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Presidential g‘zee tn g5

The final curtain has just descended on the National
Security Traders Association’s 1954 convention. Not
only was it a great and successful convention from
the standpoint of program' ar-
rangement and outstanding
speakers, but from the basic
standpoint to which our Associa-
tion is dedicated, namely to
foster better relationship by the
benefit of personal acquaintance
between our members whose
homes are scattered from coast
to coast across this great nation.

With the closing of this our
21st Annual Convention lies an-
other thought and one of great
significance, our fine Associa-
tion has reached its majority,
its 21st birthday. Our membership now tfotals well
over 4,000 with a total of 32 Affiliates. We as mem-
bers of this Association are proud of this remarkable
record of growth and give our heartfelt thanks to
all our past officers and members who, through
their noble efforts, have been successful in giving
this Association the position in our Industry it
enjoys today. This Convention had the largest at-

John W. Bunn

tendance in the history of our Association. To all,
who gave so freely of their timg, thought and labor,
may we extend our deepest appreciation.

May we once again thank our good friend, The
Commercial and Financial Chronicle, for their ex-
cellent coverage of our Convention, not only in this
Convention Issue, but also the pre-convention pub-
licity which, without a doubt, contributed much to
its success.

Our Philadelphia Affiliate did a wonderful job
in entertaining us while at Atlantic City. STANY,
too, were most gracious hosts for those who con-
tinued on to New York after the Convention.

Myself, my fellow Officers and members of the
Executive Council pledge ourselves to the service
of this Association during the coming year; this
pledge, together with the suggestions and continued
cooperation of all members, gives us the assurance
the coming year will be one of significance for our
Association and of benefit to our profession.

Sincerely,
JOHN W. BUNN, President

National Security Traders Association

OUR THANKS TO ALL

By HAROLD B. SMITH, Chairman, NSTA Advertising Committee

GREETINGS:

Many will remember 1954 for several reasons.
Not only was our Convention held at Atlantic
City after an interval of-17 years, but the number
in attendance at the Claridge Hotel reached a

new peak. Then, too, your Na-

tional Advertising Committee is '

placing before you the second
largest Convention Issue of The
Commercial & Financial Chron-
icle since the inception of our
Convention Number 14 years
~ago. It has been exceeded in size
only by the 1946 picture issue.
Moreover, I am proud to say I
received greater cooperation
this year than ever before and I
predict bigger and better Con-
ventions made possible by the
increased income secured as a
result of this rise in the cooperative spirit of our
members. It must be gratifying to our older
members, whose sacrifices were so great, to see
our National Association mature as they envi-
sioned it one day would, if they persisted in their

endeavors.

The NSTA Convention Issue of the Chronicle
is an advertising medium of exceptional merit.
It has excellent:coverage of the investment deal-
er-broker and banking fields. Besides constitut-
ing a permanent souvenir-of our Association at
work and play, it is also really our Yearbook
since it is the only place where a complete roster

Harold B. Smith

of all officers and members of our affiliated asso-
ciations may be had in one place.. And talking
about rosters, to be among the roster of adver-
tisers therein is a mark of distinction.

It is very appropriate that corporations be im-
pressed with the wisdom of advertising in this
issue of ours, along with the outstanding invest-
ment banking and brokerage firms of the country,
for it is a very inexpensive method of not only
reaching our members, but the principals and
personnel of virtually every investment firm of
consequence in the country who, in turn, are in
touch with practically all of “investor America.”
What better audience could you find for a stock-
holders’ relations effort?

As we progress in our advertising plans, we
are guided more and more by a fellow member,
Herbert D. Seibert, Editor of The Commercial &
Financial Chronicle. He has made this program
possible and the value of his cooperation just
can’t be estimated. So, Herb, we just want to
express to you our most sincere and never-to-be-
forgotten appreciation for your graciousness to us
and through you our grateful acknowledgment
of the work done by Ed Beck, Hal Murphy, Vince

Reilly and Ted Peterson. Their unbelievable ef-

forts to get advertising for this issue have been
an inspiration to us all. I can’t forget the help
the girls on the Chronicle staff extended, too.
Thanks, ladies.

May I, also, on behalf of all of our members,
thank each and every one of our advertisers for
their support, every member of our Advertising
Committee mentioned below for giving so freely
of their time, besides everyone else who assisted
us in making this Convention and Yearbook Issue
of ours an outstanding success.

HAROLD B. SMITH,
Chairman, NSTA Advertising Committee

Pershing & Co.
120 Broadway,
New York 5, N. Y.

Committee Members—In addition to Chairman Smith, the Advertis-
ing Committee eonsists of the following Chairmen of the local affillates
of NSTA:

\

Local Affiliate Chairmen—Alonzo H. Lee, Sterne, Agee & Leach,
Birmingham, Ala.; Randolph E. Soranson, Merrill Lynch, Pierce, Fen-
ner & Beane, Phoenix, Ariz.; John C. Hecht, Jr., Dempsey-Tegeler &
Co., Los Angeles, Calif.; Walter Vicino, Blyth & Co., Inc., San Fran-
cisco, Calif.; Gerald P. Peters, Peters, Writer & Christensen, Inc., Den-
ver, Colo.; Adolph G. Starkel, Putnam & Co., Hartford, Conn.; Robert
J. Plerce, Plerce, Carrison, Wulbern, Inc., Jacksonville, Fla.; Orin M.
Phelps, Gordon Graves & Co,, Miami, Fla.; wilson C. Holt, Goodbody
& Co., Tampa, Fla.; Lex Jolley, The Robinson-Humphrey Company,
Inc., Atlanta, Ga.; George R. Torrey, McCormick & Co., Chicago, Ill.;
Don H. Alldritt, Mid-Continent Securities Company, Inc., Wichita 2,
Kan.: J. Wesley Rutledge, Stein Bros. & Boyce, Louisville, Ky.; John
J. Zollinger, Jr., Scharff & Jones, Inc., New Orleans, La.; Howard L.
Kellermann, Alex. Brown & Sons, Baltimore, Md.; James R. Duffy,
Paine, Webber, Jackson & Curtis, Boston, Mass.; Harry A. McDonald
Jr.,, McDonald-Moore & Co., Detroit, Mich.; Fred S. Goth, Irving J.
Rice & Company, Incorporated, St. Paul, Minn.; Russell K. Sparks, E. F.
Hutton & Company, Kansas City, Mo.; Herman J. Zinzer, Dempsey-
Tegeler & Co., St. Louis, Mo.; Pearne W. Billings, Cohu & Co., Syra-
cuse, N. Y.; Charles R. Vance, Vance Securities Corporation, Greens-
boro, N. C.; Edgar F. Guckenberger, L. W. Hoefinghoff & Co., Ine.,
Cincinnati, Ohio; Fred A, Shorsher, Ball, Burge & Kraus, Cleveland,
Ohio; Paul A, Ludlam, Merrill Lynch, Plerce, Fenner & Beane, Portland,
Oreg.; Lewis P. Jacoby, Jr., Thayer, Baker & Co., Philadelphia, Pa.;
Frank M. Ponicall, Jr., Singer, Deane & Scribner, Pittsburgh, Pa.;

_ Frank D. Frederic, Equitable Securities Corporation, Memphis, Tenn.;

Ray G. Martin, Temple Securities Corporation, Nashville, Tenn.; Winton
A. Jackson, First Southwest Company, Dallas, Tex.;~ Jesse R. Phillips,
Jr.,- J. R. Phillips Investment Company, Incorporated, Houston, Tex.;
Homer J, Bateman, Pacific Northwest Company, Seattle- 4, Wash.
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The well-known axiom ‘“Suc-
cess begets success” could be
applied to the New Jersey Turn-
pike. The outstanding success of

our Turnpike

is providing

the stimulus
to many states
to explore the
feasibulity = of
financinz and
constructing
toll roads as
ameans of
solving their
peculiar prob-
lems of high-
way supply in
relation to in-
creasing traf-
fic demand.

When the
New Jersey Turnpike was fi-
nanced early in 1950, only two
states had major toll roads in op-
eration. One state had such a
road under construction; 11 states
had legislation to make studies
and three had legislation under
consideration for such roads.

The story today is quite dif-

ferent, At least 31 states are in
the toll road picture. Several
have such roads under construc-
tion, others are studying their
feasibility, and still others are
exploring legislation for their
need, iinancing and construction
as a means of supplementing
present inadequate free hi:hway
systems. Studies also are being
made in Washington to determine
whether or not the Federal Gov-
ernment may assist in financing
such roads where justification is
indicated.
" This tremendous interest stems
from several factors. The princi-
pal one is the need for modern
highways to provide for the ever-
increasing and record number of
vehicles coming into use in our
motorized economy.

It stems, also, from the fact
that the normal revenues of state
highway departments are not suf-
ficient to cope with the expand-
ing needs for modern highways

Paul L. Troast

*An address by Mr. Troast at the 21st
Annua! Convention of the National Se-

- curity Traders Association, Inc., Atlantic

City, New Jersey, Sept. 23, 1954.

THE COMMERCIAL and FINANCIAL CHRONICLE

Néw Jerse& Turnpike’s Phenomenal Success

By HON. PAUL L. TROAST*

Chairman, New Jersey Turnpike Authority

Mr. Troast in calling attention to the New Jersey Turnpike’s tremendous suc-

cess, discusses the private financing of toll roads which has gained such rapid

headway in the last five years. Says interest in financing toll roads is based on
belief of need for modern highways, but cautions “Toll roads are not the pan-
acea for the nation’s highway ills.” Gives history of New Jersey Turnpike’s
origin and development, and points out “our success has done much to make
possible the financing and construction of .modern toll roads in other States.”

and the final fact that toll roads,
privately - financed, provide the
quickest, and, in some cases, the
only solution to the country’s
highway dilemma. They are fill-
ing the gap between the increased
demand for highways and the
shortened supply. t

A Word of Caution
At this point, it is well to utter

a word of caution. It is that toll .

roads, per se, are not the panacea
for the nation’s highway ills.
Fundamentally, the principle of
sound toll road financing can be
applied only in areas of traffic
density . . . where the traffic de-
mand is greater than the high-
way supply .. . and where tra-
ditional methods of financing nor-
mal, free highway construction
are not adequate under today’s
increasing vehicular use. Each
toll road must be the subject of
comprehensive engineering studies
in order to avoid the pitfalls of
constructing uneconomic projects.

