provided
for stages of disarmament — the
first step being disclosure of the
armed might of the various coun-
tries. Later was to come verifica-
tion by United Nations teams and,
eventually, through a series of
stages, disarmament itself. The re-

port of the commission handed.

down earlier this year sadly re-
counts the obstructive tactics of
the Soviet representatives from
the first to the last.

I do not think that people real-
ize how continuous has been the

study in the United Nations and
in the United States Government
of the question of disarmament
and particularly the international
control of atomic energy. But
through these years we have been
constantly faced with the refusal
of the Soviet, under any plan, to

" Continued on page 36

in -

X F]

Public Utility Securities
By OWEN ELY
Are the Utilities “Losing Out” on Atomic Power

For some time five utility and industrial “teams” have been
working on the question of atemic power practicability, with the
cooperation of the Atomic Energy Commission but without (as yet)
the needed assistance of Congress. But recently the AEC sud-
denly decided to take matters into its own hands and build a large
power reactor, in order to make a better determination of oper-
ating problems and costs. Westinghouse Electric has obtained the
development contract and Rear Admiral Rickover, who. sparked °
the atomic submarine program, will be loaned by the Defense De-

. partment to take charge of the job. The five teams will have

access 10 the aata obtained as the project progresses, it is in-
dicated.

While the location of the new plant has not been definitely
decided as yet, Oak Ridge in Tennessee appears to be the likely
spot. It will probably have at least 60,000 kw. capacity. “Business
Week” (Oct. 31) has estimated the construction cost at around
$30-$40 million, or about $500-$670 per kw. as compared to $160-
$200 per kw. for a similar steam generating plant. /

«Business Week” estimates that for the investor-owned utility .
to get a return on its investment, {‘a rate of 3'or 4 mills per kwh. is
needed if the plant runs at 70% of capacity—which is above aver-

~age demand. Add to this fuel: costs of 2 to 3 mills and you get

production costs ranging from 5 to'7.mills per kwh. The nearest
approach to a firm figure on nuclear power costs is 2 mills or less '
per kwh. for fuel. The capital costs are ‘in- the realm of guess, but
if they run much over $200 per kw. of capacity, the plant won’t be
competitive.” ‘ T :
Perhaps a broader discussion of cost factors would be of inter-
est. Investor-owned utilities in :1952 obtained an average rev-
enue per kwh. produced of 1.68¢ ‘(the-amount per kwh. sold would
of course be somewhat higher,*since:some kilowatts are lost im

- transmission used in production). *This amount was distributed as

follows (the fuel item is on the low side because no adjustment

has been made for hydro power): :

Percentage of
Total Cest

Cents

Other Operating Expenses
Depreciation

‘Taxes

Capital Costs (Net Oper. Income)

Total Costs per kwh. Produced.__. 1.68¢

It is unfortunate that the private utilities will not have the
opportunity at this time to try out atomic energy as a substitute
for other fuels in one of their own plants, because the use of Gov=-
ernment money creates an entirely new setup from a cost angle.
However, if accurate kwh. operating costs are obtainable later,
these can be used by the utilities to substitute for their own coal-
burning cost figures. The major cost problem from an operating
angle is whether the saving in fuel will prove sufficient to offset
the probable increase in other operating expenses. Such expenses
may rise sharply due to the obvious difficulties of operating and
maintaining the atomic reactor as well as disposing of radioactive
waste, by mechanical or robot methods, so that the personnel will
be fully shielded and protected from poisonous emanations and
rays. Initial operating cost may thus be very high. Eventually,
by experience and by building on a very large scale, such costs
may be reduced on a kwh. basis.

Non-operating costs, which are largely proportional to the
bigger plant investment, would be much higher for the investor-
owned utility than for a government plant. Thus, assuming that
plant cost should be twice as great as for the conventional plant,
half of the private utility’s overall cost (depreciation, taxes and
capital cost) would be correspondingly doubled, except for the
item of income taxes. Thus, even if the utility broke even on
operating costs—that is, if fuel savings should offset.the higher
labor cost of operating the reactor—overall kwh. cost might still
be nearly 50% higher. But an agency of the Federal Government .
such as the AEC could prebably save most of the higher capital
cost.. It could use 3% money instead of 6% capital, which would
exactly offset the higher cost of construction (assuming this were
double). It would also save well over half of total taxes, since it
would not have to pay any income taxes, and this saving might be
adequate to offset the doubling of depreciation accruals.

It may be that some of the large utilities will have future
opportunities to pool their resources and build atomic energy
plants of their own, as an outgrowth of their “team” experience.
This probably will require new legislation by Congress, and per-
haps an agreement by the Defense Department to buy plutonium
as a by-product. But the present danger is that, with the Federal
Government {irst in the field, and with the obvious advantages
which the AEC will enjoy with respect to (1) tax savings; (2) cheap
capital, and (3) operating secrecy, the tendency toward a govern-
ment.monopoly may continue. This would parallel the New Deal
priorities in hydro development—despite the expressed reluctance
of the present Administration to favor public power development.
The private utilities should, therefore, maintain their present re-
search teams and be prepared at the earliest opportunity to build -
their own plant so as not to be “frozen out” of this new field.

Because of the initially high costs, it seems probable that the
government’s best efforts might well continue to be devoted to
developing the new source of power for mobile and specialized
uses. Only the submarine development has thus far been pushed .
through to final accomplishment — the use of atomic power on
carrier battleships is reported abandoned,  and potential use in -
airplanes is developing very slowly. But it is obvious that for war .
and defensz purposes the new fuel may prove invaluable for many .
uses other than bombing, once it is brought under control. There -
is some talk of building portable power units which could be -
rushed from one area to another to supply emergency light and
power in the event a city were devastated by A-bombs or
H-bomb‘s, or by other causes. Also, portable power plants might
prove highly useful in the polar regions or the tropics, or in other °
areas where fuel is scarce and expensive, ‘

i
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The world's most modern
Fluid “Cat Cracker”—tumn-
. ing out top grade petro-
leum products at The Pure
Oil Company’s major re-
finery in Toledo, Ohio.

To get more “cream”
from the crude . .

.
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Be sure with Pure
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This November, a modern Fluid
Catalytic Cracking Unit goes “on
stream” at Pure Oil's Toledo, Ohio,
refinery.

Early in 1954 at Pure’s Smiths
Bluff Refinery near Beaumont, Texas,

one of ’She largest Orthoflow Fluid

Catalytic Cracking Units in the world
will be put into full production.

+ "These newest additions at two of

Pure Oil’s major refineries are sig-
nificant forward steps in‘this com-
pany’s over-all program to increase
flexibility and to get more and better
products out of each barrel of crude.

By such timely additions, Pure
Oil products are kept at a top-qual-
ity level, in the front line of all the
products in this highly competitive

industry; v

'The Pure Oil Company -
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Free Enterpnse—
A Two-Way Street

By PROFESSOR WILLIAM F. EDWARDS*

Dean, College of Commerce,
Brigham Young University, Provo, Utah

Dr. Edwards maintains America’s great economic growth and
strength result not from chance, but from American way of

life, based on principle that “security depends upon insecurity,

”

and right to succeed depends on preserving the risk of failure.
Cites situation in butter and savings bonds as demonstrating

we cannot “play ostrich”
setting national pelicies.

in evading our responsibilities in
Concludes with boom on the wane

we must test each proposed policy not by standard of personal
gain but by its harmonization with Free Enterprise system.

I thrill in meeting with large
groups of chosen people, and we
in America are truly a chosen
people in today’s world-wide
drama. Old
Glory on dis- - =
play is always
an inspiration.
I don’t know
if Betsy Ross
really made
the original
red stripes
out of petti-
coats. But I do
know what
Old Glory
symbolizes
and what
makes her
wave proudly
and majestic-
ally.

She represents courageous
George Washingtons sustaining
armies in defeat but ultimately
leading them to victory. And the
humble George Washingtons on
their knees at each Valley Forge.

She represents John fighting on
the battlefields, sometimes dying
but more often surviving and re-
turning home to take his place as
a citizen of a great democracy.

She represents Jack in the re-
search laboratory testing and de-
veloping better materials, and Jim
in the plant finding ways of pro-
during better goods at lower cost.

She represents the millions of
families who have children and
strive to develop their talents, and
to live sufficiently frugal that
they save a part of their earnings.
And she represents this nectar of
their labors which is invested in
tools that make possible the in-
crease in our productivity and
thus a rising standard of living.

She represents our success sto-
ries. There is the poor widow's son
who becomes the community’s
leading citizen. Yes, there is the
boy who liked to play baseball
more than eat who now. hits a
home run at the World Series.
‘There are the du Ponts and the
General Motors, each of whom
probably contribute yearly more
to the economic welfare of man-
kind than some nations whose

Dr. Wm. F. Edwards

flags adorn the halls of the United .

Nations.

The greatness of our success
can be fully appraised only by
recogmzmg those who. tried and
tried again but failed. For each
successful patent there are thou-
sands that do not reward the in-
ventor. For each producing oil
well there had to be drilled nearly
one hundred dry holes. It takes a
book to record the history of all
the "automobile companies that
contributed to the growth and de-
velopment of this great industry,
while you can. count upon your
fingers the makes that continue
to grace the roads.

This spirit of adventure, the
willingness to take a chance at the
risk of failure, is part of the spirit
<f Old Glory. To lose that spirit
would be like changing the red
stripes to pink or removing the
stars from the field of blue.

*An address by Prof. Edwards before
the 48th Annual Meeting, American Life
Convention, Chicago, IIl., Oct. 9, 1953,
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Source of America’s Greatness

America’s economic growth and
her great economic strength did
not come by chance. Columbus
discovered a potentially great
lanH, not a great land. The great

| expanse of fertile fields has made

possible abundant production of
essential foods at progressively
lower cost in terms of man-hours.
The abundance and variety of
natural resources has supplied in-
dustry with the basic materials
necessary for economic develop-
ment. But these are not the secret
to our success.

The very location of our land
is a choice blessing for which we
should be eternally grateful to
our Heavenly Father. Think of
how different it would be if, like
Germany,- Russia were immedi-
ately to the east. Among the
curses of Korea are the neighbors
that share her borders. We are
blessed with two of the world’s
mighty oceans on the east and the
west, and with our friendly neigh-
bor on the north and a nation on
the south which could hardly dis-
turb our tranquillity even should
she develop “ambitions.” This con-

" tributes to our greatness but is

not the secret to our success.

People alone do not account for
our greatness. There were people
here when Columbus discovered
the West. It was their fires that
he sighted during the darkness of
right. They possessed this blessed
land with its natural resources yet
lived - in economic poverty. Hav-
ing seen many cultured and re-
fined Indians causes me to ques-
tion the concept that our greatness
could be because we are a better
people. And the growth in num-
bers alone is not the answer as
evidenced by the pathetic condi-
tion that exists in China and
India. \ .

Birth of Free Enterprise

The secret to our success is how
we live — the American way of
life. And this blessing did not

come by chance but was forged"

out of the success and failure of
God-fearing men and women
seeking a better life.

Every American should read at
least a summary of Governor
Bradford’s history of the Ply-
‘mouth Bay Colony. The Pilgrim
Fathers, faced with a life and
death struggle, established a com-
munistic system. Th ey owned
theit productive lands in common
and pooled the output in a store-
house and rationed “but a quarter
of a pound of bread ‘a day to each
person.” A vicious cycle set in.

“For the yong-men that were
most able and fitte for labour and
service did repinejthat they should
spend their time and strength to
worke for other mens wives and
children, with out any recom-
pense. The strong ... had no
more in devission of victails and
-cloaths, than he that was weake
and not able to doe a quarter the
other could; this was thought in~
justice. . . . And for men’s wives

to be comma_nded to doe servise
for other men, as dressing their
meate, washing their cloaths, etc.,
they deemd it a kind of slaverie,

The Commercial and Financial Chronicle. ..

‘Expandedvfradé and World Peace

neither could many husbands well
brooke it.

Things went from bad to worse.
Production decreased, and “fam-
ine must still ensue the next year
also, if not some way prevented.”

“So the colonists,” continued
Governor Bradford, “began to
thinke how they might raise as
much corne as they could, and ob-
taine a beter crope than they had
done. that they might not still
thus languish in miserie. At length
after much debate of things, the
Governor gave way that they
should set corne every man for
his owne perticuler, and in that
regard trust to themselves . . .
And so assigned to every family a
parcell of land.”

This was the birth of our free
enterprise system. It immediately
demonstrated its strength. The
women now went willingly into
the fields, even taking their chil-
dren to help plant the crops.
Those who before said they were
weak and unable to work now
had go through their veins that
something that gave them ambi-
tion, All hands became industrious
“and instead of famine, now God
gave them plentie, and the face
of things was changed; to the re-
joysing of the hearts of many.”

This is the key to our success,
a way of life that brings out the

Thursday, November 5, 1953

By HENRY FORD, II*
President, Ford Motor Company

Asserting a rich, expanding foreign trade is important to all
parts of the American economy, leading auto manufacturer
urges we convert our potential world markets into real mar-

kets.

Stresses growng dependence on foreign sources of raw

materials and thus we stand to benefit from a policy which will
permii us to import more things at lower cost, and ultimately
to sell more goods abroad. Sceres protectionist sentiment, and
argues drepping tariffs would result in litile industry displace-

ment.

Says {ariffs are a form of subsidy and our abilily to

lead free world is at stake if we divide the world ecenomically
by a protectionist trade pelicy.

For a long time, many.cf us
in this room have preached the
idea of responsible private leader-
ship in our national life. We
know that our
government
must mak'e
hard and often
unpopular de-
cisions in the
pursuit of
peace. We
know that ‘it
cannot carry
out such de-
cisions with-
out the vigor-

best in the most of us. History®ous support of

records the cost of establishing,
developing, and strengthening this
way of life. That is our precious
heritage. We of this generation
must remember and teach our
children the cost of preserving
this way of life.

Security Depends Upon Insecurity
It is easy for most people to un-

«derstand that the cost of fruit

harvested from the trees includes
the preparing of the ground, the
planting of the trees, and the
maintenance of the orchards. Un-
fortunately, it seems less easy for

most peonle to recognize the cost:

of our economic fruit. Paradoxical
though it may seem, the strength
and security of our economic sys-
tem lies in its uncertainty.

We know that everyone of us is
approaching a time of death, yet
we meet here in comfort and en-
joy these occasions. If the un-
certainty of time were eliminated
and on to each of us was pinned
at this very moment a large lapel
card giving with absolute cer-
tainty the day and hour when we-
would die, what would happen?
Would this development reduce
the amount of productive good
that would come out of this con-
vention? Surely the answer is yes.
It would be a tragic development,
probably reducing seriously our
value as a group to society. -

Our economic system ‘would
soon be wrecked if any. larg:
group of people could predict
events with absolute certainty. If
enforceable laws were passed’ to-
day making every workingman’s
job secure until he reached retire-
.ment age, a great driving force for
good work would be -eliminated
and productivity would decline. If
the inventor knew that every new
idea would have value, the inten-
sity and quality of research would
decrease and: technological prog-
ress slow down if not ultimately
stop. .

The right to succeed as we haveé
enjoyed it in the past cannot be
preserved unless we preserve the
risk of failure. If we succeed in
eliminating the risk of.failure we
will have forfeited the right for
success, as!surely- as, -if we cease
exercising our phys1ca1 bodies, we
will lose our physical strength.

People undermine the strength
of our American way of life when
they seek individually or in
groups to obtain “legislative sey
curity” and protection from risks
and uncertainty. The element of
uncertainty must be preserved if
we are to continue to reap the

Continued on page 41

-an . American . government

American pri-
vate leader-
ship. Most of
us feel that
this is a time like no other time
in history. Never before has the
world so clearly fought for ulti-
mate stakes. We can no longer
afford to play penny-ante poker
with destiny. We can no longer
be content to just muddle through.
The chips are down.

Most of us realize that we must
find a way to give the same all-
out effort and sacrifice and in-
genuity to winning peace which
in the past has gone into the win-
ning of wars.

Most of us feel a strong desire
to stop talking and start acting.

Tonight—right here and now—
we have a big chance to start
translating talk into action where
it will do a tremendous amount
of good.

You have heard this evening
cbout the vital task being under-
taken by the Committee for a
National Trade Policy. Ycu have
been asked 'to give your support
to the Committee.

How you and thousands of
other Americans respond will de-

Henry Ford, .11

‘cide whether or not we shall have

a sane and realistic trade policy.

This can be a real test case of
our ability to unite on a diffi-
cult and touchy domestic' issue,
and.to resolve that issue in favor
of our own national interest, of
international economic solidarity,
friendship and peace. If we pass
that test, we shall greatly
strengthen the confidence ‘others
have in us. We shall show them
and
people, strongly united on basic

.objectives, -and ready and able to

make the decisions required for
peace;

And we shall do more than
anythmg else I can think of to
give American business leader-
ship“a clean bill of health in ‘the
eyes of ‘the world. I don’t have
to tell you how important that
is, when you consider that most
of the world looks upon our gov-
ernment” as one which .is. domi-
nated by “business thinking.”

I am sure that many Americans,
including some. of us here, view
this trade .issue with mixed

emotions. Some of us may feel
that we are an embattled mi-
nority, dnd that there’s no point
in getting too far out on the free-
trade limb.

._’:address by Mr. Ford at a dinner
sponsored by the Committee for a Na-

tional Trade Policy,. New York City,
October 26, 1953.

.and prosper.

Clamor for More Liberal Trade
Policy

1 think it’s important to realize

that there is a tremendous amount

of public sentiment in this coun-

try for a more liberal trade policy.

I have had convincing personal

proof of that fact. Last February
. I gave a talk on foreign trade be- '

fore the annual meeting of the

: Inland Daily Press Association.

I was frankly amazed to find
that newspaper comments from

. all over the country were about

95% strongly favorable—and that .
the brickbats were few and far

" between, “And T was overwhelmed .

by the enthusiasm- with which

" American men and women wrote

me in support of what I had said.:
Many inspiring letters, .in fact, .
came from leaders of high-tariff
industries, saying that they be- '
lieved the national interest should -
prevail — even if it did mean
problems for them.

That reaction was supported by
a Gallup poll of June 29, 1953, on
the subject of U. S. trade policy.
The poll noted, and I quote, “a
dramatic change in American
thinking, particularly on the part
of Republicans.” It added that
“the weight of sentiment in favor"
of lowering tariffs holds for all
major segments of the population
— by education, sex, occupation
and by geographical sections.”

It should be comforting to know*"
that so many Americans are of '
one mind on this vital issue. In
the Committee for a National
Trade Policy we have a real
chance to provide effective lead-
ership and -organization and to’
crystallize that popular sentiment °
into practical action. {

The Issue Clarified

A necessary first step is to'
dispel some of the fog of con-
fusion, suspicion and emotion
which beclouds this whole trade’
question. It seems to me that the
issue can be reduced to clear and
understandable terms. g

I think we should try to do that
tonight without, at the same time,
condemning those who' stood be-
hind our high tariff policies in
the past. There was a time when |
taritfs played a 'vital role in our:
development. In those days we
were a debtor nation. We needed ,
tariff protection behind which
our young industries could grow
As they grew, we,
shipped our- goods all over the
world in order to pay off our
debts. i

Today the situation is reversed.i
Today. we are the greatest creditor
nation of all time and other na-
tions must sell to us if they are.
to discharge their debts.

So, as a first step, let’s examine'
our domestic dollars-and-cents in- -
terest in ‘expanded trade and ex-:
plore 'the more serious problems
involved in achieving it.

Next, let’s consider the deeper
implications of this trade issue,
what vital stakes we all have in:
it, and why all of us here should
take an active side in it.

Let’s. start off with the flat
statement that 'a rich, expanding
foreign trade is important to all
parts of the American economy—
to industry, labor and agriculture.

Continued cn page 36
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A Prosperous Mining lndﬁshy
" Will Create Raw Materials

By ANDREW FLETCHER
President, American Institute of Mining & Metallurgical Engineers
President, St. Joseph Lead Company

Head of a leading lead producer contends if we do not want

to be a “have-not” nation; weé

must see to it that our mining

industry is kept profitable and prosperous. Lists as propased
means of preserving our mineral resources and mesting foreign

competition: (1) increase in

U. S. metal stockples; (2)

impose import quotas; (3) subsidize U. S. production; (4) an

increase in tariffs; and (5)

The average cost per pound of
lead, - zinc, and possibly copper,
produced in the. United States, is
and seems destined to continue %o
be greater
than the aver-
age produc-
tion cost out-
side of our
country, even
including cost
of transporta-
tion to our
markets. The
higher cost is
primarily be-
cause of the
higher U. S.
standard of
living, with
the resultant
high labor,
material, power and equipment
costs—and we should have no re-
grets that it is so!

The cost of producing wheat,
corn,  wool, cotton, petroleum.
watches, glass, china, ships and
many other products in the U. S.
is also greater than in European
lands—but to date, I.have not yet
heard the suggestion that we
should give up farming in the
United States, buy our tood sup-
plies abroad and save our fields,
under the slogan that it would be
cheaper, our foreign friends would
have dollars to buy our manufac-
tured products, and when an
emergency - arose, we could re-
plant. Overlooking for.the mo-
ment the great difficulty of re-
opening a mine, the mining indus-
try would be just as handicapped
in. the lack of technical personnel,
know-how and efficient equip-
.ment as would the farmer—if the
lead and zinc industry is shut
down, as a large part of it cer-
tainly will be, unless the U. S.
nation takes prompt and construc-
tive action.

The higher U. S. farm costs are
being offset by parity price pro-
grams, and the higher cotton,
sugar, wool and other commodities
costs by import quotas—why is it
then so inadvisable to help our
domestic mining industry, which
in the event of another war is vital
to the defense of our nation? Ap-
parently one reason for not aid-
ing  our industry is that certain
officials 'in Washington, Paley
Committee, etc., have offered sta-
tistics which they state indicate
that the U. S. is running out of
lead and zinc, and therefore it is
better to keep our ‘small reserves
in the ground. I have little faith
in their conclusions, and have
referred them to. similar predic-
tions, such as:

> The 1921 “Gas Age Record” pre-

diction that by 1941 we would
héve completely exhausted our
petroleum reserves ‘and that the
peak of natural ‘gas production
had already been passed.
. ..The 1935 symposium, sponsored
by.-the University of Minnesota
and the American' Association for
the Advancement. of Science, at
which it was stated:

“In terms of years of measured
reserves of present commercial
grades, the United States has sup-
plies of oil, zinc and lead for from
15 to 20 years.” :

“At a 1952 discussion of the Pa-
ley report in Denver, as well as
at other times, I have offered fig-
ures that indicated my great dif-
ference of opinion. It seems to
me that the last two Administra-

Andrew Fletcher

a sliding scale tax or tariff.

tions, our State Department and
many of our so-called Free Trad-
ers-are inclined to paint depress-
ing pictures of our domestic min-
ing industry in order to justify
their own views—and they com-
pletely . overlook the - basic - fact

§ -that a prosperous mining industry

will “create” needed . raw.mate-

‘rials. For example, aluminum cost

.over $500 per pound in 1861, when
ore. reserves were enormous, but
because of price, there was a

-shortage of metal; today, because
‘of technical developments, it is

plentiful and cheap. Only 12 years

.ago the first plant of 9,000 -tons

capacity was built to secure nfag-
nesium from sea water, but foday
we have an output of 100,000—
and still plenty of sea water.
There is ample titanium ore, but
not metal, just because a cheap
method has not worked out to
obtain it; the same applies to ger-
manium and other scarce metals.
When you remember the predic-
tions that there would not be suf-
ficient iron ore to take care of the
werld  requirements,
and think of the taconite process
in Minnesota, the great new de-
velopments in Labrador, Vene-
zuera, Brazil, Liberia and the indi-
cations of additional resources in
other parts of the world that ex-
ploration has already found. When
the Apache Indians inhabited the
Southwest, there was a shortage
of copper; now look at the great
copper operations in Arizona and
look at the natural gas and petrol-
eum output here in Texas. If the
Apaches had followed the ‘“have-
not” policy—the metal, gas and oil
would probably still be in the
ground! If St. Joe didn’t have the
benefit of high metal prices dur-
ing recent years, they would not
have had the millions to spend on
exploration, and the- large -new
Indian Creek lead-zinc deposit
would not have been found and
equipped. I am sure that there
are many more such deposits in the
Mississippi basin and other U. S.
areas—but only a going and pros-
perous domestic mining company
can find them.

The question for our nation to
decide is:

Do we, or don’t we want a pros-
perous domestic mining industry:
and so be in a position to:“create”
our own-needed raw materials;
and—

If we do not want to be a “have-
not” nation, what is the best way

to offset the lower foreign produc- .

tion cost—we must at all times
realize that our domestic metal

will cost more, just as does.our

wheat, corn, cotton, wool, etc.
The following methods are sug-
gested:
. X »
Increase the U. S. Metal Stockpiles

The world production .of lead
and zinc has been, and still is con-
siderably in excess of world con-
sumption.
years, 1948-1952, about - 950,000
tons more lead and over. 450,000
tons more zinc were imported into
the United States than were con-
sumed — most of this unneeded
world surplus was placed in the
U. S. stockpiles. . As there is now
probably 800,000-1,000,000 tons of
both lead and zinc in the stock-
piles, the officials have only been
willing to take a small portion of
the additional unneeded 1953 sur-
plus impor's, which for this single
year, may approximate 250,000’

just pause -

tons of lead more than the market
should absorb, and 320,000 tons of
zine. Assuming that our nation
will not permit the shutting down
of a major portion of the lead and
zine mines, it would seem that the
stockpile nas now sufficient ton-
nages — however, purchasing the
surplus world production, and
keeping it from flooding the do-

. mestic markets, is one way of sup-

porting.the U. S. price level at a
point where our miners may oper-
ate. I personally am not in favor
of this procedure, as it probably
would only give temporary relief,
and it would have the tendency
of maintaining world metal prices
at approximately the U. S. market
prices, with the result that pro-
duction outside the U. S. will con-
tinue at unneeded levels — be-
‘cause, as I have already stated,
the average foreign cost is less
than ours.

I might add that world copper
production” would also appear to
be in excess of demand, because
the world price has fallen even
though the Chilean production has
not been marketed.

Suggestions have been made,
notably by the Paley Commission,
that unneeded world production
might ‘be handled through inter-
rational buffer stocks, by multi-
lateral government contracts, quo-
‘tas, or such devices as the wheat
agreement or tin cartel. In my
opinion, if our nation should be
fooled into adopting such meas-
ures, the result would be the early
socialization of the domestic as
well “as the world mining indus-
tries. ‘

I
Import Quotas

This is a device used by many
foreign nations and by the United
States in respect to sugar,*wool
and other commodities. Sugar is
sugar—but there areé many grades
of metal and concentrates. Assum-
ing for the moment that our State
Department or some other govern-
ment agency could work out a fair
allocation procedure - for cutting
imports by, say, 50%, a method
for changing the quotas under
changing U. S. consumption,  de-
ciding what proportion of the im-
ports should be metal and not con-
centrates, and then deciding what
U. S. smelters should get the vari-
ous grades of concentrates — the
result would certainly be more,
not less, government intervention.
The procedure involves so many
{foreseeable difficulties, and so
many unforeseeable ones will
probably arise, that I don’t think
that import quotas are practical.

I

Subsidize U. S. Production

This is probably the simplest
method, and it would not be nec-

essary to wuse the discredited
World War II Premium Price
Plan, but rather to pay a flat rate
of, say, 3, 4 or 5 cents per pound
for all domestically-produced lead.
and zine, as is now done for agri-
cultural products, air mail, ship
construction and operation, etc.
There could be no great objection
by foreign nations to this proce-
dure, or by our own nationals. My
objection to subsidies is that the
unneeded world production would
not be curtailed, and in the end
our government will control the
mining industry, as our farmers
are beginning to realize in respect
to their properties.

v
Increase in Tariffs

The Emergency Lead and Zinc
Committee, which represents prac-
tically all the U. S. mines, have
filed with the Tariff  Commission
a request for relief under the Es-
cape Clause in the Reciprocal
Trade Agreements,- and hearings
will be held in Washington during
the first week of November. The
maximum tariff (including the
present -negligible tariff) on this
basis, would amount to 2.55 cents
per pound on lead metal, 2.10 on
zinc metal, and 1.80 on the lead
and zinc content of the ore or
concentrates. I do not think that
under our high living standard
these rates will be high enough to
maintain our industry on a suffi-
ciently profitable basis, and the
small difference between zinc
metal and concentrates will result
in considerable hardship for the
domestic zinc smelters.

I was surprised in Seattle to
hear an objection from a Canadian
friend to even this small increase
in the tariff, especially when the
existing Canadian tfariff on lead
and zinc of one cent per pound
plus 10% ad valorem, amounts at
market prices of 10-cent zinc and
13.5 lead, to a 2-cent tariff on zinc
and 2.35 on lead. It seems to me
that the United States might not
today require such a large ton-
nage of imports if instead of the
present negligible tariff that
amounts to only 6%-8% of the
value of the metal, we had the
36%-43% protection that pre-
vailed during the 1935-1940 pre-
World War II period — because
more domestic mines would be
operating.

v
Sliding Scale Tax or Tariff

‘As you probably know, the do-
mestic mining industry has pro-
posed a sliding scale tax or tariff
—this to me seems the best pro-
cedure, as it only would give pro-
tection when it was needed, and
there would be no tax or tariff
when the domestic metal price in-
dicated that the demand was in
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excess of the available supply.
For example, assuming that the
domestic zinc mining industry
needed a 14- or 15-cent price to
maintain profitable operations,
and the domestic price had been
forced to 10 cents because of ex-
cessive imports from the unneeded
world production—then a tariff of
4 or 5 cents per pound would be
needed. However, when the do-
mestic price increased due to a
reduction in imports, then the 4-
or 5-cent protection would not be
needed, and it should be reduced,
until it could be completely wiped
out. A fixed tariff rate, that was
not reduced, whether it was 2, 3,
4 or 5 cents per pound, would not
be ‘as fair for the consumers and
our foreign friends, in my opin-
ion, as is the sliding scale basis.
Certainly there are difficulties in
working out the details, but they
are not unsurmountable, as long
as the domestic consumers and :
even our foreign friends believe
that it is to the best interests of
all concerned not to shut down a
major portion of the U. S. lead
and zinc mines, and.convert our
country into a Have-Not Nation
as respecting these metals.

Chas. G. Scheuer With
Wm. H. Teglmeyer Co.

(Special to THE FINANCIAL CHRONICLE)
CHICAGO, Ill. — Charles G.
Scaeuer has
become asso-
ciated with
Wm. H, Tegt-
meyer & Co.,
120 South La
Street. He was
formerly with
Dempsey-
Tegeler & Co.
in their trad-
ing depart-
ment. In the
past he con-
ducted his
own. invest-
ment firm in

Chicago, I1l.  Charles G. Scheuer

Harold Wild Opens
WASHINGTON, D. C.—Harold
A: Wild is conducting an invest-
ment business from offices at 17th
and Pennsylvania Avenue, N. W.

* With Hemphill, Noyes

. (Special to THE FINANCIAL CHRONICLE)

CHICAGO, Ill.—Philip R. Baus
has become associated with Hemp-
hill, Noyes & Co., 9478 Santa
Monica Boulevard. He was form-
erly with Douglass & Co.
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iilllnét during the period:

" Shipbuilding contracts . .
Ship conversions and repairs

Hydraulic turbines and accessories.

Other work and operations

CTotals . . . . .

During the last’ five . -

' Three Fiscal Months Ended
Sept. 28, 1953 Sept. 22, 1952

. . $23,367,361 $11,992,763
8,240,009 10,239,364
985717 1,431,108
2,518,926 2,159,545

. .

o _Néwpori News Shipbuilding and Dry Dock Company

Quarterly Siatement of Billings, Estimated Unbilled
Balance of Major Contracts and Number of Employees

Nine Fiscal Months Ended
Sept. 28, 1953 Sept. 22, 1952
$ 64,320,060 $49,028,303
36,823,114 35,113,664
3,618,178 3,465,624
7,837,587 7,667,911

. . $35112,013 $25,822,780

$112,598,939 $95,275,502

At Sept. 28, 1953

Estimated balance of major contracts unbilled at the close of

the period

Number of employees at the close of the period . ., . .

. . . .

$219,374,133
16,489

At Sept, 22, 1952

$299,615713
16,146

The Company reports income from !ong-ierm shipbuilding contracts on the percentage-of-completion basis; such income for
any period will therefore vary from the billings on the contracts. Contract billings and estimated unbilled balances arz subject
to possible adjustments resulting from statutory and contractual provisions.

" October 28, 1953.

By Order

R. I. FLETCHER,

of the Board of Directors
Vice President and Comptroller

pitized for FRASER
p://fraser.stlouisfed.org/
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Impact of

‘a Recession |

Oa Commercial Banks

By CHARLES F. NAGEL*
Vice-President, Provident Trust Company of Philadelphia

Philadelphia banker, pointing out consumer psychological fac-
tors may produce business decline, despite strong supporting
factors, discusses effects of this change on commercial banking.

Says commercial bankers may

have to adopt a more realistic

approach in pricing their “product,” if banking is to remain

in private hands, and lists as means of rebutting a depression:

(1) increase in bank assets; (2) reduction in operating costs;

and (3) adequate charges for credit and bank services. Holds

current prime rate for bank loans is low compared with that of

previous periods, and urges loans dependent on “good times”
be liquidated and bank public relations improved.

The consensus of economists
and other business forecasters
seems to 'be that the postwar
boom is in a topping-out phase
.and a period
of readjust-
ment is at
hand. It is
thought that
the factors
which have
furnished the
primary im-
petus in. rais-
ing business
indexes to
record levels
will diminish
in their influ-
ence from
this point on.
These factors
include the extraordinary durable
goods boom financed in large
part by an expansion of private
indebtedness to $303 billion, the
acceleration of defense spending
to a 50 billion dollar annual rate,
and the correction of war created
shortages of goods together with
the restoration of normal inven-
tories. The consensus receives
further support from the decline
in farm prices and income, and
the evidence that production in
several lines is exceeding current
consumption with a resulting ten-
dency toward excessive inven-
tories. .

There is less agreement as to
the probable extent of the read-
justment, most estimates ranging
from 5% to 15% in terms of gross
national product. Those expecting
ro more than a minor recession of
business activity have little diffi-
culty in presenting an impressive
array of factors tending to sabil-
ize consumer purchasing power
and expenditures. These include:

(1.) The record level and broad
distribution of the national in-
come. It has been estimated that
in 1951, 54% of American familes
had-: incomes in excess of $3,000
per year compared with 35% in
1929, both expressed in terms of
1951 dollars. Moreover, the richest
5% currently receives. 15% of
total disposable income, com-
pared with 34% of the total in
1929. ‘

(2.) Liquid savings held by in-
dividuals aggregating more than
$220 billion, half of it in currency
and bank- deposits.

(3.) The remarkable increase in
population. ‘By the end of this

Charles F. Nagel

wear nearly 10 million will have’

been added to the increase of 19
million in the 1940-50 - decade,
with an additional 15-18 million
_increase expected by 1960.

(4.) The apparent necessity to

«eontinue defense - expenditures at
- .close to the existing level.

(5.) The vast expenditures by
industry on research in develop-
ing new and improved products
.and on promotion of consumer
demand.’

(6.) The responsibility assumed
by both major political parties
for the maintenance of “full em-
ployment.” The Federal Reserve
System c¢an undoubtedly be

*Digest of an address by Mr. Nagel
‘before the Anthracite Chapter, National
Association of Bank Auditors and Comp-
trollers, Philadelphia, Pa., Sept. 23, 1953.

J//fraser.stlouisfed.org/

counted upon to undertake to
utilize its powers and influence
toward the attainment of the
same objectives.