When it comes to traditional fi-
nancing of highways, we cannot
close our eyes. to the fact that
the sale of governmental obli-
gations, pledging taxpayer credit,
is not generally acceptable to
voters. At times this method is
bitterly opposed. Such financing,
moreover, becomes a_counterpart
to the limitation on state or po-
litical sub - division' debts to the
extent that newly created in-
debtedness is, to put it mildly,
unpopular,

In the construction of the New
Jersey Turnpike, it is significant

that independent studies made in
1949 showed:
that the free highway avail-
ability to meet the then current
demands was from 20 to 25
years behind schedule;

that many of New Jersey’s ma-
jor arteries were carrying traf-
fic two or three times their de-
signed load capacities; and
that an early solution in new
highway construction by normal
methods was not feasible.

Just prior to March 31, 1949,
when the New Jersey Turnpike
Authority was organized, the
three Commissioners accepted ap-
pointments from then Governor
Alfred E. Driscoll to study, plan,
construct and operate toll roads
in our State. We were assured
that this would take little of our
time. In fact, some of those who
urged .our acceptance of the ap-
pointments hinted that it would
be an empty honor as toll roads
would not prove fea51ble in New
Jersey.

We are fortunate, indeed, to
have achieved, in an operating
period of less than three years,
the traffic and revenue volumes
which the experts predicted
would not be attained by the New
Jersey Turnpike until 1982, or 28
years from now.

It is regrettable that we did
not have this knowledge at our
disposal at the time of our dis-
cussions with bankers and inves-
tors relative to our original fi-
nancing. It certainly would have
simplified our problems in enter-
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ing the picture with the largest
issue of revenue bonds dealing
with a construction project which
had ever faced the market. This
issue, we were then told, could
not be successfully handled by
normal marketing methods upon
the then existing traffic and rev-
enue estimates.

Since then we have seen our
success make possible the mar-
keting of much larger issues of a
similar nature and the creation
of a demand for toll road revenue
bonds which did not exist prior
to our advent into this field.

The Origin and Developemnt of
The Toll Authority

For those of you with a limited
knowledge of what takes place
in the conception of a toll Au-
thority, and of the problems to
be resolved before the period of
financing is reached, it might be
well to cite, briefly, that expe-
rience as it deals with the New
Jersey Turnpike.

In 1946, when our then Gov-
ernor Driscoll was first elected,
he advocated that the subject of
toll roads in New Jersey be. ex-
plored, and that legislation be
introduced if the preliminary
studies indicated such a course
to be desirable, This resulted fi-
nally in the enactment by the
State Legislature in 1948 of the
statute which created the New
Jersey Turnpike Authority. On
March 31, 1949, the State Senate
confirmed the appointments of
my colleagues and me, and we
organized and were in business
on the same day.

Eleven months after that date,
and with a minimum staff, we
had completed our initial studies,
had selected the alignment of the

Thursday, October 14, 1954

original Turnpike, had held hear-
ings on that alignment in the 10
counties traversed by the Turn-
pike, had prepared engineering,
cost, and traffic and revenue

studies for financing purposes,
had tested the constitutionality of
the Act, had secured additional
legislation dealing with enlarged
powers in condemnation, and had
successfully negotiated a foward
commitment in February, 1950, in
the amount of $220 million to
finance the project.

With funds in hand, we set sail
on perhaps the most ambitious
program ever undertaken. It in-
volved such things as the acqui-
sition of some 3,700 parcels of
real estate for the right-of-way,
interchanges and service areas;
the planning and engineering of
a divided, limited access highway
118 miles long; the construction
of the Turnpike, and the opening
of the southern section to traffic
in November of 1951—only 21
months from the time that the
funds were made available,

Moreover, difficulties were en-
countered with two municipalities
in the matter of alignment, and
the type of construction, both of
which had to be resolved by the
courts.

To expedite planning, the en-
gineering of the Turnpike was
divided into seven sections, with
nationally known highway and
bridge engineers assigned the
duty of designing and supervising
the construction of each section.
These egineering firms were care-
fully selected and came from such
widely distant points as Chicago,
Harrisburg, B oston, Baltimore,
New York, and Newark. Thelr
efforts were coordinated by our
Consulting Engineer and by our
Chief Engineer and our own En-
gineering Department, and then
assembled into a whole by . our
Executive Director and the mem-
bers of the Authority.

This job, including the opening
of the final section in the north
which contains the two major
bridges crossing the Hackensack
and Passaic Rivers, took, in all,
23 months. Apropos of this record,
Richard Thruelsen, a writer for
the “Saturday Evening Post,” in
an article “How New Jersey Built

Continued on page 79

Our Steadfast Policy
for over 40 years

Financial institutions are invited to avail themselves of our services.

SALOMON BROS. & HUTZLER

Dealers and Underuriters of High-Grade Securities

Members New York Stock Exchange -
SIXTY WALL STREET, NEW YORK 5, N. Y.
B\'_)STON « PHILADELPHIA <« CLEVELAND - CHICA’GPJ SANFRANCISCO'

—_—ee
e

itized for FRASER
)://fraser.stlouisfed.org/




Convention Number

When I sat down to work on
this speech I had before me the
schedule of events which notes
this occasion as a men’s luncheon.
The same
schedule
indicates that
there is simul-
taneously in
progress a
ladies’ lunch-
eon and hat
show. I am in
position to
make a firm
representation
that each of
you will find
both the
ladies and the
hats vastly
more enter-
taining than the shop-talk in
which I am going to indulge.
Consequently, if any of you leave
now to join your wives or sweet-
hearts, I will take it as an indica-
tion not that you love the SEC
less but that you love the ladies
more.

Perhaps I should apologize for
indulging in shop-talk, particu-
larly when your Association has
been gracious enough to set aside
a whole afternoon for an SEC
round table discussion. But your
industry and our Commission
have so many problems of mutual
interest that we should not
neglect any opportunity to discuss
them with one another. It is far
more than a cliche when I say
that it is a great help for you
and for us to understand our
common problems.

_Moreover, I am not indulging
in platitudes when I suggest that
round-the-table discussion—even
discussion at which voices are
occasionally raised — usually re-
sults in reducing areas of dis-
agreement. I hope that this after-
noon’s meeting will achieve that
result.

The year and three months dur-
ing which I have been Chairman
of the Commission have encom-
passed a very rich experience,
and the richest part of that ex-
perience has been working to-
ward solution of problems by con-
ferences among fair minded
people sitting around a table, That
method has been used among the
Commissioners themselves, be-
tween the Commission and the
staff, between the Commission
and representatives of the indus-
try, and between the Commission
and the public, organized and un-
organized. For example, discus-
sions of the Commission with
Senators Capehart and Bush and
with members of the staff of the

*An address by Mr. Demmler at the
21st Annual Convention of the National
Security Traders Association, Atlantic
City, New Jersey Sept. 25, 1954,

Ralph H. Demmler

THE COMMERCIAL and FINANCIAL CHRONICLE

Some SEC Problems

By RALPH H. DEMMLER*

Chairman, Securities and Exchange Commission

Chairman Demmler, in pointing out problems facing SEC in its regulation of
the securities industry, stresses value of round-the-table conferences between
the Commission and others interested in securities regulation. Refers to diffi-
culties in establishing rules relating to price stabilization, and in determining
what constitutes liability for return of short-swing profits realized by “insid-
ers.”” Lists as matters requiring careful study: (1) need for certainty against
too much rigidity; (2) need for administrative flexibility against danger of
personal government; (3) danger of too much complexity; and (4) danger
of excessive delays due to exhaustive analysis.

Senate Banking and Currency
Committee, with Congressman
Wolverton of New Jersey and
with members of the staff of the
House Interstate and Foreign
Commerce Committee, with rep-
resentatives of the securities busi-
ness, and with representatives of
the Executive Office of the Presi-
dent and the Council of Economic
Advisers resulted in the formula-
tion of legislation which was ap-
proved unanimously by both
Houses of the Congress and signed
into law by the President.

Working for the Same Goal

Figuratively speaking, each of
us is working toward the same
general goal, namely, that of mak-
ing the American system of free
enterprise work. Naturally, the
regulator and the regulated are
going to have their battles oc-
casionally, just as the credit de-
partment and the sales depart-
ment of a mercantile business
have their disagreements. But
most personal disagreements are
resolved without fisticuffs and
most legal disagreements are re-
solved without law suits or
punishment. The reason for that
is that intelligent human beings,
when possessed of a normal
amount of good will, have learned
to reach mutual understanding on
most issues.

Let me therefore make the point
that at the Commission we do
try hard to work out solutions by
mutual agreement. I don’t mean,
however, that the Commissioners
have dedicated themselves to a
career of being agreeable good
fellows. We must bear in mind
constantly the fact that in deal-
ing with organized associations of
the securities business or any
other business, we must be hard
bargainers. In such dealings we
are, after all, the representatives
of the otherwise unrepresented
public. Each of us is under a
sworn duty to administer a group
of laws which are both strict and
technical. Moreover, we are
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vested by the law with the power
and duty in many situations to
prescribe such rules and regula-
tions as are required in the public
interest and for the protection of
investors.

Just stop and think about that
responsibility for a moment. The
rules which the Commission
makes have the force of law, and
the only guide furnished to the
Commission by the Congress is
“the public interest and the pro-
tection of investors.” That repre-
sents a broad charter of power
and a serious responsibility. Con-

" sequenty when the Commission

on its own motion proposes a rule
change or when it considers a
suggestion for such a change made
by representatives of the business
community, each Commissioner
must employ all the resources of
his intellect and his conscience
in answering the question: “Is it
in the public interest and for the
protection of investors?”

When you analyze this legisla-
tive power delegated to the Com-
mission and realize that each time
we make a rule we are in effect
passing a law, you will under-
stand why proposals for rule
changes are processed with a
degree of deliberation which may
well irritate the sponsors of the
proposal. ‘

You gentlemen in your day-to-

day work are more concerned
with the Securities Exchange Act
than with any of the other Acts
administered by the Commission.
Therefore, I would like to indicate
by way of example a few prob-
lems, particularly those involving
Commission-made rules, which
concern us—and therefore you—
under that Act.

Duties of the SEC

As you know, the Commission
is charged not only with the duty
of enforcing statutory prohibitions
against manipulations and fraud

‘but is also empowered to make

rules and regulations with re-
spect to manipulative and -decep-
tive devises and stabilization or
price pegging. In addition to that
it has certain jurisdiction over
rules of the several exchanges
and of the National Association of
Securities Dealers, Inc. It has
power under Section 16(b) of the

Exchange Act to make rules ex-
empting certain transactions from
liability imposed on insiders for
short-swing profits.

You can see from that limited
list of subjects that the Commis-
sion is given a job the wise per-
formance of which cannot neces-
sarily be taken for granted. There
will always be some element of
trial and error.

The market place for securities,

like all market places, is one in
which trading instincts are sharp-
ened and ingenuity is developed
and rewarded. In regulating the
market place we are dealing with
innumerable variables. Conse-
quently legislation and regulation
standing by themselves can never
provide a wholly clean market
place. Put another way, regulatory
legislation is no substitute for
self-control.

The securities laws. and the
regulations made thereunder, plus
the rules of the exchangss and of
the NASD, can provide guide
posts. They can have the effect ¢
discouraging cupidity and thev
can have the effect of encourag-
ing each man to be fair bacause
his competitor is subject to the
same rules as he is.

To the extent that regulation
and self-control may fail to main-
tain a clean market place, both
the industry and the Commission
suffer, The Commission would re-
ceive some public opprobrium,
and the industry would receive
that, plus a regulatory system '
more severe than that which now
prevails.

The whole scheme of vesting in
the Commission the power to make
rules and regulations had its ori-
gin in the undeniable fact that it
is almost impossible without an
oppressive amount of rigidity for
the Congress to frame an act pre-
scribing detailed rules for a mar-
ket place. The Commission, there-
fore, is under a mandate to move
with changing trends and- new
problems and to keep its rules
constantly abreast of develop-

ments. To illustrate the kind of
problems we encounter in meeting
that responsibility, I would like
to give just a few examples.

Rules Relating to Stabilization

As you know we have circulated
for comment and have had a pub-
lic hearing on rules relating to
stabilization. It is highly desir-
able that the principles governing -
stabilization should be publicly

Continued on page 82
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Public Utilities and Area Development

When you read the comics, and
you see a light bulb over a
character’s head, you know that
means he has an idea.

Did you
ever stop to
think why
that is?

It puzzles
me, too. But
it suggests a
special re-
sponsibility
that has been
given to the
free tax-pay-
ing electric
utilities in this
free America
of ours. Elec-
tricity means
ideas — ideas
for something better and brighter.
Ideas for a better town, a better
area, a better state. And I am
proud to say that the public util-
ities—your public utilities, directly
owned by three million Ameri-
cansand indirectly through par-
ticipation in insurance over 90
million—are doing their best to-
day to lend their ideas to area
development.

But that’s only part of the story
of a better place to live. The
other part of the story is you—
Mr. and Mrs. American citizen,
Especially you people here—you
who are thought leaders — you
who are so esteemed in your
communities — you who are so
good at reading fine print and
figuring complicated problems, so
quick to calculate one-eighth of
a percentage point to six decimal
places.

You know that this year is
Light's Diamond Jubilee, The
electric industry is celebrating a
series of milestones in its history.
These not only constitute a tribute
to the accomplishments of the
past but also give an indication of
even greater progress in the years
ahead. During these 75 years
since Thomas Edison invented his
incandescent lamp, electric power
has become an integral part of
our civilization—so much that it
is difficult to imagine life without

B. L.A tnzland

*An address by Mr. England before
the National Security Traders Associa-
tion, Atlantic City, N. J., Sept. 23, 1954.

By B. L. ENGLAND*

President, Atlantic City Electric Company

New Jersey utility executive, citing this year as electric utilities’ diamond

jubilee, reviews the electric industry’s responsibility to the area it serves.

Stresses importance of planning for growth that is to come, and lists special

characteristics of this function as: (1) importance of service; (2) essential

service, and (3) the public interest. Sees new super-highways as ushering in
a period of development of new areas.

it. The extent of the growth of
the industry in the past 75 years
is reflected in the fact that this
year, in addition to observing
Light’s Diamond Jubilee, the in-
dustry also acquired its 50 mil-
lionth customer and will have
doubled its capacity to serve these
customers since the end of the
war,

Anniversaries are legitimate
occasions for satisfaction. They
also give us an opportunity for
self appraisal and for ~future
planning.

The electric industry recognizes
its responsibility to the area it
serves. We are planning now for
the growth which is certain to
come, The simple reason is: Ours
is a business greatly affected by
population. Do you realize that in
1963 there will be 28 million more
people in the United States than
there are today? This means that
in this 10-year period our popu-
lation is going to grow as much
as it did in the 20-year period
between 1930 and 1950. There will
be a new army of consumers, not
just for electric service but for
food, housing, clothing, furniture,
schools, etc., equivalent to the
total number of people who lived
in New York, Pennsylvania and
New Jersey combined in 1950.

A shorter look at population
growth. In the next four years
the population increase will be
greater than the total population
of the New England states in 1950.

If we plan properly now and
sell smartly, can we have a de-
pression with all these new
buyers? I don’t think so.

The electric utility recognizes
its responsibility to the com-

munity, as I said, There is a
standard of measurement in our
industry of utility management.
Three of the special character-
istics of measurement on this
function are:

Importance of Service—Service
to customers is of paramount im-
portance and frequently will out-
weigh the price factor in deter-
mining customer attitudes.

Essential Service — A utility
must supply all customers who
wish to purchase its service and
it must remain in its service area.
It cannot pack up and leave if
conditions are not satisfactory—
it must help to improve them.

Public Interest—The fact that a
utility operates in the public in-
terest must be given primary
consideration in management ac-
tions. Management has a duty
toward the entire environment
where the company serves. There
are three areas of responsibility:

(1) Area of Government,

(2) General welfare—the area
of educational, health, cultural,
spiritual, and social needs of the
community.

(3) Area of physical character-
istics — the development of the
area.

Area Development

Area development has many
aspects. The greatest is not elec-
tricity, it is transportation. This
is so true in southern New Jersey
where I've had the responsibility

with others in our company to
apply leadership in development.
Transportation: The efficiency
with which we carry people and
products across the waters, the
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countryside, the cities—this is a
critical factor in the formula for
success of your town or mine,
this area, that state, or indeed,
this great land of ours.

Perhaps we Americans are dis-
playing our recognition of this
great truth again as we swing
back into the turnpike trend. The
toll highways of today are good
securities on the market because
they fill a public need — they
speed people and products across
the miles, over and under - the
crossroads, through mountains and
past congestion which slows down
commerce,

I believe today we are in a
period of development of new
areas of our couniry by new
super-highways which will exceed
the growth caused by the railroad
era. ‘

The United States is experienc-
ing now one of the most feverish
transportation booms in its his-
tory. Almost everyone today sees
this construction as the answer to
the nation’s pressing highway
problems, There are over 1,000
miles of these pay-as-you-go
roads now being built at a cost of
$1% billion and almost 1,000 miles
now in operation. The Commerce
Department’s study of the poten-
tial of toll roads indicates that
10,000 miles of urban roads are
suitable for this type of develop-
ment—cost about $8 billion. This
would bring the total toll high-
ways up to 12,000 miles — cost
estimated at $10 billion and they
would carry well over 1 the
total traffic on the rural sections
of our interstate system.

This is significant, I believe, in
that, with a toll of from 1 to 1%¢
a mile, equivalent to a gasoline
tax of 15 to 22¢ a gallon, the
driver is willing to use these
facilities. This is interpreted that
the motorist is willing to pay a
premium price for a modern, safe
road if it is where and when he
wants it.

With this as a setting, I am
privileged to be invited before
you to illustrate the point. If you
like, I shall illustrate it with
Kodachrome slides— and typical
of the generous way we like to

do things in southern New Jersey,
I shall give you, not just one slide
after another, but two at a time.

That may remind you of the
time Emily Post was at a dinner
just like this one. She was
searching for a handkerchief in
the top of her evening gown.
After she had no success fumbling
there, a would-be-gentleman next
to her whispered that there was
one in her other hand. Distract-
edly the lady made one more
plunge into her gown and said
aloud, “I know I had two when
I came.”

So we shall have slides, two-at-
time. g

The first two take us way back
to remind us that the very history
of our area here in southern New
Jersey is the history of its trans-
portation. Your home.state too.

This old map on your right
shows that in 1777 people were
water-conscious. The harbors and
channels are shown — not much
overland transportation.

The other slide: shows why
overland travel was tortuous.
How would you like to go back
home from this convention in a
stage coach like this, over crude
dirst roads and paths? Forty
bumpy miles a day!

We did have our first turn-
pikes then, however. And I know
an old man who lives in an old
gate-house on an old turnpike.
He claims he still has the legal
right today to put a gate across
the road and charge you a toll
to pass by.

But we had a dozen seaports
and deep rivers. The area flour-
ished because it was on the coast
and was settled so early. Ship-
building became a big industry
here, and then iron forges and
farming and textiles — so the
Colonists would have things to
trade with the rest of the world
over the ocean lanes.

Well, the next big era was that
of the railroads. This map of a
hundred years later shows why
development of this area moved
ahead at that time. Railroad men
practically founded Atlantic City,
and here [demonstrating] is the
first train to come to Atlantic City
from Camden.

Today this nice little corner of
America—which is only 60 miles
across and 60 miles up and down
—has a network of 400 miles of
railroads. And what an asset this
is as southern New Jersey gears
up for its greatest advancement
in industrial development.

We are so proud of our rail-
road re-awakening here, I must
show you a shot or two of the
equipment with which the Jersey
Central and Pennsylvania-Read-
ing are streamlining their serv-
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Convention Number

During the past 13 months, we
have had another demonstration
cf the risks in emphasizing any
one or two facets of the 'many-

sided problem
of appraising
the outlook
for the stock
market. In the
Summer and
Fall of 1953,
when the
Dow - Jones
Industrials
were on the
verge of an
almost per-
pendicular
advance of
" more than 100

Anthony Gaubis ac::tsa’ ‘:,1;132?
spread spirit of caution and pes-
simism as to the outlook for stock
prices among business economists
on the one hand, and Dow Theory
technicians on the other. One
group was ignoring virtually
everything but the fact that a
minor business readjustment was
conceded to be inevitable, while
the Dow Theorists generally paid
no attention to the. fact that their
approach had been proved more
misleading than helpful for more
than 15 years.