Uncertain Consumer Psychological
' Factors

' However impressive the fun-
damental factors ‘supporting the
view that a business readjustment

¥ .. should be limited to minor propor-
"/ tions, we would be ignoring eco-
‘ nomic history if we overlooked the

. possibility that consumer psycho-

logical factors might produce a
different result. In June of 1950
there was ample evidence that the
Korean War could be fought with-
out creating shortages of civilian
goods and without a significant in-
crease in the general level of
prices. The average consumer,
however, didn’t believe the facts
and the ensuing stampede created
the very shortages and price rises
that he feared.” Many leaders in
government and business shared
the view that a Korean {truce
would probably be followed by a
let-up in consumer spending in
anticipation of less overtime,
more unemployment, etc. Once
again the experts. were wrong,
and the truce was followed by
one of the best summers in retail
history.

On the whole, it would appear
that business activity should re-
main at a high level for the bal-
ance of 1953, stimulated by nor-
mal seasonal factors. However,
barring another Korea, or a sim-
ilar international shock, it would
seem likely that the symptoms of
readjustment should become ap-
parent after the turn of the year,
possibly accentuated by the defla-
tionary impact of the Mills Plan.
While the stabilizing factors al-
ready discussed should ultimately
assert themselves, the severity
and duration of the intervening
readjustment will probably be de-
termired by the success or failure
of efforts to bolster consumer
confidence. The importance of
consumer confidence is evident
when it is realized that an esti-
mated 40% of the average Ameri-
can family’s disposable income is.
available for more or less dis-
cretionary purchases or, saving.

Impact of Readjustment
On Commercial Banks

A business readjustment will
have varying effects on different
businesses. Those - who regard
commercial banks -as relatively
recession-proof fail to reckon
with the vulnerability of bank
earnings-to  a significant decline
in money rates. Indeed, commer-
cial bankers might well have to
adopt - a more realistic approach
in the pricing of their “product”
if America’s privately owned,
non-political banking system is to
be spared the fate of such banks
in every other major nation of the
world. We have only to.refer to
the recently’ released Annual Re-
port of the Federal Deposit In-
surance Corporation for the year
1952 to appreciate the seriousness
of the situation presently con-
fronting our commercial banks.

The F.D.I.C’s ‘Annual Report
indicates ‘that a return of gross
operating earnings rates to the
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1945 level might put insured com-
mercial banks as a whole “in the
red.” Specifically it discloses that
current operating expenses (be-
fore income taxes) of all insured
commercial banks in the United
States doubled in the seven years
following 1945, and in 1952
equalled 1.68% of total assets.
During the same period gross
operating earnings also doubled,
and expressed as a percent of
total assets increased from 1.71%
to 2.74%. Thus the 1952 level of
operating expenses (1.68% of total
assets) was only nominally lower
than the operating earnings which
could have beén realized on the
same volume of assets at the 1945
gross earnings rate (1.71% of total
assets).

Sources for Combating
Depression

Assistance in averting a serious
situation might be available from
one or more of three sources:
(1) an increase in assets; (2) a
reduction in operating expenses;
and (3) a more realistic policy as
to pricing of bank credit and
services.

The substantial increases in
assets of commercial banks in.the
past two’ decades enabled them to
cope successfully with low and
declining ~money rates. In . the
1930’s this increase stemmed pri-
marily from devaluation followed
by a heavy inflow of gold. In the
1940’s, wartime deficit financing
produced an even greater increase
in bank assets. Neither devalua-
tion nor extensive deficit financ-
ing is compatible with a sound
money policy advocated by the
Eisenhower Administration and
endorsed by most bankers.
Neither can be counted upon to
buttress bank earnings in the near
future.

Nor can much relief be expect-
ed from the expense side of the
earnings statement. Salaries and
wages comprise about half the
total of current operating expen-
ses excluding income taxes, and
appear more likely to increase
than to decrease. The next most
important single item of expense,
interest paid on deposits, appears
susceptible of little reduction,
having averaged only 1.15% of
time and savings deposits last
year. Some economies might be
realized in other expenditures,
but it seems all too evident that
primary emphasis must be upon
maintenance of gross operating
earnings if serious' consequences
are to be avoided.

The danger of a sharp decline
in money rates might not be too
great if bankers followed the
practices of every other industry,
with the possible exception of ag-
riculture, in pricing their prod-
ucts. In such a case we, like they,
might assume that a good bit of
inflation would be frozen into our
price structure. Unfortunately, too
many bankers appear to be thor-
oughly resigned to “absentee”
dictation of money rates. While
conceding that rates are too low
to cover oxeratinz costs and
losses, the normal banker attitude
is to drift with the tide, mean-
while blaming “the Treasury,”
“the Federal Reserve,” “the bank
down the street,” ‘“the big New
York banks,” ete, We can ration-
‘alize all we want about the dif-
ferences between . -commercial
banking and other businesses, but

when we get right down to. cases.

there doesn’t appear to'be any
good reason why the same basic
pricing principles - don’t - apply.
Costs and profits figure in their
pricing policies even "as they
should in ours. When profit mar-
gins of an efficiently . operated,
enterprise are threatened . with
extinction, the competitive em-
phasis should be on quality of
products or services, not on price.

What the Borrowing Rate
Should Provide

Let’s take the prime commer-
cial borrowing rate, for example.

Continued on page 35

By WALLACE STREETE

=

The creeping recovery in
the stock market, still viewed
dubiously by a majority of the
technicians and analysts, was
able this week to carry prices,
at least as measured by the
averages, to a level not seen
in many weeks. In fact, the
high point of the move for the
industrials was a better stand-
ing than has been achieved
since May before the summer
slide set in. :

* * *

The two situations that still
kept the majority of the
brokers cautious, if not skep-
tical, were the lack of a pro-

nounced and sustained pickup-

in volume and the persistent

failure on the part of the rails’

to get going. The rail index,
as a matter of fact, has barely
recovered the ground lost in
the September selloff and is
still lagging by some nine
points from equalling the
August high.

. ¥ % %

With the industrials, at
least, at what is widely con-
sidered to be an area of much
congestion, the general feel-
ing is that volume would have
to pick up markedly for the
considerable supply of stock
in this area to be absorbed if
the advance is to continue. On
the other hand, the recovery
from the September lows was
also supposed to have fallen
far short of the present mark
unless volume picked up, but
it continued to forge ahead
anyaway.

* *

Blue Chips Carry the Load

As has been the case for
virtually the entire year, the
handful of blue chips—that
also dominate the averages—
have done most of the work.
While there have been claims
recently, with reason, that the
low-priced speculative issues
have been showing signs of
life, the truth is that for most
it has been rather momentary
with the progress far short of
being important.

* *

In the secondary end of the
list mergers still seem to be
able to inspire better action.
The Briggs-Chrysler - union,
which is official, bred enough
rumors-to perk up all the in-

*

*

dependents in the automotive:
section as well as a fair share:

of the auto suppliers. ‘But,
here again, the progress was
only sizable in-that most were
at historically low levels for
the last half dozen years at
least. Hudson, for instance,
was able to reach a level only
about half its going price of

1948 which, even in retro-

spect wasn’t an overly favor-
able year marketwise. Mack

Trucks’ performance was

comparable.
*

* *

The Year-End Dividends

Year-end dividends were
able to generate good action
in isolated cases but there was
nothing extreme about it
apart from the blue-chip-end’
where issues such as General -
Electric were able to break
out into new high territory.:
In the case of General Elee-:
tric. it is still .questionable’
whether the prospect of com-
mercial power from ztomic’
energy with all the romance
that:that implies didn’t con-'
tribute even more important-.
ly to'market action than the: -
payment. ' v
® % = i

-For-a case of contrary.ae-
tion, Beaunit Mills is a lead-'
ing example. Even though the
rayon end of the textile busi-
ness hasn’t been viewed as
dourly as the natural fibre
section, the declaration by
Beaunit of its first dividend
in a couple of years wasn’t
enough to stir up any enthu-
siasm for the soft goods pro-
ducers. In fact, Beaunit was
among the first issues to drop
to a new low for this week’s
list.

£ £

Helping to bolster the
theory that the secondary is-
sues are building up at least
a facade of interest was the
momentary strength in Amer-
ican Woolen which bubbled
along without any official
confirmation and seemed
mostly due to hopes that some
sort of a union with Robbins
Mills might be revived. Chief
benefit of such a merger
would be that Woolen would
achieve overnight a position
in the synthetic fibre field
which is about the sole hope
for the company since there
is little hope that the natural
fibre business is anywhere
near a turning point that will -
scatter prosperity through the
field. But overall the progress -

*

* was limited, particularly since .

Woolen’s best effort wasto -
recross. the 16 line. But that
price is the lowest it has been, :

excepting the 1953 absolute.
low, since it was recapitalized :

in.1946. And it is only a frac-;
tion of the 46 reached in 1950, :
the 56 hit in 1948 and the -
better than 70 peak in 1946." -

. R | = * . )

Pickup-in the Oils
-The oils have finally,:after
months of inaction, started to -
show they can’' respond to:
prospects and specific good |
news. Considering that they -

‘have been for so long:sa:

prominent in the mutual fund '
portfolios, their action up ‘to
now is a disappointment sec--
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By, & carloading revenues

agricultural-areas; . which:

o
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ond only: to:that of:the rails. -

Here ‘again: it is- the invest-'

ment ' grade -integrated .com-

panies that have been able. to’

carve out other than momen-

tary runups.
*

* . 0*

Utilities continue .to gain
favor, Consolidated Edison
and Duquesne Light being in
sufficient. demand to .make
this week’s roster of new
highs. Many reasons  have

been advanced for the popu-

larity of utilities,. ranging
from a retreat- to the defen-
sive end of the list to notions
that . regulatory authorities
are going to ‘go berserk. Ac-
‘tually there is solid reason for
the popularity. No less than
33 utility companies have in-

‘creased their dividends so far
this year, a total that dwarfs

‘anything else around. -
¢ * * >

The best showing of any

-other group in the way of
‘higher payments was by. the
-rails’ but the increases ‘were
.only 13 while there was one.
-dividend trim and one omis-
‘sion in. this section to temper
‘the outlook. By contrast, no
-utility had to either:lower or
-omit. As a.matter:of fact, of
‘the: major sections. the : only
.ones also: spotless. as far as
-dividend. casualties of any na--
‘ture were steels, trucks and

‘rubbers. On the other end of.

:the list are those that have-
-yet to offer a candidate with
‘a better payment—the -agri-
-cultural machinery, coal,. of-
-fice ‘equipment and - sugar
-groups. A s

*

Predictions Balanced. .

As far as the future course
of the market is concerned,
-only a handful of flat predic-
‘tions are available.-and they
‘are pretty well balanced on.
“the bullish and bearish sides.-
:Despite the top side penetra-
tion by industrials on various
“technical measurements, such,
as moving averages, most. of-
the analysts-are stressing se-
‘lectivity;  ‘somewhat  limited
-commitments .and a.good
- share-of caution: To-a:great
‘many- of- them ‘the rails-are’
_still the key. Earnings: state-
“ments are starting to reflect:
“the troubles—and the reduced
" =~ of the

leaves -it- pretty- much up to
‘dividend “action to spark any:
ise'in the carrier group. But

' there has been no rush in that

by " the -

directors:
* L '

'direction
TR

‘The highs v ersus lows,

‘‘however, have maintained

" about three months. ' .
i . [The views': expressed

i their ‘optimistic aspect; Ahig’l.l_s
outpacing the lows ‘by fair

’.I'}"inargins now for three weeks

with .only 2 couple’ of -occa--
sional reverses. Such. a situa-
tion hasn’t been common for

in this
article :do- not -necessarily at -any
time coincide with those of  the
Chronicle;. ‘They are-presented as
those of the 'author omly.]- = '

LETTER O THE EDITOR:"

McLanghlin Replies to Spahr

it i : | : y
- 0n Gold Price Controversy

President of Homestake ‘Mining Company - denies Dr. Spahr’s -

implication: that he favors a further ‘devaluation-of the ‘dollar

by increacing. the price of gold:

occurred, and gold should be -

“Says devaluation has already
set’ at price which-would ‘give -

restored gold standard its best chance of survival.

Editor, Commercial and
Financial Chronicle:

The comments by Professor
Walter Spahr on  my - article in-
‘your
thoughttful attention and the cour-

tesy of a re-
ply on my
part. The dis-
agreement be-
tween us.on-
the critical
question of
price of gold,
however,
should not be:
allowed to ob-
.- scure the basic.

both: warmly:
~urge,_viz., the-
restoration of
the gold
V- standard with
full convertibility of gold and the.
dollar at a fixed ratio. I am sure
that .the - prevailing practices —
which attimes have seemed al-
most to be an official national pol-
icy—of financing. deficits through
monetizing debt are as distasteful
to -him as.they are to me, and
that we are both equally anxious,
to have gold again used with
maximum - effectiveness -in pre-
serving the stability of monetary

‘ D.H. Mctnughlin I

. values,

Consequently, I trust that in the

- defense of our respective positions

on . the price of gold the argu-
ments will not go beyond the
limit of this specific aspect of the
problem and that. we shall still
recognize our. common ‘opponent
to be the advocates of the present
system.of managed currency, who
are anxious to-avoid the full disci-
pline that gold .could enforce on
them, Within. this restricted
range, therefore, and with utmost
.respect. for "the strong and per-
sistent arguments that Professor
Spahr has made in support of the
gold . standard, may I reply to
certain of his criticisms.

The “misconception of fact and
principle” - that Professor Spahr
finds in-his first quotation from
my - article, must refer to my

statement that -they (the  Econ- '

omists’ ‘National Committee on
Monetary Policy) do not advocate
going- back to the old price- of
$20.6718; which I follow Professor
von Mises in asserting ‘would be
‘consistent’ with - their -position.” I

“was glad to have Professor Spahr -

.demonstrate so convincingly- thiat
it “‘would’ now - be impossible to
return to this” old ‘ratio. I com-
‘pletely ~agree -with' him;- but - it
seems to.me that full convertibil-
“ity of the dollar into gold at:the
$35. price- at this time would be
open -to- similar. criticism. !This
-point -makes the argument for a
‘change in price seem even more
valid by emphasizing the element
of reductio- afl. absurdum. that I
had ‘endeavoreéd to introduce:

. It was perhaps wrong to; say .

-that Professor! Spahr’s group, was
really endeavoring to give the
dollar its old prewar value! .I
cannot be sure of what they ‘are
actually endedvoring to do, but I
am _afraid ‘thh

successful, would probably lead to
this undesired end. And to say
that this observation is untrue is
at least debatable, - o
My critic states that the mem-
‘bers -of . the Egonomists” National
Committee: oi Monetary Policy
have’ riever “dealt _with the issue
raised by’ rephyment of the' im-
‘mense burden’of debts in dollars

issue: of ‘Aug. 6 “deserve:

step which ‘we:

t their ‘efforts, if

_of the same purchasing power as

those of 1940, and that it' would
be absured to-do'so. This, I must
confess, seems most surprising to
me for. it really.is.at the wvery.
heart of the problem. It can’t be
ignored simply by stating, as does
Professor Spahr, that debts would
be paid in-dollars of the prevail-
ing purchasing power at the time
the debts mature: or are paid.
Surely, he and his associates must
have some concern for the value
'of the ‘monetary units that. would
be created by the procedures they
advocate; and feel some concern
about - the. possibility of .meeting
the prewar -debts.in gold at the
old ratio. .I suggest reading Dr.
J. E. Holloway’s comments on.this
basic point, printed in the “North-
ern"Miner” (Toronto) of May 21,
1953 or his longer ‘article in the.
South "African “Journal of Eco-
nomies” -of June, 1951, ‘or in
“Optima” (Johannesburg) of De-
cember, 1951. He presents certain
fundamental considerations aris-
ing from catastrophes as great as
the-two World Wars that simply
cannot. be.ignored with safety.
‘Professor- Spahr- quite correctly
notes that nowhere in my article
do'I recommend another devalua-
tion- of our dollar, though he ac-
cuses me of using more subtle
devices. and- words to accomplish
the same end, In the face of this
.criticism, I really must endeavor

- to-make my position clear.

As I see it, and as I am sure
everyone who meets "his bills
these days must see it, the de-
valuation of the paper dollar has
already occurred. I am not advo-
cating- “another devaluation.” I
-am simply-urging that we recog-
nize what hasalready happened
to the dollar; and that we attempt
to ‘check ‘its. further decline by
redefining it in terms of gold. 1
insist that the depreciated dollar
must be adjusted to the value of
the standard—gold—rather than
attempting to ‘make the standard
itself conform to a unit that has
been seriously abused since it
escaped from the discipline of
gold in 1934, .

What Professor Spahr is advo-
cating in his insistence upon hold-
ing the price of gold at $35 per
ounce when:convertibility is re-

stared is actually-a devaluation of "

:gold. .If the attempt were made,

I feel -sure that the-value -of-gold--- -

would prevail and that the dollar,
freely convertible into gold at the

©old ratio, would gradually rise in,__

ipurchasing power; with conse-
quent fall in prices and wages to

those -that- prevailed before -the----

war. If this took place. over a
long enough period—two or three

decades: or more, .as _happened .. -

after convertibility was restored

on the~old basis after the Civil ~«

War—a case might be made for it;
but under present circumstances,
such deflation, particularly of’
wages, would probably not be en-
dured. If it occurred rather ab-
ruptly, as i3 a more reasonable

expectation, the resulting depres- .
sion might well be a major dis-

aster. -

As 1 see it,. the aim should be
to,find.the price of gold that is
in reasonable agreement with the

cutrent’ value of the depreciated

dollar, and to restore convertibil-
ity' and the .full gold standard at
fchi's _ratio. I am of the opinion that
it \would .require. a higher price
&pg gold than $35. If this is making
m

_an ‘advocate of another de-' _
valuation, T ‘accept the charge;

per

- but as'I se¢'it, it would be simply

the: recognition™of an -actual’ de-
valuation -that Has .already ' oc-
curred, and " it “would- not“be an
attempted "devaluation of the
standard itself, :

- What the right price of gold

should be to -give the - restored
gold standard the best chance for
survival and’to make it an effec-
tive ‘mechanism . for preventing
deflation and ‘a depression on one
hand or -of further ‘inflation on
the other, I ‘do not profess to
know. I am much impressed by
the arguments advanced by Philip’
Cortney in favor of a price of
$70 per ounce, and many of us in
the gold mining industry are will-
ing to ‘urge that this figure be
given careful consideration.
Everyone must, however,. rec-
ognize that this is a’very contro-
versial point. Widely different.
views are held by men of recog-
nized - competence in economics,
banking and even in gold mining.
—men whose intellectual integrity.
cannot be .questioned — which.
surely should warrant some re-:

- straint in support of any particu-.
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ward the end we all feel is so
essential “for ‘the welfare: of the -
nation. . ) 0o S .
Yours very sincerely, :
DONALD H, McLAUGHLIN
President, Homestake
Mining Company
President, Mining &
Metallurgical Society
of ‘America
Chairman, Gold Producers
Committee of the -
American Mining Congress
100 Bush Street,
San Francisco 4, Calif.
Oct. 28, 1953,

Talmage & Co. Admils
“Two Pariners

Talmage & Co., members of
the: New York and American
Stock Exchanges, - announce the
admission of H. Thomas Osborne

lar figure: .With these differences. §
of opinion in mind, I would like: §

to suggest that instead of insisting
that.restoration of the gold starid-

ard must be. contingent upon re-. :

tention of the $35 price, we shoul: '

advocate a procedure such ‘as that-

outlined in' the resolution passed

by.the Mining & Metallurgical So-"

ciety.of America last year, and ir
a similar: statement in the Decla-
ration of Policy recently adopted.
by the American Mining Congress
that is as follows: -

“(1) That the. restrictions on .

the purchase, sale and .ownership
of gold by American citizens be
immediately removed;

“(2) That the gold standard be

restored at the earliest practi-
cable time; .
. “(3) That Congress f'x the ratio
at which the dollar and gold are
to be made fully convertible and
determine other technical proced-
ures involved in the restoration
of the gold standard, after receiv-
ing ‘the - recommendation of a
Commission of its creation, to
which men skilled in appraisal of
the world’s potential gold supplies
as well ‘as men of competence in
domestic and international finance
and trade should be appointed by
designated government -author-
ities.” )

If by this reasonable procedure
the various groups who are most
earnestly working for restoration
of the gold standard could:avoid
prolonging the controversy that
now seriously weakens their _ef-

forts, it would be-a great step;to-:

- ness.

i {
'H. Thomas Oshorne Leslie G. Schoenhart

and Leslie G. Schoenhart to ‘the
firm as general partners..

Mr. Osborne was at one time
manager of the foreign depart-
ment of Francis I. du Pont & Co.,
and since 1950 has been associated
with Hornblower & Weeks.

Mr. Schoenhart was associated
with Mabon & Co. for 33 years,
and is a past president, cashiers
division, Association of Stock
Exchange Firms.

. The firm also announced. the
removal of their offices to 111
Broadway, New York City.

W. V. Frankel Announces
New Teletype Numbers

Wm. V. Frankel & Co. Inc,
39 Broadway, New York City,
has announced that their teletype
number has been changed ‘to
NY 1-4040 and NY 1-4041.

Philip Gordon Opens -

Philip Gordon has formed Philip
Gordon & Co., Inc., with offices
at 42 Broadway, New York City,
to engage in the securities busi-

He was. previously with
Israel & Co. :

A
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We consider this tract—just
-5 miles from downtown '
Kansas City, Mo. — 50’ im-

" pertant to forward-looking:

industries, that we have ¢om- i

" piled a brochure to answer :
uestions, not only abouat:
the tract itself, but also

" about Kansas City and the :
Midwestern area. : '
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7 2000 Choice Acres in
 the Heart of America/
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Funds Take Cautious
Attitude Toward Market

the period. Such light buying and
the absence of heavy liquidation
renders unfounded up to the pres-
ent time the dire warnings of the
critics of the mutuals of what
would happen in declining mar-
kets.

For a quarter of the open-enders
covered in this survey bought
stocks on balance (although not
one of the older type closed-end
companies purchased equities on
balance during the period).

Utilities were still the favorite
group but purchase transactions
were down almost 30% below the
preceding quarter. In fact the
margin of over-all purchase trans-
actions exceeded sales by only
20%, the smallest it has been for
some time. Both natural gas and
food stocks maintained their pop-
“ularity of the preceding quarter
and tobaccos and drugs were well
liked.

Rails Liquidated

Rails headed a list of a half
dozen groups to be sold on bal-

A MUTUAL INVESTMENT FUND

NATIONAL
SECURITIES
SERIES

WRITE FOR
FREE INFORMATION
FOLDER AND
PROSPECTUS

NATIONAL SECURITIES &
RESEARCH CORPORATION
Established 1930
120 Broadway, New York 5, New York

"FOUNDEE

Prospectus from
your investment dealer
or PHILADELPHIA 3, PA.

. GENTLEMEN: At no obligation please send
me a prospectus on Canadian Fund,

Name.

Address.
City.

ance, the largest number to find
marked disfavor in several years.
The others were the auto and
auto parts, building, steels, non-
ferrous metals and machinery.
Opinion was divided on the oils,
electrical equipment and retail
issues,

The increasingly conservative
attitude of management is sub-
stantiated by the fact that two-
thirds of the companies surveyed
built up their defensive positions
during the period. Six balanced
funds added to their better grade
preferred stocks and corporate
bonds, in addition to the 10 in-
creasing reserves of cash and gov-
ernments. Over one-half of the
stock funds and seven closed-
enders also added to cash back-
logs. The increase in cash and
governments during the three
month period is as follows:

CASH AND GOVERNMENTS

(Millions of dollars)
June 30 Sept. 30 Inc,
73,948 90,413 22.3%

98,840 110,191 115

39,647 49,671\ 25.3

212,435 250,275 117.8

The relatively large reserves of
cash and governments pose some
interesting questions. For exam-
ple, funds whose primary objec-
tive is income, place a fairly low
ceiling on the amount of their
assets they can thus immobilize
for any length of time. How much
sacrifice should be made to in-
come to preserve principal in
periods of uncertainty seems to
constitute a popular question. Can
this temporary loss of income be
compensated for by making pur-
chases out of the reserves at par-
ticularly advantageous price
levels? ‘

Another question arises with
respect to closed-end companies.
Is such muanagement justified in
holding on to a relatively large
reserve of liquid assets ‘“waiting
for bargains” when, as for exam-
ple in the case of Adams Express,
its own stock, on the buying of

Balanced Funds--
Stock Funds .-
Closed-end  Cos.--
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which an immediate sizable
profit is. automatically assured,
may be selling at almost a 30%
discount? There may be more ad-
vantageous purchases for the
closed-end investor in the offing,
but one wonders if some buying-
in of the closed-end company’s
own stock isn't called for first.

Increasing Caution

The increase in cash positions
was accompanied in several in-
stances by other indications of
increasing caution. For example,
Broad Street Investing Corp.
upped its liquid assets 10%, but
also .increased its holdings of
preferreds and corporate bonds, so
that its common stock position
percentagewise is the lowest ‘it
has been in two years. Francis
Randolph, Chairman of the Board,
states in the quarterly report:
“.. . bonds and preferred stocks
were favored in purchases made
with new .funds received and
common stock holdings were

-lowered as a percentage of total

assets to 86.6% at the end of the
quarter. Securities selected during
the past three months continued
to favor holdings that might be
expected to show resistance to a
downtrend in general business ac-
tivity.”

Also worthy of attention is the
payment by Axe-Houghton Stock
Fund of its bank loan approxi-
mating one million dollars on
July 30, while also upping its
cash reserve. Axe-Houghton Fund
“A” increased its holdings of cash
and governments from 6.5% on
June 30 to 18.9% at the end of
the current quarter, pulling down
the volatile portion of its port-
folio to 45.8%, the lowest it has
been in many years.

The Long View

Even some of the almost fully
invested funds, who bought on
balance and failed to increase cash
during the period, foresee some
business unsettlement, but their
longer range policy precludes ad-
justing to a more defensive posi-
tion. For example the quarterly
report to shareholders of Funda-
mental Investors states: “Your

company’s assets are fully in-
vested in common stocks. Your
management, in selecting these se-

ey

Bond eFund

OF BOSTON

Massachusetts Investors T rust

MASSACHUSETTS INVESTORS
*GROWTH StOCK FUND =

ﬁaéﬁn gzmu/ o

Century Shares 1rust

CANADA GENERAL FUND

NEW YORK
61 Broadway

A prospectus relating to the shares of any of these separate
investment funds may be obtained from authorized dealers or
VANCLE, SANDERS & COMPANY
111 DEVONSHIRE' STREET
BOSTON

CHICAGO
120 South LaSalle Street

LOS ANGELES
210 West Seventh Street

curities and in determining the
amounts of money invested in
various industries, has assumed
for many months that a moderate
decline in overall business ac-
tivity might be witnessed late this
year or in 1954 and that, as is
usual in such circumstances, earn-
ings of some companies would be
more affected than others. The
evidence presently at hand does
not suggest that the country is
facing a substantial business de-
pression. Sustained government
spending for defense purposes,
prospective cuts in personal and
corporate income taxes, the large
reservoir of personal savings, con-
tinued rapid growth of population
and forthcoming applications in
industry of recent scientific and
technological developments, all, in
your management’s judgment,
work toward maintaining a high
level of national income.”

Selected American Shares, an-
other common stock fund (but a
seller on balance during the pe-
riod, chiefly of rails and steels),
also emphasizes the longer-term
aspects of the economic picture
in its third quarter report: “. . .
In periods like this it is easy to
lose sight of basic values and
long-term probabilities as atten-
tion is drawn to temporary near-
term problems. Your management
—while importantly interested in
the near term too—is convinced
that the dominating long-term
forces in this economy are its
healthy growth and risk of further
inflationary developments [our
italics], both of which empha-
size the desirability of common
stock investments.”

The Bearish View

But a fully managed or flexible
trust such as New England Fund
reiterates its feeling of appre-
hension in its current sharehold-
ers’ report: “The strength of the
‘reserve’ section, composed of
short-term bonds and notes, and
the continued emphasis on less
cyclical .common stocks reflects
the Trustees cautious attitude
toward the prospects of the main-
tenance of current high levels of
earnings. . . . Since there is now
growing evidence that supply in
many basic industries is overtak-
ing demand, your Trustees feel
this added security has proved
timely.”

Carl A. R. Berg, President of
the Mutual Fund of Boston, a bal-
anced open-end company, empha-
sizes this conservative attituae 1n
his quarterly report to stock-
holders: “For reasons pointed out
in previous reports, the current
developments in the business sit-
uation seemed ' inevitable, and
prompted the Fund management
to establish what it considered to
be a conservative position with
respect to common stock hold-
ings. A continuance of this pol-
icy appears desirable under pres-
ent conditions. . . .”

The number of less well-known
stocks added to portfolios during
the quarter under review was un-

usually small, Gulf Life Insur-
ance Co. was purchased by Axe-
Houghton Fund “A” and West"
Point Manufacturing Co. appeared
in the holdings of General Invest-
ors Trust. Worthy of mention at
this point also is the rather
lengthy explanation given by In-
corporated Investors for its new
acquisitions during the period —
Sprague Electric and Union Oil of
California. Much discussion en-
sued at the recent Fifth Annual
Mutual Fund Conference in Bos-
ton pro apd con such explana-
tions and it is commendable that
one management should assert its
preference by showing the value
of publishing such information.

Preference for Utilities

Among funds showing a marked
preference for the public utilities
during the period were Investors
Mutual, Whitehall Fund, Axe-
Houghton Stock Fund, Eaton and
Howard Stock Fund and Invest-
ment Company of America. Gen-
eral Public Utilities was the fa-
vorite issue, eight trusts adding a
total of 17,447 shares. One block
of 500 shares was sold. During the
previous period GPU had been one
of the best-liked companies in the
group although half of its pur=
chases were stimulated through
rights. Pacific Gas and Electric
was also one of the most popular
of the power and light group dur-
ing the period under review, al-
though a portion of ‘the 34,000
share additions was acquired
through rights. There was a com-
plete absence of liquidation. Du-
quesne Light, also a top favorite,
was added to three portfolios and
introduced initially to three
others. Next in- popularity was
Commonwealth Edison, five man-
agements acquiring a total of
11,425 shares, two making initial
commitments. Another eliminated
a block of 3,000 shares from its
holdings. There were four pur-
chases each of Central Illinois
Public Service, Middle South Util-
ities, Rochester Gas and Electric
and Southern Company. Four
trusts also purchased a total of
37,319 shares of New York State
Gas and Electric although rights
were exercised in the acquisition
of some of this stock.  Three man-
agements added 6,000 shares of
American Telephone upon which
opinion had been split during the
previous quarter. A single block
of 5,000 shares was sold by Affili-
ated Fund which had also de-
creased its holdings in the second
quarter of the year. Louisville
Gas and Electric and Southern
California Edison were also each
acquired by three companies.

Some Utility Sales

Least popular issue in the group
was Minnesota Power and Light,
three trusts lightening commit-
ments and a fourth eliminating
the stock from its portfolio. Total
sales of 13,900 shares were par-
tially offset by one purchase of
10,300 shares. A total of 43,500
shares of Kansas Power and Light

Cleveland
Chicago
Los Angeles
San Francisco

Fundamental Investors, Inc.
Diversified Common Stock Fund
Diversified Growth Stock Fund
Diversified Investment Fund

Manhattan Bond Fund, Inc.

PROSPECTUSES AVAILABLE ON THESE MUTUAL FUNDS
FROM YOUR LOCAL INVESTMENT DEALER, OR

HUGH W.

LONG AND COMPANY

Incorporated

-

Westminster at Parker, Elizabeth 3, New Jersey
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was decreased in one portfolio
and cleaned out of two others; one
block of 1,000 shares was bought.
Texas Utilities and Virginia Elec-
tric Power were also each sold by
three funds. Two of the former
and one of the latter represented
complete eliminations. Disposed
of by two managements each were
International Telephone and Tele-
graph, Kansas City Power and
Light, Mountain States Power,
Scranton Electric and Union Elec-
tric of Missouri.

Natural Gas Group Popular

i Panhandle Eastern Pipe Line
was top favorite in the natural
Zas group, six funds acquiring a
total of 16,800 shares, one making
a new commitment. Another trust
sold a 500 share block. During the

previols period Panhandle had

ranked number two in popular-
ity, sharing this position with Co-
lumbia Gas System and El Paso
Natural Gas. Five companies
bought a total of 15,300 shares of
Shamrock Oil and Gas, one mak-
ing an initial commitment. A’
sixth lightened holdings and an-
other eliminated a total of 13,600
shares. American Natural Gas
was added to existing holdings of
three managements and initially
purchased by a fourth. Acquisi-
tions totaling 4,700 shares were
offset by elimination of a block
of 19,100 shares. United Gas Cor-
poration was added in volume—19
managements purchasing a tofal
of 144,946 shares—but the major

portion of these additions was
stimulated through the exercise of
rights. Some stock was also re-
ceived as a distribution from

Electric Bond and Share. Three
funds each acquired Brooklyn
Union Gas, Consolidated Natural
Gas, El Paso Natural Gas and
Northern Natural Gas. The' latter
had beer the most popular issue
in the preceding quarter. Only
preponderance of selling was in
Western Natural Gas, two man-
agements lightening commitments
totaling 15,000 shares.

DuPont Maintaining Popularity

DuPont was easily’ the most
popular chemical issue as it had
been during the two earlier pe-
riods of the year. Seven invest-
ment companies added a total of
27,200 shares to existing holdings
and there was a complete absence
of selling. Union Carbide, which
had shared popularity honors with
three other chemicals in ranking

number three in the second quar-
ter, was now second most popular
in the group along with Eastman
Kodak. Five trusts purchased a
total of 9,400 shares of Carbide
while 16,800 shares of Kodak were
split. between two new commit-
ments and three portfolio addi-
tions. Three managements liked
Atlas Powder while two each
bought shares of Mathieson Chem-
ical and American Agricultural
Chemical. Over-all purchase
transactions in the group were
14% under those of the preceding
period. Victor Chemical was the
only issue to be sold on balance
a total of 8,409 shares represent-
ing one portfolio decrease and an-
other elimination.

As in the case of du Pont in the
chemical division, United Fruit
Continued on page 21

~ Balance Between Gash and invesiments of 62 Investment Gompanies

End of Quarterly Periods June and September, 1953

Open-End Balanced Funds:

- American Business Shares
Axe-Houghton Fund “A”
Axe-Houghton “B”
Boston Fund
Commonwealth Investment

Net Cash & Governiments
Thousands of Dollars
End of.
June

7524
2,013
1,064

131
3,491

Sept.

7,943
5,915
1,303
1,500
4,255

- Diversified Investment Fund—Diversi-

fied Funds, Inc
TDreyfus Fund

442
400

373
365

Investment Bonds and
Preferred Stocks
Per Cent *
End of-

Net Cash & Governments
Per Cent
End of.
June

21.1

June
28.8
* 35.6
30.2
42.4
23.5

N
3

mow
et ad;
o™

26.8

Com., Stks. Plus Lower

Grade Bonds & Pfds,

Per Cent

End of.

June
50.1
57.9
65.9
57.4
70.8

71.8

Sept.
27.9
35.3

Sept,
49,7
45.8
65.9
57.0
66.9

71.4
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A Balanced
Retirement
Program

We have available a new
booklet for employers de-
scribing a carefully worked
out, pre-packaged, bal-
anced retirement program,
combining dollar annuities
with equity securities. It
shows how even a small
business can profit by the
tax advantages of a quali-
fied retirement plan.

For your free copy, mail this
advertisement with your personal
or business card.

Kidder, Peabody & Co.:

Founded 1865
Members New York Stock Exchange

Uptown Office 10E.45th St.,N.Y.17

CF MUrray Hill 2-7190
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7,908

2,073
321
6,166
307
22
791
3,466
3,224
4,138
298
1,628

9,177
Fully Administered Fund—Group Se-
curities 2,058
283
10,055
338
17
748
2,685
5,001
3,661
281
1,658
31,676
287
518
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59.8
69.9
64.4
60.5
58.6
81.3
53.8
67.8
. 51.2
1.4
50.0
62.1
51.3
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70.9
63.2
57.8
57.0
81.5
55.2
66.8
51.2
70.8
497
60.6
52.0
87.2
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Bowling Green Fund
Blue Ridge Mutual Fund
Broad Street Investing
Bullock Fund
Delaware Fund
de Vegh Mutual Fund
Dividend Shares
Eaton & Howard Stock
Fidelity Fund
+ Fundamental Investors
General Capital Corp
Group Securities—Common Stock Fund
Incorporated Investors i il ,
Institutional Foundation Fund
Investment Co. of America
Investors Management Fund
Knickerbocker Fund
Loomis-Sayles Mutual Fund
Massachusetts Investors Trust
Mass. Investors Growth Stock Fund___._
Mutual Investment Fund
National Investors
National Securities—Stock
New England Fund
Selected American Shares
Sovereign Investors
State Street Investment Corp
Wall Street Investing Corp.
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Closed-End Companies:

i Adams Express
American European Securities
American International
General American Investors
General Public Service
Lehman Corporation
National Shares Corp
Tri-Continental Corp. oo _________

##]J, S. & Foreign Securities

U. S. & International Securities

.

THE COMMON
STOCK FUND

GROUP SECURITIES; INC;
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- SUMMARY

Change in Cash Position of 62 Investment Companies

Open-End Companies: Plus Minus Unchanged Total
Balanced Funds 10 8 El 22
Stock Funds 17 5 8 30

10

7 0 3
34 E 62

*Investment bonds and preferred stocks: Moody’s Aaa through
Ba for bonds; Fitch’s AAA through BB and approximate equivalents
for preferreds. fName changed from Nesbett Fund. 1June figures
corrected. §Names changed from Russell Berg Fund. f{Name
changed from Republic Investors. **Portfolio exclusive of securities
in subsidiary or associated companies.

A PROSPECTUS ON REQUEST
@ from your investment dealer

Distributors Group, Incorporated

63 Wall Street, New York 5, N. Y,
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A Diversified Investment Fund of
Terewsion and- Electronics Securities

Prospectus on requost from your
investment dealer or

TELEVISION SHARES
MANAGEMENT CO.

135 S. La Salle St.
Chicago 3 1L,

115 Broadway
New York 6. N. Y.

Send me a Prospecius describing
the Company and its Shares

NAME

ADDRESS

crry

SELECTED
AMERICAN

Prospeclus from your dealeror
Selected Investments Co.

135 5, La Salle S1., Chicago 3, lll,

" FINANCIAL INDUSTRIAL
: FUND, Inc.

a mutual investment fund

PROSPECTUS ON REQUESI
FIF Management. Corporation

* Principal Underwriter
444 Sherman Street, Denver 9, Colorado

Please mail o me without'charge or |
obligation a Prospectus descriving

D Financial Industriol
. Fund Shares
O

Monthly Investment -
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{ ADDRESS.
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MUTUAL DISTRIBUTORS, Tne.
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Changes in Common Stock Holdings of 46 Inveslment Management Groups -

(June, 30-Sept. 30,.1953)

Transactions in which buyers exceed. sell

more managements sold than bought are in.ita
new purchases or completely eliminating the s

—Bought— ——Sold—
No.of No.of No.of No.of
Trusts. Shares Shares  Trusts

Agricultural Equipment:
10(1) 19,716 Caterpillar Tractorl . - 8,440 3(1)
3(1) 29,9000 Deere and €O oommeem None None
None None J.1.CaS€- o eoemeeeee 6,000 2(1)
Auto and Auto Parts:
2(1) 1,500 - Briggs Manufacturing ---___.-- None None
7(3) 26,300 General Motors .- oo~ 22,000 4(4)
6 4850 Thompson Products2 __._ . .. 1,900  2(1)
None None Bohn Aluminum and Brass.._. 3,500 2
3(1) - 23,700 Chrysler e 14,200 5(2)
1 8,950  Electric Auto-Lite ____________ 6,900  4(3)
1 2,000 Studebaker oo~ 72,200 6(4)
Aviation:
2 7,000 . American Air Lines.. .- None None
5(1) 7,500 Eastern Air Lines ... 500 1(1)
5 22,200 North American Aviation.._.___ None None
1(1) 2,000 Lockheed Aircraft _ - 20,400 3
Building Construction and Equipment:
3 23,300 Armstrong Cork .- _______ 2,000 1
2 4,000 Carrier Corp. —eeoomoooooo None None
None None ~ General Portland Cement__.___ 900 3
2 6,700 Johns-Manville .- ______ 16,100 4(2)
None None Mueller Brass - .- 1,100 2
None None Otis Elevalor e 900 2(1)
 Chemicals: p
-2 800. American Agricultural Chemieal None - -None
3(1) 2,000. Atlas Powder - oooi-— - None None
7 27,2000 duPont None = None
5(2) 16,8000 Eastman Kodak - -_______ 410 1
. 2(1) 6,000 Mathieson Chemical ._---__--- ' None : None
5 9,400 . Union Carbide ---— oo ooiomnnn - None ; None
" 'None None = Victor Chemical - oo~ 8,400 . 2(1)
Containers and Glass: ; !
6(3) 7,000. American Can __iooieceomeooos 21,100 2
None Nome: Emhart Manufacturmg 2a______ 1,100 2
‘Drug Products: o
2(1) 10,800° Abbott Laboratories |- .- . None - None
3 3,700 McKesson and Robbins__ .. .. . None None
5 6,875 . Merck and CO.-_ - oomomoon - . 66,500 3(2)
4(2) 24500 Pfizer. oo None None
# Electrical Equipment: . [ { i
. 8(1) 57,800. Radio.Corp. of America____ e - 4600 . 2(1)
3(2) 23,500 Sprague Electric ——ocmcocmaee- 500 1
Financial, Banking and Insurance: .
3 2,910 American Re-Insurance Co..... None None
3(1) 8,900° Chase National Bank . - None None
4 2,244  First Bank Stock Corp3________ None None
2(1) 120 First National Bank (New York) = None None
3 2,400, Household Finance Corp...——- None None
2(2) 11,000 = Manufacturers Natl. Bank (Det.) . None None
2 39,000 Marine Midland - None None
2(1) 1,900 Merchants-Fire Assurance Co... . None None
2(1) 2,300° New York Trust CO.coeeeo _ None None
2 2,200 Pacific Finance CO.ooucmene— None None
None None Associates Investment CO.oceee- 37,000 3(1)
Food Products:
3 12,400  American Chicle - _____ 5,000 1(1)
2 1,100 = Archer-Daniels-Midland ---._--- None None
2(1) 4,100° Borden -l None None
* 4(2) 12,000 Corn Products Refining__._____ ' None None
2 9,300 Mead Johnson and CO....---- ——. "None ‘! None
© 6(2) 33,700 United Fruit -.__- T N T S ' None { None
~2€1) - 1,200 . Wrigleéy ..o il .. . None ' None
Machinery and Industrial Equipment: s, ;
4 12,830 -Allis Chalmers4 ____. BBl . 3,100 3(2)
2 2,000 Briggs and Stratton___..______ -~ None None
2(1). - 14,500 . United Shoe Machinery _..____. None None
1 .+ 500 Bucyrus Erie e .11,700
None Nane Joy Manufacturing -.——————_— . 800 . 2(1)
‘Metals and Mining:
2 4,000 ' Homestake Mining oo __ None None
1 1,000 - Aluminium, Ltd. -___________L. 8,630 6(1)
1(1) 13,500 International Nickel ______.____ 14,700  4(1)
2(1).. 4,700 Phelps Dodge e 5,300 4(1)
None None ' Pittsburgh Consolidatzon Coal__ 11 500 L2
Ofﬁc!‘Equlpment. ) ’
2073 # 3,000 © Pitney-Bowes . .oooeooo—_ None None
Piper and Prmting . &7
4,400 . Contdiner Corp. of America____  None None

3(1) 11,912 Crown Zellerbach ____________ 4,800 1

4 ’ 7,300 International Paper ... _-_.____ 4,000 2

1 300 ;' Marathon CoOrp, —ceeeooeo 23,400 3(2)
‘None None' McGraw-Hill Publishing Co5___ = 3,300 2

None None West Virginia Pulp and Paper-— 800 2(1)

Petroleum: .
2(1) © ‘1,460 Anderson-Prichard Oil —--_—___ None = None

4(2) 37,800 Louisiana Land & Exploration__ 17,500 1.

) <. 22,500 .- Mid-Continent Petroleum _____ 500 1
. 6(2) 46,600-. .Ohio. Oil" - 200 .1
.- 4,000. Royal Dutch Petrol (fgn. shs.)_ . None None . .
16(4)1 :19 838 ;Shell Oil8 _: o ilcimmecee 6,680 .3 :
4(2)( . 14, 200 - Sinelair Qil _ oo ceaiocii e .1,9000 S 20
- '4(1)- - 6,200 - Standard- Qil.of Cahforma ———-- -~None .-- None
11 - - ;22,586. { Standard Oil of New. Jersey a_....1,040___3(2). "
6(1)..-:16,800 .. Texas Company.-_—-oi-—ooiz-os - None.... ANone RN

.Thursday, November 5, 1953

ers-—or sellers:exceed. buyers—by- two or more- management groups: “Issues’ which
lics. :Numerals'in parentheses indicate number of managements- making’ entlrely
tock from their. portfolios. y

—Sold—

FATON & HOWARD
DBALANCED FUND

PROSPECTUSES OF THESE TWO INVESTMENT FUNDS MAY
BE OBTAINED FROM YOUR INVESTMENT DEALER .OR

© 24 Federal Street
" BOSTON"

EATON & HOWARD

sNCORPORATED
~ BOSTON -

EATON & HOWARD
STOCK FUND .

k 333’il\loﬂxgomuy-5';rqet.,: e
AN FRANGISCO- |

—Bought—
No.of No.of No.of ~ No.of
- Trusts Shares Shares ' Trusts
2(1) 15,500 . Union- Oil of California._..____._ None None
1 200  Cities Service .__ .. 10,300 6(3)
3 16,800 = Continental OQil (Del.)__________ 13,600 5(1)
1 356 Gulf Ol oococaiil C JULli LS 15,440 6(1)
None- None Humble Qil and -Refining_.____. 30,000 2"
None None International Petrolewm, Lid.__. 6,400 3
3(1) 19,300  Phillips Petroleum ________..___._ 15,500 5
1 2,000 Skelly Oil® _________.__._ (new) 16,922 3
(old) 2,000 1(1)
None None Stendard Oil of Indiana________ 16,500 4(3)
Natural Gas:
4(1) 4700 American Natural Gas_________ 19,100 1(1)
3(1) 6,300 ' Brooklyn Union Gas______._____ None None
2(1) 13,700 Chicago COrp. oo None None
2 2,000 Columbia Gas System.________._ None None
3 7,200 - Consolidated Natural Gas---___ None None
3(1) 12,800 'El Paso Natural Gas._____-_.___ None None
3 6,992 Northern Natural Gas._..__.____ None None
6(1) 16,800 Panhandle Eastern Pipe Line__. 500 1(1)
5(1) - 15,300  Shamrock Oil and Gas----——___ 13,600 2(1)
2 3,208 Southern Union Gas__.__.______ None  None
2 3,620 Tennessee Gas Transmission____. None None
19(2) 144,946 United Gas Corp.9_ ____________ None None
None None Western Natural Gas___________ 15,000 2
Public Utilities:
3 1,600 American Tel. & Tel._.________ 5,000 -1
‘4 14,500 - Central Illinois Public Service.. None None
5(2) 11,425 ‘' Commonwealth Edison -..__.__. 3,000 - 1(1)
2(1) 5,300 Consol. Gas, Elec. Lt. & Pwr... None - -None
6(3) 58,900 Duquesne Light - ______ None - -None
: © 17,447 General Public Utilities___ 500 1(1)
-2 17,500 - Illinois Power —-_.l———_--o_-_ .. None None
3( 1) 1,600 Louisville Gas and Eleetric.._-- 200 1
‘4 11,800 . Middle South Utilities. ... 1,000 1
2(1) 17,000 . New England- Electric-System__ None None
4(1) 37,319 ' New York- State Elec. &-Gas10 - None ‘None
2(1) 19,000 = Oklahoma Gas-and Electric____.. None None
9 34,000 Pacific Gas and Electric1l._____ None  None
2 6,200 '~ Peoples Gas Light and Coké___.  None ‘None
4(1) 7,400 : Rochester Gas & Electric______. 900 1
4(1) 30,300 Southern Company —-——————-- 12,000 2(2)
3 . 16,700 Southern California Edison___. - 2,000 1
‘2(1) 7,300 -~ Wisconsin. Public Service._____ None None
‘None None . International Tel. and Tel..._._ 14,000 2(1)
None None Kansas City Power and Light___ 17,600 2 .
1 1,000 Kansas Power and Light.______ 43,500 3(2)
1 10,300 = Minnesota Power and Light____ 13,9000  4(1 )
None Noné - Mountain States Power__ .. 8,000 2(1)
None None Scranton Electric oo~ 2,200 2(2)
1 500 . 'Texas Utilities - —-oeeeeee o 7,208 - 3(2)
None None Union Electric of Missouri_____. 2,720 2(2)
17 200 Virginia Electric and Power__.. 18,300 3(1)
Radio and Amusement:
3 12,400 Columbia Broadcast. “A” & “B” None None
Railroads:
6(1) 8,600 Atchison, Topeka & Santa Fe_. 5,300 3(1)
3(1) 12,200 Louisville and Nashville-_-____ 1,500 1(1)
6(2) 13,700 Southern PacifiC .cccmeemo——- 6,100 4(1)
4 . 6,200 Union Pacific —coeeemmeae 1,100 1
None None . Canadian Pacific __cccemmeeo 12,000 2(1)
3(1) 3,400 - Chicago, Rock Island & Pacific. 15,300 5
‘None - None . IlUinois Central .- 4,700 2
None None Kansas City Southern_____-.__.. 2,100.- 3(1)
A(1). 500  New York Central______————__ 41,100 4(2)
.2(1) . 1,700 . N.Y.; Chicago and. St. Louis 12__ ~ 3,380 4 ‘
2(1) 4,000. . -. Pennsylvama _________________ 18,000 4(2)
1 150 .Seaboard Air Line13_____ (new) 13,000 2 -
: . (old) 2,500 . 1(1) ,//
Retail Trade: - . ¢ /
2 6,600 Associated Dry Goods_. .-~ None None s
2(1). 11,400 Green (H. L.) COummmmcm None None
2 2,900 Kroger CO. -l None None
2 2,700 May Department. Stores.__._... None None
2 5,000. .. Murphy (G. C.) COmmmmce— . None None
1 2,000 Federated Department Stores--- 7,100 . 3(2)
1 800 MaTshall Field: oo covuiamsiig .--14,800 - - 4(2)
- Steels: S )
None None Wheeling Steel ____ . .———___ 1,700 2
None None Youngstown Sheet and Tube_.. 2,300 3(3)
: ; 5
¢
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—Bought— - - s £—Sold-—— -
No.of No.of No.of ' No.of ’
Trusts Shares Shares ' Trusts

Textiles: . :
2 2,500 J. P. Stevens_.__ . __________ None ' None
None " None- Celanese Corp. of America_-_._ 25,000 - 2:
Tobaccos: :

7(1) - 13,900 . :‘American Tobacco . __._____ 2,000 --1(1)

3(1). 1L,100 P. Lorillard and Co..__. . 5,000 .. 1(1)
6(3) 2,600 Philip- Morris _________-_-____ 4,500 2(1)

Miscellaneous: »
4 4,600  Minnesota Mining and Mfg..__- None None:
FOOTNOTES
1 1,580 shares received as 49% stock dividend. 2

2 With exception of 700 shares, additions represent. 10% stock dividend,

2a Total amount of
Excluding stock reccived in 2 for
2% stock dividend . amounting to

Basis:

Excluding shares received in 10%

Dces not inciude additional stock received from 2 for 1 split-up.
NOTE—This survey covers 63 ' investment i

of sales subject to werification, .
"1,494 shares distributed as 2% stock dividend.
1,290 shares represent 59% stock distribution.

1 split-up.
4,546 shares .included.

3,306 shares represent distribution from Standard: Oil of Indiana.

1 Jersey for each 50 Indiana.

Excludes new shares received as 100% stock distribution,

Major additions purchased through rights. -Basis: 1 for 10
A so represents distribution from' Electric Bond ‘and ‘Share.

20,629 shares purchased through rights. Basis: 1 for 8.

18,390 shares acquired with rivhts. Basis: 1 for 10.

and over.

stock distribution.

h

, but

pur or

sales of funds sponsored by the same management are treated as a unit. For

“example - the three companies sponsored by E
. considered as having the weight ‘of one manager.

. of Whitehall Fund include elimination

Axe and Company are
Changes in the portfolio

of 16 issues acquired with the assets

of Howe Fund Plan in June. Individual portfolio changes in Loomis-Sayles
" Mutual Fund are not surveyed, -but -those of Overseas Securities (which does
‘ not appear in the companion table) -are included.

-SUMMARY

Excess of Net Portfolio Purchases or Sales o
62 Investment Companies I

Open-End Companies: Bought Sold = Matched  Total
- Balanced Funds _______.__ 11. 5 [ L 2L
-Stock Funds __..__________ 15 5 10 .30

Closed-End Companies______ 0 4 6 10

Totals ‘sac o tnin 2_6 IZ ) 5 62

Continued from page 19

- still were' liked, volume of pur-

Funds Take Cautious

Attitade Toward Market

continued to- be the outstanding
favorite in the food group which
cistinction. it had likewise held
during ‘the two previous 1953
quarterly periods. A total of 33,-
%00 shares was purchased by six
funds, two making initial commit-
ments with no offsetting sales.
T'wo trusts increased holdings and

two others made new purchases of’

Corn Products Refining. Acquisi-
tions totaled 12,000 shares and
there was a complete absence of

lLquidation. .- 12,400 'sh:are's :;of:

American Chicle were added to
three portfolios offset in part by
crale of a block of 5,000 shares.
Two purchases each were made
of Borden, Mead Johnson and
Wrigley. There was no concen-
irated selling in this division.
Two stocks in the air transport
group were liked by the trusts in
contrast with indifference to these

issues in the second quarter of the-

year. Five ‘managements pur-
chased a total of 7,500 shares of

Eastern Air Lines, one -making -an

' initial commitment. 7,000 shares

of Amreican Air Lines were also
added to two portfolios. American
had been the only transport to be
purchased on balance during the
first three months of the year.
North American Aviation was the
number one favorite among the
manufacturing issues as five trusts
acquired a total of 22,200 shares.
Three funds, however, sold 20,400
shares of Lockheed.

Tobaccos - were liked to about
the same extent as during the pre-
vious quarter, but sales increased
somewhat as a few managements
took profits. Preponderance of
purchase transactions was con-
centrated in three issues as con-
trasted with five during the June
quarter. Seven companies bought
a total of 16,900 shares of Ameri-
can Tobacco while one block of
2,000 shares was disposed of.
Philip 'Morris was ‘purchased by
six trusts, half of these making

‘initial ‘commitments; there were

INVESTMENT ‘FUNDS

. BONDS

S = . n Pmpalwfmuwwmwua'- e

Certificates of. Participation-in

? in,\-reat;ng 'the;‘r‘fag_;k«’l :
IN
- (Series BI-B2:B5-B4) - -

=

L (Series KLEZ)

PREFERRED:-STOCKS -

(Seiies SI-S2:83:54). . - .-

. : PR 4w o [ o
i S e ) 5,5 X

“had been second most popular :is-
“suein the preceding quartér) al-

»group finding favor with four

* number .two with six companies

- two purchases offsetting ' three

- centrated.-on - Associates. Invest- ~ §i ,
- ment Co.,' two. portfolio_decreases -
 and one élimination totaling 37,
. 000.shares. '

& : ‘ 3 . - asm"of :the bulliskr eontingent had - §

;. .COMMONSTOCKS

o - Selling ‘'was particularly. heavy in.

-*.the portfolies: of Axe-Houghton -
* Fund- A" and the . Axe-Houghton -

i - Stock. Fund,.the* Geerge:. Putnam
. . Fund,. Selected -:Ametican: Shares

'Tke Ke s'tone Com any of Bostomo - U
iy ac ey -ompany. ‘ 5

e .. .50 Congress Street, Boston 9, Mass,. . - e 5

- — ‘ . -ambunt of rail ‘bonds. Rock Island--

pitized for FRASER
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two-sales. 11,100 shares of: Loril-
lard were.acquired by three tunds
while a‘fourtn-eiiminated a 5,000
share " block.” Opinion ‘was fairly
well divided. on. Reynolds (which

group,  five ' trusts disposing of
15,300 shares. Three ‘purchases
equaled 3,400 shares. Totals of 41,-
100 shares of New York Central,
3,580 new shares of ‘Nickel Plate,
the least popular issue auring the
June quarter, and 18,000 shares of
Pennsylvania ‘were each ‘sold by
four funds. Two of the Central
and Pennsylvania- transactions
represented porifolio eliminations.
2,100 shares of Kansas City South-
ern” were disposed of by three
companies and three sold shares
of Seaboard Air Line. Two sales
were made in Canadian Pacific
and lllinois Central. The more
favorable -aspect:-of the rail pic-
ture, however; ‘was that the two
most popular issues of the second
quarter were still well-liked dur-
ing the period ‘under review. Six
‘managements purchased a total of
8,600 shares of Santa Fe and a like
number acquired 13,700 shares of

though total purchase volume far
exceeded the amount.of stock sold,

Five investment companies
liked - Merck, ‘adding 6,875 ‘shares,
but there were also three sales—
tworepresenting compiete porttolio
eliminations—totaling 66,500
shares. Two funds added to exist-
ing holdings or rfizer while two
others maae new purchases total-
ing in all 24,500 shares with no
osiseiting  ‘sales. An interesting
switcn ' was ‘ made  in these two
drug-stocks by a-pair of funds in
the Seligman group. Both Broad
Street Investing Corp. and Na-
tional Invesiors bought Pfizer and
sold Merck. Three trusts also pur-
chused McKesson and .Robbins
while two acquired shares of Ab-
Lott Laboratories. Transactions in
the textiles were considerably
lighter and less concentrated tnan
in the previous quarter although
buyers still' predominated. J. P.
Stevens'was liked by two manage-
ments.. In the previous quarter it
had also been the favorite in the

was added to four portfolios, one
of which represented an acquisi-
tion of 2,800 shares by Investors
Mutual, which has been building
up this investment each quarter of
1953 so that it now owns a total
of 10,000 shares. Another issue
running counter to the trend in
the rails was Louisville and Nash-
ville, three funds acquiring 12,200
shares and one of these making a
new commitment.

Studebaker and Chrysler Again
Sold

Sales in the auto stocks were
featured by Studebaker and
Chrysler as during the June quar-
ter.- A total of 72,200 shares of
Studebaker was lightened in two
portfolios and elimihated from
four others. Offsetting was one
lone purchase of 1,000 shares.
Sales of Chrysler equaled 14,200
shares, represented by three port-
folio decreases and two elimina-
tions. Actual volume was higher
on the buy side amounting to
23,700 shares, but this represented
transactions in only three port-
folios. Still duplicating the pattern

irusis, ‘while in the first three
months of the year it had ranked

making purchases. Selling was
concentrated on Celanese as it had
been in the earlier six months of
1953. '

Insurance and Bank Stock Buying
‘Although the insurance issues

chases fell off one-half from the
preceding quarter. Buying was
well * scattered although there
were three portfolio additions of
American Reinsuranceé as well as
one increase and another initial
portfolio commitment in Mer-
chants  Fire Assurance. Bank
stocks received better treatment
than the insurance equities, how-
ever. Three funds acquired a total
of 8,900 shares of Chase, two pur-
chased 120 shares of the First Na-
tional Bank of New York. while
two trusts also added 39,000 shares
of Marine Midland to existing
holdings. One new commitment
and one portfolio addition were
made in the New York Trust Co.
while two new .purchases were
made  of the Manufacturers Na-
tional Bank of Detroit. It is in-
teresting to note the contrasting
views of management on the bank
stocks during the period. The
George Putnam Fund and Fully
Administered . Fund bought these
issues on balance while Massa-
chusetts Investors Trust sold.
Opinion was almost divided on
the two major finance companies
contrasting with. their sales on
balance during the June quarter.
Three trusts bought and two sold
CIT Financial while this was
reversed in Commercial Credit,

contrasting opinion on General
Motors, as a total of 26,300 shares
was added to existing holdings by

four trusts and . initially pur-
chased by three others. However,
even in this issue the case for the
bears appeared to be strengthen-
ing, as four other funds eliminated
a total of 22,000 shares from port-
folios. Among the parts manufac-
turers selling was concentrated on
Electric = Auto-Lite and Bohn

Aluminum & Brasg, Briggs found
a couple of purchasers, but volume
was comparatively:;ight.

sales. An initial-commitment was
represented by the purchases in
each issue, Three investment com-
panies bought Household Finance
and two acquired -2,200 shares of
Pacific Finance. Selling was .con-

was the least popular issue in the .

Southern Pacific. Union Pacific -

of the previous period, was the"

3 Mutual Funds ~
; %fwﬁ MUTUAL, INC.

An open-end management type mutual fund diversifying its invest-
ments among common stocks, preferred stocks and

%Jm SELECTIVE FUND, INC.

An open-end management type mutual fund diversifying its invest- -
ments among bonds, preferred stocks, and other senior securities.

%foﬂ STOCK FUND, INC.

An-open-end management type mutual fund diyersifying its invest.:
ments among common stocks ‘and other equity securities. = - .

... Face Amount Certificate Company ,

(1737) ‘21

- Building Group Unpopular.
Buying: was cut in -half; while
selling transactions increased
about 20% in the. building and
construction = division making, it
third least popular group for the
current period contrasting with its
rank of number seven favored by
the bullish contingent in the June
quarter. Johns-Manville bore the
brunt of the selling, two manage-
ments lightening and two others

rcompletely eliminating holdings

for a total of 16,100 shares; iwo
purchases equaled 6,700 shares.
There were three sales of General
Portland Cement in not too heavy
volume, while Mueller Brass and

"Otis Elevator were each disposed

of by two trusts. 23,300 shares of
Armstrong Cork were added to
three portfolios while Carrier Cor-
poration, number two favorite in
both the first and second quarters,
was acquired by two trusts.
Although selling transactions in
the steels were stepped up about
50% over the previous three
months, liquidation was not overly
heavy and was scattered among

several issues. Only noticeable
predominance of sellers over
buyers was in Wheeling and

Youngstown Sheet and Tube with
two sales of the former and three
of the latter. There were five
transactions on either side of the
market in Bethlehem while. the
same number of sales of Republic
were offset by four purchases of
that issue. Three sales of United
States Steel totaling 4,800 shares
were almost balanced by two ad-
ditions equaling 4,500 shares.

Selling in the non-ferrous
metals was concentrated in Alu-
minium, Ltd. much of which had
been purchased through rights
during the previous quarter. Six
managements sold a total of 8,630
‘shares, one completely eliminat-
ing the issue from its portfolio.
International Nickel was lightened
‘in three portfolios and eliminated
from another, sales totaling 14,-
700 shares. A like number of
funds sold 5,300 shares of Phelps
Dodge, but there were two pur-
chases equalling 4,700 shares. ‘On
the other hand, opinion was al-
most divided on' Kennecott, three
purchases - offsetting - one “port-
folio decrease and another elim-
ination. Two. funds also bought
4,000 shares of Homestake, but:an
equal number of companies sold
Pittsburgh Consolidation Coal.
Among the machinery manufac-
turers, sellers were slightly on the
ascendant with liquidation con-
centrated in Bucyrus Erie. There
were three sales of this issue and
two of Joy Manufacturing. Buyers
showed a ‘slight predilection for

Continued on page 22

nds.

. Preponderance of ‘selling of the- §- %@}d SYNDICATE
rails. ‘did"_not ‘resudt- in' any -de- -[¥ " . A face amount certificate
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* and
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OF AMERICA, INC.

issu] t:certificates” -

..+~ having 6; 10,.15. and 20 yedr maturi
+... ) ameunt investment certificates.. i

' ; " # 3 ! 03 - : :
This is not an offer to sell these securities: They. are subject to the registration.
prospectus requirements of the Federal Securities Act. Juformation about the-
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Continued from page 21 |

Funds Take Cautious

Attitude

Briggs and Stratton. Opinion was
divided on Allis Chalmers, three
portfolio additions (excluding the
5% stock dividend) offseting two
eliminations and one decrease in
holdings. United Shoe Machinery
was liked by two managements.

Uncertainty About, Oils

Opinion was about evenly
divided in the petroleum issues,
with purchases about equal to

. those of the previous quarter, and
sales up a full 25%. Ohio Oil and
Texas were the favorite issues,
six trusts making purchases, two
of the former and one of the lat-
ter representing new commit-
‘ments. Selling was negligible in
Ohio and completely absent in
Texas. Four mangements each ac-
quired ‘a total of 37,800 shares of
Louisiana Land and Exploration,
14,200 shares of Sinclair and 6,200
shares of Standard Oil of Cali-
fornia. Mid-Continent Petroleum
was added to three portfolios and
there were two purchases -each
of Royal Dutch Petroleum and
Union Oil of California. Four ad-
ditions were made to existing
holdings of Standard of New
Jersey, excluding the stock re-
ceived as a distribution from
Standard of Indiana, and seven
purchases of Shell swelled the
additions resulting from the 2%
stock dividend. Selling was con-
centrated in Gulf and Cities Serv-
ice by six managements. One com-
pletely eliminated holdings of the
former issue and three did like-
wise with the latter. Phillips was
also unpopular, five funds lighten-
ing holdings totaling 15,500. How-
ever, three offsetting purchases
equaled 19,300 shares. Standard
of Indiana was eliminated from
three portfolios and decreased in
a fourth while Skelly and Inter-
national Petroleum were each dis-
posed of by three trusts.

Mixed Opinion on Electrical
Equipments

Buying in the electrical equip-
ments was cut back about 50%
from the preceding quarter with
transactions on either side of the
market about balancing each
other. Thus, General Electric
matched four purchases with a
like number ‘of sales and three
buyers in  Westinghouse almost
offset two sellers. ‘Concentrated
purchasing was evidenced in

Radio Corporation, five portfolio

additions and one new commit-
ment totaling 57,800 shares. Man-
agers also liked Sprague Electric,
additions equaling 23,500 shares
representing two initial purchases
and one increase to existing hold-
ings. Selling‘was not concentrated
on any one issue.

Transactions in the retail trade
group were evenly divided as
buying transactions were sliced
approximately in half from the
June - quarter and selling was

stepped up. Two purchases each
were scattered among Associated
Dry Goods, H. L. Green, Kroger
Company, May Department Stores
and G. C. Murphy. Brunt of the
concentrated selling was in Mar-
shall Field and Federated Depart-
ment Stores, four sales of the
former totaling 14,800 shares and
three of the latter equahm7 7,100
shares. Sales of each issue in-
cluded two complete portfolio
eliminations. Montgomery Ward
had a breathing spell after the
concentrated selling of the June
quarter, three purchases offsetting

three sales, although volume of
thé selling was conSIdexably
heavier and was represented by
two portfolio eliminations. Vol-
ume in Sears Roebuck was ex-

gitized for FRASER
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Toward Marke

tremely light and transactions
were also evenly divided.

Buying in the paper and print-
ing division fell off 50% from the
last quarter and opinion was cur-
rently divided. International
Paper was the favorite as four
managements purchased a total
of 7,300 shares. Crown Zellerbach
was also liked, two additions and
one new commitment totaling 11,-
912 shares. Two purchases were
made of Container Corporation of
America. Selling was concentrated
on Marathon, which had been top
favorite in the preceding ‘three
months’ period. Sales of 23,400
shares were represented by two
portfolio eliminations and one
decrease in holdings. 3,300 shares
of McGraw-Hill were also dis-
posed of by two managements.
United States and Foreign Securi-
ties eliminated its holdings of
Kimberly Clark in addition to dis-
ghsmg of its block of Marathon,

us cleanmg out entxrely its in-
terest in the paper issues. Over-
all opinion on the rubber stocks
as well as transactions in indi-
vidual issues was fairly well
divided as purchases were de-
creased one-third from the June
quarter.

Geo. J. Arnold With
McGrath Securities

George J. Arnold ’

McGrath Securities Corp., 70
Wall St., New York City, an-
nounce that George J. Arnold has
become associated with them as
Syndicate Manager. Mr. Arnold
has been engaged in the origina-
tion and wholesale distribution of
securities for many years, and un-
til recently was Resident Manager
of the New York office of Graham
& Company of Pittsburgh, Pa.

Southwestern IBA
Group Elects Officers

KANSAS CITY, Mo.—The fol-
lowing new officers have been
elected for the 1954 term of the
Southwestern Group, Investment
Bankers Association of America:

Chairman Howard H. Fitch,
Barret, Fitch, North & Co., Kan-
sas City, Missouri, President.

Vice-Chairman Glenn L. Mil-
burn, The Small-Milburn Co.,
Inc., Wichita, Kansas, Executive
Vice-President.

Sec’y Treasurer John J. Bon-
dank, Zahner & Company, Kan-
sas City, Missouri, Secretary and
Treasurer.

Suburbia Invs. Formed

SHORT HILLS, N. J. — A. H.
Stovall is engaging in an invest-
ment business from offices at
83 Stony Lane under the firm
name of Suburbia Investments.

Nelson & Combs, Inc. Open

WASHINGTON, D.”C.—Nelson
& Combs, Inc., is engaging in a
securities business from offices at
1326 U Street, N.W. Ralph L.
Nelson is a principal of the firm.

The Commercial and Financial Chronicle. .

Harris Hall Co. and
Dean Witter & Co.
To Merge

CHICAGO, Ill, — Directors of
Harris, Hall & Co., Chicago in-
vestment banking house, and the
partners of Dean Witter & Co. of
San Francisco and New
have agreed to merge the two
businesses. The consolidation is to
become effective about December
1, under the name of Dean Witter
& Co. The announcement was
made today by Edward B. Hall of

Harris, Hall & Co., and Dean
Witter, senior partner of Dean
Witter & Co.

The Harris, Hall office in Chi-
cago, with substantially the entire
personnel, will become the mid-

western headquarters of the Wit- |

ter organization, which is a very
large one with about 725 employ-
ees, with membership in all the
principal stock and commodity
exchanges, and departments for
the wunderwriting of  municipal
and corporation securities.
Harris, Hall & Co. was organ-

ized in 1935 to carry on the bus- -

iness in corporate securities for-
merly done by the bond depart-
ment of the Harris Trust & Sav-
ings Bank. Its antecedents in the
investment banking business go
back to the founding of N. W.
Harris & Company in Chicago in
1882.

Dean Witter & Co. was founded
in San Francisco in 1924, the out-
growth of a firm originating in
1914, and has grown to be one
of the largest investment banking
and brokerage concerns in the
business.  The firm has a large
New York office and 23 offices
bracketing the Pacific Coast from
Seattle to San Francisco, Los
Angeleg and San Diego. The com-
pany also maintains offices in
Honolulu and Boston. Until now
it has had only a small office in
Chicago.

Mr. Hall will retire from active
participation in the business and
become a limited partner in the
Witter firm, and Eaton Taylor,
one of the senior partners in that
firm, will move to Chicago to
oversee the midwestern activities.

The consolidation is to be
effected by ‘Dean Witter & Co.
acquiring substantially all the
assets, plus the records and good
will of Harris, Hall & Co., and a
special meeting of Harris, Hall
& Co. stockholders will be called
to ratify the transaction.

Additional N. Y. C. Office

Hayden, Stone & Co., member
of the New York Stock Exchange
and other pr1nc1pa1 exchanges,
is today opening its second office
in the New York midtown area.
The new office is located at 509
Fifth Avenue and is under the
management of Henry J. Uhlig.
The firm also maintains an office
at 575 Madison Avenue and has
its principal office at 25 Broad
Street.

Representatives in
Long Island

BROOKLYN, N. Y. — Security
Adjustment Corporation announce
the appointment of Country Es-
tates, Inc., 14 Haven Avenue, Port
Washington, Long Island, as their
representatives in the North

. Shore Long Island territory.