The tendency to emphasize a
single approach is, of course, a
common human error. In the
Spring and Summer of 1929, many
people felt (and acted on the
conclusion) that nothing mattered
except the fact that institutional
investors had helped to bring
about a scarcity of stocks, and that
we were in a “new era” from a
business cycle standpoint. In the
1933-1934 period, the socialistic
overtones of the New Deal pro-
gram were being emphasized as
the only thing that mattered, and
they supposedly would preclude
any sizable advance in stock
prices. (An advance of more
than 1 100% was witnessed by
March, 1937.) By early in the lat-
ter year, just when the market
was getting set for the second

-largest bear market on record,
the. popular cliche was the state-
ment that “We have never had a
bear market when interest rates
were low.” We ourselves were
guilty of overemphasizing certain
Timing cvcles in early 1950, when
the 1949-1951 advance for the
majority of stocks was only about
one-half over.

“Beware of the Obvious”

We have reviewed the above
record only because it has a bear-
ing on the outlook at this time.
History tends to repeat itself in
general outlines even if not in
detail, and we can only learn by
studying history and analyzing
our own mistakes. The lessons we’

THE COMMERCIAL and FINANCIAL CHRONICLE

A Reappraisal of the Stock Market Outlook

By ANTHONY GAUBIS

Investment Counselor, New York City

Mr. Gaubis lists bearish factors in market picture as follows: (1) Current
price-earnings ratios well above those of recent years; (2) historically high
level of averages; (3) satisfaction of postwar demands, with increased compe-
tition and reduced profits; (4) potential deflation of European economies, and
(5) possible Republican defeat in November. As bullish considerations he
cites: (1) Historical price-earnings peaks suggesting possibility of 450 for D-J
Average; (2) permanent inflations of price level; (3) lower dividend yields
in past; (4) volume factors and divergence between low-priced stocks and
blue chips; (5) historical interaction between monetary policies and markets
as cyclical turning points, and (6) long-term growth in institutional and other
demand for equities. Concludes that, subject to intermediate reactions, cur-
rent bull market will run until summer of 1955 or first quarter of 1956, with
- three-million share days and public confidence as of 1928-29.

can learn from the above exam-
ples of mass errors are, first of all,
to “Beware of the obvious.” It is
for this reason, of course, that the
“contrary opinion” approach is
right so very often—and also why
it can occasionally be very wrong.

During the past few months,
we have sensed a growth in the
membership of the school which
seems to believe that the' inter-
mediate trend of the stock market
can and is being controlled or
dominated by political considera-
tions. The reasoning is that the
mid-1953 reversal of the Adminis-
tration’s  indicated deflationary
monetary policies, as well as the
timing of the placement of orders
for defense materials, were all
motivated by a desire to try to
keep control of Congress in the
forthcoming mid-term elections.
This theory leads to the conclu-
sion that the stock market trend
will be upward until around the
November elections, but that a
major market decline might well
be expected thereafter, as tem-
porary stimulants are withdrawn,
and in order to lay the ground-
work for a rising stock market
during the very important elec-
tion year of 1956. .

Limitations of space preclude a
full discussion of the dangerous
and unproved assumptions behind
this type of reasoning. It might
be well to recall that similar
arguments were quite prevalent
in early 1946, when many basic
unfavorable factors such as yields
and price-earnings ratios were
being ignored partly because it
was obvious that there was a sub-
stantial pent-up demand for
goods; but also because of the
widesoread feeling that “The Tru-
man Administration will see to it
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that the stock market holds up
until the November elections!”

The Bearish Factors

If we try to look at both sides
of the market picture at this time,
we believe that most people will
agree that the principal bearish
factors are these:

(1) At the September high of
365 for the Dow-Jones Industrials,
this Average was equal to about
13.5 times the indicated earnings
for both 1953 and 1954. The cur-
rent yield was approximately
45%. This is well above the
high price-earnings ratios of the
past seven years, when stocks met
resistance, on the average, at
about 10 times earnings, and on a
yield basis of roughly 55% to
6.0%. “With income taxes so
high, many investors prefer tax
exempt bonds to stocks yielding
less than 5%.”

(2) Trend lines drawn through
the bull market highs touched
since 1900 and excluding only the
1927-1930 period, suggest that
stocks are definitely in dangerous
territory with the Dow-Jones In-
dustrials above 350,

(3) With postwar pent-up de-
mands largely satisfied, competi-
tion is increasing with the result
that profit margins are shrinking.
This trend has been obscured to
some extent during 1954, with
the ending of excess-profits taxes,
but may show up more clearly in
1955. -

(4) The European economies
are being artificially supported
by our very large foreign expen-
ditures which, if continued, must
inevitably -adversely affect our
own standard of living; and when
discontinued, will result in tre-
mendous pressures in world mar-
kets as European economies are
deflated and their surplus goods
enter into competition with our
own productive capacity.

(5) Loss of control of Congress
by the Republicans in November

-could lead to a blocking of further

moves by the Administration in
the direction of a more favorable
business climate. This in turn
might reverse the trend in confi-
dence which has brought about

the improvement in price-earn- -

ings relationships of the past 12
months.

Bullish Considerations

Turning to the bullish s'de, we
believe that the most important
considerations are these:

(1) The gradual but prono inced
revival of confidence in the fu-
ture of the Amer'can economy
since the election of a Republican
President .is being bolstered by
the evidence that the Democrats
have found it necessary to give
more weight to the views of the
conservative wing of that party.
This could mean a return to the
1927-1939 levels of stock prices
in relation to earnings. During
this 13 year period, the Dow-
Jones Industrials sold at highs of
17 or more times earnings at
sometime during each year. A
high of 17 times the current level
of - earnings for this group of
stocks-would mean a price objec-
tive of above 450 for the Dow-
Jones Industrial Average.

(2) In contrast with the periods
following the World War I and the
previous postwar inflations —
(which were financed largely by
private and therefore temporary
borrowing)—we now appear to be
on a permanently inflated price
level. This conclusion is support-
ed by the indications that we will
not see any substantial reductions
in our tremendous national debt
in the foreseeable future. (Our
national debt is now more than
10 times the peak of the World
War I period, and is still rising.
It was cut back in a'!most every
year during the 11 y. ars imme-
diately following the “war to end
all wars!”)

This means that sooner or later,
aggregate corporate sales and
profits, and therefore stock prices,
are likely to establish a new “nor-
mal” which reflects the increased
general price level. In terms of
the indicated new value of the
dollar, the Dow-Jones Industrials
would have to advance to above
500 to be as vulnerable from a
technical standpoint as they were
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In its narrowest sense, arbitrage
simply means the purchase of a
security or commodity, or even
money itself in one geographical
area and the
simultaneous
saleinan-~
other locale at
a profit. Arbi-
trage of this
type in the
corporate
bond field is
largely aca-
demic because
the primary
market for a
bond is usu-
allyinthe
city of origi-
nal issue and
interest does
not spread outside that area. How-
ever, in stocks there is active ar-
bitraging between foreign coun-
tries and the United States.

As applied to corporate bonds,
arbitrage may be divided into
three broad categories; firstly, as
to convertible issues, secondly,
under plans of reorganization, and
thirdly, in hedging and switching
transactions?

Under the first classification, a
convertible bond differs from the
regular corporate issue in that it
is generally unsecured and is ex-
changeable usually for the com-
mon stock of the company at a set
price which may be scaled up-
wards after specific periods of
time. The other features are gen-
erally the same as a straight non-
convertible issue,

The arbitrage operation is the
sale of the common stock and the
simultaneous purchase of the bond
which is or is expected to be ex-
changeable for the stock sold. The
security sold may be issued and
outstanding or it may be traded on
what is known as a “when, as and
if” basis, which means that under
a proposed plan of issuance or re-

L 1]

M. J. Gartman

*A lecture by Mr. Gartman at the
Fourth Annual Forum on: Finance for
Graduate Students and Instructors in
American Colleges and Universities spon-
sored by the Joint Committee on Educa=-
tion representing The American Securi-
ties Business at Graduate School of Busi-
ness Administration of New York Uni-
versity, New York City,
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The Corporate Bond Market and Arbitrage

By MORTIMER J. GARTMAN*

Partner, Gartman, Rose & Co., New York City

Members, New York Stock Exchange

Mr. Gartman describes arbitrage transactions relating to convertible bonds and

bonds issued under reorganization plans. Takes up the problem of pricing of

corporate bonds and fixing of the conversion ratio. Qutlines facts in the suc-

cess of a bond offering, and points out that arbitrage in the convertible cor-

porate bond market only has an effect when common stocks are high. Con-

cludes conversion privilege is prone to be over-valued, and the opportunity
of gain is often not enough to justify the premium paid.

organization, the security is con-
templated to be issued at some
future date. We ordinarily find
this latter situation when convert-
ible corporate bonds are issued
to stockholders via a subscription
privilege. We also find this type
trading in the field of reorganiza-
tion of issues.

Convertible Bond Offerings

Convertible bonds are sold in
one of three manners, other than
those issued under reorganization
proceedings; directly by the cor-
poration to purchasers, through
underwriting groups to investors,
or via subscription privilege given
usually to the equity owners of
the corporation. The latter form
of offering may or may not be
underwritten.

Pricing of Corporate Bonds

You are familiar I know with
how corporate bonds are priced
marketwise, based upon -credit
standing of the obligor, the cou-
pon rate, the maturity date and
yields available on comparable
issues. Convertible bonds have an-
other price determinant, namely,
the terms of the conversion privi-
lege. For example, if the common
stock of a corporation is selling at
105 and the bond is convertible
into stock at 100 and the invest-
ment value of the bond is 100, you
can see that the conversion privi-
lege is worth a minimum of five
points at the time of issuance.

A specific. example of pricing
is an issue brought out in June of

this year, Vanadium Corporation
of America 3%s. They were un-
secured debenture bonds offered
at 100% of principal, convertible
into common stock at $65 per
share, At the time of offering,
the stock was selling at 58, so
arithmetically there was no value
to the conversion privilege, but
there was a real value given mar-
ketwise, even though the stock was
selling below the conversion price.
The bonds were rated B-1 by
Standard and Poor’s, which meant
they should have yielded about
3% % at the time of offering. Yet
the corporation was able to put
a 3% % coupon on the bond, due
to the conversion privilege. The
issue was an immediate success
and traded at 104.

There are a number of reasons
for that reception. It was a small
issue and a new piece of merchan-
dise for the “Wal] Street Frater-
nity” to retail. An even more im-
portant factor was that Vanadium
common stock has always been
highly volatile. At the same time,
the corporation was sharing in
the romance surrounding all se-
curities connected with the atomic
energy field. All these dynamic
characteristics gave a market con-
sideration to the conversion privi-
lege, even though at the time it
had no immediate value.