Representatives will give infor-
mation and take orders on all in-
vestments, including stocks,
bonds, and all securities traded
anywhere n the United States and
Canada.

This neighborhood service is for
local residents and there is no ob-
ligation for information. -

E. L. Davis Opens

WRIGHTSTOWN, N. J—Edwin

L. Davis has opened offices on

East Main Street to engage in the
. securities business.

York, :
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Export Subsidies to Go

By PAUL EINZIG

In calling attention to proposals of Council of European Feder-
ations- to limit export subsidy schemes and the temporary

agreement of the European 0

rganization against artificial in-

centives to exports, Dr. Einzig finds these developments are

step in the right direction, but
bargaining before a

“cut-and-

holds there is bound to be hard
dried text is arrived at,” and

concealed subsidies may continue.

LONDON, Eng. — The Council
of European Federations held a
meeting in Paris on October 22nd,
to discuss proposals for the limi-
tation of in-
direct export
subsidies
schemes. The
old methods of
direct subsi-
dies, under
which Gov-
ernments paid
bonuses to in-
dustrial firms
enabling them
to dump their
manufactures
in foreign
countries, are
no longer
fashionable. Their place has been
taken 'by a wide .variety of indi-
rect export incentive methods.
They are not nearly as crude as
direct subsidies but their effect is
precisely the same. They create
conditions of cut-throat competi-
tion between rival industrial na-
tions to the detriment of all. It is
indeed the height of absurdity
that the countries of Western

Dr. Paul Einzig

‘Europe, which have every reason

to assist each other in the eco-
nomic-as well as the political and
military sphere, should adopt a
“beggar-my-neighbour” policy in
engaging in unrestricted dumping.

The absurdity of this is at last
being realized, hence the Paris
meeting of the European Organi-
zation on which the industrial
federations of Western European
countries are represented. The
meeting was well prepared and
in a single sitting it resulted in a
standstill agreement providing
that for three months no further
increase of artificial incentives
should be granted to exporters in
the countries concerned. It is true
the Federations are not Govern-
ment departments and their
agreement is subject to approval
by the Governments concerned.
There can be no doubt, however,
that the approval will be forth-
coming. It is also true that the
agreement merely prevents for a
limited period the increase of the
existing degree of indirect export
subsidies. Nevertheless, it is grat-
ifying as a first step. It will pro-
vide a breathing space during
which it might be possible to ne-
gotiate a reduction of indirect
subsidies.

The next task will be to define
precisely the meaning of such
subsidies. Pending such a defini-
tion the observance of the stand-
still will be largely a matter of
interpretation by the various
Governments concerned. For this
reason the Council will have to
rely on the spirit rather than on
the letter of the standstill limit.

One of the types of undesirable
incentives envisaged by the
Agreement is tax concessions for
the benefit of exporters. It would
be necessary to define the types
of tax concessions which should
be outlawed. Meanwhile the

statement issued by the Council
recognizes that the repayment of
certain indirect taxes on exported
goods, in particular turnover
taxes, need not be regarded as an
artifical incentive of an objec-
tionable kind. This means that it
will remain lawful during the
standstill period for Britain to
raise Purchase Tax, thereby in-
creasing the differentiation in fa-
vor of exported goods. In reality

there is no need to anticipate such
action. On the contrary, the
chances are that there will be
Purchase Tax reductions in the
next budget.

The meeting unanimously de=
cided to condemn the so-called
“currency retention schemes” un-
der which exporters are allowed
to retain for their own use part of
the foreign exchange proceeds of
their exports. Such schemes had
been in operation in a number of
Continental countries and consti-
tute a considerable incentive,
Many exporters are only too will-
ing to lower their prices for ex-
ports for the sake of being able
to secure foreign .exchange,
whether for the purpose of spend-
ing it on imports for which they
would not get exchange alloca-
tion in the ordinary way or for
building up private hard currency
reserves, or for selling the ex-
changes at a premium in the free
market. The ban on such schemes
is not watertight, however. The
statement allows exception in
favor of currency retention
schemes which, as the Organiza-
tion for European Economic Co-
operation has acknowledged, aim
exclusively at administrative sim=
plification,

A much more difficult problem
was to deal with ineentives in the
form of priorities in low-priced
raw material allocations by the
Government for the benefit of ex-
porters. The Continental coun=-
tries which practice currency re-
tention schemes and tax conces-
sions unknown in Britain criticize
Britain on the ground that her
exports are subsidized through
the sale of raw materials at espe=
cially low prices by the Govern-
ment. The Council agreed to the
principle that subsidies for in-
dustrial raw materials used for
manufacturing goods for export
should be discontinued. There is
a good deal left to be done, how-
ever, before an exact definition
of the scope of this ban can be
arrived at.

Another ground on which Bri-
tain is subject to criticism is the
discrepancy between prices for
British coal and steel according
to whether buyers are in the
United Kingdem or abroad. It is
argued that the higher price paid
by foreign buyers constitutes a
subsidy to British exporters, who
are thereby enabled to secure
their coal and steel at unduly
low prices. This practice has not
been condemned, however, by the
Council, the statement of which
only objects to subsidies made at
the cost of public funds. Never-
theless, the last word has not
been said about this subject and

it seems probable that during the
forthcoming -negotiations efforts
will -be made to define artificial
export incentive schemes in a
way so as to outlaw the system of
dual prices for raw materials.

Although there is bound to be
hard bargaining before a cut-and-
dried text is arrived at, it is a
welcome progress in the right di-
rection that unanimous agreement
has been reached on the “unde-
cirability of a senseless race be-
tween countries for ‘ever bigger
incentives (concealed subsidies)
which have the effect of subsidiz=-
ing the customer with the result
of increasing prices or taxation in
the producing countries.”
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Forecast of Interest Rates in 1954

By J. ROSS OBORNE*
Nesbitt, Thomson and Company, Limited, Toronto, Ont.

Canadian analyst describes his method of approach in forecast-
ing trend of interest rates, and lists the factors that influence
the supply and the demand for capital funds. Foresees in 1954
no lessening in available supply of capital funds, but locks for
a somewhat lower demand for.this supply, thus tipping the
scale in favor of lower interest rates. Predicts yield on Cana-
dian Government's 3%, Bonds, due 1966, will fall from the
current 3.72% to 3.619, within a year.

Thg word usury is a harsh one
and in ages past constant con-
troversy existed as to whether it

was right for a person to charge
interest on a .

loan. Today
we accept in-
terest as a
matter of
course and yet
volumes have
been written
holding the
point of view
that capital
cannot pro-
duce a greater

value than its
own.
I do not in-
tend to be- J. Koss Uborne

come involved .

in a theory of interest. In our
economic system, interest affords
us a legitimate reward for the
use of our capital funds, There
would be very little incentive to
lend money if there was no in-
terest to' be earned. And without
access to loanable capital funds,

. Where would our economy stand

today . . . and where would the
investment field be!

There are many approaches to
the problem of forecasting in-
terest rates but there is no purely
scientific approach that I know
of. So many variable factors are
involved and so many of the
factors are incapable of measure-
ment that I think it is fair to say
that the forecasting of interest
rates is more of an art than a
science. If any one person could
possess the ability to forecast in-
terest rates with great accuracy
over a period of time, I would
say that such a person would
have to carry the art to the point
of genius. He would have to be
an economic scientist as well as
an expert in international affairs
and in group psychology.

I am afraid that I do not have
these qualifications. I have, how-
ever, arrived at a forecast of in-
terest rates as I expect them to
be a year hence. In so doing I
have tried to apply a little science,
and also a little art. I think that
one applies a little science -in
making use of -such measurable
data as is available, and I think
that one makes use of a little art
in attempting. to evaluate such
additional information as is avail-
able in intangible or -immeasur-
able form.

I would like to remind you of
something ‘that is already well
known to you—that forecasting
itself is a continuous operation,
and . the forecast -made today in
the light of what is known today,
may have to be changed tomorrow
in the light of any new knowledge
that may become available.

-Who knows, for example, what
new developments may occur on
the international scene and the
-effects of such developments on
our western economies, and par-
ticularly on our defense pro-
grams. Who can tell what may
happen to change the psycho-
logical ' attitude of buyers and
sellers, and those who are re-
sponsible for economic decisions
in many fields.

Last year just about this time
a change was taking place in
business sentiment. There was a
gradual shift in the last few
months of 1952 from a degree of

*An address by Mr. Oborne before the

Security Analysts Association of Toronto,
Toronto, Ont., Sept. 23, 1953.

pessimism to a degree of opti-
mism regarding the outlook for
1953. Will there be a similar
shift in' the same months of this
year? I for one do not think so,
but who, can tell at the present
moment.

Before I give you my -predic-
tion I would like to ‘deal briefly
with my approach to the prob-
lem and to discuss some of the
factors that I took into considera-
tion in arriving at my estimate.
My approach to. the forecasting
of. interest rates is not a complex
one, but it does involve taking
into account many variable fac-
tors. I might describe my ap-
proach as being one that in-
volves four main steps:

I think the most important step
is to enumerate and attempt to
evaluate all of the more important
factors that will have a bearing
on the amount of capital funds
that will be available next year.

Sources of Capital Funds

The factors which seem to have
the most influence on the supply
of capital funds are:

Personal Savings: Deposits in
U. S. savings banks in the first
six months of 1953 had increased
by 15% over the same period of
last year. In Canada the increase
was 7%. ’

Life Insurance Sales: Such sales
in the U. S. increased by 19%
over a like period of last year.
In Canada the increase was 11%.

Savings in Savings and Loan
Associations: In the U. S. an in-
crease of 19% over a like period
of last year has occurred.

Pension Funds: A marked
growth of these funds in both
countries is evidenced. Not only
are the older established firms
instituting such plans but as well
new corporations have added
greatly to this source of funds.
Higher wages with consequent
higher pension payments are of
course an added factor.

Savings Bonds: Treasury Sav-
ings Bonds in the U. S. are more
popular this year and sales have
exceeded redemptions and those
maturing by $172 million. ‘The
coming loan in Canada will un-
questionably be the most success-
ful Savings Bond ever issued.

Corporation Savings: In both
countries corporations are financ-
ing much of their expansion from
internal sources. Retained earn-
ings are considerable and will be
further influenced by decreased
corporation taxes. Depreciation
charges are providing consider-
able funds with many corpora-
tions charging the maximum al-
lowed under tax regulations.

Inflow of Capitai: The possi-
bility of.a lower value for the
Canadian dollar as a result of
decreased wheat shipments and
other exports could greatly in-
crease the flow of capital into
Canada brought about by bond
offerings in the U. S, A.

The Demand Factor

The second step is to enumerate
and attempt to evaluate all of the
factors which are likely to influ-
ence the demand for capital funds
in the coming year, and here are
some of the factors I have taken
into consideration: ;

Corporation Demand: Business
expansion has been going ‘on at
an accelerated rate for some con-

siderable time and a tapering off
is looked for. It is lLkely that
the flood of such issues due to
appear. in the next few months
in the U. S. A. will have greatly
diminished by this time next year.
In Canada we are already expe-
riencing a drying up of corporate
bond otferings.

State, City and Municipal Fi-
nance:: The demand for -added
services in communities and the
backlog of expansion delayed by
the war is likely to continue, It
is interesting pernaps to comment
on this type of financing from the
standpoint of the rate of interest.
It seems evident that civic bodies
are willing to borrow money at
higher rates of interest than cor-
porations without protest. The
inference of course is that spend-
ing someone else’s money comes
easier than spending your own,

Government Demand: In Can-
ada a balanced budget or nominal
surplus seems to be in prospect.
In the U. S. A. some funds will
be required to offset the yearly
deficit.

Mortgage Money: The demand
will likely continue at a fairly
high-level but not likely as great
as 'in 1953.

The third step is to make a
careful study of general business
conditions, and on the basis of
such a study, to attempt to fore-
cast the level of business activity
for the period under review. Both
short-term and long-term influ-
ences must be taken into con-
sideration and references must be
made to as many of the measure-
ments of economic activity as
are available. It is necessary to
become acquainted with levels of
incomes and expenditures, com-
modity price levels, the consumer
credit problem, operating -costs,
the foreign trade situation, the
Canadian dollar situation, levels
of inventories, the influence of
the U. S. economy on the Cana-
dian economy, the rate of popula-
tion increase, the rate of family
formation, the trend towards de-
centralization of industry and
population shifts, and many other
phases of economic activity.

The fourth step is to formulate
your prediction, based on conclu-
sions that have been arrived at
in carrying out the preceding
three stages.

Factors Bearing on Interest Rates
Next Year

I shall not go into detail on
the research I have carried out,
but will deal very briefly with
what I feel are some of the sig-
nificant factors I feel will have a
bearing on the level of interest
rates next year. First of all, I
think that in 1954 we shall see
a slightly lower level of general
business activity both in the
United ‘States and Canada. After
having arrived at this conclusion
I was interested to see that a
similar outlook was expressed by
the Canadian Chamber of Com-
merce at. their recent meeting at
Edmonton,

There are some fairly good
reasons for believing that busi-
ness will be slower next year.
We know that our productive
capacity ‘has caught up with de-
mand — this- has been evidenced
in declining commodity prices.
since . mid-1951 in Canada and
since early 1951 in the United
States. Inventory levels are high,
although it may belargued that
they are not dangerously high in
relation to present sales. There
is some evidence that capital ex-
penditures will taper off slightly.
Many of the larger expansion
projects -both in Canada and the
U. S. are heading towards com-
pletion, and some over-expansion
seems to exist in a few fields.
There is also the fact that we
have enjoyed record levels of
activity in the past year, and that
some portion of this activity, sup-
ported by substantial - increases
in credit, may have been bor-
rowed from the future. There is
expectation that farm incomes

will be somewhat lower next
year, and the foreign trade situa-
tion does not appear as bright
as it might.

If these factors did not exist in
Canada, there would still be the
possibility that we might feel the
effect of a minor recession in the
United States, in spite of the fact
that, during the 1949 recession,
the United States continued to
import from Canada many basic
commodities that were still in
short supply. With the present
balance between the demand for
and the supply of most commodi-
ples, the feeling is that a recession
in the United States could have
almost an immediate effect on the
Canadian economy.

In both the United States and
Canada, however, there are strong
influences which are working
towards increased economic ex-
pansion in the longer term, and
these factors will tend to limit
the seriousness of any downward
pressures on the economy during
the next year or so. There seems,
after weighing all factors, no rea-
sons for predicting any more than
a moderate slow-down in activity
during 1954,

Referring now to my Step No. 1,
there do not seem to be any
reasons for predicting a lessening
in the supply of capital funds
available next year. The latest
figures for labor income in Can-
ada show an increase of 10% over
labor income last year. Even
though personal consumption ex-
penditures have also risen sub-
stantially, indications are that
personal savings are also being
maintained at a high rate. In
Canada, savings deposits with the
chartered banks have increased
substantially during the last year.
The same conditions exist in the
United States. A rather spectacu-
lar increase has taken place in
Life Insurance sales in Canada
during the last few years.

In both the United States and
Canada, business corporations
have been financing much of
their expansion from retained
earnings and depreciation charges.
There is nothing to indicate that
funds from internal sources are
being depleted. Corporation earn-
ings have been maintained at
fairly high levels, and most cor-
porations are continuing to charge
as much in the way of deprecia-
tion as the income tax laws will
allow, in some cases taking ad-
vantage of special provisions in
the tax laws. Anticipated de-
creased corporation income taxes
in the United States and possibly
in Canada may tend to offset any
decline in internal funds that may
result from any reduced earnings.

The possibility of a lower value
for the Canadian dollar. could in-
crease the flow of capital into
Canada.

So much for the possible supply
of capital funds. - Insofar as the
possible ‘demand for capital funds
is concerned, I predict that there
will be a somewnat lower demand
for capital funds next year than
we have had this year. Indications
are that there will be some taper-
ing off in the rate of business ex-
pansion next year. As previously
mentioned it is likely that the
flood of new corporate issues due
to appear in the next months in
the U. S. A. will have greatly
diminished by this time next year.
In Canada we are already expe-
riencing some drying up of cor-
porate bond offerings.

It is not likely that the Cana-
dian Government will be operat-
ing with a budgetary deficit in
the next year, and there should
be no demand for capital funds
from this source. In the United
States, also, the Government is
placing stress on the importance
of balancing the Federal budget.

Provincial governments and
municipalities in Canada, and
state, city and municipal govern-
ments in the United States, are
still in need of many additional
services and will continue to sup-
port a-fairly strong demand for
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capital funds. Limitations to the
extent of such borrowing, how-
ever, are likely to hinge upon the
ability of the governmental bodies
concerned to carry the debt in-
volved.

There has been a fairly strong
demand for mortgage money this
year. It is likely that this de-
mand will continue into the next
year, but not on as high a level.
It is anticipated that activity in
both residential and commercial
construction will be somewhat
lower next year than this year.

Now, to summarize, I do not
predict any lessening in the sup-
ply of capital funds available
next year. In fact there could
be a net increase in funds, es-
pecially if the Canadian dollar
should drop .in value. On the
other hand, I predict that there
will be next year, \a somewhat
lower demand for capital funds
than we have had this year.
In other words, I believe that
the balance between the demand
for and the supply of capital
funds next year will be tipped
slightly in favor of lower interest
rates. I do not feel that the
change will be a very great one.
To express this in terms of a
common yardstick, it iss my pre-
diction that the Canada 3%, 1966
bonds, which presently yield
3.72%, will sell to yield 3.51%
one year from now.

Biddle, Whelen
Pariners Join Yarnall
And W. H. Newhold

PHILADELPHIA, Pa.—Effective
Jan. 1, the firm name of Biddle,
Whelen & Co. will be dissolved.
James D. Winsor, Jr. and James
D. Winsor, III, will become asso-
ciated with Yarnall & Co., 1528
Walnut Street, members of the
New York and Philadelphia-Bal-
timore Stock Exchanges, and the
latter firm’s name will be cha:aged
to Yarnall, Biddle & Co. Benja-
min' Rush, Jr., will withdraw as a
limited partner in Yarnall & Co.

John - Strawbridge will become
a limited partner and Arthur S.
Burgess a general partner in W. H.
Newbold’s Son & Co., 1517 Locust
Street, members of the New York
and Philadelphia-Baltimore Stock
Exchanges. Bernard Samuel, for-
mer Mayor of the City of Phila-
delphia, and Edwin E. Hoffman,
now registered representatives for
Biddle, Whelen & Co., will also
become associated with W. H.
Newbold’s Son & Co.

Alfred A. Biddle will retire.

With J. C. Bradford:

J. C. Bradford & Co., 44 Wall
Street, New York City, members
of New York Stock Exchange, an-
nounce that John K. Voorhis is
now associated with the firm as
a registered representative, Mr.
Voorhis formerly was associated
with Phelps, Fenn & Co.

Cobb & Co. Formed

HOUSTON, Tex.— Robert S.
Cobb has formed Cobb and Com-
pany with offices in the Melroge
Building to engage in the securi-
ties business. He was formerly
with B. V. Christie & Co.

George Murfitt Opens

COBLESKILL, N. Y.— George
Murfitt is engaging in a securities
business from offices at 21 Main
Street. He was formerly with Ed-
ward A. Purcell & Co. and W. T.
Bonn & Co.

Wm. H. Davis Opens

NEWARK, N. J.— William H.
Davis is engaging in the securities
business from offices at 24 Com-
merce Street.

Opens Offices

SACRAMENTO, Calif.—Berna-
dine B. Everman is engaging in a
securities business from offices at
906 Twenty-first Street. o

pitized for FRASER
p://fraser.stlouisfed.org/




1 Chronicle . . - Thursday,-November 5, 1953

PR

R Sl e
T

inanecia

<9
3
L)
3
o
3
£
§
55
®
=

d.org/

24 “(1740)
igitized for FRASER
1 3://rase' st\ouﬂivsfe



Volume 178 Number:5270-

itized for FRASER
p://fraser.stlouisfed.org/

.. The Commercial and Financial Chronicle -

FOR MILLIONS OF YEARS the Glant slept

In 1863, Man- disturbed his mighty slumber, tamcd lnm‘ ;

i put him to work'for the good of all
" The Giant ‘was called Pctroleum. :

* ‘How did enterprising men’ go about harnessmg this’
; stupendous new source-of energy° : : v

‘Here is how thcy d1d not go about 1t

They dl(l not' tum the problem over to a govemment A

agency.

" bother with this newfangled : stuff?”

They did not say, “Too many problems lnvolved Too
many risks, We might lose our shirts.”

They did get to work and promote risk capital for drilling.

They did make this new source of energy available to all
the people.

They did seek—and find—new ways to put the Giant’s
talents to work making hundreds of new products, creating
thousands of new jobs.

Among these energetic giant-tamers were men of Cities
Service. They had begun as processors of whale oil. They
were quick to see the p0551b111t1es of “rock oil.” They were
among the first to study the sciences of combustion and
petro-chemistry.

The petroleum Giant is now a docile servant of mankind.
It has made our lives easier in countless ways. But Cities
Service researchers say it has muscles it hasn’ t even used
yet! : :

CITIES. ,SERVICE

Qualzt_y Pctroleum Pro;( Cl5

They dlCl not say,' "Whale onl 18 good enough Why‘

(1741)
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. How Significant Are Reported

Changes in

Liquid Savings?

By HUGH P. KING

Mr. King reports results of

a survey of various statistical

measurements of trends in liquid savings. Says it if always

essential to distinguish between real saving and nominal sav-

ing, and notes methods of “deflating” figures to offset lower
value of the dollar.

In recent years, the Federal
Home Loan Bank ,Board has been
publishing, regularly, estimates of
the total volume of liquid savings
in the hands
of the Ameri-
can public,
These esti-
mates* show
that, in the
period 1940 to
1950 inclusive,
total liquid
savings on
hand in-
creased in ev-
ery year ex-
cept 1941,
1946, and 1947,
but that the
years when
savings were
accumulated to an extent far ex-
ceeding normal were 1943, 1944,
and 1945—years in which we were
engaged in a war so expensive
that it absorbed something like
half of our national income. On
the basis of these figures, repre-
sented by the graph in Chart 2,
it therefore appears that, the more
we spend, the more we save. Does
this conclusion seem reasonable?

These estimates also show that
in 1946, the total volume of liquid
savings fell off sharply. This
slump is usually supposed to in-
dicate that, after the War, indi-
viduals generally spent. freely
what they had accumulated in
the war years. Did this really
happen?

Both economists and business-
men have been inclined to at-
tach great importance to these
reported changes in savings vol-
ume. It is generally assumed that
every increase in this volume in-
dicates growth in thrift among the
population at large, and that ev-
ery decrease reveals an intensifi-
cation of the urge to spend. Are
these assumptions valid?

Any careful analyst who studies
these reports of the Federal Home
Loan Bank Board is likely to be
impressed by the fact that their
published figures purporting to
show the extent of saving or dis-
saving in the respective years
take no account of the fact that,
during the decade covered, the
value of the dollar was halved.
Does this fact lessen materially
the significance of their figures?
If it does, is it not a simple matter
to correct the reported figures on
saving or dissaving. for the re-
spective years by dividing them
by an appropriate set of index
numbers representing changes in
the general price level?

Perhaps consideration of a few

Hugh P. King

*See the’ Statistical Abstract of the
United States, 1953, p. 406,

illustrative examples may help
us to arrive at very definite an-
swers to the above queries. Take,
for instance, the case of the very
thrifty Russian peasant who, dur-
ing the period of runaway infla-
tion in that country, laid aside
out of his meager income many
paper rubles. Having no faith in
banks, he stuffed all of his sav-
ings into his hair mattress—re-
moving hair little by little and
replacing it with rubles. As the
ruble was inflated, he was able
to put away each night, greater
and greater amounts of cash, until
finally, his mattress was com-
pletely full of rubles. About this
time the Revolutionaries came
along requisitioning mattresses
for the army. When they came to
confiscate the old man’s mattress,
he was beside himself with
anguish. He begged and pleaded
with the sergeant in charge to
spare his mattress, and he pleaded
so eloquently that -the sergeant
became suspicious and ordered
one of his men to run a bayonet
through the mattress. The paper
rubles were revealed! “Well,”
laughed the sergeant, “if you had
had a gcod hair mattress, the gov-
ernment would have paid you its
full value, but this is practically
worthless, being only stuffed with
old paper!” Nevertheless, he took
it along, and left the old peasant
to this tears,

Fortunately, nothing like this
has happened in the United States.
But, as noted, ever here, since
1939, inflation has halved the
value of our dollars. Let us see

how this upset the calculations
of certain people.

It was December in the year
1950. Robert Johnson was elated.

A.
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He had just sold his home for
$11,500—%$4,500 more than he had
paid for it just 11 years earlier.
He calculated that, even allowing
for the doubling in the price
level which had occurred, he still
had cleared a nice $2,250. His
sudden decision to sell had been
prompted by a promotion and
transfer to one of the branch oi-
fices of his company in an out-
lying suburb. Although the suburb
was about the same as the one
he had been living in, it was in
the opposite direction from the
center of town, so it seemed ex-
pedient to move. Mr. Johnson
felt quite elated about his shrewd
deal, but he was most disagree-
ably surprised when he found
that, in the section of town in
which he had decided to settle,
the prices of houses of approxi-
ately the same quality and size
as the one he had just sold, were
selling for about $14,000. So to
secure a new home he had to
borrow $2,500. He couldn’t under-
stand why, after making a profit,
he had to borrow to be housed
as well as before. But the exact
nature of the error eluded him.

Mr. Johnson’s confusion was not
at all unique. Many businessmen
were fooled by the same kind of
arithmetic that Johnson used.
They too, calculated their real
profits by deflating the increments
of selling prices over buying
prices. To do this they divided
their money profits by an appro-
priate index. But they found that,
for some reason, their financial
situations grew constantly worse.

Let us also consider the case
of John Randall—a thrifty man.
In 1939, Mr. Randall had a nice
balance in the bank, and by dili-
gently adding to it each week, he
gradually accumulated a sizable
sum for the proverbial “rainy
day.” In fact, Randall worked so
hard and saved so diligently, that,
by the end of 1950, he nad exactly
doubled the sum he had in the
bank on Dec, 31, 1939. Like Rob-
ert Johnson, he felt that this was
quite an accomplishment — his
savings multiplied by two in a

little over a decade! Of course,
he too, knew that the price level
had doubled, but when the in-
crement was divided by two, he

still appeared to have gained 50%
over his 1939 balance. He felt that
he had made great progress de-
spite inflation. Was that conclu-
sion justified? :

The truth is that Randall, like
Johnson, was being fooled by
using an erroneous method of de-
flating. Where did Randall go
astray? The answer is that, in
calculating his savings for the
period, Randall should have di-
vided by two the total amount he
had in the bank on Deec. 31, 1950
—instead of dividing only the
increment. Then his calculation
would have correctly shown his
savings to be zero. Actually,
therefore, Randall was no better
off in December of 1950, than he
had been in December of 1939.
With all his diligence and parsi-
mony, he had managed to barely
hold his own in the race against
inflation, for, in terms of purchas-
ing power, his total balance at
the bank was worth only the same
agsit had been in December of
1939.

Similarly, if Johnson, in setting
the selling price of his house, had
corréctly made allowances for the
change in the price level, he

would have multiplied the price
he paid in December of 1939, by
two, in order to find the equiva-
lent value of the house in Decem-
ber of 1950.

But Johnson and Randall are
not to be too severely condemned
for their failure to understand the
mechanics of adjusting data for
changes in price levels. Govern-
ment statisticians too, have fallen
into the same errors that trapped
Randall and Johnson. For ex-
ample: the figures published by
the United States Home Loan
Bank Board purport to show the
annual increment in savings in-
vested in such things as savings
and loan associations, life insur-
ance companies, mutual savings
banks, commercial banks, postal
savings, and U. S. Savings Bonds.
(See the “Statistical Abstract of

the United States” for 1952, p.
406.) But how have these figures
been obtained? Believe it.or not
—by measuring yearly increments
in - nominal unadjusted dollars!
And increments so computed cer-
tainly do‘not measure saving!

It is always essential to distin-
guish between real saving and

1939 Dollar Value ag Indicatsd
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W.:I..Kinglse
Index of
The Price-

by-
Dept. of Commerce

Retail Price
Index

-

Consumers' Price Index

(B.L.8.)

(Vs

1939 190 190 (1z 19921944 14

45 ' 196 1197 I4e (949 (450"
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Table II

The Home Loan Bank Board’s Estimate of Current Dollar Liquid Savings Compared With Liquid Savings in
Terms of 1939 Dollars as Correctly Calculated From Their Data and With the Increase in Circulating Medium

B C.

D. E.

ILL.B.B. Estimate
of Liquid Savings
Invested in
Selected Media
(Millions of $)*

55,703
59,148

L

Dec. 31—

1943.

Selected Media
(Base 1939)

Relative
nvestment
in

Willford I. King's
Index of the
General
Price Level

100
106
115
133
169
209
244
264
279
292
304
315

100
103
114
127
135
141
149
165
181
188
194
215

Table I

Deflated H.L.B,B. Est,
of Liquid Savings
Invested in Selected
Media A
(Base Dec. 31,’39)% (Mill. of Dec.31,’39 $)
55,700
57,400
56,300
59,100
69,600
82,500
91,400
89,200
86,000
86,500
87,400
81,600

Relative.
Investment in
Selected Media
After Deflation

(Base 1939)
100
103
101 -
106
125
148
154
160
154
155
157
146

+B
Year—

1951: Jan.
June 117,162

*Statistical Abstract of the United States, 1952, p. 406—for years 1939-41 and 1944-50, Statistical Abstract of the United States, 1949, p. 444—for years 1942 and '
tWillford 1. King, “Just Why Has Our Price Level Risen for a Decade?”—Committee for Constitutional Government, M51 .

F.
Aggregate
Circulating
Medium

G

Relatives
(%)
(Base 1939)
100.0
115.6
135.0
160.4
210.4
243.6
279.2
310.8
323.1
324.3
320.7
229.3
343.3
337.1

(%)
(Millions of $)
34,759
40,172
46,924
55,742
73,126
84,657
97,050

119,331

A Comparison of the Relative Fluctuations Induced in the H. L. B. B. Savings Series by Using as Deflators Three Major Price Indexes

A

B

D E. F.

Dept. of Commerce
Retail Price Index
(Averages of
Dec. & Jan.)*

Consumer’s Price

C
Dept of Labor Willford I. King's

Index of the
Genl, Price Level
(Base 1939)+

99
102
113
126
134
140
148
163
179
186
192
213

Index (Avgs. of
Dec. & Jan,)*

85.4
100.8
111.3
120.6

124.3
127.1
129.9
153.5
168.4
172.0
168.5
180.2

1
1
1
1
1
1
1
1
1
o |
1

Dept. of
Commerce Retail
Price Index

201

Dept, of Labor
Consumers’
Price Index

Index of the

00
02
18
30 .
36
40
43
73
90
92
85

100 -
118
130
141
146
149
152
180
197
201
197
211

100
103
114
127
135
141
149
165
181
188
194
215

Willford I, King"

Genl. Price Level
(Base Dec.31,’39) (Base Dec. 31,’39) (Base Dec. 31,'39)

G

H.L.B.B, Estimates
of Total Savings
in Selected Media

(Millions of §)

55,703
59,148
64,079
75,080
94,004
116,326
135,048
147,100
155,734
162,700
169,718
175,445

H

Column G Deflated
by Columa D,

G+D
(Millions of 1939 §)

55,700
58,000
54,400
57,800
69,100
83,100
95,100
85,100
82,000
84,800
791,600
© -7 87,300

*Survey of Current Business, {Willford L King, “Just Why Has Qur Price Level Risen for a Decade?”’—Committee for Constitutional Government, 1951.
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Column G Deflated
By €olumn E
+ E

3.

Column G Deflated
By Column F

(Millions of 1939 $)
55,700
57,400
56,300
59,100
69,600
82,500
91,400
89.200
86,000
86,500
87,400
81,600

(Millions of 1939 $)
55,700
50,100
49,300
53,300
64,400
78,100
89,500
82,000
79,000
80,900
86,100
83,160
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nominal saving—that is whether
we are counting merely dollars
or. considering their purchasing
power. During a period of infla-
tion, nominal saving has relative-
ly little meaning. But it may have
significance in a period when the
dollar is stable in its purchasing
power. Real saving, on the other
hand, is always important, for it
determines whether or not the
individual or Nation is enjoying
increase or suffering a decrease in
real wealth.

The H.L.B.B. figures purport to
show what has happened to the
following tyvpes of liquid savings
—Savings Accounts in Savings
and Loan Associations, Savings
Banks, and Deposits in Commer-
cial Banks, etc. They are in terms
of ‘dollars current in the various
years, and have not been adjusted
to allow for changes in the value
of the dollar, What do they indi-
cate about the comparative vol-
ume of saving in the various
years? Their estimates appearing
in the “Statistical Abstract of the
United States” for 1952, (p. 406),
and shown in Table II, indicate
that from 1939 to 1950 there was

Chart 2

a tremendous increase it: savings
Invested in these media. (See
Chart 2—graph entitled: “H.L.B.-
B. Current-Dollar Savings Esti-
mates”.) But it will be observed
that the reported increase closely
parallels the increase in circulat-
Ing medium which occurred dur-
ing the same period. So the fail-
ure to take account of the changes
in the value of the dollar make
this statistical series, as they are
published, almost worthless for
purposes’ of comparison.
However, the H.L.B.B. figures
may be turned into ‘a wuseful
measure by deflating them prop-
erly. An attempt at such deflation
has been made, and the results
are shown in Chart 2. (Graph
entitled: “Liquid Savings Esti-
mates Deflated.”) In order to be
on ‘the safe side; three different
price indexes were used to deflate
the Home Loan Bank Board data,
namely the Department of Com-
merce Retail Price Index, the De-
partment of Labor’s Consumers’
Price Index, and Willford I.
King’s Index of the . General
Price-Level. It -will be observed
that it makes no great difference

ACTUAL DOLLAR VALUES

HuBB.
CURRENT - DOLLAR

SAVINGS ESTIMATES,
o

Cicbliting Nediven

/."\,__.,—.
Liquid Savings
EsYimates
De¥lated

which index is used as a deflator
—all give roughly the same re-
sults. (See Chart 1) Observe how
totally different the deflated sav-
ings curve is from the graph
showing savings before deflation.
(Chart 2) It should now be ap-
parent that any conclusions based
on the undeflated H.L.B.B. data
would be grossly misleading. One
might even ask why the Home
Loan Bank Board ever published
data in a form which can be so
misleading. Liquid savings, when
correctly reduced to terms of con-
stant dollars, show little resem-
blance to the data before deflation,
Chart 3 shows the relationship
between the relative increase in
circulating medium and the H.L.-
B.B. undeflated data even more
clearly. Note how the H.L.B.B.
undeflated savings curve closely
parallels the curve showing the
increase in circulating medium.
Chart 3 shows clearly that the
H.L.B.B. Current-Dollar Savings

Estimates are primarily a meas-
ure of the increase in circulating
medium which occurred as the
currency was inflated,

Chart 3
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New York Stock Exch.
Weekly Firm Changes

The New York Stock Exchange

has announced the following firm -

changes:

Betty Waldman retired from
partnership in Shaskan & Co.
Nov. 1.

Robert D. Cavanaugh withdrew
from partnership in J. R. Willis-
ton, Bruce & Co. Oct. 31,

- Anita Coleman will be admitted
to limited partnership in Coleman,
Fagan & Co. Nov. 13.

Forms C. J. Nephler Co.

PONTIAC, Mich.—C. J. Nephler
Co. has been formed with offices
in the Community National Bank
Building. Officers are C. J. Neph-
ler, Jr., President; M. E. Nephler,
Vice-President, and F. B. Nephler,
Secretary. Mr. Nephler was for-
merly proprietor of W. H. Pro-
tiva Company.

Now Clower Bros. Co.

CORPUS CHRISTI, Tex.— The
firm name of George Clower
Company, Wilson Tower, has been
changed to Clower Brothers Co.

gitized for FRASER
p://fraser.stlouisfed.org/

Let's Have That Record!

“I don’t mean to say that we [Congress] haven’t

done anything in the first session, but we haven’t

done anything we can sell to the people and get

votes. We have got to make a record next year. I

don’t think we’ve got a right to win if we don’t.”

“The people want to.give him [President Eisen-

hower] a chance, but it’s a very difficult job ‘to

translate the popularity of the President into votes

for Tom Smith, Republican candidate for Congress.
The people don’t understand that the President
must have control of Congress to back up his pro-

gram. They have got to

be shown that control is

vital to carrying out his policies.”—Representative

Richard M. Simpson.

Mr. Simpson is, of course, quite right in thinking
that Congress has to “make a record” next year—

or else. .
But neither popularity

nor salability is the final

or only test—not for thoughtful citizens, anyway.
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[l:Eank and Insurance Stocks
It By H. E. JOHNSON =
This Week — Insurance Stocks

With only two months remaining in 1953, the question arises
as to how insurance stocks have been acting in the market so far
this year,

As with the general market for equities, generalizations about
the market in terms of the averages obscures movements of indi-
vidual issues and groups. Actually there have been many cross
currents in the market this year with more than the usual amount
of selectivity apparent. While the so-called averages are supposed
to be representative of the market as a whole, the small changes
which have occurred do not give a true picture of what has been
happening to individual groups or stocks within those groups.

Concerning the stock market, the Dow-Jones Industrial Aver-
age on Dec. 31, 1952 was at 291.90. At .the end of October it was
275.81 or a decline in the ten months of 16.09 points equal to about
5.5%. Few of the major groups conform to this pattern.

Such industries as automobiles, building, chemicals, copper,
zine, lead, farm equipment, oil, rubber, textiles and steel show
declines for the period approaching or exceeding 10%. In individ-
ual issues the range is substantially wider. .

On the other hand a number of groups actually are higher
now than at the beginning of the year. These include among
others, aircraft manufacturing, grocery chains, liquor, retail mer-
chandise and tobacco. The gains have not been large but ,th_e
improvement in the face of a decline in the general market is
impressive, .

Against this background it is interesting to review the action
of insurance shares. “Barron’s” insurance group average on Dec.
31, 1952 was 186.81. On Oct. 29, 1953 it stood at 187.25 or a small
gain of 0.44 point. Obviously the insurance stocks as indicated by
this measurement have acted much better than the stock market
and considerably better than some of the more important indus-
trial groups.

However, as was stated earlier the average obscures the action
of individual shares. In view of this it is interesting to look at the
market changes in the leading insurance shares so far this year.

Point 1953 Price Range
Change High Low
—10% 64 5034
— 6 36% 27
— 1% 26Yy 223
— 2% 64%s 53%
— 5% 39 31Y
+14 96% T23%
— 9 82Y% 67
— 6% 5434 451,
—12 86% 67%
— 1% T2V 6134
+ Y 62 52 -
— 3% 28Ys 23%
— 4Y 631 55%

3 41% 34
3% 42 35
— 6 1692 148
— 3 421, 3634
5% 98 79Y
2% 50 4134
—10% 108 89
— 1 34 28,
— 43 41Y% 31%
— 3% 5312 43

~———Bid Price——
10-30-53  12-31-52

54 6415
30% 36%
2434 26%,
57 5915
33 38,
9615 821>
70 79%
48 54,
1Y 831
70 7134
61 60
24% 27%
&3 604
4034 41%;
38 42
164 170
39% 42,
85% 92V
443, 47,
92% 103
33 341,
341, 394
4834 52V,

Aetna Fire
Agricultural Insurance -.-
American Insurance _.__.
American Surety
Boston Insurance
Continental Casualty --..
Continental Insurance _._.
Employers Group
Fidelity-Phenix
Fire Association of Phila.
Fireman’s Fund —._.._._ -~
Firemen’s (Newark) --__
Glens Falls Insurance____
Great American
Hanover Fire
Hartford Fire
Home Insurance

- Insur. Co. of No. America
New Hampshire
Phoenix Insurance
St. Paul Fire & Marine_.
Security Insurance
Springfield Fire & Marine
United States Fire 47 — 8% 47 353%
Westchester Fire 26 Yo 25% 21

As can be seen from the foregoing only two of the stocks
listed above, Continental Casualty and Fireman’s Fund of San
Francisco, have shown gains for the year in spite of the gain in
the overall average. Some of the other issues are only slightly
below the prices listed at the beginning of the year but with the
two exceptions all show declines.

While no detailed analysis of the composition of the “Aver-
age” has been made, it seems obvious that some particular issue
such as Continental Casualty, which has had a large gain, has
been the dominant factor, accounting for the performance of the
insurance average.

Even allowing for this, however, the action of insurance stocks
as a group, considering the general market and the action of indi~
vidual issues, has been relatively favorable.

With Carl Loeb, Rhoades

Carl M. Loeb, Rhoades & Co.
40 Wall Street, New York City,
members of the New York Stock
Exchange, announce that Arne
Fuglestad has become associated
with the firm.

New Dempsey-Tegeler
Branch Opened in Calif.

FULLERTON, Calif.—Dempsey-
Tegeler & Co. of St. Louis have
opened a branch office at Sunny
Hills Ranch, Fullerton Road and
Valencia Mesa, under the manage-
ment of James H. Walraven.

COMPARISON & ANALYSIS

17 N. Y. City
Bank Stocks

Thirq Quarter 1953

Bulletin on Request

Laird, Bissell & Meeds

Members New York Stock Exchange
Members American Stock Exchange
120 BROADWAY, NEW YORK 5, N. Y.
Telephone: BArclay 7-3500
Bell Teletype—NY 1-1248-49
(L. A. Gibbs, Manager Trading Dept.)
Specialists in Bank Stocks
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NEWS ABOUT BANKS

CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

AND BANKERS

Appointment of A. Frederick
Keuthen as Vice-President in
charge of the Corporate Trust De-
partment of Manufacturers Trust
Company, New York, was an-
nounced on Oct. 30, by Horace
C. Flanigan, President. Mr.
euthen had formerly been a
“Trust Officer and will succeed
Frederick E. Lober, also a Vice-
President, who is retiring on Oct.
20, 1953.

Two other appomtments is the
Corporate Trust Department were
aslso announced. Edward S.
“Travers, has been appointed Vice-
President in charge of the Stock
Transfer Division. Mr. Travers
joined the Chatham Phenix Na-
tional Bank in 1927 and came to
Manufacturers Trust at the time
5 the merger of that bank in 1932.

William G. Battenfeld has been
appomted an Assistant Trust Of-
#icer in charge of Operations of
‘the Corporate Trust Division. Mr.
PBattenfeld came to the bank in
1934, and has always been asso-
ciated with the Corporate Trust
Department.

% # *

frving Trust Company, New
York, on Nov, 15 announced the
~election of Herbert E. Smith to
its Board of Directors. Formerly
-Chairman of the board and Chief
Txecutive Officer of the United
States Rubber Company, Mr.
Emith is'a Director and member
aof the finance committees of both
™. S. Rubber and United States
Steel Corporatxon

Lawrence C. Malshall Presi-
Zent of the Bank of Mamhat’tan
Company, New York; has an-
mounced that Lewis G. Ensinger,
who is connected with the For-
eign Department of the bank, has
L.een appointed an Assxstant Treas-
vrer.

Mr. Ensinger joined the bank
ia 1947

0 £ 3 *

Ar,thur S. Kleeman, President
af. Colonial Trust Company, New
York City, announced that the
hank’s Directors today voted to
2dd $100,000 to surplus, by a
transfer of that amount from the
iastitution’s undivided profits.

Mr. Kleeman, also announced
tlie enlargement of the official
staff of the Trust Department of
the bank through the election of
Mr, Christopher F. Mayer, for-
merly an Assistant Vice-President;
#5 an' ‘additional Vice-President
and Trust Officer.

£ " L

‘Commercial State Bank .and
“Trust Company of New York has
elected to its Board of Directors,

Dr. Alvin C. Eurich, Vice-Presi- -

dent and Director of the Fund for
‘the Advancement of Education of
the Ford Foundation. -He is also a
"Trustee of the Penn - Mutual Life
_l.fa{:;xrance‘ Cempany and the Town
Hall, e @ ani

* *

Sylvester J. Balassi, Vice-Presi-’
dent-of The County' Triist Com-

- wany in White Plains, completed:
25 years of ‘service on-Nov.-2. He:
started his;, bankmg career:.as a‘

*

Jessenger, and prior. to: commgs ager: of the Memphi$ - Branch of" {

ph : Exchange "for:a full week. We
- found , that - under - the new- rates-
: the: average ‘commission on trans-

) 1yith the County  Trust organiza-:
tion -had -been with_The. National:
Bank of - Commerce;  now The:

Plains, announce the results of the
special stockholders’ meetings of
both banks held today as follows:

Approval by a substantial ma-
jority vote of stockholders of both
banks of the Plan and Agreement
of Merger of The Peoples National
Bank & Trust Company of White
Plains, N. Y. into the New
Rochelle Trust Company, New
Rochelle, N, Y., which as of Nov.

2, 1953, will open for business as §

The Westchester Bank & Trust
Company, with eight offices in
New Rochelle, White Plains and
Valhalla, N. Y.

Mr. 011ve1 W. Birckhead will
be Chairman of the Board and Mr.
Ralph T. Tyner, Jr. will be Presi-
dent of The Westchester Bank &
Trust Company.

A previous item of the merger
appeared in the Oct. 1, 1958 issue
of the “Chronicle” page 1258.

" e “*

Stockholders of the Morristown
Tru:t Company, Morristown, N. J.,
approved at a special meeting on
Oct. 29, a proposal to increase the
bank’s capital stock by $40,000
through payment of a December
dividend in stock.

More than 80% of the Trust
Company’s 44,000 shares were
voted in person or by proxy in
favor of the proposal by the board
of directors. This would increase
the bank’s capital stock account
from $880,000 to $920,000 by the
transfer of $40,000 from undivided
profits to pay for the additional
2,000 shares of $20-par-value
stock.

Subject to the approval of State
banking authority, these shares
would be paid to the bank’s 670
stockholders as a stock dividend
in the ratio of one 'share for each
22 shares now held. Directors are
expected to act on this dividend
at their next regular meeting, on
Nov. 13.

George Munsick, the bank’s
President, said that each of the
bank’s stockholders will be noti-
fied of the number of any full
shares and the amount of any
fractional interest to which he
will be “entitled by reason of the
proposed dividend. Arrangements
are being by the Trust Company
for the purchase or sale of frac-
tional interests without broker-
age cost to the stockholder.

LSl *

Beaver Trust Company, Beaver,
Pa., a State .member of the Fed-
eral Reserve System, and
Rochester Deposit’ Bank,
Rochester, Pa., an insured non-
member, merged on Oct. 13, un-
der the charter and title of Beaver

Trust Company.
*

.- The Board of. Directors -of the

Federal Reserve Bank of St. Louis

‘has appointed Darryl R. Francis a

Vlce Presxdent of -the.. bank,_ ef-

fecttve Nov. 1; 1953 M.r Francxs

L

%= #*

will serve_in the St Louxs offlce'—

until the: end- of” thls year after
which time he’ will; be¢ore Man-

the Federal Reserve Bank of St.
: Louis, succeeding Paul E:

The Commercial and Financial Chronicle. .

Warns. of Depleting Raw Materials

" C. W. Dow, Senior Vice-President of Equitable Life Assurance
Society, says mounting consumption of non-replaceable min-
erals and other materials is a growing threat to our industrial

expansion and

The mounting depletion of our
raw materials is alerting life in-
surance companies into meeting
this growing threat to the indus-
trial expan-
sion and na-
tionalsecurity
of the United
States, C. W.
Dow, Senior
VicePresident
of The' Equit-
able Life As-
surance -Soci-
ety of the
United States,
declared in a
statement is-
sued on Oct.
22nd.

“The Amer-
iean nation,
comprising slightly over 6% of
the. world’s population: and 5%
of the world’s land area, produces
40% of the world’s goods, and in
so doing consumes each year 50%
of the world’s mineral output and
70% of the world’s oil produc-
tion,” Mr. Dow said. “This accel-
erating drain of our unrenewable
resources,” he continued, “has
converted us from a nation rich
in raw materials to a nation com-
pletely dependent on foreign
sources of supply for minerals
vital, not only to the maintenance
of our industrial might, but cru-
cial to the defense of our coun-
try.”

The Equitable spokesman
pointed out that of 38 principal
industrial minerals, the United

States produces only nine in
quantities sufficient to meet our

L, w. vuw

national security.

needs. “We are the world’s largest
importer of copper, lead and zinc,
whereas we were once great ex-
porters of these metals,” he de-
clared. “0il and iron ore, regard-
ed for a long time as the touch-
stones of our self-sufficiency, are
being imported in growing quan-
tities to meet our wants. For
more than a century we supplied
the world with lumber which
now we import. The life insur-
ance companies of America,
aware that the keystone of our
economy and defense is a contin-
uing supply of raw materials, are
devoting their energies and re-
sources to the development of
new sources of minerals, metals
and oil.”

Mr. Dow, who supervises all of
Equitable’s investments, cited s
an example, the recently inaug-
urated $250 million mining proj-
ect of the Iron Ore Company of
Canada. Six major insurance
companies, including The Equit-
able, are participating in this
project which will tap the last
large undeveloped iron ore re-
serve known to exist in North
America.

The Equitable will continue to
play a leading role in these vital
activities, Mr. Dow emphasized.
“The almost three-quarter billion
dollars of Equitable money in-
vested in oil. steel, non-ferrous

metal, rubber, coal and coke, is
working to continue our standard
of living — the highest in the
world — and is building a bul-
wark. against any possible aggres-
sor,” he said.

Higher Commission Rates Adopled hy NYSE

By vote of 639 to 530 of the Exchange’s membership, the new
schedule of rates, approved by the Board of Governors gozs
into effect on Nov. 9. Test finds rates. will average a shade
uader 19 of value of securities traded. Exchange’s' mine .
months earnings slightly - lower than same period last year.

G. Keith Funston, President of
the New York Stock Exchange,
announiced Oct, 29 that the Ex-
change membership has approved,
by a vote of 639 to 530, a new
schedule of higher commission
rates effective Monday, Nov. 9.

The new schedule — first revi-
sion in commission rates since
November, 1947 —is expected to
produce an average increase in
customer commission revenues of
18%. -

An innovation in the new sched-
ule provides that, when a pur-
chase and a sale of the same se-
curity for one account are com-
pleted within 30 days, the rate
on the sell side of the transaction
is cut to 50% of the regular com-
mission plus $2.50 if a round lot
or $1.50 if an odd lot. )

“Since - commissions “were ‘last
adjusted six years ago,” Mr. Fun-.
ston said, “operating costs of

member: firms . have. risen more .
than . 30%. That figure reflécts.
.the rise.in »such, basic. expenses as- -
office. space, communications- fa-..

cilities and . salaries. It does not.’
‘include today’s higher; costs for
researth. and’ statistical. mforma—
tiorx supplied: investors. .

“Té -measure’ the xmpact of the-
new-rates, weapplied ‘them :re--
cently to share-turnover on ‘the

$3 for an odd lot.

Some examples of the new com-
missions follow:

‘(1) Purchase of 100 shares at
$40 per share — Money amount
$4,000,

New commission, $35, computed
as follows:

First $2,000— 1%___-%$20
Next $2,000—% % - 10

New commission

*Round lot charge.

The present commission is $30.

The new rate represents an

increase of $5, or 16.7%.

(2) Purchase of 50 shares at $30
per share—Money amount $1,500.

New commission $l8 computed
as follows: '

First $1,500 1%

'N.ew. commiss.ion‘
+ #0dd ‘lot charge. is $2 lun
‘than $5 round lot. -
““Present: commission-is $15 ‘25
-, The: new: commission -repfe-
sents 'an . mcrease of $225 or-
143%.. . .
Some: examples of the speclal
rouml turn” rate follow: . ..
(I) Sale: of 100 shares at $40-
per share within: 30. days after- the:
same securify was purchased by

uarantee Trust Company, in: Sehroeder, who -has resigned, ef-; actions in. that. period. was a-shade the same firm for same -account:

Fol
I?ew York for 10 years.

3 it g .} L

| Mr. Ralph T. Tyner, Jr. Presi--

dent of the New Rochelle Trust:
Company, New - Roehelle; -N. Y.,
and Mr. .Oliver- W.  Birckhead,
- .. President of The Peéoples. National

fectlve Dec 31, 1953.
R ] > go'. t/. L ..

’l‘he Commercial‘ National Bank
‘of Charlotte, N.. C..mcreased 1ts
its common :capital- stock from-

$750,000' to *$1,000,000 by- the salé-

.B:mk & TﬂlSt -Campany of. White of new. stock -effective Qct 219, ’plus_$3 ‘for a round

. under. 1% of the. value of the se--
.- curities .traded.”

For.each 100 shares or odd lot,
the new: rates. call for:, ..

1% on-first $2.000 of mmey SO
' volved; plus %% on' next.:$3,000 -
of money involved; plus.1/10%
on.money involved- above $5,000;

-

»

lot, or plug,,w‘, *For nmuddcnt~

Special liquidating commission
$20, computed as follows.

. Regular commission -__$35.00
T s regular commlssmn_ 1750
Plus

quuldatmv commlssmn 520 00

ol e

. Thursday, November 5, 1953

Present commission on sale of

100 “shares sellmg at $40 'is

$30. New commission repre-

sents a reduction on the sell' !
- side of 33%.

(2) Sale of 50 shares at $30 per -
share within 30 days after the
same security ‘was purchased by
the same firm for the same- ac-
count:

Special liquidating commission
$10.50, computed as follows:

Regular commission____$18.00
1 regular commission- 5100

Liquidating commission $10.50

*For odd lot.

Present commission on sale

of 50 shares selling at $30 is

$15.75. New commission rep-
resents a reduction on the sell

side of 33%.

When the amount involved in
a transaction is $100 or more, the
minimum commission will not ex-
ceed $1 per share or $50 per 100-
share or odd lot transaction.

There is no change in tne pres-
ent $6 minimum commission per
transaction.

Exchange’s Earnings Slightly Off

In a notice to members, Keith
Funston, the President of the New
York Stock Exchange, reported
that the Exchange earned a net
profit after taxes of $197,463 in
the first nine months, compared
with $218,470 for the correspond-
ing- 1952 period. While gross in-
come improved to $7,845,438 from
$6,967,407, expenses before taxes
rose to $6,969,430 from $6,066,081.

The increases in both income
and expenses over last year re-
flected, primarily, assumption by
the Exchange in Aug., 1952, of the
direct operation of our nation- -
wide ticker system. Payments for
ticker quotation service, formerty
made to the Western Union Tele-
graph Co. by subscribers, now
come to the Exchange; while the
Exchange, in turn, leases the fa-
cilities from Western Union. This
operation has proved to be entire-
ly successful.

Although listing fees of $1,653,~
244 in the first nine months of
1953 were approximately $110,000
less than in the corresponding
period of last year, we anticipate
that the total for the full ‘year
will again exceed $2,000,000.

Provision of $352,400 for con-
tingencies reflects anticipated re-
ductions in various income items
during the final three months of
the year and probable yearend
expenses. Our purpose in -giving
expression to these contingencies
in our interim statements, which
has not been done in the past is
to provide a more.informative pic-
ture of Exchange operations. The
1952 figures have been adjusted
to a comparable basis and show
a provision of $262,700 for similar
contingencies for ' the first nine
months of last year.

“Financial Follies”
Over-Subscribed -

Many leaders in industry, fi-
nance, Government -and the armed .
serviees ‘will attend-the twelfth *
annual “dinner- and-‘show" of "the -
New:.¥ork: Financial Writers” As- -
soeiation, S.. Riclrard- Brown; As< i

. sociation - President; - announcgd oy
- Mr..:Brown.. said. the. “Financial . -

Follies of -1953” -is -already: bver- -
Sllhsﬂ'ﬁled aty e tihe .

. Among: those Wwho- hiave: agcept-, =
ed invitations.-are General Omar}

"N. Bradley, John L. Lew;s, Judge i

Harold ~'R..:Medina, : Themas: Mc—-:
Cabe, William - McChesney Mamn,

G. Keith - Funston; -Eugeme. "R.
Black, -Allen Sproul, Edward Mc-*
Cormick, ~“Admiral ’ Wllllamr S

Halsey and W. Randolph Burgess S

. The show, .an_annual:lampoon on :

economle events- throughout the
country, wilkbe: held in. the- Hotel?
- Astorion Priggyigvening; Nov. 20.7
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. The Future of Coal =~ oottt
’ ' s S vt " Magnesium requires about eight’

to market by rail. Even though

item moved by railroads and is
one of the most profitable items
handled, rail rates- on coal have
been advanced continuously dur-
ing the past several years. Today

- these -rates are -so high that the
average cost of a ton of coal de-
livered by rail to a great many
of our customers is more than
double the price of the coal at the
mine.

In our own operations, we have
been examining and will continue
to explore other methods of trans-
porting our product. We are find-
ing some answers, too. For ex-
ample, we are supplying many in-
land customers within: reasonable
distances of our mines by motor
transport. Because of the trans-
portation ecomomies to be real-
ized, this method of moving coal
to certain markets -will be more
universally employed wherever
possible,

River transportation is another
means of by-passing high cost all-
rail hauls. Mines located on or
near local rivers, are all being
equipped with high-capacity river
loading facilities. Pitt-Consol, for
example, has its own modern

" river transportation arm, consist-
ing of several tow boats and over
100 barges. If the distance is too

" great to transport directly from

- the mines to a river loadg dock,

- the motor truck is again drafted

" into shuttle service. We believe

- our own pipeline.development for
moving eoal, much'as natural gas
and oil. are transported overland,

- has promise for the future. We

- have completed the basic research
and. development work on this

- system of transporting solids, and
active work is being carried for-
ward with large coal consumers

- to determine how we can jointly

* take advantage of such a coal
* pipeline system,

More and more plants requiring
 large tonnages of coal are being
© built closer to the mines with

large and dependable reserves of
coal. In the electric power gen-
erating field, this means of cutting
down the cost of transporting fuel
is finding increasing acceptance.
More and more kilowatt-hours
are moved overland through very
high voltage wires and thus are
eliminating the. hauling of mil-
lions. of tons of coal to power sta-
tions that might have been _lo-
- cated closer to their consuming
= market. )

Before: putting on the rose-col-
-‘ored glasses -and taking a brief

look with you into our future pos-

¢ sibilities,- I believe I would be re-
~ miss if -Idid - not. tell you of the
most- ‘serious danger  facing our
industry in the next few years.
-~ As I -have told you, we have lost,
or are rapidly-losing about 50%

- of 'that part of our national mar-
ket that we have enjoyed since
this ‘country was founded. It is

‘ true that we have growing users
of coal, but their growth is not
et large enough -or fast enough

o offset these tremendous losses

‘ that have developed so rapidly in
- the past eight years. In addition
to .these presently growing mar-
kets, we have entirely new uses
for coal coming along that will,
in time, consume very large vol-

" umes of coal. However, in the
meantime, we simply have to use

- all; the ingenuity and determmg-
tion that we possess, to mainta}n

* a hegjthy industry. Then coal will
- be available when sorely needed
- in- large volume in the- future.
- ‘Most of the countries of the world.
- have:had to nationalize their coal
. industries: ‘because -coal became

bankrupt..and :the .industry was.

. unable to ,preduce  when needed.
We. believe not, only :that -every
.coal, producer - has:a positive stake
. in’ this- struggle, but. so. has the
. coal ; cansumer,: and: .our - fellow.

itized for FRASER
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. competitors -in" oil and gas are
coal is- the largest bulk freight

also involved. I'm not concerned
about coal’s positive future after
say, about 1960, but I do believe
that a lot careful thought should
be given by all concerned to see-
ing to it that a healthy King Coal
gets through these intervening
years. If coal were ever national-
ized because it could not produce
when needed, one doesn’t need
much imagination to think of
what would soon happen to oil
and gas because then these indus-
tries also could not meet all needs.

New Uses of Coal

Now, for a look at the increas-
ing uses and entirely new uses for
coal in the future:

Coal has been out of most U.S.A.
kitchens for a couple of genera-
tions but coal is coming back. into
the kitchen in much greater vel-
ume than ever before in the form
of kilowatt-hours for refrigerators,
dish washers, electric cooking
ranges, toasters, etc.

Coal is leaving the cellars of
most U.S.A. homes but is return-
ing rather promptly in the form
of kilowatt-hours to operate wash-
ing machines, hot-water heaters,
clothes dryers, air-conditioners,
de-humidifiers, and soon as house-
heaters in the form of the heat
pump. .

Coal is moving to more and
more farms through new pole
lines, and is doing more and more
jobs on the farms in the form of
kilowatt-hours.

Coal is moving more and more
into general industry, large and
small,-in the form of kilowatt-
hours. )

The electric power industry is
coal’'s fastest growing consumer.
Within a couple of years, it will
use more coal than the railroads
ever .consumed, and within 10
years, it will use more coal than
the railroads and.the householder
ever used together.

The eofficiancy of converting
coal into kilowatt-hours is im-
proving each year so that with
some expected improvements in
coal transportation economics, one
can expect that the cost of coal
in the form of kilowatt-hours will
be continually reduced in relation
to the cost of other fuels. Thus the
kilowatt-hour should become a
better and better buy across the
land. Coal’s future here is bright
and secure!

Many chemical and metal-pro-
ducing  processes require large
volumes = of - electrical energy.
When cheap government-financed
TVA ' power was  available, in-
dustries using ‘- these processes
rushed to the TVA' territory and
gobbled it up. When cheap gov-
ernment-financed Columbia River
power was available, they fled
northwest to gobble it up there.
When cheap excess gas was being
produced in the southwest as a
by-product of drilling for oil dur-
ing and after World War II, these
industries rushed . to the Gulf
Coast area.

It is becoming more apparent to
us every -day that cheap water
power is becoming hader to se-
cure and that cheap excess gas is
a thing of the past. The very same
industries "that fled to cheap
water power and to excess gas, are
now carefelly reviewing sites
where low-cost, coal-based power
can be made available in the
northeastern U.S.A. Here trans-
portation costs on finished prod-
ucts to the country’s largest mass
conseming - markets - are at -the
minimum. We believe this is a
very large straw in a very ‘strong
wind that. augurs -well for coal’s
future in these parts!

- Let’s -see ‘what' such a trend.
might mean- for coal:,

:. The Paley Report says the cdun-'

try: will ;need 4,500,000 -tons - of'
aluminum: a_ year ‘by. 1975..1f -this

.- were all produced .by -coal-based
“power, and from coal’s derivates it

would require - almost - 24,000,000
tons._of .new..coal per: year. to do

tons of coal to make each ton, so
125,000 tons per year of additional
magnesium by 1975 could require
1,000,000 new tons of coal per:
year. ’

To make a ton of titanium by
one process could require 25 tons

of titanium might require over
3,000,000 tons of coal. The Paley
Report says thé country might re-
quire 1,000,000 tons of titanium by
1975, so the coal consumption
could be tremendous for this one
process.

The Paley Report estimates that
about 10,000,000 tons of new coal
will be required by 1975 to pro-
vide the country’s needs for am-
monia over and above that now
made from coke.

To make a ton of chlorine re-
quires 1.1 tons of coal so to pro-
duce 6,000,000 new tons of chlorine
by 1975, could require 6,600,000
tons of coal.

To make a ton of acetylene, a
very important and growing
chemical intermediate, ‘requires
four tons of coal per ton of
acetylene, To produce 500,000 new
tons of this chemical would re-
quire 2,000,000 new tons of coal.

AtomicEnergy Commission Largest
Single Coal Consumer

I could elaborate on this list for
an hour and add many new items,
but even then I could not cover
all the developments on the hori-
zon. For example, who could have
predicted in 1940 that the Atomic
Energy. Commission in the 1950's
would become-this country’s larg-
est single user of coal? Obviously,
this type of estimating can only
be a rough approximation but one
thing does stand out: Very signifi-
cant volumes of coal will be con-
sumed -when this trend becomes
full blown.

" This trend;, we believe, will be
speeded up. by .improvements in

the efficiency of converting ‘coal
into kilowatt-hours and by - the

gradual integration of larger and .

larger chemical, metallurgical and
power. developments.. 'In other

words, the start will be slow but

the pace will be ever increasing.

The great German chemical and
steel industries were a result of
the close integration of coal mines,
power houses, chemical plants and
steel mills. Without such a close
integration their growth  could
never. have been possible. Their
growth started with the coal pro-
aucers and integrated out trom
the mines. It did not.start in
chemistry - and integrate back to
the coal mines as. most people in
this country believe it did.

So far I have mentioned coal’s
new possibilities where it will be
used chiefly in the form of kilo-
watt-hours. Now I will touch upon
other new uses based upon con-
verting coal itself into caemicais,
gaseous fuels and liquid fuels. -

Over a year ago Union Carbide
& Carbon Company created ' a
great stir by announcing that théy
felt that the basic source of
U. 8. A. chemicals in the future
would be coal. To implement this
conclusion, - Unjon Carbide  an-
nounced further that they had
built and had been operating for
several months a $12 million pilot
plant near Charleston, West Vir-
ginia, to convert coal into chemi-
cals by the direct hydrogenation
process. To add further emphasis,
Union Carbide made known that
they -had purchased many thou-
sands of acres of coal land in West
Virginia and -Ohio as reserves to

_back up their future plans.

Our .own company has been
working on a process for several
years_that also-converts coal 1into
chemicals. In our process we have
a char residue that .is suitable for

3,000,000 tons of -new aluminumburnin g under ' power-house-
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boilers in place of coal.' Thus, we
believe .we can extract- chemicals
from coal and at the same time

provide .a - somewhat - lowér-cost
fuel. for the, generation of power.

This process fits in very well with
the concept outlined above of

integration, because large volumes:

of electric power are so essential
to large chemical developments.
We have been operating a large-

.scale pilot plant for almost a: year
‘now using this process and the
of coal, so to produce 125,000 tons

results to date are promising.

Natural Gas As Fuel

The long natural gas lines from
the southwest to points in north-
ern U. S. A. are competing for gas
reserves with power and chemical
users of natural gas in the same
source area. Recently natural gas
pipelines have been built to the
Pacific Coast from this same
locality and thus‘a third competi-

‘tor for the supplies of natural gas

entered the picture. It appears
that the Northern and Pacific
Coast householders are perfectly
willing to outbid the local indus-
tries for this southwest gas. The
result of this bidding has been an
ever-increasing price rise for this
gas, plus an increasing scarcity of
large reserves not already dedi-
cated. We believe that these
factors are all operating to speed
up the time when coal must be
converted into. a natural gas
equivalent. The coal fields that I
‘have been referring to are all
‘raversed by these long gas lines,
so the problem of locating mine-
mouth coal-to-gas plants is great-
1ly minimized. We and others are
‘working on processes that will
convert coal when the time is
right for this development.

Over the past 10 years there
has been a great deal of comment
by people in high places about the
future adequacy- of this country’s
liquid fuel reserves. In fact, whole
books have been written on this
subject. Out of all the welter, a
few facts seem significant to ‘us:

The U. S. A, is now a sub-
stantial net importer of liquid
fuels and everyone agrees that
this situation will continue, and
that the amount of imports will
have to be increased if liquid
fuel supply is to keep up with
U. S. A, demand. "

All seem  to agree that the
more we import the more pre-
carious our international posi-
tion becomes, so it is obviously
unwise for the U. S. A. to de-
pend upon foreign countries for
too much of its supplies,

This conclusion, then, is inevi-
table: at some, future time- it -will
become necessary to. convert
U. S. A. coals into liquid fuels to
supplement domestic production
of petroleum and to maintain im-
ports at a manageable level. The
time when this will be necessary
has been variously. estimated at
from 1960 to 1980. Most experts’
guesses that we have seen, fall be-
tween. the -years 1960 and 1970.

Appreciable volumes qof coal
can be used in the future for. di-
rect conversion into chemicals,
but the totals are really insignif-
icant compared to the coal re-
quired to supplement natural gas
and pe#oleum supplies. This
could run into hundreds of mil-
lions of tons of coal a year very
quickly once the demand is es-
tablished.

The process we have under de-
velopment which 1. referred to
when ‘speaking of the conversion.
of coal to chemicals fits into this
future picture very well. The
residue char is an ideal feed-stock
for processes converting coal into
a natural gas equivalent and/or
for converting. coal into liquid
fuels. The chemical liquids ex-
tracted from the coal in this proc-
ess can -also be. converted- rela-
tively easily. into gaseous ‘and
liquid fuels-if the economics of
the country require it. We believe,
therefore, that -we .are - building

-our house ‘on 2 firm “foundation-
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and that.we can easily add mote:
rooms as the family grows andi
as we neéd them., R

o Conclusion )

*In conclusion, T hope I have pot:
given you the idea that we’ be—
lieve this future tonnage growtin
for coal is going to fall into our
laps if we just live long. enougl.c

and keep our laps. available: te-
catch the windfall,

I have told you, of the tremen-
dous re-adjustments and re-align--
ments- that have been made, are"
being made, and still have tg b=
made, in coal to achieve .thiz:
growth potential and to promete’
new markets. It is a terrific job
and it has required, and will re-
quire, a lot of capital. This eapi-
tal is hard to come by in an ia-
dustry which had thin margin;
even during the greatest boom th-.
country ever had. It may surprise
you to learn that scores of eozl
companies today are operating in.
the red, or are so close to red fig-
ures that any consideration of new:-
outlays must be shelved. Yet, 1
am positive that this country willi
desperately need the productive:
capacity of these companies dur-
ing the next decade, or shortly’
thereafter.

In addition to capital needed for:
re-alignment of . coal produeing
facilities, millions will be needed
for research and development to
bring new processes for coal can-
version up to.the commercial: ep-
erating level. Ty

If our problems are given a rea-
sonable amount of sympathetic
understanding, ‘and if all of us jn.
the fuel industry . face up to -our
problems realistically, I feel con-
fident that Old King Coal will"
come °through the adjustment:
years ahead in fighting trim and;
be prepared to take on the great-
est -job .of- all -time, beginnin
sometime in the 1960’s. "

Trust Co. of Georgia
Fall TV Program

ATLANTA, Ga. — The Trust
Company of Georgia and its affil-
iated banks in Georgia — whic’t
last sumdmer brought the first reg-
ular 30-minute. television shova
sponsored by a bank in that Stata
— has launched its Fall series of
TV shows. )

The current program, which
runs 30 minutes each Monday
night, is called “Science in Ac-
tion,” and is presented as a public
service with a minimum of adver-
tising. Each . program stresses:
some phase -of scientific achieve-
ment, and the subjects range froem
natural - history to developments
in ‘medicine, / :

: Becawse the Trust Company be-

lieves that -children as well" as
adults will enjoy the programs, it
offers two weekly TV--Awards. to
grade “school -and “high schael.
children, for their comments. on
the show. The prizes — which are
in cash — are awarded on the
basis of judging by college faculty
members. . -

The Trust Company has pre~
pared a  program for .its Fa'l
series of “Science in Action.”
which it will be glad to send ta
other banks who may be inter-
ested.

Beauchamp & West Form'g

The New York Stock Exchange
firm- of Beauchamp & West will
be formed Nov. 9 with offices: 2t
60 Beaver Street, New York City,
to continte the investment -busi-
nesses of T. J. Beauchamp & Co.
and S. W. West & Co., which are
being = dissolved as of Nov.: 8.
Partners: in the new" firm ' are
Thomas J. Beauchamp, Samuel W.
West, Charles JffStava, all mem-
bers:of the Exchange, and E: F.
Beauchamp; P v 0k
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As We See It

all the states, will decide whether he is to continue in
office. ‘

What is more, members of Congress, almost without
exception, belong to one or the other of the two great
national political parties, and in times of difficulty almost
always demand that the national organization and the
President as the head of the party come to their rescue.
They are always eager to have policies such that their
party will be popular among the groups who elect them.
The time is, of course, long past when either of the parties
stand in anything approaching unity for any integrated
set of policies or programs. Out of this confused and
confusing set of circumstances some of the most trying
of the tasks of the President arises — as recent events
have amply demonstrated. Out of them, too, whether
or not the fact is always recognized, arises some of the
most serious- defects of our democracy and of our so-
called two-party system.