I mentioned the sale of con-
vertibles through the medium of
rights. Usually that is the general
form because the indenture pro-
visions of the average corporation
provide that if there be possible
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stock dilution, the common should
receive prior subscription privi-
leges. A bond convertible into
common stock could cause such
dilution. Usually rights have im-
mediate value at the time of issu-
ance, Arbitrage takes place at that
moment, and the effect market-
wise is varied, depending upon
the bond market and stock market
conditions existent at the time. If
a rightholder wishes to subscribe
to his portion of bonds, naturally
it has no effect on the market.
Those who wish to dispose of their
rights do have a direct effect on
the price of the bonds. The rights
are bought either by old stock-
holders who wish to increase their
commitment, by new investors, or
by arbitrageurs, or a combination
of all three.

Factors in Success of an Offering

The success of the offering is
dependent upon a number of fac-
tors. The amount of credit avail-
able to take up a new issue of any
substantial proportion is of para-
mount import. This credit is avail-
able in two forms, either borrow-
ing from banks or through a spe-
cial Federal Reserve proviso
wherein a rightholder need put
up only 25% of his subscription
price.

Times naturally change and
each day may present a different
set of circumstances. For example,
in 1953, when the administration
policy of the government was to
tighten credit, and interest rates
were on the way up, there were
two large issues of bonds offered
with prior rights to stockholders,
Phillips Petroleum and Southern
Natural gas. Trading started at
105 in each instance, and by the
time the rights expired the bonds
were down to 100 and the rights
lost their entire value. The under-
writers had to take up their pro-
portion of a large amount of un-
subscribed bonds, but were for-
tunate in being able to dispose of
them immediately after the sub-
scription books were closed.

At the present time, the situa-
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tion is rather much the reverse.
Credit is very easy, bond yields
are down, and every convertible
issue meets an immediate enthusi-
astic response, as is the case in all
“pbull” markets. A current ex-
ample may be the Grand Union
convertible bonds which are 31:s
being offered at 100 to common,
stockholders. As to investment
value, the bond is probably worth
not much more than 102 and yet
sells at 111. They are convertible
into stock at $45 per share, pres-
ently selling at 41. The reason for
this premium is that the entire
chain store industry and Grand
Union in particular has experi-
enced a tremendous growth in
past years. Securities in this group
have gone up substantially and
the investor apparently is willing
to pay this nine point premium
over investment value for a call
on stock at 45, which is still 10%
above the present market price.
So in effect, in addition to paying
a premium above investment
value, the purchaser must see the
stock advance a minimum of 10%
before the conversion feature
would have value. y

Bonds Under Arbitrage Pressure

I have pointed ocut two bonds
that have sold at premiums over
conversion value. I might mention
a series of bonds that have never
sold subtantially above such con-
version feature, namely, American
Telephone & Telegraph bonds.
The reason—since the last war the
Telephone company has issued ap-
proximately $21% billion principal
amount of convertible bonds. The
conversion price is always under
the market, but due to the large
amount of bonds continuously
being floated, they always sold on
conversion parity. By conversion
parity I mean that if the bonds
were convertible into stock at 140,
and the stock was selling at 160,
the bonds had a 20 point-conver-
sion value, and traded at that
price, namely, 120.

Since the last war, earnings
were up about 200%, but we have
had such severe common stock di-
lution in the form of an increase in
the number of shares outstanding
since the end of the war from
about 20 million shares to 47 mil-
lion shares at the present time.
The effect was that earnings per
share stayed in the $10 to $12
range. With this dilution the stock
had no dynamic character and in-
vestors would not pay a premium
for the conversion privilege. While
the stock has been continuously
under arbitrage pressure due to
bond conversions, it has never-
theless risen from about $150 to
$175 per share in the past few
years. This price increment has

Continued on page 95
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Universal Convertibility—Not Now, But Some Day .

Today, Europe’s best currency
—other than the “pure gold”
Swiss franc — is the schilling of
Austria, the money of the poorest

and indus-.

trially most
backward
country north
of the Alps.

years ago, it
was in the
financial
doldrums,;
once again,
its currency
was devalued.
By that time,
all American
aid to Austria
stopped; and
she receives
no military aid of any sort. In-
stead, she is forced, in effect, to
export capital to the tune of some
$120 million, which is what the
Russian occupation forces still are
taking out of her balance of pay-
ments. Yet, on the free market
in Zurich, the Austrian schilling
is_quoted at or above par. There
is less of it blocked than of any
other European currency. And the
country’s balance of payment is
not only in equilibrium; the cen-
tral bank actually keeps gaining
more gold and dollars than can
be explained even by the remark-
able surplus in the country’s for-
eign trade (including tourist
traffic). y

What has happened was that
confidence returned to the schil-
ling. The Austrians take their
flight money back home, which is
what brings excess foreign ex-
change into the country (and
creates, incidentally, a liquidity
problem of the first order). Con-
fidence was restored because
monetary manipulations had
ceased; the budget was balanced;
the interest rate had been sub-
stantially raised—temporarily to
6% %; wages and farm prices
had been stabilized; foreign trade
restrictions relaxed. In short, put-
ting an end to inflation and re-
storing a good measure, of inter-
national competition sufficed to
re-establish confidence in a cur-
rency that had been reduced to a
small fraction of: its former like-
ness, and in a country on the
borderline of Western civilization.

* * *

How much easier it should be
to restore full confidence in cur-

rencies like the German mark,
the Belgian franc, the Dutch
guilder, and especially, the Brit-
ish pound! In each of those cases,
return to convertibility—which is

Dr. Melchior Palyi

Only two~

By MELCHOIR PALYI

Dr. Palyi, in pointing out confidence as a factor in restoring currency con-
vertibility, cites case of Austrian currency, now on a convertibility basis. Says
convertibility means three things: (1) external or non-resident convertibility;

(2) right to export capital, and (3) favorable and safe balance of payments.
Holds American aid, a factor in European recovery, may be withdrawn, and

sees Britain’s reluctance to convertibility restoration holding back action of
other countries. Concludes, however, in the long run, universal convertibility

what Austria did, in effect —
would bring about a major inflow
of capital and provide additional
foreign exchange reserves for fu-
ture emergencies. (In fact, the
Bank of England’s discount rate
was lowered to 3% last summer
for the express purpose of slow-
ing down the influx of “switch”
pounds.) But at the late Septem-
ber meeting of the International
Monetary Fund, all hopes were
squashed: there is no prospect of
the leading European currencies’
return to convertibility, even to a
partial one, in the foreseeable
future,

Britain has vetoed it, notwith-
standing the American offer of a
huge support fund, and even
though Germany and the Low
Countries were ready to proceed.
But the British veto had the con-
sent of the French—whose fiscal
deficit premises to reach 1,000 bil-
lion francs (whatever that is)
next year—of the Italians and the
Scandinavians,

The Meaning of Convertibility

Leaving aside all technicalities,
convertibility means three things.
In the first place, it means what
is called external or non-resident

convertibility: the right of the
Swede who sold pulp to Britain
to use the pound sterling proceeds
for buying American machines.
At least that much of convertibil-
ity was expected, but even that
concession did not materialize.
Secondly, it means the right tc
export capital. The danger is, as
the British see it, that Wall Street
would again attract quite a little
of their private investments; and
especially, that in case of any
temporary emergency a great
deal of capital flight might occur.
Note that the French have lived
with legalized capital flight dur-
ing the postwar era. The parallel
market in gold and dollars per-
mitted a Frenchman to run into

Rights - Scrip - Warrants

REORGANIZATION
SECURITIES

will have to be restored.

safety at his choice. If the lesson
taught anything, it is this: that
capital flight is not a genuine
force determining the balance of
payments, but merely a conse-
quence of other circumstances—
of inflation, in particular. Stop
inflation, and there is no capital
flight.

But the most important worry
to some Europeans is their bal-
ance of trade. What if the terms
of trade should turn against them?
Or if an American depression,
that undying bugaboo, should
break out? Their gold and dollar
reserves soon might be exhausted;
$3 billion for the entire Sterling
Area, in particular, are too nar-
row for a safety margin. Of
course, nothing is certain about
the future, and if absolute safety
of the currency reserves is the
condition under which converti-
bility can be established, it may
as well never be established.

The discussion about converti-
bility tends to overlook the essen-
tial point, which is that it implies
stabilization: no more overhang-
ing devaluation. That is what
permits the return of confidence
and reversal of capital flight,
while under inconvertibility, parts
of the respective currency. depre-
ciate, thus creating the menace
that the entire currency sooner
or later will be devalued. More-
over, it implies adjustment in in-
ternational trade and natural cor-
rections in the balance of pay-

ments. Lastly, it reopens the
channels of genuine foreign in-
vestments, thus attracting fresh
capital from abroad.

The Factor of American Aid

However, uncertainty there is,
and of a very  basic ' nature.
Though it is rarely admitted, the
last two years’ recovery of the
European currencies was to no
small extent due to continued
American aid in one form or
another, Our global aid must be
running into $8-$9 billion annu-
ally, if all the hidden and in-
visible ends of it are counted.
And aid to non-European coun-
tries often turns out to be “off-
shore” aid to the Europeans. In
other words, American aid is the
marginal factor on which the
strength or weakness of a large
number of currencies depends at
present.

But as of late, this artificial
pillar of international trade has
become subject to' doubt. If no
German army materializes, as it
well may not, American assist-
ance to Europe will fall off
sharply. And there are other in-
ternational uncertainties. An
“agonizing reappraisal” of our
commitments in the West — or
an acute sharpening of the con-
flict in the Far East—may lead
to a wave of fresh capital flight
from Europe. True, convertibility
could be stopped overnight, and

the risk of major capital attri-
tion is negligible. But govern-
ments do not like to reverse them-
selves and be exposed to criticism
on the score of not having fore-
seen the unforeseeable. Which
brings us to the aspect of the
European convertibility issue that
is most important: the domestic
political aspects involved.

To Europe, convertibility is a
political issue of the first magni-
tude. For one thing, no European
country would want to antagonize
Britain by proceeding without her
consent. In that respect, as a
common front against America,
Europe has acquired a unity
which is worthy of better pur-
poses. As to Britain herself, the
problem there is the precarious
majority of the Conservatives and
the fact that within a year or so,

general elections will be coming
up. As it is, Labor is thoroughly
opposed to  convertibility and
threatens to annul it if it comes
in power, Should the introduction
of pound convertibility be accom-
panied by any reversal in em-
ployment and in prosperity, the
repercussions may be too costly
to the Conservatives.