Time Has Brought No Solution

This is, of course, an old, old problem, but time has
done little or nothing to solve it. It has been with us in
full force for a half century or more. The words of Lord
Bryce, who described it at the turn of the century, might
well be an account of conditions as they exist today. Here
is how the situation was described in “The American
Commonwealth” in the 1910 revision of the 1894 edition:

“There are now two great and several minor parties
in the United States. The great parties are the Republi-
cans and the Democrats. What are their principles, their
distinctive tenets, their tendencies? Which of them is
for tariff reform, for the further extention of civil serv-
ice reform, for a spirited foreign policy, for the regula-
tion of railroads and telegraphs by legislation, for changes
in the currency, for any other of the 20 issues which one
hears discussed in the country as seriously involving its
welfare? ,

“That is what a European is always asking of in-
telligent Republicans and intelligent Democrats. He is
always asking because he never gets an answer. The
replies leave him in deeper perplexity. After some
months the truth begins to dawn upon him. Neither™
party has, as a party, anything definite to say on these
issues; neither party has any clean-cut principles, any
distinctive tenets. Both have traditions. Both claim to

“have tendencies. Both have certain war cries, organi-
zations, interests, enlisted in their support. But those

. interests are, in the main, the interests of getting or keep-
ing the patronage of the government. . . .

“The chief practical issues which once divided them
have been settled. Some others have not been settled,
but as regards these, one or the other party has so de-
parted from its former attitude that we can not now speak
of any conflict of principles. :

“When life leaves an organic body it becomes useless,
fetid, pestiferous: it is fit to be cast out or buried from
sight. What life is to an organism, principles are to a
party. When they which are its soul have vanished, its
body ought to dissolve, and the elements that formed it
be regrouped in some new organism. . . .

“But a party does not always thus die. It may hold

- together long after its moral life is extinct. . . . Parties
go on contending because their members have formed
habits of joint action, and have contracted hatreds and
prejudices, and also because the leaders find their advan-
tage in using these habits and playing on these prejudices.
The American parties now continue to exist, because they
have existed. The mill has been constructed, and its
machinery goes on turning, even when there is no grist
to grind. But this is not wholly the fault of the men;
for the system of government requires and implies

" parties. . . .

“There is still a contrast between the larger and
more radical wing of the Democratic party and the older
school of Republicans, but the conservative section of
the Democrats differ very little from the conservative
Republicans; and there are radical Republicans whose

views are shared by plenty of Democrats. This approxi-
mation seems to indicate that the time for a reconstruc-
- tion of parties is approaching; but party organizations
" are strong things, and often interfere with the course of
natural evolution.”
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Real Problems Posed

Party organizations—or something else—has indeed
interfered with what should have been the course of
helpful evolution in these things. It is still obvious that
both parties are badly divided, and that a certain sort
of reshuffling of the membership of them would result
in greater homogeneity in both — and, we might add,

greater usefulness of both.

At all events, the present

situation poses problems which we must not ignore.

Continued from page 7

The Potpourriof Business Forecasts

idly by if and when the economy
is threatening to slip into a de-
flationary spiral.

Same Factors Interpreted Dif-
ferently: Based on an attempt to
balance these favorable and un-
‘favorable factors, I suggested that
the Federal Reserve Beard index
of industrial production would not
end the year 1953 much below
230 to 235, as compared with the
1953 peak of 243 last March and
that even by the end of 1954 the
index would not be below the
range of 205 to 215. I still don’t see
any reason to change these esti-
mates.

Dr. Edwin G. Nourse, the for-
mer Chairman of the Council of
Economic Advisers, in a recent
speech, also made up a list of
vulnerabilities, It turned out al-
most identical with my earlier
list.

He then also contrasted the
vulnerable points with the under-
lying factors of strength. Yet he
arrived at the conclusion that the
Federal Reserve Board index- of
industrial production may be
down to 200, er even 190, by the
end of the current year, or in the
early part of next year. Dr.
Nourse, by the way, called his talk
“Recession Threats and Depres-
sion Safeguards.”’¢

These rather sharp differences
in the conclusions based on vir-
tually the same set of facts,

¥y prompts me to offer, you as

“Rule 4: Be aWire that
wherever a business forecast
is based on comparisons of
favorable and unfavorable
factors, you are getting per-
sonal evaluations rather than
mathematical equations.

Value of Anti-Reces¢ion Pro-
grams: The third type of business
outlook talks—the development of
anti-recession programs—is prob-
ably the most abused one.

If handled properly—and Pro-
fessor Slichter for instance, is
an expert at this, this type of
analysis can be helpful—though
perhaps more to the administra-
tion than to the business com-
munity.

We badly need to develop our
knowledge of such subjects as the
incentive value of tax cuts, the
role which credit policy can play
in an attempt to arrest a business
decline; the value of public works
versus tax cuts; the possibility of
offsetting declines in government
and businesss spending by an in-
crease in consumer spending.

We know far too little about
the present structure of our econ-
omy, its strength and strains, the
true significance of the shifts in
national income distribution that
have taken place over the past
20 years.

I am sure that the members of
President Eisenhower’s Council of
Economic Advisers, Dr. Arthur
Burns and Dr. Neil Jacoby, would
be delighted to be presented with
a workable program for the pre-
vention of recessions and mainte-
nance of economic stability.

But what earthly good can it do
to merely lecture businessmen
that they can keep the boom alive
just by continuing their present
rate of investment spending, re-
gardless of profits and sales out-

4 Speech before Third Joint Confer-
ence of Correspondent Banks at Memphis
on-Sept. 10, reprinted in Financial Chron-
icle of Sept. 24. :

look, and to lecture labor that it
must work harder for less money
so that prices can be reduced.

Yet this is the caliber of many
of these so-called anti-recession
programs.

Therefore, our

Rule 5: Do not confuse what
should be done with what can
be done.

Don't let these programs lead
you into undue optimism. Most
of them have about as much
chance as a snowball in hell..

III

Lack of Signposts
The most valuable approach to
an analysis of the business out-
look, it seems to me, is the de-
velopment of a set of signposts or
yardsticks against which the trend
can be measured and “which be-
come discernible early enough so
that banker and business men can
do something about the situation
before they are caught with their
loans or inventories up too high.

But there are difficulties.

Unfortunately, we -do not yet
know which signpost, or group ot
signposts, can be relied upon to
forecast impending trouble in the
months ahead, o 2

Moreover, ‘we probably never
will have a regular set of reliable
warning signals for this purpose
because no two recessions ever are
alike. Each depends on the char-
acter of the boom that preceded
it. Hence, in each business cycle
different things must be watched.

There is no single “formula”
that can be recommended; except
perhaps the Luedicke “better safe-
than-sorry” formula that always
seems like a good bet whenever
the economic weather gets thick
and nobody can tell for sure
whether there .willsbe -a-storm or
whether it will pass.over. -

. Where to Look for Guidance?

Where, then, are we to look for
guidance? »

Statistics are often too late to
do much good. Opinion surveys
—to be distinguished carefully
from opinion “polls”—are quicker
than statistics and can often be
valuable as signposts of what is
ahead.

“Intentions” to do this or that
—such as the data-on intended
plant expenditures or planned con-
sumer purchases—are of dubious
value for this pafticiilar' purpose
because they can be changed too
easily, and without notice, This is
likely to happen just at the criti-
cal time when trend is changing.

“Ratios” of one set.of figures to
another—such as the ratio of in-
ventories to sales.:or consumer
credit to disposable dncome—are
not any better than:the figures
they are based on.*They become
available too late;” Moreover, fol
obvious reasons, they:always look
the best just before:trouble sets
in, DT

There is obviouﬁly nothing
wrong with the use of ratios per
se: What we need:aré better ones,
and we need them more quickly.

All of that adds ‘up {o—

Rule 6: Don’t place too much
reliance on any--particular
signpost. Just hecause it did
serve its purpoge well on a
previous occasion® does not
mean it will dowgg&

e

Key Elements in Current Pic-
ture: There are a number of facts
and figures that bear close watch-
ing at this particular time. Among
them are:

(1) The trend in defense spend-
ing. There is little prospect for
any sizable reduction from cur-
rent levels.

(2) The trend in_ plant and

equipment expenditures. Any-
thing more than a 10% decline
next year would be a warning
signal. Such a decline is by no
means certain, however.
. (3) The trend in weekly earn-
ings per worker and the average
number of hours worked per week.
This is an important purchasing
power indicator, particularly as it
reflects the disappearance of over-
time—out of which much of the
advance in our living standard has
been financed over the past dec-
ade or so.

(4) The trend in commodity
prices because prices will act as
a sensitive barometer of changes
in demand now that the adjust-
ment to conditions of ample sup-
ply, if not over-supply, has been
virtually completed. There are,
of course, plenty of other useful
indicators—such as steel output,
automobile sales, housing starts
business failures and even the
stock market. But the first four—
defense, plant expansion, personal
income and prices will determine
whether we will fall off the high
and narrow ledge of the super-
boom on which we are now pre=
cariously perched, or whether we
will regain our grip and find our-
selves once more on solid ground.

Popular View Sees Moderate
Recession: If I am reading the
signs correctly, -the feeling now is

-widespread that we finally have

passed the peak of the postwar
boom and are headed into a mod-
erate and relatively short reces-
sion.

Just how wvalid is this wide-
spread belief? Just because it is
the majority opinion, that does
not make it necessarily true. Ac-
tually, I can never quite get rid
of the suspicion that the majority
is more often wrong than right.

This then brings us to the final,
and perhaps the most important,
rule to be followed in the evalua-
tion of advice on the Business
Outlook. It is—

Rile : Never take the
popular majority view for
granted, Probe behind it and
see whether or not it stands
up under such probing.

v
The Pattern for 1954

If I look at the five major vul=-
nerabilities now discernible in our
economic structure. . . .

If I try to measure their poten-
tial explosiveness in view of the
fact that they are the result of the
longest super-boom we have ever
witnessed. . . .

If 1 realize that they were cre-
ated by almost constant over-stim=
ulation of the economy over . a
period of nearly 15 years. . . . ;and

If 1 add to this the painful ex-
perience that the -American busi-
nessman is only too easily swayed
from one extreme view to the
opposite one :

If I do all this, I am forced to
the conclusion that we have the
makings of a rather substantial
recession. )

I am afraid that the strains and
stresses which have been built
into the economy as the result of
constant over-stimulation since the
start of World War II cannot be
corrected by a bit of repair work
here and there. hE

Or can we perhaps rely on
growing into our expanded indus-
trial capacity before over-produc-
tion catches up with us in earnest?

Important Showdown Slowly |
Shaping Up: We hear a great deal
today about the 'stabilizers that
have been built into the economy
since the early '30s to prevent an-
other major depression. '

We hear far less today about
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the strains and stresses that have
developed in the ¢conomy over
the past two decades.

These two forces have not yet
been tested against each other.

When you look at the current
vulnerabilities, you are forced to
conclude that we are skating on
rather thin ice.

And yet, I do not believe that
the current slight letdown in busi-
ness marks the start of anything
more serious than a moderate
slowdown.

The real test will come later,
much later. Probably not for sev-
eral years.

This conclusion is based on two
reasons. The first one is easy to
grasp; the other one, unfortunate-
ly, is quite elusive and difficult
to pinpoint. -

The first one is the role Gov-
ernment will play in the economic
field next year.

Are We Aware of Underlying
Strength? The second one is the
growing realization that most of
us probably still do not fully
grasp the deep changes that are
‘currently going on in our econ-
omy as the result of an unparal-
leled growth in population, an un-
paralleled increase in the stand-
ard of living and unparalleled
technological progress.

All the work now being done
on business cycle research warns
us that trouble lies ahead. But
what if the starting point of all
this research is wrong?

Perhaps the present trend to-
ward higher living standards can

be compared with the great in- K& ;

dustrial revolution of the last cen-
tury.

Perhaps we are still counting
in thousands, where we should be
counting in millions.

Do not believe for one moment
that I have become a disciple of
Leon Keyserling.

I don’t believe that the business
cycle has been conquered. I don’t
even believe that it would be a
good thing if it could be con-
quered.

All T am trying to say it that,
perhaps, we are badly misjudging
the growth factor that is driving
the economy ahead.

That is something to keep in
mind—if the pessimism all around
us gets too thick.

Political Considerations Seen as
Prop: Actually, I do not believe
that we are about to witness a
showdown between these under-
lying forces of strength and the
vulnerabilities in the economic
structure.

And this is where politics enters
the picture.

I am firmly convinced of two
things:

(1) If the current business let-
‘down continues through mid-1954
and perhaps shows even signs of
acceleration, the Administration
will intervene with a deliberate
anti-recession program; and

(2) If the Administration sets
out on such a program, I believe
that its intervention can be effec-
tive enough to show results before
the next Congressional elections.
" With the strong underpinnings
of defense and defense-related ac-
- tivities, the economy could drift
gradually lower for quite a while
‘without getting out of hand.

Actually, this could provide the
necessary pause for piecemeal ad-
justments. But it would bring
with it g gradual increase in un-
employment which, before long,
would make such a course po-
litically unfeasible for the party
" in power.

Sound Program versus Compro-
mise: It is easy enough to say that
President Eisenhower would de-
velop what he and his advisers
consider a sound economic pro-
gram—and then stand or fall with
such a program.

I rather believe that a better
case can be made for compromise,
because the political alternative
may not be the return to the Fair
Deal of former President Truman

—but something far more drastic.

The present Administration is
on sound ground in not wanting
to use up its anti-recession am-
munition prematurely. Some of
it, of course, has already been
used in the field of money policy.
A second round will be used Jan.
1 when the scheduled tax cuts go
into effect. And don’t underesti-
mate their potential influence
even if, at first, only $5 billion
are involved.

I do not believe that the Ad-
ministration—or any administra-
tion, for that matter—can manip-
plate its economic policies indef-
initely so as to avoid any inter-

ruption in the growth of the econ-
omy. There is only so much even
the dollar can stand.

But the showdown is not yet
near. And with any luck, we can
perhaps avoid the Day of Reckon-
ing—if we resist the temptation to
use stimulants while we are still
going at a strong pace.

This is primarily a political
problem — but one that can be
solved. g

Because I believe ‘it can be
solved, I can only be moderately
bearish for the immediate busi-
ness outlook and I must remain
bullish for the long-range future
of our country.

Problems in Meeting Mass Transportation Needs

Marcus Nadler, New York University Finance Professor, says
prime question is whether nation can afford effort and tremen-
dous expense involved,

In addressing the American
Society of Civil Engineers in New
York City on Oct. 22, Dr. Marcus
Nadler, Professor of Finance of
New York University, stated in
part, as follows:

“According to the best available
estimates the expenditure required
to make good the deficiency of
highways and streets alone at the
endof 1953
was placed at
over $40 bil-
lion. To this
must be added
the expendi-
tures which
would have to
be made to
meet the de-
ficiencies in
airport facili-
ties and the

railroads..

Taken togeth-
er, the amount
involved is

: indeed very
large. Moreover everyone is fully
conscious of the fact that prac-
tically every city is suffering from
hardening of the arteries and from
inadequate parking facilities, That
there is a need to be met is taken
for granted.

“The prime question that arises
is whether the nation can afford
to meet it. This question divides
itself into two parts: (1) the prob-
lem of economic costs—i.e., do we
have the physical means (man-
power and material) to meet the
deficiencies without harming other
phases of the economy; and (2)
the financing problem—i.e., can
we raise the necessary funds to
meet the costs without imposing
too great a burden on the tax-
payers? Of these two questions
the problem of economic ability
is of far greater importance. The
question, specifically, is: Can we
use the labor and raw material
that will be required to meet the
transportation deficiencies with-
out curtailing our ability to meet
other basic needs which may be
even more important? Can we at
the same time continue with the
defense program? g

“During the war, since the econ-
omy  of the country could not
provide both guns and butter, the
choice was simple. The nation
chose guns with the result that the
production of many consumer
articles was either stopped entire-
ly or drastically curtailed. An
analysis of current economic con-
ditions reveals that the country
is now economically capable of
meeting the transport deficiencies
as well as the demands of national
security and at the same time
providing all the needs of the
civilian population.

“The productive capacity of the
country at present is higher by
over 50% than at the end of 1945,
The civilian 'labor force at the
end of June, 1953, was placed at
64.7 million! as compared with
55.6 million2 in 1940. The capacity
of the steel industry as of Jan. 1,
19533 is 117.5 million tons as com-

Marcus Nadler

pared with 81.6 milliont in 1940
and the output of Portland cement
has risen from 10.9 million barrels
monthly in 19405 to a monthly
average of 20.7 million barrels in
the first half of 1953.6 :

“Moreover all indications are to
the effect that the economy of the
country is headed for a readjust-
ment and during this period the
meeting of the transportation de-
ficiences could to a considerable
extent counteract a decline in
business activity. From the eco-
nomic point of view therefore the
question is not whether we can
afford it but rather whether we
can afford not to go ahead and
meet the transportation deficien-
cies.

“The financial question, while
of lesser importance, is more com-
plicated. It is evident that the
cost of meeting the transportation
deficiencies cannot be met by
imposing additional direct taxes.
Both individual and corporate
taxes have reached levels where
they are hampering private initia-
tive. Local taxes are already bur-
densome and will continue to rise.

“The financing of the transpor-
tation deficiencies therefore would
have to be done on a self-sustain-
ing basis so that the taxpayer does
not pay it directly but rather by
what may be termed a “use tax.”
In 1952 the gasoline and registra-
tion taxes paid by motor vehicle
owners amounted to over $4,880
million. If it were possible for
this money to be used efficiently
and exclusively to meet the trans-
portation deficiencies in so far as
highways and streets are con-
cerned it would be ample. The
problem therefore is to see that
the indirect taxes which the mo-
tor vehicle owners already pay
are used to meet these deficien-
cies.”

1Survey of Current Business, August,
1953, pp. 5-10.

2 U. S. Department of Commerce, Hist.
Stat. of U, S, 1789-1945, p. 63.

3 Survey of Current Business, August,
1953, p. 5-32.

4 Steel, Jan. 1, 1951, p. 121.

58Survey "of Current Business, 1947,
Stat. Supp., p. 170.

6 Survey of Current Business, August,
1953, pp. 5-38.

Lincoln Secs. Corp. Opens

Lincoln Securities Corporation
has been formed with offices at
52 Broadway, New York City, to
engage in the securities business.
Officers are Lester Ober, Presi-
dent; J. Shernov, Vice-President;
M. Gordon, Secretary, and Sol
Gallup, Treasurer,

R. F. Stangler Opens

CENTRALIA, Wash.—Robert F.
Stangler is conducting a securities
business from offices at 811 South
Gold Street.

'Schwarm & Co. Formed

HAMILTON, Ohio — Schwarm
and Company is engaging in a se-
curities business from offices at
626 Park Avenue. Officers are
Edward Schwarm, President, and
Virgil M. Schwarm, Secretary-
Treasurer.
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Our Reporter on Governments

By JOHN T. CHIPPENDALE, JR.

The heavy oversubscription of the 231 % bond resulted in very
small allotments. The various allotments, however, were about
in line with what had been expected in the financial district,
“Free riding” was pretty well controlled this time, so the unfortu-
nate experience of the 3%s was not repeated. The T-year-10-month
obligation is a very attractive issue because the coupon rate was
right and the maturity was right which means that the new issue
fits very well .into the pattern of the market. It was tailored to
meet the needs of investors, especially the commercial banks. The
latter institutions by taking on the 234% of 1961 have had an
opportunity to not only extend maturities but also to create
deposits (purchasing power).

The substantial premium that the new bond is selling at shows’
that the demand has been mainly from investors who are rather
anxious now to extend maturities. There has also been a fairly
large amount of self-refunding which has helped the volume and
activity of the market.

Entire Market Stimulated

The heavy demand for the 2%s due 1961 had a stimulating
effect upon the government market, especially from the standpoint
of volume and activity. The fact that hardly anyone was able to
get all the bonds he wanted at the original offering price created
a demand for the new issue which carried it to a substantial
premium above the subscription price of 100. It had been expected
that the new money issue would go to a premium when the an-
nouncement was made by the Treasury last week and the quota-
tion above the offering price of one point was in line with what
specialists in the government market had been predicting.

The new issue, according to money market followers, had the
right coupon rate and the maturity was also right. The commer-
cial banks with funds available this time were very much at-
tracted to the new bond because, with the belief that money rates
will continue to ease, there is a definite tendency to extend matur-

- ities and the 23%s of 1961 afforded them just such an opportunity.

The liquidity preference idea which has been so dominant in the
money market appears to be moving into the background because
of the changed conditions and from indications will not be so
important as long as the trend is in the direction of lower money
rates. According to some government security market specialists
this is a very constructive development and it augurs well for the
extension of maturities by the Treasury in future refundings.

Conditioning Market for Long-Term Issue

According to those that appear to know the pulse of the money
market, the Treasury in not offering a long-term bond in the new
money-raising effort has done much to repair some of the dam-
age that was done earlier in the year. They point out that the
market was not ready for a long-term obligation and if such an
offering had been made at this time it would have crowded the
longer end of the list which would not have been a favorable
development. However, by keeping away from long-term financing
the Treasury seems to be putting that section of the market in
condition for such an offering in the not too distant future. It
might be that a not unimportant amount of the December 2%s
will be turned into longer-term obligations. This and the other
refunding operations which the Treasury will be undertaking in
1954, should give the powers that be an opportunity to move out
maturities because the market by that time should be in prime
condition for just such an offering.

An Anti-Deflation Operation

By tailoring the new issue to meet the needs of the govern-
ment market, the monetary authorities, according to some money
market specialists, have been able to give the economy a kind of
a fillip which should be of some benefit in the move against the
deflationary forces which they believe are now operating. The
commitments in the 23%s by the commercial banks (which re-

. ceived the largest amount of the new bonds) create deposits and,

in effect, purchasing power and this is what is needed when the
economy is in a decline. Monetary measures alone cannot stop the
forces of deflation but they can be one of the important factors
in such an operation.

Self-Refunding by Institutions

A considerable amount of self-refunding is being done by many
institutions because of the desirability of the 23s due 1961. Some
of the issues that are being sold to make way for the new bond
are the intermediate term obligations, particularly the 1957 and
1958 maturities that are at the par level or higher, There are also
switches out of shorter term issues because there is the desire to
lengthen maturities. In addition, it is reported that trades have
been made from some of the longer term bonds into the new 23s
but these are mainly for tax purposes.

Although the 3%s due 1968/73 have taken a back seat tem-
porarily because of the interest there is in the new bond, t_hem is,
according to reports, a very good two-way market in this issue
with the demand expanding as this obligation goes into strong
hands.

Wilder-Ramsey Formed

WASHINGTON, D. C.—Wilder-
Ramsey has been formed to en=

With B. C. Ziegler Co.

(Special to THE FINANCIAL CHRONICLE)

MILWAUKEE, Wis.— Anthony

P. Gawronski has become affil-

iated with B. C. Ziegler & Co.,-

First Wisconsin National Bank
Building. N

With Walston Staff
(Special to THE FINANCIAL CHRONICLE)
PORTLAND, Ore.—Saul S. Dorf-
man has joined the staff of Wal-
ston & Co., 621 S. W. Morrison St.

gage in a securities business from
offices at 1129 Vermont Avenue,
N.W. Henry L. Wilder, Jr., is
sole proprietor. He was formerly
with King Merritt & Co.; Inc,,
and Theodore T. Ludlum: and ‘A z=
sociates, of which he was sales
manager.
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Continued from first-page

American Monetary Policies
And Their Impact on the World

tional solvency of Western
ZEurope.

We are really a strange and
unpredictable people. At one time
we go to the extreme of assuming
zesponsibilities which are not ours
znd of trying to make everybody
i1 the world happy and prosperous;
st another time, like at present,
in the question of restoring mone-
1ary order, we take the position
1hat we have no obligations to the
world and we exhort the foreign
countries with appeals to virtue
and patience. .

For the sake of domestic pol-
icies, and sometimes because of
{alse intellectual prepossessions,
-we refuse to face the issues with
-which we are confronted. Yet as
Professor John H. Williams re-
<ently stated: “The impact of the
United States on the outside world
is. the basic international - eco-
womic problem.” ;

We produce and consume al-
.=nost as much goods (and serv-
~ices) as. all the rest of the world
put together. We are the greatest
buyers of raw materials in -the
world. Therefore our domestic
«conomic and monetary policies
are bound to have serious impor-
#ant international repercussions.
On the other hand, what goes on
in the world economy has a con-
siderable impact on our own do-
zaestic * situation. I am afraid,
Xowever, that too fevs people in
wur country are aware of the
werious consequences to our econ-
w»my which may ensue as a result
«f the disintegration of world
4rade and of the international
snonetary disorder. The lessons of
the 1920’s and of the 1930’s have
wpparently been forgotten.

We should rid ourselves of the
«elusion that we have either the
xesponsibility or the means to
anake everybody happy and pros-
wperous in the werld. On the other
hand, we should assume boldly
our obligations to the free inter-
wmational community. Only by
¢rade and investment can we
weally help the other countries to
<hare in our economic progress
and technological improvements.
Tnfortunately many of our pres-
«at economic and monetary pol-
icies, both domestic and foreign,
are inconsistent and incompatible
with the expansion of world trade.

5 »"We should relentlessly pursue the

roal of reestablishing the self-
sequilibrating tendencies in inter-.
mational trade based on the quasi-
=automatic correctives of the price
system, We should adopt domestic

«conomic -and .monetary. policies.

~sompatible with.our international
wbligations. We should return to
an international gold - standard
asystem. The necessary conditions

.dor a_workable international gold.
-standard. system - are ‘fundamen--
"#ally the same as the conditions,

smost  favorable to uncontrolled,
mnhanipered, . non-discriminatory
snultilateral trade. . The essential

: aconditiont for a return‘to_the .gold-
wtandard is to stop.inflation, which-

4s also an essential condition for
weestablishing the self-equilibrat«
ing tendencies in’ international
“rade. ‘

. The World Impact of Our °
Monetary Policy

X should like now to tackle the
subject matter of -my -address,
samely our monetary policy and
Jts impact-on the rest of the world.
‘We shall discover that our mone-
%ary policy is inflationary, nation-
glistic . and , jincompatible ' with
wither  the restoration ‘of - inter-
_ mational monetary order or- with
fiheé ‘sound expansion of unham-
pered world trade in ‘a free com-
saunity of nations: v :
Béfore I analyzé what happened
since the adoption of the Federal

Reserve System, I wish to give
you a bird’s eye view of our
monetary. policies since the incep-
tion of our Republic.

The monetary policy of the
United States had an inflationary
bias since its beginning. For ob-
vious reasons, the American Revo-
lution itself had to be financed by
inflation. The rapid increase of
population and the exploitation of
unused resources created a de-
mand for constant increase of
monetary means which was met
by the issuing of bank' notes and
by bank’ - credit. - Besides, " the
American people were borrowing
substantial sums of money from
abroad. The resort to paper-
money issues has attended every
great financial crisis of the gov-
ernment, and the call for abun-
dant and cheap money has become
regularly associated with every
period of industrial depression.

Until the end of the 1920’s the
American economy, spurred by in-
flation at various periods of its
history, was not able to havea
durable development of its own,
independent of the world econ-
omy. The domestic inflationary
propensities were contained by
economic trends and events out-
side the boundaries of the United
States. Up to the first World War
agricultural products were a large
part of our national product so
that prices in our economy were
tied up closely with prices in in-
terrational markets.

Lately the economic power of
the United States has become so
preponderant vis-a-vis the rest of
the world that particularly since
World War II we are witnessing a
new experience. The government
of the United States has adopted
an inflationary, nationalistic
moentary policy in support of a
grandiose dream of an American
perpetual boom. To the extent
that our policies are incompatible
with our responsibilities toward
the rest of the free world, we have
chosen to pull the economies of
the free countries in our wake by
gifts, aid and lately off-shore pur-
chases.

Since the creation of the Fed-
eral Reserve System in 1914 and
particularly since 1933 our mone-
tary system has been streamlined
into the biggest and subtlest in-
flation engine in the world. It is
subtle because only very few peo-
ple ‘really understand how it
works, and how it makes possible
for our politicians and money-
managers to inflate our monetary
means. In‘a recent article pub-
-lished in- “The Freeman,” -Pro-
fessor von Mises calls our mone-
tary system “a modern variety of
‘the greenback standard.”

In an excellent book on “Bank-
irig_and the Business Cycle” pub-
lished ' jointly in. 1938 by three
professors, - C.” A. Phillips, T. F.
-McManus; and-R: W. ‘Nelson, :ane
‘can'- read” the: following | state-
ments: -~ L <!

“Two “events occurred.in 1914
that were “to have profound in-
fluence upon subsequent economic

'developments in the United States.

The first of these was external,
the outbreak in  Europe of the
World War; the second was in-
ternal, the formal inauguration of
the Federal Reserve System. Both
were events propagative .of an

unprecedented -orgy of inflation. .

-The two, inextricably intertwined,
_brought about a great inflation of
.bank" credit in _connection with
war finance, and- both' 'were pro-
,ductive of, striking changes in the
economic_structure: of ‘the world
during and -after the -War.” = -
. ‘“When -the- hegemony of world
finance - passed.~to -the ' United
States during, and after -the: War'
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(World War- 1), and with it the
responsibility = for - international
monetary managemeat, there were
only a few nations remaining on
the" gold standard, and the inex-
perienced or ‘incapable hands in
this country essayed to manage.a
purely domestic gold standard,
apparently with but scant regard
for the international aspects of the
situation.”

Possibility of Restoring Order .

The question I wish to examine
new is whether the restoration of
monetary order in the world and
the expansion of unhampered
multilateral trade is possible with=~
out a fundamental change in our
Federal Reserve System and with-
out a change in our gold policy.

We shall not attain our goals in
foreign economic poliey until and
unless' the free world restores
monetary order, by which I mean
until it gets again freely inter-
exchangeable currencies, and
stable currencies. The restoration
of monetary order would permit
again the functioning of the price
mechanism and’ thereby the re-
establishment of self-equilibrating
tendencies in international trade.
In international discussions there

is a great deal of talk about the .

restoration of the free convertibil-
ity of . currencies, which. should
more precisely be called the free
inter-exchangeability of curren-
cies on'current account. I for. one
do not think that the restoration
of the free inter-exchangeability
of currencies will bring about a
sound expansion of unhampered
non-discriminatory multilateral
trade because the free world is as
mueh in need of stable currencies
as it is in need of freely exchange-
able - ones. Now, unless I am
grossly mistaken, autonomous
monetary policies of various coun-
tries are incompatible with fixed
exchange rates, freely inter-ex-
changeable currencies and mul-
tilateral unhampered non - dis-
criminatory trade.

"But even' this limited goal of

freely inter-exchangeable curren-
cies is not attainable if we main-
tain our present monetary and
gold policies.

The European countries main-
tain- that. the restoration of the
free exchangeability of currencies
requires the fulfillment of two
essential conditions: (a) the
liberalization of our foreign trade
policies, and (b) the acquisition
of larger reserves to improve their
international liquidity.

How large must the reserves
be? The first rule to keep. in' mind
is that under a system of au-
tonomeus: monetary management
with fluctuating- exchange rates,
the reserves. need to be much
larger than under a gold-standard
system; -Our - inflationary ~ mone-
tary . policy- -without _exchange-
controls-is possible: merely .-be-
-cause: ‘we- have  large: gold . re-
serves, and the-world needs and
‘wants many. of.our raw materials.
and manufactured goods. Our.own
nationalistic inflationary monetary

poliey; aiming at full employment -

and. the maintenance or rise -of
‘wages and pricés, creates the dan-
-ger ‘of ‘sudden important setbacks
‘and large decreases in our imports.
“Furthermore, -all . the - countries

have increased manifold their pre-.

war paper money supply, and in-
ternational trade expressed .in
‘national currencies is much larger
than before the war as a result

of the expansion of volume of-

trade "and ‘of the
prices. .

How can the reserves of the
:European _ countries: be increased
adequately? It can be done: either-
by a convertibility loan from the
U.SA.or-by raising the price of
-gold to, for instance, $70 an ounce,
.or. by~ deflation: ‘and- competitive
.exchange depreciation designed in.
the end to crack: the 'value: of ‘the
‘dollar-‘in:terms. of- gold: There is
no hope~of -increasing -these -re-

increase in

serves by a liberalization of U. S.
foreign economic policies. )

International ‘Monetary Fund: we
have informed. the foreign nations
that we do not intend to change

our gold policy or to grant any :

convertibility loans. This attitude
does not leave many choices to
the Europeans.

I am personally opposed to an
inerease in the price of gold for
any other purpose than a restora-
tion of the international gold
standard system for the three fol-
lowing reasons:

(1) Most European countries
need stable currencies as much as
they need their free exchange-
ability.

(2) ‘A rise in the price of gold
without a return to the gold
standard would only provide the
politicians with additional infla-
tionary tinder and prevent the
reestablishment of the quasi-auto-
matic correctives of the price sys-
tem in international trade, and

(3) A policy of flexible ex-
change rates will not discourage
domestic inflation and the value
of many currencies will constant-
ly depreciate.

Solution Lies in International
Gold Standard

I cannot convince myself that
there-is any other sound solution
to the domestic and international
problems of the free world than a
return to an international gold
standard system.

Unfortunately there are strong
prejudices against a%return to a
gold standard, the two main ones
being the following: (1) That it
is responsible for the great de-
pression; (2) that the gold stand-
ard will function when we don’t
need it and will not function when
we need it. The argument runs
that the governments and legis-
lative bodies will suspend or
tamper with- the gold standard
when its discipline becomes too
severe,

Answering the second prejudice
first, it is obvious that a demo-
cratic society, endowed with uni-
versal sufferage, can forego any
kind of discipline or restraint if
it so chooses; otherwise there is
no justification to the prejudice
that the gold standard mechanism
will not work when we need it.

‘The truth is that the discipline

of the gold standard mechanism
may become too severe if we mis-
manage our monetary and. fiscal
affairs and if the commercial
banks abuse the use of credit, and
particularly if they extend long-
term or inflationary bank credit.
Therefore we should change our
banking policies and amend the
Constitution to prevent us -from
suspending the gold standard. or
from tampering with our standard
of value,.at least in time of peace.
! 'As: to .the | first prejudice, I
ccompletely share the’view- of the
three professors mentioned above.
that. the mismanagement . of ;our
Federal Reserve System.is largely
‘responsible . for. the severity.and
length of the great depression.”:

-Professors Phillips;’McManus .and
‘Nelson made the following:state-
ment: PRERED oL AN R Ree

“The ‘ultimate causes of the de-
‘pression are traceable to the War.
. . . The special character of the
depression is traced to the hyper-
elasticity of the Federal Reserve
-System, and to the operation of
“that system as exemplified in.the
‘managed currency’ experiment of
‘the Federal Reserve Board. . ..
By virtue of that experiment. the
'Board succeeded in holding up the
price level for a surprising length
of time, but in.so doing unwitting-
ly aided. in producing the boom
-and its consequent depression....".
Nor iwere the effects of this Fed-
eral ReserveBoard action con-
fined solely to.'the United States;
the banking -and- industrial ‘sys-
-tems -of - leading - commercial . na-
‘tions dre-interrelated. so: closely

Speaking of the-1929 depression;

that<the: inistaken: policy of.one-

- large " central ‘banking- orgamiza=-:
At the recent meeting: of . the

tion:may be: highly . conducive: to "~
the precipitation of .a-world-wide -
depression.” .

Depression Stemmed: From - '
Pre-War Gold Price and.- - .
Post-War Inflation

_ The depression of 1929 was ab-
normally long and' deep. because
after World War I we tried to
maintain simultaneously the pre-
war 1914 price of igold in terms of
the dollar and sterling, and the
post-war inflated prive level. The
lesson.of the 1920’s is to my mind
clear and unmistakable. Because
we did not understand the mone-
tary ~problems inherited . from
World War I, we hoped to main=
tain the post-war price level by
an abnormal expansion .of credit.
Our illusion was shattered by the
great depression, and the historic
fact is that finally the purchasing
power .of sterling and of the dollar
had to be adjusted to the pur-
chasing power of gold. It is the
hyper-elasticity of -our- Federal
Reserve System: which gave the
1929 depression its severe charac-
ter and broke the gold standard. -

If we:are to return to an inter-
national gold standard . system- it -
is essential to avoid:the mistakes
made after World ‘War:I. We have
to face two problems: 1) to give
againr to the world ‘currencies:in
which the peoples have 'confi-
dence, .and (2) to prevent a de=
flationary trend of prices as a
result of the stoppage of inflation
and of the restoration of the gold
standard. It is my deep conviction
that these two problems.cannot be -
met by our country and the rest
of thefree world unless-we radi-
cally change the method of opera-
tion of our Federal Reserve Sys-
tem and our gold policy.

What makes it possible for us to
maintain the price of gold at $35
an ounce while the. price-level
and wages have increased more
than 100% since 1939, and while
still preserving - intact the trap-~
pings of a gold bullion system?
How are we able to make the pur-~
chasing power of gold conform to
the purchasing power of our dol-
lar instead of having the purchas-
ing power of the dollar conform
to the purchasing power of gold?

The answer is to be found in
the preponderant power and rich—
ness of our country and in the
hyper-elasticity of our Federal
‘Reserve System. Our money sup-
ply does not need to conform to
our gold position.: What we are
doing in fact is tampering with
‘our standard of value. )

- If .one reads our. Gold Act of
March 14, 1900, one realizes that
Congress wanted a monetary-sys-
tem  in. which the purchasing.
power of the dollar -is made' to
vary with-the purchasing power of
‘our; ‘standard of *.value--which - is:
‘gold.. The hyper-elasticity -of our.
Federal Reserve System made:it’
-possible for us -to. monetize debt
.and increase: the supply -of qmoney.
angd credit-to; such- an-extertt that.:

the value-of-gold is made-to con- -

form-to- the - purchasing ‘power of :
.the dollar. This is in line with the -
‘policy recommended by ‘Professor
‘R...G. -Hawtrey, .author. of.-well- .
‘known books on the gold standard
‘and the art of central: banking.
-He asserted that: ~. <" .
' . “If the central banks cooperate
together they .can. control 'these
_monetary demands; and ;the value
of gold will conform to:the value
‘of currency_units. instead .of :the:
.value of the ‘currency unitscop—
forming to the value of gold.”.' -
__In monetary. systems-which use.
gold as reserves of ‘central banks
“there is 'a relationship . between-
the. stock of gqld,‘ gold production,
‘credit. expansion which .gold re—
serves . make - possibleji:and . .the:
general price level. Now. the pres-—
Jent level .of prices 1s:not the result:
_of a normal relationship -with-the
-production ‘of ‘gold,- Hut the ouf-
‘come: of huge monetizing. of. debt:
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in the United States as well as in
most other countries since 1939.

Use of Government Debt and
Monetary Reserves

If we had not used government
debt as monetary reserves the
price level would not have
reached the present heights and
the gold production -would be
much larger (because costs would
be lower). By maintaining our
price of gold at $35 an ounce and
allowing ‘the price level ‘to in-
crease, thanks to the monetizing of
debt and tampering with fake re-
" serves, we have created a situation
pernicious to the rest.of the world
and’ untenable even by us in-the
long run. L T I

All the governments have al-
lowed the growth ‘of ‘money ‘and
crédit” greatly ‘in excess” of what
would have ' been -possible if the
conditions 'regarding convertibil-
ity intogold had-been maintained.
Therefore the international

liquidity in gold has to be restored
~ by a ‘change in the. price of gold

and by its’ increase of production,

if we are to stop ‘inflation and yet
- prevent a strong.worldwide defla-

tionary trend of ‘prices. .. .

: The present ‘price of gold pre-
vents the rebuilding ‘of adeguate
gold - reserves -by . central- banks
and: . forces: ‘many ' countries “to
maintain. ‘exchange controls;." it
also-forces the United States to
either tamper with fake reserves
or continue monetizing of debt.

: Furthermore, the maintenance
by our country of the price of
gold at $35 per ounce prevents an
increase in the production of gold
which the world needs badly.

A rise in the price of gold to
about $70 an ounce would double
the currency value of the existing
monetary gold reserves; the out-
put of gold outside the United
States, assuming a recovery of
gold output to the 1940 level,
could reach an annual rate of
about $2,200 million as compared
with an actual production of $760
million in 1951 at $35 an ounce,
Furthermore, a rise in the price
of gold would most probably in-
duce hoarders of gold to sell it to
their central banks.

In considering responses to
world problems it is vital to
realize that in most of the coun-
tries gold serves not only as a
means to settle foreign balances
of payments, but also as a means
%o sustain confidence in the na-
tional currencies. Even if we ac-
<ept the assumption that the U, S.
<an still add to monetized govern-
ment debt to provide artificial
reserves for its monetary system,
it is a fact that this practice can-
mot be used anymore by most of
the other countries because their
peoples have lost confidence in
fiat money,

The greatest calamity which
<ould beset the free world would
be a loss of confidence in. the
soundness of the dollar. The es-
sential condition of the soundness
of the dollar is to-stop inflation.
Inflation cannot be stopped with-
‘out returning .to. a_gold standard
and changing the price of gold -to

- a .figure which I 'estimate at
about: $70 an ounce, - - -

_+It remainsto .beseen ‘whether
- we shall return to: the gold stand-
.- ard while we’ are still masters of
. the situation or'by a chaotic retite.
.Our.aim must be to restore mone-
.tary.order and to prevent in.the

» Iprocess .a . severe "and., prolonged :
--depression. - If,-~ without . . further -

waste of time;"we: plan-carefully
.- the restoration of the infernational
- gold-standard, whateyver readjust-
- iment - in “our economy may be
" mecessary will be shorter and less
_ painful than if we continue our

. present wrong gold and monetary

- policies. I have rio hesitation "to
" prediet - that ‘the - future 'of -eco-
nomic liberalism-and -of the. pres-
ervation of human freedom in i_he

Continued from page 5

The State of Trade and Industry

1,070,000. Independent auto makers as a group assembled 486,100
for 9.1%.

Truck production, meanwhile, is definitely in a downturn.
“Ward’s” blamed “inventory and model changeover” at Chevrolet,
G. M. C. Truck & Coach, International Harvester and Studebaker
for the declire. Last week, this agency reports, the industry made
14,113 trucks, off 26% from the 19,200 in the previous week and a
53% slump from the 29,794 in the like 1952 week.

Steel ‘Output Scheduled at Lower Rate This Week

The steel buyer is beginning to know how it feels to be in
the driver’s seat once again,.and he likes it, ‘says “Steel,” the
weekly magazine of metalwerking, the eurrent week.

Not only is he more frequently geiting what he-wants, when
he wants it, and at costs more favorable than they were a few
months ago, but his position continues to improve. Competition
among ‘steel producers for his business is intensifying, and as a
result, freight absorption by mills is an increasing factor, it reports.

Feeling the sting of competition least are the steel producers
who all along charged only standard prices. - Hurt the worst ‘are
producers, most of them small, who charged premium prices when
'steel was hard to get. One of these ‘small producers was down
to a steel ingot production rate of only 20% of capacity last week.
Earlier this year the mill was running at 100% of capacity. Unless
a-sufficient amount of orders. are received quickly, that mill will
cease production next Friday.  There are reports the mill is for
sale. Another mill that had been charging premium prices cut its
operating rate from 100 to 33%, this trade weekly states, ‘

Actually, steel demand, as reflected b current production,
adds this trade magazine, has not dropped| a lot. In the week
ended Oct. 31, output of steel for ingots and castings was at 94%
of capacity. While that rate is down 1 point from the preceding
week, a representative of one large steel company says, “We can’t
kick on that. In fact, we shouldn’t complain if the national rate
were 90.” The country’s largest producer of steel, U. S. Steel
Corp., finds steel demand strong enough to sustain its ingot pro-
duction close to capacity the rest of this year. The corporation’s
Chairman, Benjamin F. Fairless, says he would not be much sur-
prised if production in the first quarter of next year averaged
around 95%, with the industry as a whole not varying much from
that figure. ‘

Increasing competition in the steel market lowered “Steel’s”
arithmetical price composite on finished steel another 23 cents,
making the latest figure $115.18 per net ton. In contrast, scrap,
one of the principal raw materials for making steel, continued to
firm up in price and boosted “Steel’s” composite on steelmaking
grades of scrap to $33.83, an increase of $1 over the preceding
week, concludes this trade weekly.

The American Iron and Steel Institute announced that the
operating rate of steel companies having 939, of the steel-making
capacity for the entire industry will be at an average of 92.99,
of capacity for the week beginning Nov. 2, 1953, equivalent teo
2,094,000 tons of ingots and steel for castings as against 94.69,
(revised), or 2,132,000 tons 2 week ago. For the like week a month
ago the rate was 95.29 and production 2,146,000. A year ago
the weekly production was placed at 2,200,000 tons and the oper-
ating rate was 105.9% of capacity. The percentage figures for the
current year are based upon the capacity as of Jan. 1, 1953, the rate
this year being higher than last year.

Electric Output Extends Gains of Previous Week

The amount of electric energy distributed by the electric light
and power industry for the week ended Saturday, Oct. 31, 1953,
was estimated at 8,331,593,000 kwh. according to the Edison Elec-
tric Institute,

The current figure represents an increase of 55,167,000 kwh.
above that of the preceding week, and an increase of 608,668,000
kwh., or 7.9%, over the comparable 1952 week and 1,042,574,000
kwh. over the like week in 1951.

Car Loadings Advance 5.79% Above Week Ago

Loadings of revenue freight for the week ended Oct. 24, 1953,
decreased 18,126 cars, or 2.2% below the preceding week, accord-
ing to the Association of American Railroads.

Loadings totaled 804,413 cars, an increase of ‘43,640 cars, or
5.7% above the corresponding 1952 week when loadings were af-

fected by labor trouble in the coal fields, but a decrease of 60,387

cars, or 7% below the corresponding 1951 week.

U. S. Automotive Output Shows Little Change
From Week Ago :

Automobile output for the latest week held about the same

as in the previous week and 6% ahead of the like week in 1952,
.according to “Ward’s Automotive Reports.”

The industry turned out 124,280 cars last week, compared with
123,516 in the previous week. A year ago the weekly production
was 116,860.

United States truck production last week totaled 14,113 com-
pared with 19,200 the.previous week. A year ago truck output
was 29,794 .units. -, . '

Canadian. companies made 6,096 cars last- week, compared

with:6,249 in' the. previous week .and 6,208 in the like 1952 week.
Truck production amounted to 865 units last week, against 829
the week _belfore-and 2,355 in the year earlier period.

- Business Failures Advance to Highest Weekly Level
: ‘ f Since March, 1950

Commercial and industrial failures increased to 218 in the
week ended Oct. 29 from 185 in the preceding week; Dun & Brad-
street, Inc., reports. At the highest level in any week since March,
1950, casualties were considerably heavier than a year ago when
136 occurred or in 1951 when there were 143. Despite this rise,

(1749) 32

among small failures; with, liabilities under $5,000. Eighteen’ con-
cerns succumbed with liabilities in excess of $1,000,000, compared
with 15 a week ago.

Wholesale Food Price Index Hits Six-Month Low

Continuing its downward movement, the wholesale food priee
index, compiled by Dun & Bradstreet, Inc., fell another 5 cents
last. week to stand at $6.49 on Oct. 27. This marked the lowest
level in six months, or since May 26, when it stood at $6.47. The
current figure at $6.49, compares with $6.33 a year ago, or a rise
of 2.5%, 4

The index represents the sum total of the price per pound of
31 foods in general use, and its chief function is to show the gen-~
eral trend of food prices at the wholesale level.

Wholesale Commodity Price Index Continues Mild Rise

The 'general ecommodity price average continued to trend
slightly upward last week. The daily wholesale commodity price :
index, -compiled by Dun & Bradstreet, Inc,, finished at.271.73 on
Oct. 27, comparing with 271.06 a week earlier, and with 285.21 on .
the corresponding date last year, .

Cash grain' markets displayed further strength the past week.
The main supporting factor was the belief that high support prices
for farm commodities will be retained for next year’s crops. - -

Wheat was-also aided by limited offérings of free wheat ang °;
some - improvement “in‘ export demand. 'The outlook for Wintexr
wheat was reported considerably improved as the result of goodk

‘rains over much of the drought areas of the Southwest, with addi~ -

tional moisture forecast.. Corn prices rose moderately despite a °

sharp increase in primary market receipts. Sales of all grain and

soybean futures on the Chicago Board of Trade two weeks ago in~ '

creased to a daily average of 51,600,000 bushels, against 47,000,

the previous week ‘and 50,800,000 a year ago. A
‘Spot cotton prices moved in a narrow range with closing quo~

tations up slightly from a week ago. . Moderate mill price-fixing, . .

short covering and continued heavy entries of cotton into the gow- %>

ernment loan were supporting influences. Bearish' features in~
cluded hedgé-selling, profit-taking and continued slow export de~
mand. Reported sales in the ten spot markets increased to 305,800
bales last week, from 264,700 the previous week, and compared
with 392,700 in the corresponding week last year. Farmers were
reported withholding a substantial proportion of current ginnings
from the market.

Mill stocks of cotton at the end of September were about one-
third larger than a year earlier.

Loan entries of the staple in the week ended Oct. 16 were
reported at 406,700 bales, bringing aggregate entries for the seasom
to date to 1,381,000 bales. Loan repayments through mid-Octobex
were 1,100 bales, leaving loans outstanding on about 1,379,600 balesr
of 1953 crop cotton.

Trade Volume Tapers Off Due to Mild Weather

Shoppers reduced their spending slightly in most parts of thes
nation in the period ended on Wednesday of last week, as unus-
ually mild weather discouraged the interest in seasonal merchan-~
dise.

Retail merchants generally were unable to match the high
sales figures of a year ago despite many attractive promeotions.
However, most retailers expected to enjoy a record Christmas
season.

As many merchants strove to keep their inventories at mod-
erate levels, there were some reports of sales lost because of inade-

quate stocks,

The total dollar volume of retail trade in the week was esti-
mated by Dun & Bradstreet, Inc., to be from 3% below to 1%
above a year ago. Regional estimates varied frem the comparable:
1952 levels by the following percentages: New England —2 to
+2; East and Midwest —4 to 0; Northwest and South —3 to +1;
Southwest —1 to +3 and Pacific Coast 0 to 4.

Food stores generally had larger sales figures than in the
similar 1952 week.

The milk strike in the New York metropolitan area sent the ' ¢,
sales of canned and powdered milk soaring.

The consumer demand for candy and bakery goods expanded
with the coming of Hallowe’en. Housewives trimmed their meat
budgets slightly last week; the demand for poultry and dairy foods
rose, :

While some household goods were increasingly popular the
past week, consumers continued to spend slightly less for thigy
merchandise than they did a year. ago.

In rising popularity were radios, phonograph equipment, and
floor-coverings.

The volume of trading in most wholesale markets in the perioc
ended on Wednesday of last week did not vary markedly from the
high level of the week before an unseasonably mild weather weak~
ened the interest in many seasonal items..’ The total dollar volume.
of wholesale orders held close to the high level reached a year ago.
Many retailers were chary of reordering heavily despite the preva~
lent expectation that the Christmas selling season would set a new
retail volume record. .

-Department store sales on a country-wide basis, as takem
from the Federal Reserve Board’s index, for the week: ended
Oct. 24, 1953, decreased 7% from the level of the preceding week.
In the previous week, Oct, 17, 1953, a decrease of 5% was reported¢
from that of the similar week of 1952. For the four weeks-ended - .
Oct. 24, 1953, a decline of 5% was reported. For the period Jan. X
to Oct. 24, 1953, department store sales registered an increase of
2% above 1952, . : ’

Retail sales volume last week felt the effects of the warm and
rainy weather prevailing in the area and declined about 7% below
the volume of a year ago. . ¢

According to the Federal Reserve Board’s index department .
store sales in New York City for the weekly perxogl ended Oct. 24,
1953, registered .a decline of 9% from the like period of last year.
In the preceding week Oct..17, 1953, no change was reported from

that of the similar week of 1952, while for the four weeks ended ¢~

Oct. 24, 1953, a decrease of 4% was reported. For the period"
“Jan, 1 to Oct. 24, 1953, a decline of 1% was registered from that of )

the 1952 period.’ |

world depend on how we manage
our 'monetary affairs in the next
few ‘years to'come. Ty

failures were'31%, below the prewar toll of 318 in the comparable
week of 1939. . . . ., it

Casualties involving liabilities of $5‘,000 or more climbed to ‘
189 from 158 last week and 114 a year ago. The upturn was milder
A\ .
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A Test of Security Analysis

ties would not deviate very much
from their true values.

Purpose of This Study

The purpose of the study is to
test security analysis in something
like the same way that forecasting
has been tested. Clearly we can-
not test the reliability of security
analysis merely by observing
whether the recommended secur-
ities rose or fell in price. The re-
sults of security analysis must be
measured against the general
market trend.

The Materials

For some years “The Commer-
cial and Financial Chronicle” has
included a department known as
“The Security I Like Best.” Here
each week several security ana-
lysts each present an analysis of,
and purchase recommendation for,
a particular security—usually a
common stock. Those invited to
present analyses are well-known
. security analysts, usually partners
in security firms or senior ana-
lysts employed by such firms.

._These analyses and recommenda-
{jons are the basic raw material
of this study. :

A particular recommendation
cannot be judged entirely on the
basis of whether the market price
of the recommended stock rises
or falls, The important question
is: Did the recommended stock
perform better than the market
as a whole or the particular stock
group? The Standard and Poor’s

. 90 Stock Average and the Stand-
ard and Poor's Group Averages
were used to measure the relative
performance of the stocks recom-
mended.

Method

The data and methods are de-
scribed below:

(1) The recommendations and
analyses included in_the depart-
ment “The Security I Like Best”
for the year 1951 were examined
and tabulated. All' recommenda-
tions of bonds or preferred stocks
were excluded. It was also nec-
essary to exclude 9 recommenda-
tions where price quotations were
not available in either the “Com-
mercial and Financial Chronicle”
or Standard and Poor’s Stock
Guides. Recommendations of 102
common stocks remained.

(2) Price quotations for the
date of publication of the recom-
meéndation, and approximately the

same date one year later, were .

fobtained from the ‘“Chronicle.”
In cases where the quotation
could not be found in the
“Chronicle,” Standard and Poor’s
Menthly Stock Guides were used.
In these cases the one year “cut-
off” period was measured from
the nearest month end.

(3) The Standard and Poor’s 90
Steck' Average and the appro-
priate group average for the be-
ginning and ending dates for each
recommendation were tabulated.
In the case of 16 recommenda-
tions, the stocks selected did not
fit any of the stock group aver-
ages availablé. These included
such stocks as American Seating,
Lane Wells, North American Re-
fractories, Sheraton Corporation,
and Ronson Art Metal, That part
of the study dealing with the rel-
ative performance of the recom-
mended stocks and related stock
group averages includes 86 rec-
ommendations.

4) The percentage change in
price in' the one year “cut-off”
period was computed for "each
sto_ck recommended. The ending
price was adjusted for stock divi-
dends or splits but no attempt was
made to adjust for rights. The
percentage change in the Stand-
ard and Poor’s 90 Stock Average

S._nm‘i in the appropriate group av-
erage for the same period was
computed for each stock recom-
mended.

(5) All stocks recqmmendpd
were tabulated in a single lis§,
put listed and unlisted stocks were
so designated in order to.permzt
study of the results of unlisted as
against ~ listed stocks recom-
mended. ’

(6) No attempt was made to
adjust for dividends (other than
stock dividends) during the per-
jod. The basic assumption was
{hat dividends on the recommend-
ed stocks and on the stocks in the
averages were  not significantly
different.

Results

The absolute performance of
the recommended stocks in the
one year test period is summarized
in Table 1.

It is not surprising that stocks
recommended in 1951 would show
increases to comparable dates in
1952. After all, the market aver-
aged a little higher in 1952 than in
1951. A better comparison is be-
tween the performance of the
stocks recommended and the per-
formance of the market as a
whole.

Table 2 below compares the
results of investment in the 102
recommended stocks with invest-
ment in the stocks making up the
Standard and Poor’s 90 Stock Av-
erage for the same time intervals.

The very slight difference
shown in favor of the recom-
mended stocks is without question
not large enough to be significant.
This is particularly true in the
light of the fact that more recom-
mended stocks did worse than did
better than the averages. A rea-
sonable conclusion is that invest-
ment in the stocks recommended
would have yielded results that
.would have been approximately
the same as investment in the av-
erages.

That - the stocks recommended
by the security analysts did no
better than the averages may ap-
pear to indicate a somewhat me-
diocre result. But it can be argued
that, in this particular period, to
do as well as the averages is, in
itself, something of an accom-
plishment. The current wisecrack
that “nothing has gone up but the
averages” is, of course, not true.
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But it does contain a modicum of
truth. The 1951-52 market was
essentially a “blue chip market”
and many studies have shown the
rather =~ impressive number of
stocks that declined in this period.
Since the “averages” are largely
made up of the blue chips, it is
undoubtedly true that the whole
market—including secondary
stocks—has not done so well as
the averages. Moreover, it is not
unreasonable that the analysts in-
vited to participate should con-
sider it their obligation to pick
“sleepers” among lesser known
secondary stocks. As a matter of
fact, casual examination of the
list of recommendations shows a
disproportionate number of sec-
ondary issues. Under these cir-
cumstances, to equal the perform-
ance of the averages is perhaps a
quite satisfactory performance.

Which Industry Versus
Which Company

There are two basic parts to the
selection of a stock to be recom-
mended for purchase. These in-
volve answers to the two ques-
tions: Which industry? - Which
company? The selection of the in-,
dustry is essentially economic an-
alysis rather than security analy-

_sis. Table 2 above which compares

the performance of the recom-
mended stocks with the averages
measures the ability of the ana-
lysts to make the economic analy-
sis necessary to select the industry
as well as the further analysis
necessary to select the right com-
pany in the industry.

The best test of security anal-
ysis would seem to be to compare
the performance of the recom-
mended stocks with the perform-
ance of the relative group aver-
ages. Suppose we set up two hy-
pothetical funds. With one fund
we invest $1,000 in every stock
recommended at the time it is
recommended; at the same time,
with the other. fund we invest
$1,000 in the Standard and Poor’s
Group *Average of the industry
represented by the recommended
stock. This test cancels out the
effect of industry selection and
serves to measure the ability of
the analysts to select the com-
pany.

For this analysis it was neces-
sary to eliminate 16 stocks as hav-
ing no appropriate group average.
This analysis, then, included 86

TABLE 1
No. Stocks in Test Period

Whi

Total No, Increased
Stocks in Mkt.,
Recommended Valué

29 19

1951—
1st Quarter __
2nd Quarter . 24 10
3rd Quarter . 27 15
4th Quarter .- 22 18

Total 62

ch
Decreased
in Mkt.
Value
10
14
12
4

-Aggregate Average
Percent. Points Percent. Chg.
Change Per Issue
+359.3 +12.4
+285.8 +11.9
+186.6 + 6.9
+225.9 +10.3

40 +1,057.6 +10.4

INTERPRETATION: Although 40 of the 102 stocks recommended showed

decreases in the year following publication of the recommendation,
stocks as a whole showed an average increase in market value of 10.4

the 102
%. 1t

an investor had invested $1,000 in each issue recommended and sold each
issue one year from date of purchase, the total capital gain would have been

TABLE 2

$10,608 (10.4% x $102,000).

Total
No,

Recom-
mended

29

1951—
1st Quarter-.
2nd Quarter.. 24
3rd Quarter__ 27
4th Quarter-_ 22

Total

15
9
7

13

44

No.Cases Where Stock Avg.Gain
Recommended Performed
Stocks Betterthan Worsethan Recom-
S.&P.90 S.&P.90 mended
Stk. Avg. Stk. Avg.

from Average Recom-
Gain from  mended
S.&P.s Stocks
Stocks  Advantage
11.2% 1.2%
99 - 2.0
9.3 —2.4
7.8 2.5

9.7% 0.7%

Stocks
12.4%
119

6.9
10.3

10.4%

14
15
20

9

58

INTERPRETATION: In 58 cases it would have been more profitable to. buy
the Standard & Poor’s 90 Stock Average than to buy the stock recommended.
In 44 cases the recommended stock would have shown greater profit than the
averages. Over all the recommended stocks would have given a slightly greater
gain than the averages. The stocks selected in the third quarter of 1951 failed

to perform as well as the averages,

TABLE 3

Total
No.

Recom-
mended

23 -
19
23
21

1951—
1st Quarter-_
2nd Quarter__
3rd Quarter__
4th Quarter__

17

8
11
15

Total 51

No. Cases Where Stock Avg. Gain
Recommended Performed . from.
Stocks Betterthan Worséthan Recom-
S.&P.9 S.&P.90
Stk.-Avg. Stk. Avg.

Recom-~
mended
Stocks
Advantage

15.3%
9.9
6.9
6.5

Average
Gain from
S.&P.’s
Stocks
—35%
7.4
0.0
4.1

3.5% 7.9%

mended
Stocks

11.8%

173
6.9

10.6

3
11
12

6

35 11.4%

stocks. The elimination of these
stocks did not significantly change
the nature of the sample. The 86
stocks showed an absolute gain
for the year of 11.4 per cent as
against 10.4 per cent for the larger
sample. The performance relative
to the Standard and Poor’s 90
Stock Averages was also -nearly
the same as for the larger sample.
Purchase of the averages instead
of the recommended stocks would
have produced a gain of 94% as
compared with a gain of 114%
for the recommended stocks. Ac-
counting partly for the slightly
superior performance of the 86
stock sample was the thumping
162 per cent gain on Northern Pa-
cific. While this recommendation
was included in both samples it,
of course, had a greater impact on
the average per issue in the case
of the smaller sample.

Table 3 below compares the re-
sults of investment in the 86 rec-
ommended stocks with investment
in the related Standard an Poor’s
Group Averages for the same time
intervals. : :

It would appear that this anal-
ysis demonstrates a positive value
for security analysis. The gain
from investment in the recom-
mended stocks would have been
substantially greater than from
investment at the same times in
the group averages. It is not at all
clear that these analysts were
particularly successful in picking
the industry; it does seem clear
that they were quite successful in
picking the company.

Most Successful Selections

It is perhaps of interest to note
theé recommendations that would
have shown greatest profits: It
should be kept in mind that a
one-year ‘“cut-off” date was used,
and in a few instances there have
been substantial price movements
subsequent to the date of assumed
sale. For example, Howe Sound
was recommended at 57 in 1951
and a year later was 85%. But the
present equivalent price on this
stock is 39. As a matter of fact,
while this arbitrary ‘“cut-off” date
is necessary, it probably does
mean that in some cases the anal-
yst could do (and perhaps did do)
a better job than would be indi-
cated by the single_year result.
In some cases he .might have
urged sale in some period short of
a year at a higher price; in other

TABLE 4

——Recommended by——
William G. Kahlert
Jamieson & Co.,

Stock———

Northern Pacific

cases perhaps a year is too short a
test period.

Some of the most successful
recommendations on the basis of
the one-year test period are shown
in Table 4. r

Listed Versus Unlisted
Recommendations

It is interesting to compare the
performance of ¢he listed with
the unlisted stocks recommended.
There were only 24 unlisted-
stocks in the sample of 86 for,
which group averages were avail-,
able, but the consistency of re-
sults perhaps -indicates that this;
was an adequate sample. :

The actual performance of the
86 listed and unlisted stocks rec-.
ommended is summarized and
compared in Table 5. :

Within the limits of the sample,
the performance of the unlisted’ -
stocks recommended was rather
consistently ‘superior to the listed:
stocks recommended. . &

Table 6 below shows the per-
formance of the 86 listed and un-:
listed stocks recommended in re-:.
lation to the performance of the:
Standard and Poor’s 90 Stock!
Average. .

The ' unlisted stocks recom-
mended performed better .than’
either the listed stocks recom-:
mended or the Standard and
Poor’s 90 Stock Averagz. But still
a slight majority of the 24 un-
listed recommendations failed to
do as well as the averages. The
greater gain shown by the un-,
listed stocks is probably not sta-
tistically significant in view of
the size of the sample. This dif-
ference would be eliminated if’
the three unlisted recommenda-
tions with the greatest gains were
excluded. Under these circum-.
stances we cannot conclude that
the unlisted recommendations out-
performed the Standard and
Poor’s verage. ’ 3

The gain of 9.4% shown for the’
averages is the gain that would’
have resulted from investment in
the averages on the date of each
of the 86 recommendations and,
one-year holding. This does not
mean that the averages increased
by this percentage from any one
date to one year later.

The performance of the 86-
listed and unlisted stocks recom--
mended’ in relation to the per--
formance of the related Standard
and Poor’s Group - Averages is:

Increase

Date. in Period

162% .

Apr. 5, 1951

St. Paul, Minn.

Kerr McGee Oil

Carl Stolle
G. A. Saxton & Co.

Aug. 2, 1951 100

New York:

Warren A.
Hecker & Co.

Ferro Enamel

Casey

Mar. 15, 1951  91.7 »

Philadelphia,; Pa.
Clarence E. Unterberg

Miles Shoe

C. E. Unterberg & Co.

May 24, 1951 50

New York

TABLE 5

Total Number
of Issues

Issues Which in 1-Year Period Average Increase
Incr. in Price

Per Issue
10.0%
154

Decr. in Price
34 28
17 7
51 35 114

TABLE 6

Number of Cases in Which
Stock Recommended Performed
Better than

Total
Number
of Stocks
Recommended”
Listed 62
Unlisted --- 24

Total - 86

S. & P. 90
Steck Avg.
25
11

36

Gain frém -
Purch. of

S, & P.Y0
Stock Avg. -

‘Worse than
S. & P. 90
Stock Avg.

37
13

50

Average
Gain

10.0%
15.4

94%"*

114

TABLE 7

Number of Cases in Which
Stock Recommended Performed
Better than

Total
Number
of Stocks
Recommended
62
24

86 T

S. & P. 90

Stock Avg.
.35
16

51

Unlisted ---
Total -

Gain from
Purch. of.
S, & P. 90
Stock Avg.

Worse than
S. & P. 90
Stock Avg.

27 »
8

35

Average
Gain

10.0%
154

11.4
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summarized in Table 7 below. The
gain shown for the Standard and
Poor’s Group Averages is the gain
that would have resulted from in-
vestment in the related group av-
erage instead of the stock recom-
mended and holding for a one-
year period.

The performance of the recom-
mended stocks (both listed and
unlisted) was superior to that of
the related group averages. This
seems to indicate that, while there
is no evidence that these analysts
were especially expert in the se-
lection of the industry, they were
able to do better than an average
job of picking the company. The
data reflected in Table 6 indicate
that the analysts were more suc-
cessful in picking the company
in the case of unlisted than in the
‘case of listed stocks. Perhaps this
is due to the fact that frequently
the unlisted issues are less well
known and the analyst has an op-
portunity to unearth information
not widely known. In other words,
it is possible that there are rela-
tively more “sleepers” among un-
listed than among listed issues
and that aggressive and intelli-
‘gent analysts are sometimes able
to uncover them.

Summary and Conclusions

Within the limits of the sample,
the following conclusions con-
cerning the security analyses pre-
sented in “The Security I Like
Best” in 1951 seem justified.

(1) While these analysts were
by no means infallible, a better
than average result was achieved.

(2) Evidence is lacking that the
analysts were especially skillful
in selection of the industry.

(3) But the evidence indicates
that the analysts were able to do
a significantly better than average
job of selecting the company
within an industry. s

(4) The analysts were signifi-
cantly more successful in selec-
tion of unlisted than of listed
stocks,

Lawrence V.-P. of
N. Y. Stock Exch.

G. Keith Funston, President of
the New York Stock Exchange, has
announced the appointment of
Ruddick C. Lawrence as a Vice-
President of the Exchange.

Mr. Lawrence, appointed by the
Board of Governors, will be in
charge of coordinating and de-
veloping the efforts of the Ex-
change with its member firms in
market research, advertising, pub-
lic relations, planning. He comes
to the Exchange from the Na-
tional Broadcasting Company
‘where he was Director of Pro-
motion, Planning and Develop-
ment for both the television and
Tadio networks. Previously he
‘was with Time, Inc., as Associate
‘Advertising Manager of “Fortune
Magazine.”

-~ With A. C. Allyn Co.

(Special to TEE FINANCIAL CHRONICLE)

. GRAND  RAPIDS, Mich.—Earl
A. Bedford has joined: the staff
‘of A. C. Allvn and Company, Inc.,
Grand Rapids National Bank
Building.

. . Joins Morton Staff

(Special to THE FINANCIAL CHRONICLE)

DETROIT, Mich. — William O.
Sexton, Sr. is now with B. C.
‘Morton & Co., Penobscot Build-
ing. He was previously with
Smith, Hague & Co. . :

- J. W. Kaufmann Admits

Jay W. Kaufmann & Co., 111
Broadway, New York City, mem-
bers of the American Stock Ex-

change, on Nov. 1 admitted Rich-
ard M. Bolton to general partner-
ship and Courtney V. Parkinson
to limited partnership in their
firm. On the same date Robert E.
Rich retired from the firm.

|

+
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Continued from page 16

Impact of a Recession |
On Commercial Banks

This rate, currently 3% %, should
provide for:

(1) a reserve for losses which
are to be expected if risks are
to be taken;

(2) the cost of credit investiga-
tions and loan administration;

(3) a fair share of overhead,
including the cost of acquiring
deposits to lend;

(4) a reasonable profit.

It is doubtful that a banker
could be found who would argue
that 314 % goes beyond adequate
provision for these four factors.
It would be almost as difficult,
however, to find a banker willing
to predict that the prime rate
would hold at 3% % indefinitely.

The “Wall Street Journal” re-
ported interviews on this subject
with bankers attending the A.B.A.
Convention. The story began with
quoted comments by three bank-
ers from Louisville, Seattle and
New York City:

“By mid-December we’ll have
money running out our ears.”

“We're really going to be hunt-
ing for loan business by the first
of next year.”

“I don’t see how interest rates
can possibly hold at present levels
for many more months.”

The banker response presented
an interesting psychological con-
trast to recent statements by
Crawford H. Greenewalt, Presi-
dent of E. I. duPont de Nemours
& Company, Benjamin F. Fair-
less, Chairman, U. S. Steel Cor-
poration, and other industrialists
on the foolhardiness of predicting
ourselves into a depression. It
would be unwise to stick our
heads in the .sand and ignore the
trends of credit demand and mon-
ey rates. We can, however, take
a tip from other industries which,
when confronted with temporary

* -surpluses of non-perishable goods,

don’t insist on immediately re-
ducing prices regardless of costs
to the level at which supply and
demand will again be in balance.
For example, the oil industry is
not currently involved in a price
war notwithstanding the existence
of surplus stocks. Nor can it be
argued that self discipline cannot
be expected of 14,000 indepen-
dent banks, most of them small.
By and large, the smaller banks
are quite sensible in their rate
policies. The chief offenders are
usually the largest banks which,
whether they like it or not, set
the pattern.

Prime Bank Rate Not High

One might also ask “is the
present prime rate high from a
historical point of view?” Here
again the answer must be in the
negative, According to the Fed-
eral  Reserve Chart Book the
prime commercial paper rate fell
below 4% in only one year of the
period 1866 to 1929 inclusive.
Moreover in only five of the 64
years did the prime commercial
paper rate fall below the index
of yields on high grade railroad
bonds. During the abnormal pe-
riod following 1929, devaluation
of the dollar, the heavy inflow of
gold, and an easy money policy
in general exerted their influ-
ence on money rates with the re-
sult that the prime commercial
paper rate declined to the ridicu-
lous level of % of 1% in 1940.
Since that time it has gradually
risen to the present level of 234 %,
% %. below the so-called prime
commercial borrowing rate.