There is the rub: re-introduc-
tion of convertibility is not with-
out painful consequences. Under
the protective umbrella of ex-
change restrictions and import
strangulations, entire ' industries
have grown up in the respective
countries. The ultimate meaning
of convertibility is that these hot-
house industries either have to be
liquidated, or must reduce their
costs drastically. That is where
the resistance against monetary
freedom -centers. Foreign ex-
change controls are, in effect,
nothing but gigantic tariffs which
not only reduce imports, but ac-
tually prevent them. The vested
interests fostered for two decades

Continued on page 92
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Looking Ahead in the Chemical Industry

This is the 40th anniversy of
the Associated Industries of New
York State, Inc. In a very real
sense it is a 40th anniversary for
my industry,
too, as 1914 is
a date that
might be said
to mark the
beginnings of
asignificant
chemical in -
dustry in this
country. Forty
is sometimes
thought of as
“middle age”
—but I hope
to prove in
this short talk
that, 40 or not,
there is noth-
ing middle-aged about our busi-
ness.

It is a fact, however, that we
didn’t amount to much in 1914,
except for production of alkalies
and a few other heavy inorganic
chemicals which had made con-
siderable gains since 1900. A
handful of business men and sci-
entists who were then trying to
get established in the organic
chemicals field, were making lit-
tle headway against aggressive
German interests that dominated
world markets.

Part of that handful, in fact,
was the Benzol Products Com-
pany, one of our predecessor
companies, formed to manufacture
coal-tar intermediates. And 1914
was a major milestone for this
young company, too. A year ear-
lier, Benzol had produced aniline,
the first American-made inter-
mediate, with the aim of creating
a dyestuff industry in this coun-
iry. But before it could gef”
firmly established, the Germans
reduced the price of aniline below
their own cost, forcing Benzol also
to operate at a loss, or quit. For-
tunately, the company persevered
even in the face of heavv losses
month after month, and when the
war cut off German competition,

Harry S. Ferguson

*An address by Mr. Ferguson at the
Fortieth Anniversary Convention of Asso-
ciated Industries of New York State, Inc.,
Saranac Inn, N. Y., Sept. 25, 1954.

By HARRY S. FERGUSON*

Vice-Presideni, Allied Chemical & Dye Corporation

Prominent industry executive, using 1214 as the year of birth of the dome:tic
chemical industry, recounts its phenomenal growth since that time and
points out excellent prospects for continued expansion. Says value of chemical
and allied products has increased from less than $2 billion in 1914 to more
than $20 billion today. Illustrating zgrowth akead, Mr. Ferguson refers to
estimates that 409, of all textiles will be synthetically produced by 1975, with
plastics slated for 8009, increase. Holds 4009, over-all increase of chemical
products by 1975, as envisaged by Presicent’s Materials Policy Commission,
does not appear unreasonable and may well prove to be conservative in light

Benzol increased its capital, built
a new plant and was soon able
to supply this country’s entire
needs of aniline oil and salts.

Even so, shortages of dyes and
drugs were serious during World
War 1. This painful lesson, and
the postwar threat of renewed
German domination of the Ameri-
can industry, led in part to the
formation of Allied Chemical in
1920. The founders, side by side
with other foresighted and de-
termined men, wanted our coun-
iry to have a strong, integrated,
self-sustaining chemical industry
to serve peacetime needs and to
provide wartime security.

I’'m sure it would be presumptu-
ous for anyone to attempt to cap-

sule the industry’s progress since:

then or to play the prophet—and I
mean (p-r-o-p-h-e-t). He’d not
only have to be an expert on ag-
ricultural chemicals, medicinal
chemicals, synthetic resins and
plastics, and man-made textile
fibers, to name just four of the
fastest-growing end product lines
in the business—but on about 50
other subdivisions of the chemical
industry, most of them doing at
least $20 million worth of busi-
ness a year and changing very
rapidly.

Currently our industry is turn-
ing out some 7,000 different prod-
ucts a year. But, just to keep
things complicated, they are not

of current research efforts.

the same 7,000 that were produced
a few years ago, or even last year.
The research people move new
ones into the market all the time,
or find new application for an old
one. Take sulfanilamide, the
wonder drug of 1937. Research
shows that it had first been made
back in 1874 in connection with
improving dyes, but hadn’t been
screened for germ-Kkilling ability
in all the intervening years. Then,
too, with competition intensified
by rapid growth, a single product
is apt to pop-up in a great many
places. Phthalic anhydride, for
example, has tremendously broad-
ened its uses, which now include
the production of linoleum, phar-
maceuticals, paints, plastics and
dyes as well as a score of other
chemicals. = Almost every chem-
ical company has a favorite con-
tender in the big industrial mar-
kets. Nineteen companies, for
example, are competitive in mak-
ing chemicals for anti-freeze
alone,

To be able to absorb all this
movement, and to keep track of
the scientific literature and trade
irends, is more than a single mor-
tal can manage — at least this
single mortal. What I will at-
tempt to do, is trace some of the
main currents, taking a closer look
now and then at  developments
which may'be of special interest
to you either as businessmen, as

cALLEN & COMPANY

Established 1922

NEW YORK

citizens or simply as human be-
ings.
Development of Chemical
Industry

There are many ways to cover
the development of an industry.
One is to trace it in terms of
per capita consumption of some
of the major products. On this

basis, for example, the average

person today indirectly uses four
times more_ sulfuric acid than he
did in 1914. Or we can show that
the value of chemicals and allied
products has risen from slightly
less than $2 billion in. 1914 to
more than $20 billion today. We
could show how industrial use
of chemicals has broadened, un-
til. now every single one of the
72 industrial groups listed by the
LCepartment of Commerce. is a
consumer of the chemical indus-
try’s products. Or in terms of the
prosperity of our own state, we
can point to the fact that chemi-

.cals in New York, at the most re-

cent count, employed 75,000 peo-
ple and stood sixth in rank of
value added by manufacture.

The impact of these things is
not always easy to see, because
most chemicals—unlike steel or
oil or cotton—tend to be invisible
in the finished article or are not
popularly thought of as essentially
chemical. A nylon bed sheet
doeen’t announce its ehemical an-
cestry, nor does bacon from a pig
who fattened on chemically sup-
plemeted feeds. Because of this,
it is of special importance to us
in the chemical industry to show
the public that progress in chemi-
cals is intimately related to their
own lives, to the satisfaction of
basic human needs. It is this re-
lationship which determines our
growth—just as it determines the
growth of any industry. ;

What has chemistry done for
food, health, clothing, shelter—
the primary creature require-

ments? Wkhat has it done about
transportation aad communication
and ctaers uungs that are nearly
as fundamental to American life
in the 20th century?

Chemicals and Food

Food is first, and in its produc-
tion, processing and preservation,
chemical products and techniques
have helped work near miracles
since 1914. Hand in hand with
farm mechanization, today’s use
of chemical fertilizers, seed fumi-
gants, insecticides, weedkillers,
fungicides and feed supplements
enables fewer farmers to feed an
additional 66 million people,
though available acreage has in-
creased very little. The future
significance of this accomplish-
ment can reach far beyond our
own borders, into areas where
malnutrition is rife and men play
power politics with meal tickets.

Let me give an example of how
this works.

Back' in 1914 —at least away
from the farm — chicken was a
delicacy for the most part to be
enjoyed by only the upper income
brackets on Sunday. But last year
we raised about three billion
broilers and during a good part
of the year chicken was the cheap-
est entree in the markets. Chem-
icals contributed in several ways.
The addition to poultry mash of
man-made vitamin D, formerly
supplied only by sunshine, the
proper us of sanitary chemicals,
and the control of infectious dis-
eases with medicinal chemicals,
enabled the  chicken farmer to
raise his birds in confinement,
thousands to the acre in multi-
story buildings. By enriching
grains and farm wastes with syn-
thetic amino acids and vitamins,
the farmer gave his charges far
more nutrition at far less cost.

But chemistry didn’t stop there,
though with new feeds, the birds
grew furiously and in great good
health. The next step was the
discovery that antibiotics—just a
teaspoonful of them in a ton of
feed—would cut mortality rates
10%, boost growth rate 10%, and
since the birds get maximum
value out of their feed, cut down
the amount needed 10%.

Someone has figured out that
if all hogs and chickens were
given this supplement, farmers
would save about $50 million a
year. ’ :

We hear a lot these days about
the prospect of starvation for the
world of the future because the
birth rate is up to the point where
each day brings into the world

~ 70,000 more mouths to feed—and

from limited acreage. With head-
Continued on page 87
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Mexico’s Changing Attitude Toward Foreigh Investors

On September 29 a special dis-
patch on the financial page of
the “New York Times" brought
word from Mexico that the
authorities
there had
agreed to
grant the
Canadian-
domiciled
Mexican
Light and
Power Co. —
Mexico’s
largest
privately
owned public
utility enter-
prise — rate
increases
averaging
21.2%, to take
effect October 1. The increase, the
dispatch reported, was intended
to compensate for the adverse ef-
fect on the company’s earnings
due to the' devaluation of the
peso last April.

To quote from the news item:

“This is a far cry from the con-
ditions that prevailed only a little
more than a year ago, when the
company was at loggerheads not
only with important sections of
the Government but with the
powerful electricity workers
union. There was considerable
talk then of possible nationaliza-
tion of the industry, a possibility
that is scarcely even mentioned
any more.”

The article went on to say that
both sides had ‘contributed to the
ctanged atmosphere and that the
Mexican Government “appears to
have realized that kind words
about foreign capital and private
enterprise would be judged
mainly by action rather than by
what officials said in public
speeches.” The company in turn
has continued without interrup-
tion its expansion program, which
is vital if the service is to keep
pace with demand.

Since the recent annual gov-
ernors meeting of the World Bank
and International Monetary Fund
brought together in Washington
various Mexican and American
officials concerned with inter-
national investment and also Gen-
eral Wm. H. Draper, Jr., present
Chairman of the company, it
seemed an opportunity to gather
comments on the significance of
the rate increase. Would it be fair
to conclude that it signifies a real
change in Mexico's attitude to-
ward the investments of private
citizens, Mexicans as well as
foreigners, in public utilities and
other enterprises vital to the de-
velopment of that fast growing
nation? Specifically, will similar
treatment be accorded to other

utilities in the fields of power,

/s

Hervert M. Bratter

By HERBERT M. BRATTER

Mr. Bratter maintaining Mexico’s recent compensatory rate increase to largest
foreign domiciled privately-owned utility enterprise is highly important, cites
its encouraging reception by our Government and World Bank officials, as
well as company spokesmen. On question whether move goes as far as it
should to make investment attractive to private Canadian, American and other
foreign capital, concludes answer largely depends on Mexican public which
pays the bills. Cites economic study as indicating rate structure is more im-
portant than financial promotion to electric energy industry’s future.

communications and transporta-
tion? Will “Mexlignt,” engaged on
a large expansion program, be
able to count on further upward
rate adjustments if circumstances
warrant? Will the company,
whose common stockholders went
for decades without a dividend,
be able in the future to count on
regular takehome dividends in
their own currency — Canadian
dollars?

These and other questions the
writer put to various prominent
persons interested in the matter,
with the results revorted below.
It should be noted that the writer
was unable to find at the Wash-
ington - meetings any Canadiaa
who felt well enough informed on
{1e subject to offer comment.

Secretary Humphrey’s Speech
Addressing the IBRD’s panel
on foreiga investments in Wash-
ington on Sept. 28 Secretary of
the Treasury Humphrey offered
some observa-
tions which
form a back-
ground for the
Mexican pol-
icy discussed
in this review.
Private in-
vestment is
not made for
philanthropic
reasons, he
stated, but for
profit that is
freely avail-
abletothe
investor on
principal that
is safe. He referred to the effect
on foreign investors of national-
istic trends and discrimination
jeopardizing the principal or
slowing down the income of in-
vestors. “The old saying that ‘ac-
tions speak louder than words’
was never more apt,” he added.
“No country can reasonably
hope to attract foreign investors
if its own savings are seeking
shelter abroad. . . . What are the
policies which attract private cap-
ital from abroad? I think they

George M. Humphrey
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can best be summed up in a sim-

‘pie way: security and the right of

ready repatriation of principal
anu at.aactive return,” he con-
tinued. There must be {air deal-
ing by the host country and
assurance that, once the undertak-
ing nas been successiully launched,
the government .concerned “will
not go back on their bargain and
through direct action or ruse or
charp practice of any kind seek
to enlarge their fair share of the
original basis on which the joint
enterprise was begun.”

Eugene Black Quotes
a Mexican

Mr. Eugene Black, the World
Bank’s President, in the course of
his opening address to the Board
of Governors at Washington on
Sept. 25 gave
a rather dra-
matic example
of what elec-
tric power de-
velopment i
doing. for
backward
areas. After
discussing the
wide range of
changesin
various dis-
tant lands
wrought by
IBRD loans,
Mr. Black
continued:

“Let me give you one illustra-
tion of what I am taking about.

It concerns one of our loans to

P

Eugene R. Black

the Federal Electricity Commis -
sion in Mexico—and the installa-
tion of a small diesel power plan:
of only 600 kilowatts generating
capacity. We financed the instal-
lation of this plant in the rural
town of Tecuala, in Mexico’s
west coast area. In three years’
‘time, here are some of the re-
sults: Industrial users of elec-
tricity in Tecuala have risen from
just three to 33; the town has ac-
quired a public library, a daily
newspaper, a radio station, and
a night school; Tecuala’s popula-
tion has trebled, and the number
of students in its schools has in-
creased seven times. The mu-
nicipal hospital has installed re-
frigerators and a modern fluoro-
scope — the only one within a
radius of 60 miles. The mayor of
the town recently said: ‘I have
witnessed our emergence from
the dark ages into an age of
light.”” :

General Edgerton Comments

In view of the Export-Trnport
Bank’s long and considerable re-

{ lations with Mexican develop-

ment the comments of its present
managing director, General Glen
E. Edgerton, are pertinent. Of
the rate increase granted Mex-
light in September he informed
the “Chronicle”:

“This creditable action consti-
tutes further evidence of the in-
tent of the Mexican authorities
to' accord equitable treatment to
private capital and it will en-
courage foreign investors to make

additonal investments in that

s1eat country.”

Views of Sr. Martinez-Ostos

of Nacional Financiera

Nacional Financiera is Mexico’s
official industrial-development
bank with a large voice in power
development, Nacional Financiera
in 1953 agreed
to lend Mex-
light 175,000,-
000 pesos for
construction
and distribu-
tion works. A
further loan is
under consid-
eration,

Mr,. Marti-
nez - Ostos,
Vice-Pregdi-
dent of Na-
cional Finan-
ciera, there-
foreisone
- whose state-
ments concerning the recent rate
action merit attention. Moreover,
Mr. Martinez-Ostos is at the same
time a member of the official In-
vestment Committee established
to study and coordinate public in-
vestment in Mexico, and of a
special Government Committee
of three appointed to study the
electric power needs of Mexico
and how those needs should be
financed. He explained that he
could speak only in his personal
capacity and his views do not
necessarily reflect those of his
colleagues in Mexico. Our ques-
tions to:'Sr. Martinez-Ostos and
his replies were as follows:

(Q) What do you deem to be
the main significance of the re-
cent rate increase for the Mexican
Light and Power Co. as it bears
on the availability of additional
foreign capital for further Mexi-
can development?

(A) “The recent devaluation
has increased costs in Mexico. To
Mexican Light and Power it
means also a reduction in earn-
ings in terms of foreign exchange.
The increase in rates has been
for the purpose of maintaining
the previous rate of earnings, that

Continued on page 83
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We Must Abolish Exchange Controls

Recently, many countries have
made progress in developing their
production, intensifying their in-
ternational commerce and in rais-
ing the stand-
ard of living
of their popu-
lations. Above
all, in the
past, many
countries
have suc-
ceeded in re-
turning in-
creasingly to
more liberal
forms of in-
ternational
trade and
payments re-
lations by ap-
plying the
principles of a strict monetary
and financial policy. At the same
time, capital formation and the
resources of the securities mar-
kets in these countries have in-
creased—even at interest rates
which are showing a more or less
distinctly downward trend. More-
over, in some countries, a tend-
ency to export private capital has
recently become apparent — a
trend which cannot fully develop
for various reasons, not the least
of which is the inadequate system
of international payments.

I should like to express my
great pleasure at this gratifying
development — not primarily be-
cause the Federal Republic has

v
Prof. Ludwig Erhard

#*Statement by Prof. Erhard at the dis-
cussion of the World Bank’s Annual Re-
port, Washington, Sept. 27, 1954.

By PROF. DE. LUDWIG ERHARD*

Minister of Economics, Germany

Germany’s economic chief maintains that in many countries basic conditions

for convertibility exist now, and the goal will never be achieved if the transi-

tion is postponed until every conceivable ideal condition in all countries is

attained. Declares hesitation must entail destruction of the economic bases
of the national economies of the countries concerned.

had a part in it, but because it is
my economic philosophy that it is
good for every country when its
neighbors, near and far, are pros-
perous and soundly established.

Recent years, however, have
brought to other countries, whose
representatives are present here,
a less satisfying development. The
decline in the prices of raw ma-
terials since 1951 has created cer-
tain balance of payments and in-
vestments problems for some raw
material producing regions.

Real Cooperation Needed

In this situation, more than
ever, real cooperation is impor-
tant, and cooperation promises
good results. I have studied with
great interest the excellent report
of the World Bank, which, in a
very impressive way, renders an
account of its work in the past
year, In reading the report I be-
came vividly aware of how unique
this institution is, whose funds,
jointly contributed by many coun-
tries, flow into all continents and
stimulate the growth of the econ-
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omies of so many countries. I be-
lieve that here is an example of
the application of the principles
of free enterprise and interna-

tional solidarity without prece-

dent.

However, we should give some
thought to how even better re-
sults can be achieved. It has been
said repeatedly that the Bank’s
loans strengthen private capital
investment, but that they cannot
be a substitute for it. It is of the
utmost importance to set in mo-
tion again the flow of private
capital now that conditions have
improved in at least a few coun-
tries.

But the foundations must be
laid on both sides, by the poten-
tial lender and by the potential
borrower. International capital
movements can only be achieved
on the basis of confidence and a
workable system of international
payments. A lot will still have to
be done until it can be claimed
that this basis is really estab-
lished. Both of them are lacking.
Inflationary methods of financing,
inappropriate exchange rates and
exchange controls are, to be sure,
enticing instruments, but they are
also more effective than anything
else in isolating a country eco-
nomically from the assistance and
the stimulus of the countries
around it.

Doubtless not all member coun-
tries of the Bank and Fund are
in a position to make their cur-
rencies convertible to the same
extent or at the same rate of
speed but neither can there be
any doubt that in a large number
of countries the basic conditions
for convertibility are actually
present. It is my firm conviction
that as long as exchange control
prevails in the free world it can-
not be truly free and none of us
will attain that degree of national
economic efficiency which is
necessary to get rid of the danger
of collectivism once and for all.
As long as the exchange control
exists, the evil of bilateralism
cannot be overcome and there
+will not be that wholesome pres-
sure inherent in a system of true
order, which makes for sound na-
tional economies. If we are to
postpone the transition to con-
vertibility until the ideal pattern
of all conceivable conditions in
all countries is achieved, we shall
never attain that goal; it seems
to me, on the other hand, that the
conditions for it were never so

favorable as at this phase of a

brisk business activity throughout
the world. g

High Responsibility to Act

This places a high responsibil-
ity and obligation upon the coun-
tries which are ready for con-
vertibility to proceed to the act
of liberation, for their hesitation
means simply an encouragement
of the continuation of those ques-
tionable practices which, to the
detriment of the countries them-
selves, destroy more and more the
economic and financial bases of
the national economies. Courage
to achieve order and liberty has
always been rewarded, and I
have noticed with great satisfac-
tion on my own travels abroad
and overseas that there is nearly
everywhere a vivid desire for
order and free multilateral eco-
nomic relations, even in some
countries which still lack strength
of their own. The transition of
the countries which are ready for
convertibility to that world-wide
system of order would, I firmly
believe, be so strongly attractive
that I can see only in such a
policy the guarantee of a truly
economic integration of the na-
tions of the free world. Such a
policy would also contribute to
overcoming the sins and strains
of trade policy which still pre-
vail —in fact, it would actually
enforce their abolition.