The timeliness of this discussion
is given emphasis by the current
strength in the entire high grade
bond market. In the short interval
since June 4, yields on 91-day
Treasury Bills have declined from
2.42% to 1.58%. Sharp price ad-
vances have also been registered

in intermediate and long-term
issues although dealers  concede
that activity is still predominantly
professional. This market rise

holds rather serious implications
for commercial banks, not only
with regard to its effect on in-
vestment income, but also as to
loan interest

its influence on
rates.

However, a review of the his-
torical relationship between bond
vields and short-term loan rates
tends to refute the idea that they
must move in concert. When and
if the prime loan rate is broken
it will undoubtedly be on the in-
itiative of individual banks, and
not because of any irresist-
ible pressure from without the
banking system itself. A few
weeks ago it was rumored that a
large Eastern bank was about to

take such action. It was difficult

to credit this rumor in view of
the fact that the institution named
was a leader in the unsuccessful
campaign not too many months
ago to gain exemption of com-
mercial banks from application
of the Excess Profits Tax. The
same reasons given for such ex-
emption should discourage any
voluntary reduction of a rate
which by no stretch of the imag-
ination can be called a penalty
rate. That the Comptroller of the
Currency shares this view was
indicated in his recent statement:
“Interest rates have risen, but
they are still at a very moderate
level, and it would be difficult to
find evidence that they have
slowed up the pace of business
activity.”

Should there be some slacken-
ing of loan demand, and that;ap-
pears to be a reasonable expecta-
tion, it is exceedingly doubtful
that a reduction in the prime
rate would have more than an in-
significant effect on the total vol-
ume of borrowing. Nor should any
bank -entertain any illusions as to
the efficacy of rate cutting in in-
creasing its share of the available
business. Moreover, rates are cur-
rently so low that further reduc-
tion would deserve little consid-
eration by those seeking means of
“priming the economic pump”
should that be thought necessary.
It is to be hoped also that the
Federal Reserve authorities will
objectively evaluate the overall
economic benefits of an extremely
easy money policy with due re-
gard to the effect of such a policy
on our commercial banking sys-
tem,

" Bank Services Should be
Realistically Priced

Realism should characterize the
pricing of all banking services.
This requires a knowledge of
costs and a determination to re-
cover them, plus a reasonable
profit. Service charges on deposit
accounts, and fees for trust and
other services will appear low in
many instances when judged by
this standard. .

Two other implications of a
business readjustment which
should receive the attention of
commercial bankers might ‘be
classified under the general head-
ing of “Losses on Earning Assets,”
and “Public Relations.” Particular
attention should be paid to loans
dependent on “good times” for
their prompt liquidation, Failure
to deal realistically with such
marginal credits under circum-
stances such as exist today serves
neither the borrower’s nor the
bank’s best interests. It is not
suggested that the borrower be
thrown overboard but that a pos-
itive program be adopted which
will permit an orderly work-out
of the loan. Banks which have
not taken full advantage of the
privilege of setting up tax deduc-

tible reserves for loan losses
should not delay longer:in doing
0.
Securities portfolios should be
carefully reviewed in anticipation
of budgetary problems which ap-
pear certain to confront many
municipalities and other public
borrowers before too long. There
has been a tendency on the part
of too many investors to take the
credit factor for granted in the
purchase of such securities, par-
ticularly if maturities were rather
short. .
Turning briefly to the public
relations aspect, we should con-
tinually remind ourselves ' that
public good will is more easily
lost than regained. The soundness
and reasonableness of commercial
bank credit policies and practices
during a period of business read-
justment.  will determine the

(1751) 35

amount of outside competition
that . will be inflicted upon us
thereafter, At the moment, the
trend is toward contraction of
Government intervention in the
financing field and we should en-.
deavor to accelerate it. A con-
structive lending policy should
inject a stabilizing influence dur-
ing a period of business readjust-
ment, whereas an unduly restric-
tive policy might aggravate the
situation and at the same time
make commercial banking the

‘object of renewed political at-

tacks. . ;
The period just ahead promises

‘to test the mettle of commercial

bankers. Resourcefulness, vision,
and a lot of common sense will
be called for. They may, in fact,
be the price of survival of bank-
ing as we have known it in
America.

Securities Salesman’s Corner

By JOHN

DUITON

Establishing Customer Goodwill

Successful securities selling in-
volves more than the mere ability
to make a sale. By this, T mean
that you must also sell securities
that will not come back some day
and “bite you.” Selling the wrong
type of securities to the wrong
people, selling the right securities
but at the wrong time, allowing
some securities to stay “put” too
long—these are the almost un-
avoidable incidents which seem to
be part and parcel of the secu-
rities business: The long-term
cycles come along and can wipe
out years of effort to establish
‘customer goodwill. .

' It was once said that the life of
a security salesman’s clientele is
about five years. I don’t know if
this is true, but there is continu-
ous detefioration and constant re-
building is  always necessary.
However, the main consideration
which seems uppermost at this
time, is to find a method of pro-
tecting those accounts which form
the backbone of your business
against a major business reversal,
if and when one takes place.

Your own opinions regarding
the business and economic out-
look should, of course, be your
guide as to the recommendations
you make to your clients. But it
is only prudent to realize that we
are now sitting right on top of the
longest and most intensified pe-
riod of inflationary business and
monetary expansion in our his-
tory. Some day there must come
an economic readjustment of
major proportions. Tl’is will hap-
pen unless the entire course of
human history has been changed.
Without being an alarmist or tak-
ing a positive position either way,
isn’t it possible to put some of
your customers in as strong a de-
fensive position as they can af-
ford at this time, and meanwhile
keep them still invested to some
extent in attractive yet volatile
situations? At least, if they un-
derstand the purpose of arranging
their affairs in a sensible man-
ner, isn't it a logical conclusion
that you will have clients left
with ‘buying power and courage
even -after a severe collapse? By
hedging in this manner you win
both ways—if 'conditions remain
good they still hold some good
common stocks, if reverses come
they have assets that will retain
their dollars values.

Admittedly, there are all kinds
of security buyers. There are
those who give you orders and do
not wish suggestions. I just heard
of one investor who told his
broker to invest $35,000 in about
75 different common stocks which
he had selected. The broker
bought them and collected some
substantial commissions. This in-
vestor wanted it his way—he got
it! There are also the perpetual
optimists, including those who

want to take the last top ‘dollar
out of every market swing, and %,
others who resent any suggestions
of conservatism and caution.
There isn’t much you can do in
such cases but let these customers
have their own way and hope for
the best.

Your other clients, however,
might be very much interested in
an invitation to come into your

.office where you can discuss their

investment position in its entirety
with them. You might even find
it desirable to schedule a few in-
terviews in the evening in your
own office. You can really get
at the facts and work out a con-
structive relationship with a cus-
tomer at a time like that. Among
your present accounts there are
probably some, who_ are. doing
business with several other firms.
This could: give 'you an oppor-
tunity to control all the business
-if the interview was handled
properly. ;

The retail securities business is
such that, no matter what hap-
pens, and- with all of its ups and
downs, you can always find a con-
structive reason for doing busi-
ness. The majority of people are
reasonable and they do not expect
the impossible, but" there is one
thing they will value above all
else, and that is a sincere appre-
ciation of their position and their
problems. It will pay in the long
run to build as solidly as possiblear
now.

Phila, Inv. Women
To Meet Nov. 16

PHILADELPHIA, Pa.—The In=-
vestment Women’s Club of Phil-
adelphia will hold its regular din-
ner meeting on Monday, Nov. 16,
in the Sylvania Hotel at 6:15 p. m.
The speaker will be Dr. Alfred
Kidder, 2nd, associate director of
The University of Pennsylvania
Museum, and panelist on the tele-
vision program “What In The
World.”

Chicago Analysts to Meet

CHICAGO, Ill.—The Investment
Analysts Society of Chicago will
hold their regular luncheon meet-
ing on Thursday, Nov. 12 in the
Georgian Room at Carson Pirie
Scott & Co. James H. Coolidge,
Vice-President and Treasurer of
Thompson Products, Inc. will ad-
dress the group.

“International Paper Company”
will be the subject of the meeting
to be held Dec. 10.

With Wm. C. Roney Co.

(Special to THE FINANCIAL CHRONICLE) -‘;‘,
KALAMAZOO, Mich.—Mrs.‘ )
Margaret B. Schau has joined the’
staff of Wm. C. Roney & Co., 137~
141 East Michigan Avenue.
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| Continued from page 12

~ Atomic Energy—A Look Ahead

1ift the iron curtain sufficiently
to make any plan effective.

Cannot Rely on Promises

What then must we do? It is
clear that we cannot rely upon
mere promises. As the Disarma-
aent Commission report says, “A
state which flouts the charter to
wake war cannot be relied upon
to honor any lesser promise as to
bow it will wage war.” We must
realize that we are dealing with
2 power whose word alone cannot
pe trusted. Perhaps there is some
pian not yet thought of—a work-
able plan which would be agreed
%0 by the Soviet. I certainly hope
s0. Frankly, there is little in the
bistory of the past few years to
justify such hope. But I think,
nevertheless, that we must keep
irying to find some solution. The
present effort to secure a confer-
ance on German and Austrian
‘problems is commendable, Leav-
ing the door open for broader
wonferences between Russia and
#he West. is all to the good. Con-
stant exploration of schemes to
reach international control of
armaments and to find means for
preventing aggressions should be
an all consuming pursuit of all
zntions,

But I should like to speak of
something else, namely, the prob-
Jdem which faces the world before
such agreements and implementa-
4ions of them can be achieved.

In the absence of Soviet partici-
wation in a control plan we are
#aced always with the possiblity
«of further Soviet aggression. With
XKorea fresh in our minds we must
be not only physically prepared to
wesist aggression but mentally
wrepared as well.

And on this score, I think the
%ime has come when we must be
wery clear and very blunt in our
dealings with the Soviet. I know
that I shall be misunderstood
~when I say this for there are so
many people in the world today
‘who will not face a fact if even
¥or a second it diminishes a hope

-—who won’t face a premise that .

«tisturbs a preconceived comfort-

able’ conclusion, 1 want no good

Jsope dampened but I do insist
“that we can no longer drift with
= stream that takes us down to
fthe sea. It is high time we set our
moses into the current.

We will disturb the equanimity

\of some who insist that force
settles nothing, even though em-
sployed to preserve the rights and
lives of people who believe that
force settles nothing., It is my
wonviction that the most forceful
istep ever taken by the' United
Nations was its decision to resist
ihe North Korean aggression, thus
implementing the high pro-
wmouncements of the charter. I
think more implementation is
xeceded today.

About two weeks ago in a talk

‘which I gave in New England I
«suggested that it was high time
#hat we face up to the problem
stemming from the tremendous
bu_xld-up of the Russian war ma-
cﬁme. I suggested that it was high
time that we face up to the fact
“hat within two years the Russians
“would have the capability virtu-
ally to. obliterate this country if
they made a surprise attack with
atomic weapons. I suggested that
i was high time that the United
Nations consider the advisability
of setting forth bluntly a few of
sthe premises and principles which
aust be recognized before we
tackle the answer to this problem
of our survival. Many people have
.nskeq me what some of these
premises are. ’
. First, in today’s era of modern
‘weapons and planes faster than
sound, distance loses much of its

#alue as-a defensive barrier. The

aggressor can act swiftly. For the
first time in our history we in fact
share a common border with a
powerful potential enemy.

Cannot Afford Another War

The second, I think, is that the
world can ill afford another world
war. If it comes it will destroy a
good part of what we seek to pre-
serve.

The third is that if such a war
should emerge weapons of great
mass destruction will inevitably
be utilized. I believe it is naive to
think that if anyone of the free
countries is forced to fight for its
survival it will use bows and ar-
rows when it faces loadéd guns.

The fourth is that the world
cannot tolerate local aggressions.
It cannot do so simply because of
the great likelihood that they will
emerge into world wars. The fact
that the Korean War was local-
ized tends to mislead us. The
forest of this world grows smaller
each year and the timber becomes
drier. We cannot run the risk of
small fires on the theory that they
won’t spread on to consume and
involve all of us. We should have
learned that at Serajevo in 1914,
and again in 1939 when Russia
crossed into Poland.

If the world cannot tolerate ag-
gression it follows that aggres-
sions must be crushed speedily

and this should be so stated by

the free countries of the world
in no uncertain terms. Never must
there be another aggression
launched on the assumption there
will be no risistance to it.

These are but a few of the prin-
ciples upon which our ultimate
answer must be based. If these
premises be valid, and I believe
them to be, let's be prepared, if
need be, to implement. them. I
believe that the time has come to
make Russia understand that if
she moves in any quarter of the
globe she will be struck and
struck hard, not simply at the
front line of her aggressive troops
but at every element which sup-
plies those troops.

Let’s make it clear to them
that, hating aggression, we intend
to crush .it before it spreads to
this country and to the free coun-
tries of the world—that we want
no war on our soil; our allies want
none on theirs.

Let’s remind them over and
over of the number of lives and
casualties which we paid to dem-
onstrate in Korea, our belief in
this principle.

Let’s tell them and mean it,
that while we hate the thought of
using atomic bombs, the next
Soviet aggression must be re-
garded as an invitation to use
them, if need be, to stop the ag-
gression. Let’s make it plain that
if Russia moves directly or indi-
rectly in Korea, the Middle East
or the Arctic tomorrow we not
only will but we must destroy
the vitals of such a movement—
every marshaling yard, every sup-
ply depot, every contributory in-
dustrial population; and she must
be made to understand that we
cannot do this with bows and
arrows and bodies.

Let’s tell them that we want
peace, a fact which we have dem-
onstrated year in and year out
throughout our history, and we
want it so badly we won’t tolerate
another aggresion.

No Debate Over Definition

Let’s tell them we will tolerate
no debate as to the meaning of
aggression, Such debate might
take years. We’ll know aggression
when we see it. But if there be any
doubts on this score let’s make it
plain that it is an aggression
when a mortar or weapons carrier
from the Skoda works of Czecho-
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slovakia is found next to a dead
man from the western world.
That's enough! It is enough when
a MIG, employed to assist an ag-
gression, can be traced to a Rus-
sian factory.

President Eisenhower and many
other thinking people have stated
that the world today very badly
needs some evidence—some deeds
to support the Russian contention
that it wants no war. Certainly
if such evidence does not come
soon, the importance of such a
declaration as I have suggested
increases as each day passes.

Are we prepared to do this? Is

the U. N. prepared to back such
principles? I think it must be so
prepared and I think it must be
unequivocal in stating its inten-
tion. In any event, I think it must
commence discussion of these
premises and these principles.

The warning was sounded
thousands of years ago in an age
when a single weapon could not
desiroy an entire city.

“Woe unto the world because of
offenses, for it must needs be that
offenses come; but woe to that
man [and-I think we must add
“that nation”] by whom the of-
fense cometh.”

Continued from page 14

Expanded Trade and World Peace

With our highly mechanized in-
dustry and agriculture, we have a
substantial competitive advantage
over most of the world in most
major industrial products and
many farm products. With only
about one-sixteenth of the world’s
populations, we account for al-
most one-half of the world’t total
production of goods and services.
Sometimes our immense produc-
tivity results in surpluses, . Often
we are unable to produce all that
we could produce, or to sell all
that we do produce. And at
the same time most of the world’s
hungers for the products of Amer-
ican farms and factories which it
cannot afford to buy, because it
just doesn’t earn enough dollars
to pay the bill.

If we want an expanding econ-
omy, if we want high levels of
production and employment, if we
want an ever-increasing standard
of living—and it is my impression
that we do—then the growth of
our foreign trade is a matter of
real practical interest to all of
us. We must convert our poten-
tial world markets into real mar-
kets for the many goods we want
to sell.

Moreover, our domestic indus-
try has become increasingly de-
pendent upon foreign sources of
raw materials. That dependence
will sharply increase in the years
ahead. Our ability to buy foreign
raw materials at the lowest pos-
sible cost will be important in
maintaining an expanding econ-
omy at home.

Thus we stand to benefit greatly
from a trade policy which will
permit us to import more things
at lower cost, and ultimately to
sell more and more of our goods
abroad. In broad terms, the bene-
fits of increased trade greatly
outweigh the drawbacks.

The great bulk of American in-
dustry will gain directly and in-
directly from an expanded export
market.

Industrialists Should Favor
“Expanded Trade

In other words, on a basis of
pure self - interest, almost all
American industrialists ought to
declare for expanded trade.

By the same token, many, many
more workers are employed in
the industries which need more
exports than are employed in the
industries which might suffer
from more imports. With expand-
ing trade, competition might
eliminate some jobs, but increased
exports would create many more.

American workers, on a basis
of pure self - interest, should be
strongly in favor of expanded
trade.

And how about the farmer? The
United States is a net exporter of
agricultural goods. In many ma-
jor commodities, the export mar-
ket means life or death for the
farmer. In 1952, for example, we
exported nearly 40% of our total
production of cotton and- tobacco,
and about one-third of our wheat.

Mr. Herschel Newsom, Master
of the National Grange, has
pointed out the recent danserous
decline in farm exports. He re-
ports that in the past 12 months,

as compared to the previous pe-
riod, cotton exports have dropped
52%, wheat 30, tobacco 32, lard
40, dairy products 30, and some
specialty crops, such as apples, as
much as 70%. But even more im~
portant to the farmer than the
export market is his market in
the industrial city—and expanding
trade is one effective way of
promoting continued high em-
ployment and prosperity in the
industrial city.

Once again, on the basis of pure
self - interest, the farmer should
be fighting for his stake in ex-
panded trade.

Ang finally we come to the
consumer—which is every one of
us. The consumer is really. hurt
by tariffs. He digs down deep to
pay taxes for foreign -aid pro-
grams which could be largely
abandoned if we expanded our
trade sufficiently. He pays more
for a great many things be buys
because of direct tarifts, or be-
cause of tariffs on imported parts
and materials which go “into
American manufactured goods.

The American consumer ought
to be 100% for less restrictions
and more trade.

But to many of our people these
considerations seem rather re-
mote. Unfortunately, it seems
pretty hard to show people how
their immediate interests are af-
fected by foreign trade.

Those relatively few producers
who face serious competition from
imports are well aware of their
personal interests in this trade
issue. But the great bulk of
American producers are not af-
fected so directly by the raising
or lowering of trade barriers.
They may overlook the fact that
all American industry and agri-
culture is linked in an economic
chain, and that seemingly distant
and unrelated tariff increases may
damage them.

A manufacturer of leather wal-
lets may successfully petition
Congress or the Tariff Commis-
sion for barriers against imports
of wallets. As a direct result,
several foreign countries may re-
taliate against many other Amer-
ican commodities —say cigaretts,
candy or shoelaces. The domestic
producers of these goods will
suffer directly from loss of ex-
ports and from increased compe-
tition at home. Yet it would be
pretty hard to convince those fel-
lows that, in their own self-in-
terest, they should have opposed
the protection of leather wallets
in the first place.

So we usually find ourselves
speaking in generalities about the
impact of foreign trade on the
domestic economy, on industry,
on agriculture, or on labor, with-
out somehow hitting the: indi-
vidual businessman,’' farmer and
worker right where he eats.

It seems to me, then, that the
hope for building effective sup-
port for a liberal trade policy lies
in translating these general state-
ments into bread-and-butter terms
for thousands of American pro-
ducers. It is encouraging to hear
‘that the Committee for a National
Trade® Policy plans to take 'tbgit

hard-headed approach in its edu-
cational efforts.

The Nature of the Protective .
Sentiment :

Now let’s look at the other side
of the coin. I think we must try
to analyze the nature of protec~
tionist sentiment—high tariff sen-
timent—and look for constructive
solutions for the special problems
which a liberal trade policy would
create.

There seems to be a good deal
of confusion in people’s -minds
about the effect of any significant
tariff reductions on specific in-
dustries and agricultural products.
Actually, a lot of study has been
given to this subject. In fact, the
subject has almost been  studied
to death.

One tecent  study ' speculates -
about what would. happen -if we
abruptly dropped all our tariffs,
import quotas.and other: barriers
to trade. It concludes that the in-
crease in -imports would range
from- $1,200,000,000 to -$2,500,000,~
000 at:the most. <+ "7 . o

How would: that small increase
affect -our.:domestic . producers? .
Actually, .it: would affect only a
very  few - of .them 'seriously, - All
of the industries which might con--
ceivably- face ‘some displacement . .
from . those: new. imports. had—in"

1951 figures—a - gross. product: of -

some . $4,000,000,000, = or: 'slightly
‘more ‘than, 1% of our gross na- -
tional: product.: Of -that'1%, pre- -

sumably:a.very.small part. might . |

actually ‘be:put: out of business if

we knocked: off all.existing bar- ..

riers—and ‘that" would'be an:ex- -
treme case-indeed.. ' . o

As ‘a matter-of ‘fact,.it -is ‘clear
that:the ‘adjustments:necessary’ to
adapt ;production- to’the new im-
ports,-inthat - very extreme; case,
would 'be no - greater-than' those
which normally. ‘accompany . tech-
nological change. Each year hun-
dreds of new firms' go-into busi~
ness and “go-out of business. be-
cause of technological advances—
and all of us accept “that.as the
normal and healthy: operation of
free  economic forces.

We live in times of swift change.
The blacksmith and the “harness
maker have been thrust aside by
the automobile, but none of us
would really like to return to the
primitive methods of communi-
cation and the lower living stand-
ard  of the horse-and-buggy age.
The trade of the world is carried
across the seas, not by windjam-
mers, but by the swift freighters
of the 20th century. The telephone,
telegraph and radio are everyday
methods of communication, All of
these have increased the nation’s
business’ a hundredfold over the
days. when . they did not. exist.
Through such forces as these civ-
ilization ‘is marching. forward  in
generations - instead of in . cen-
turies. p

But. these forces - have - also
enormously complicated our lives.
They have reduced oceans:to, the
comparative size. of ditches and
have made neighbors of what used
to be widely-separated nations
and cultures. Whether we like it
or not, this is a fact that is with
us to stay, and the question is not
whether it exists but whether we
are going to face up to it.

We Must Soon Decide on Liberal
Trade Policy - i

We must decide whether we are
for or against progress. As I see
it, not only are there no impos-
sible hurdles in the way of an
up-to-date trade policy, but there
are very urgent reasons for hav-
ing one. ; .

However, the fact that the num-
ber of firms which would be af-
fected—and the number of men
and women who work in them—
is very small certainly does not
mean that their plight should be
of only casual concern to the rest
of us. ‘ ]

It does mean that the problem
can be dealt with and fairly, with
‘sympathetic understanding, . and
without—at thé same time—com-~
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promising a sound trade program.
It does mean - that. :while . there
amight " be pin-point dislocations,
#he national economy as a whole
will not be disturbed.

In some cases, all that will be
meeded to prevent these isolated
«dislocations is a gradual reduction
«of tariffs, which would give a
«company time to adapt to new
smarket conditions, just as many
«capable . firms have been -able to
s=adapt themselves to .drastic tech-
mological changes. ;

In the case of industries which
«cannot “adapt themselves, “other
mneasures may. be needed. :

If substantial tariff reductions
<were made in the national inter-
«st, the burden of sacrifice would
#fall upon a ‘small ‘group of prn-
«ucers. And hardship might be
ssuffered’ in communities where
ssuch producers are-concentrated.

In such hardship cases, it might
tbe appropriate to consider direct
sgovernment assistance in the form
-of loans and grants. :Such: assist-
aance would either ‘maintain.essen-
tial - defense production ’ or; help

=specific- producers to adapt them-
selves to new circumstancgs A

The Tariff—A’ Form ‘of Subsidy
" “Actually, the tariff-is’a’ form of
ssubsidy.“Although-I*certainly ‘am
-no -advocate of ‘government-aid,
if we are ‘going‘to-have any kind
<of subsidy, I'saylet’s have:the
- Jdeast costly.and most direct’kind.
“To_ use ‘a. classic phrase,  perhaps
~we “should substitute “the' Tifle-
- 2shot of . subsidy for the shotgun
dlast of tariffs.” If a subsidy is
necessary, it should' be - brought
<out into the open and be subject
to public scrutiny, :

That way, we will know exactly
~“wvhom we are-helping and how
Tnuch it’s costing us, and we will
=avoid the present system which,
‘heavily disguised, penalizes the
mmany in order to help the few.

A serious flaw in the present
“grade legislation is that it fails to
gorovide any means for weighing
-the factor of national interest in
“the determination of tariff rates;
Py the same token, it fails to pro-
“vide for indemnifying, financially
=0r otherwise, a producer who suf-

Hers injuries in the national in- -

“terest.

Inclusion of such provisions in
za new tariff law should go a long
“svay toward easing some of the
“#ears which now exist.

Actually, it is mainly fear of
the unknown which has caused
‘much of the current opposition to
zan expanded trade program. Many
-of our high tariff advocates ac-
"tually may have nothing to lose
~—they may even benefit from in-
«creased imports, but they don’t
¥iknow it.

Some of them are in industries

~which are hard pressed by tech-
wnological advances—such .as the
<displacement of natural fibres by
=artificial fibres, the substitution of
-pil and natural gas for coal. Al-
“though many industries in this
#group may face no significant for-
«eign competition, they are natur-
aally sensitive to any threat of
zadded competition. They may tend
‘10 oppose all and any tariff low-
«ering on the theory that the
¢smallest chink in the wall is a
«direct threat to them.
:, 4Finally there is a minority
~which is motived mainly by a
=selfish desire for a closed market.
“Considerations of national inter-
«est ‘'mean nothing to this group.
“They just don’t give a damn, as
Yong as they get theirs. "And I,
ZAIor one, see no reason why they
tshould receive any more consid-
«eration than they give.

T have no idea of pointing the
“Finger of shame at people who
zare, or believe they are, fighting
wa life-and-death struggle. Cer-
“tainly we all sympathize with
‘#hose producers whose labor costs
yper unit are so high that they can-
'mot compete with lower paid for-
«eign labor.

But when you-get right down
~to it, the importance of 'this trade
- “issue goes far beyond whether we

shall have a few billion dollars
more or less of exports and im-
ports. It has implications which
make our purely selfish 'interests
seem petty and irrelevant by con-
trast.

Our Leadership of Free World
- At Stake

What is really at stake is our
ability to lead the free world and
to further the most crucial in-
terests of our nation in interna-
tional affairs.

We cannot hope to unify 'the
free-world militarily and politi-
cally if at the same time we di-
vide it economically.

A protectionist trade policy is
divisive. It sets a very bad exam-
ple for others whom we have
been urging to abandon the re-
strictive practices which they em-
ploy, In the eyes of the world,
it is basically isolationist. If we
allow the present drift toward
economic jsolationism to dominate
our policies, we will rapidly reach
a point where we cannot lead,
others will not follow, and the
whole fabric of free-world co-
operation could fall apart at the
seams.

Let’s remember that while our
trade policies may not seem criti-
cally important to us, they are
exceedingly important to our
friends. . As an economic giant,
the little things we do have vast
repercussions abroad.

Let me say here that I feel very
strongly that our efforts to relax
trade barriers will be of real value
to the world economy only if our
foreign friends are equally diligent
in relaxing their own trade bar-
riers. I realize that the United
States, because of its strong trad-
ing position, is the logical leader
of the effort to expand trade. But
obviously we cannot do the job
alone. Others must be willing to
work with us in freeing world
trade, and in developing a more
favorable climate for private in-
vestment in their own countries.

Finally, it seems to me, that the
long-range implications of our
tariff policy are even more im-
portant than its short-range im-
pact.

World War II accelerated new
and vital forces of a vastness
which we are only now beginning
to grasp. In Latin America, it set
off economic development which is
rapidly raising the living standards
of that area. It awoke the slumber-
ing civilizations of the Far East
and stimulated the development
of Africa’s resources.

Clearly, within the foreseeable
future—within the active lives of
most of us here and certainly in
our children’s time—these areas
will account for a far larger part
of the trade and wealth of the
world than they do today.

The long-term question which
confronts us—Ileaving - aside the
problem of war or peace—is how
we are going to live with these
growing areas.

Must Abandon Our Rich Trading
Position

Shall we conclude fearfully that
we must abandon our rich trading
position in the world and hide
behind tariff barricades?

Or shall we regard this growth
as opening untold new opportuni-
ties for mankind? Shall we see
vast new markets opening not only
for existing products but—perhaps
even more important—for prod-
ucts which do not yet exist, and
which the United States will be
better able to create than any
other nation in the world?

If we roiiow that course, we
will move ahead staunchly in the
traditions which made us strong.
We will facévthe competition of
others. We will take advantage of
opportunities (as they arise. And
in so doing weky 1 grow in stature
and the  American people will
prosper.

Most of us here are business-
men. Most of us believe that there
is no standing still in a competi-
tive economy, Either we advance,

or we decline, The same holds
true in the community of nations.

This decision on foreign trade
policy, then, is the forerunner of
the larger political decisions which
will determine whether we are to
continue as an effective, construc-
tive force in the free world or
whether we are to retreat into
splendid—and stagnant—econom-
ic and political isolationism.

Make no mistake about it, this
trade question is the key issue
of United States foreign economic
policy today. R

The world of free nations is
looking to us—not just to our gov-
ernment, but to us, the American
people—for something more than
our economic and military power.
They are hoping to find in the
American people the imagination,
the courage and the moral and
spiritual leadership which the
world so desperately seeks.

If the private leaders of Amer-
ican industry, labor and agricul-
ture are able to work together
well enough to. do the tough but
not impossible job which is staked
out for us, I am sure the whole
free world would be immensely
heartened.

In this trade issue we face a
practical, political problem. Its
dimensions are manageable, If
those who believe in a policy for
expanding world trade are willing
to back up their convictions with
actions, I am sure that this coun-
try will have such a policy in the
near future.

I believe that if we succeed in
this first job, if we take this first
step, then there is real reason to
hope that we will be able to take
those more demanding steps
which may lie ahead.

I want to urge all of you, there-
fore, to give vigorous support to
the Committee for a National
Trade Policy. This is your chance
and mine to make a real personal
contribution to the national wel-
fare, to the stability of the econ-
omies of friendly nations through
trade instead of aid, to interna-
tional cooperation and to peace.

Bennelt, Smith Merges
With HornbPw’r Weeks

DETROIT, Mich. — Hornblower
& Weeks, members of the New
York Stock Exchange, announce
that coincident with the dissolu-
tion of Bennett, Smith & Co.,
Detroit brokerage firm, as of Oc-
tober 30, eight former partners
and registered representatives
will become associated with the
Detroit office of Hornblower &
Weeks. They are: Harry W. Kerr,
J. Albert Mahoney, Robert W.
Stoetzer, George L. Faulkner,
Percy P. Newman, Earl D. Ma-
honey, Robert H. Stoetzer and
Jerome E. J, Keane,

Five With H. Hentz

(Special to THE FINANCIAL CHRONICLE)

MIAMI BEACH, Fla. — Daniel
W. Bowen, Wendell J. Brown,
Charles S. Goldy, L. E. Lanford,
and George M. Wilson have be-
come associated with H. Hentz &
Co., 414 Seventy-First street. Mr.
Bowen was previously with Bar-~
ham and Company; Mr. Gold, Mr.
Brown and Mr, Wilson were with
Francis I. du Pont & Co.

Harris, Upham Adds
(8Special to THE FINANCIAL CHRONICLE)
CHARLOTTE, N. C.—Kenneth
R. Shupp is now with Harris, Up-
ham & Co., Johnston Building.

With Inv. Service
(Special to THE FINANCIAL CHRONICLE)
DENVER, Colo. — Cafrol O.
Boggs is now ‘associated with In-
vestment Service Corporation, 444
Sherman Street.

Joins Ryan, Sutherland
(Special to THE FINANCIAL CHRONICLE)

TOLEDO, Ohio— Richard T.
Howe is now with Ryan, Suther-
land & Co., Ohio Building.

)
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Outlook for the Domestic Economy

Burgess, Folsom, Humphrey, and
the rest of the group, believe in
paying as you go.

In any event government spend-
ing is a sustaining force, but it is
not going to stimulate the econ-:
omy. It is merely not an area of
major weakness.

(2) High Level Incomes: There
is no doubt about the fact that we'
have the highest level of personal:
income and disposable income;
which is income after taxes, that
we have ever had in the history of
our country. But of course this is
true at the top- of every boom,
and in the past that fact has not
stopped a' subsequent decline.
What I have to say about the neg-
ative factors will have a signifi-
cant impact upon incomes. At this
point I will merely say that in-
comes will remain high, but not as
high as they are now, even after
allowing for the $3 billion tax cut
which individuals will experience
starting January 1.

If we should have a smaller
volume of employment, obviously
total wages and salaries will be
reduced. I don’t think there is any
question about the fact that total
farm income is not going up. I
would suspect that total dividend
payments will show very little
change in 1954. On balance, I be-
lieve that we will have a cut in
personal income, but it will still
be high,

A Fall in Corporate Profits
Forecast

(3) High Level of Corporate
Profits: I know some of you will
say that corporate profits aren’t
high, that they are pretty low; but
the fact is that in the past year we
have had about 10 or 15% increase
in corporate protits, and this gives
some support to business spend-
ing, and hence at this point must
be listed on the plus side. How-
ever, I think that corporate profits
are going to fall sharply next year.
This factor could have been in-
cluded on the negative side.

(4) The Backlog of Orders: Last
September, the total backlog of
orders reached approximately $76
billion, and it is still pretty
close to $70 billion. In the mean-
time, total sales have gone up.
The result is that instead of hav-
ing a total backlog which was
equal to about 715 months a year
ago, we now have a backlog which
is equal to five months, and it is
very rapidly shrinking. This, too,
is a typical pattern at the peak
of a boom. Unfilled orders begin
to be reduced, and the relative
importance of these orders, - in
terms of current sales, tends to
grow smaller. Yet, you cannot
ignore the $70 billion. Thus, I
have included this on the plus
side, although it is beginning to
lose some of its potency.

(5) Business Has Been Follow-
ing Conservative Buying Policies:
Even though inventories have in-
creased, the extent of speculation
in inventories, which has char-
‘acterized many past booms, has
not characterized this one. The
net result is that not only busi-
ness, but consumers as well, have
not been overloading themselves
with inventories and hence don’t
find themselves with the same
type of liquidation problem which
developed in past_booms.

(6) Change in Institutional Ar-
rangements in Our Economy:
This factor receives a great deal
of attention. We often hear that
we cannot have a major cutback
in business because we have. old
age security payments, which will
bolster income; - we have unem-
ployment insurance, which will
bolster income; we have farm
price supports, which will hold up
farm income. We have a heavy

reliance upon personal income:
taxes, which means that as income:
goes down, the decrease in gov-
ernment revenues will be much
greater, so that the government:
will have a deficit, and that willk
act as a stimulating force.

But notice, you must have a
decrease in activity before these
things happen. You don’t pay the:
unemployment insurance unless
people haven’t got johs, and yew.
don’t pay.the old age security un-
less people who haven’t got jabs:
begin to retire in larger numbers.
You don’t get the stimulating ef—
fect of a government deficit if you
don’t have a cut in incomes,
which means a cut in revenues. So-
this is one of those series of
factors which is more significant.
in terms of limiting the magnitude
of a decline rather than in sup-
porting high level activity Yet
many people talk about these
factors as though it means thak
the economy cannot go down.

Actually - these . ‘institutional
changes provide a limiting factor '*
to any decline. It doesn’t stop the
decrease. It merely means that
you have more support higher up,
and that the extremes of decline
are thereby moderated.

(7) We Have Had a Series of
Rolling Adjustments - Since 1951
We had a bad situation, as you
know, in textiles. We had reduc-
tions in activity in the consumers®
durables on several occasions. We
haven’t had a steady boom with
all of the accumulation of mal-
adjustments,

Now I have looked awfully hard
to find plus factors. I wish I
could give you more plus factors,
but these are all I can find.

The Negative Side
Let us turn to the negative side.

(1) Construction of New Homes:
It is pretty clear that the volume
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