Discipline Needed

Discipline in financial and credit
policies is inherent in a system of
free convertibility of currencies.
Convertibility is also the only in-
ternational payments system per-
mitting free international capital
movement, so the fact that the
Annual Meeting of the Bank and
Fund is held jointly has more than
just superficial meaning.

In view of the steadily increas-
ing capacity of various countries
for capital export, it should be as-
certained to what extent the Bank,
in accordance with its purposes as
described in the Articles of Agree-
ment, will be in a position to
stimulate private investment in
the future by assuming guarantees.

In closing, let me say just a few
words on our country’s coopera-
tion with the Bank. Naturally, it
has not yet attained the intensity
of the work of other countries
which have had the privilege of
being members of the Bank for a
longer time. We are, however,
striving to cooperate in the Bank’s

work insofar as it lies within cur
power to do so. The Federal Re-
public of Germany will, through
release from its 18% quota, con-
tribute to the lending capacity and
it has already begun to release
these funds. If this amount is not
so large as I should like it to be,
that is because the capital market
in the Federal Republic is very
small and in my country there is
still considerable demand for do-
mestic investment which cannot
be fully satisfied. Nevertheless,
we are endeavoring to support the
purposes of the Bank by other
means as well.

NSTA Thanks to STANY

“The welcome accorded the reg-
istered members of the National
Security Traders Association when
they arrived in New York City

Phillip J, Clark

from their 21st Annual Conven-
tion at Atlantic City was incom-
parable,” said Mr. Clark.

“On behalf of our members, I

- want to thank the Security Trad-
ers Association of New York for
their generous hospitality.

“The officers and committee
members are to be congratulated
on the perfection of each function
planned for our entertainment.

“We regretted leaving your de-
lightful city and look forward to
seeing you all again at our 22nd
Annual Convention in Septem-
ber, 1955.”

—Phillip J. Clark,

Amos C. Sudler & Co., Denver,
President of the NSTA.

NSTA CGonvention
Dates Announced
For 1955 and 1956

The National Security Trad-
ers Association has announced
that the Annual Convention
for 1955 will be held at Mack-
inac Island, Mich., Sept. 13-16.

In 1956 the Convention will
be held at El Mirador, Palm

Springs, Calif., in October.

BONNER & GREGORY

Members New York Stock Exchange
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By this time, I'm sure that you
and everyone else who reads the
newspapers and the magazines
and everyone who has radio and
television
knows that
I've been liv-
ing in a gold-
fish bowl since
I went to work
for the FHA
last April 13.

I want to
make it clear
that I'm not
complaining,
This is as it
should be. The
FHA belongs
to the people
and so the
people should

Norman P. Mason

be kept-informed.
£l *

New Housing Law Offers Wind-
falls to the People

I've been reading my dictionary
and I find that a windfall is “an
unexpected legacy or other gain.”
Quite frankly, I do not believe
that the American people are yet
fully aware of the legacy which
has been bequeathed to them by
the Housing Act of 1954.

Their’s is a real windfall in the
very best sense of the word—and
it is not by accident. It is a wind-
fall, a legacy, a gain which if they
will take it they can keep it, too.
President Eisenhower asked for
that kind of program. The Con-
gress gave it to him.

The President a few days ago
cited housing as an example of
the fact that this Administration
has not placed the pocketbook
above the heart—that his is a hu-
man Administration.

He said the housing measures
enacted by the Congress . . . and
the programs of this Administra-
tion which will be fought through
to the finish . .. will make cer-
tain that every American family
has an opportunity for a decent
home, a home in a good neighbor-
hood among good citizens.

In fact, the President pointed
out, one of the greatest reasons
for the housing program is to pro-
duce good citizens, to remove and
eliminate those conditions that
make crime and disorder rampant
in certain sections.

In' my job, I am concerned—
just as you are in your business—
with what I can do to help the
man who is buying a home for his
family or who is improving his
present home.

* * *

He’s the man who keeps our
mills and factories humming, turn-

*From an address by Commissioner
Mason at the Second Annual Marketing
Conference of Building Materials and
Equipment Producers, New York City.
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- The New Federal Housing Law

By NORMAN P. MASON*

Commissioner, Federal Housing Administration

Commissioner Mason, after referring to the popular outcry against “wind-
falls” in the housing program—which gains, he states “are out, as far as I am

concerned”’—holds, however, new housing legislation now offers windfall op-
portunities to the people who want to buy or rehabilitate homes.

Explains

new provisions of the recent Housing Act, and says FHA has a mandate to
return to fundamentals and raise housing standards.

ing out not only the materials for
flooring and foundations but also
the furnaces and the furniture and
the other items that go into our
homes.

He’s the man who, in making
his investment in his community,
has become a more substantial
citizen of this country of ours.

Yes, he’s really a big man. And
because he is, we must think big
... plan big .. . and act big as we
serve his needs.

Thanks to President Eisenhower
and the Housing Act of 1954, we
now have a program which will
permit us in FHA—and you in in-
dustry—to do this. We now have
the tools in FHA to help more
American families to be better
housed.

The New Housing Legislation

In my opinion, we now have the
most practical housing legislation
this country has ever known,
am confident that it will stimulate
record activity both in the con-
struction of new homes and in the
rehabilitation of existing homes.

It will permit you to expand
your profitable markets. It will
permit you to do an even better
job of serving the American peo-
ple than the good job you now
are doing.

For the first time we have a
coordinated housing law. It ben-
efits every one of the fields of
housing: New—existing—urban—
suburban — rural — property im-
provement through open -end
mortgages, as well as under the
modernization program,

A whole new reservoir of po-
tential home owners has been
tapped by the lower down pay-
ment requirements. The mini-
mum down payment on a $12,000
home, for example, now is $1,200
—just half what it was under the
previous legislation.

The law puts fresh emphasis
upon quality. The required down
payment for a $17,000 home today
is only $50 more than the down
payment formerly required for a
$12,000 home. Furthermore, the
limits on the amounts of mort-
gages for individual homes have
been increased — from $16,000 to

Since
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1 room of the one mext to it.

$20,000. These changes will help
our families to have better homes.

The period for paying back the
loan has been extended to 30
years. This means the  buyer’s
monthly payments will be smaller.

FHA has been given new auth-
ority to insure mortgages on lower
cost homes to help those whose
needs are greatest. Under the old
low-cost home program, the max-
imum mortgage was $5,700. Now
it is $6,650.

I want to digress for a moment
here to tell you about a housing
tour I made just a few days ago
in one of our western cities. I
was being shown a development
of houses in the $20,000 class, all
brand new. They were nice homes
and yet I could not help but ob-
serve that they were so close to
each other that the kitchen of
one was practically in the living
And
yvet they were in a neighborhood
bordering upon the wide open
spaces for which the West is
famous.

Adjoining the new development
was another group of older and
more modest homes. The pride of
ownership in the older develop-
ment was very evident. All of
the homes were well kept and all
were well landscaped. There were
flowers in bloom. The lawns were
spacious and beautiful.

I thought to myself that the
owners of the new homes might
have reason to be envious of their
neighbors — people who showed
through their own efforts how
much they loved their homes and
who as a result had built added
value' into the homes,

The new Act will continue the
existing Federal secondary market
facility for home mortgages, with
certain changes, and establishes a
new voluntary home mortgage
credit program. Now the average
citizen who wants to borrow
money for a home from his local
lender will be much more likely
to get it. This will channel money
into the small communities. It will
make more mortgage money avail-
able to minority group families.

The President and the Congress
have given us the tools to make
available substantially the same
FHA benefits for buying older
homes as those provided for buy-
ing new homes. On a $6,000 older
home, for example, the down pay-
ment under FHA now is only $600
—ijust half the former amount.

This will encourage the enlarge-
ment and modernization of homes
and the purchase of larger older
homes. It will permit the people
to trade in their old homes for re-
conditioned “like new homes.”

It is a known fact that, despite
the current construction of more
than a million homes each year,
Americans spend almost as much
to maintain and rehabilitate ex-
isting homes as they spend for
new homes. And why shouldn’t
they be concerned with the pre-
servation of their properties? The
home is usually the largest single
investment any family ever
makes. And the total estimated
value of America’s 40 million
homes today is in excess of $400
billion—24 times the value of all
the gold at Fort Knox.

When a new furnace, a new
roof, new bathroom fixtures, a
new Kkitchen, a fresh coat of paint

or possibly some other repairs
will make it possible to save a
home which is deteriorating, the
FHA now is prepared to assist in-
financing the job. ;

For the first time, the new law
permits the FHA to go into neigh-

. borhoods threatened by slums to.

insure mortgages for the construc-
tion and rehabilitation of homes.
The new emphasis is upon saving
all properties which are worth
saving.

It is gcod business as well as
good citizenship to arrest slum
growth. It is also good business
as well as good citizenship to pre-
vent slums before their symptoms
appear. :

A Brand New Tool for Home
Remodeling

The Housing Act of 1954 adds a
brand new tool which will help
to bring our older homes up to
1954 standards. It is the open-end
mortgage—so called because it al-
lows the outstanding balance of
the mortgage to be increased to
pay for repairs, improvements or
additions to the property. Where
state laws permit, FHA-insured
mortgages may now -contain such
a provision.

There’s also the FHA home im-
provement program which enables
the home owner to obtain up to
$2,500 to enlarge, modernize or
repair his property.

These, then are some of the new
tools which have been given to
the FHA to enable more American
families to live in better homes.
In handing them to me, both the
President and the Congress have
told me to make the FHA work
for the benefit of the people of
America. I'm going to try to do
this.

As I see it, we were assigned
the job of correcting abuses which
had crept into the FHA’s pro-
gram. Beyond this, however, we
were assigned the job of taking a
fresh look at the housing needs of
the pecple and then to the job of
doing something about them.

We now have in the FHA the
complete set of tools we need to
do a better job of improving the
housing standards of America.
Now it’s up to us—with the help

Continued on page 18
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Report of Municipal Committee

The Municipal Committee of the
National Security Traders Asso-
ciation, whose Chairman is Lud-
well A. Strader, President of
Strader, Taylor & Co., Inc., Lynch-
burg, Va., submitted a Report at
the Association’s 21st Annual Con-
vention in Atlantic City.

The full text of the Report fol-
lows:

The municipal market during
the past year has bcen one of
vnusual strength. The Bond Buyer
averages inanifested this upward

trend by

moving from

a 2.90% basis

a year ago to

a 2.26% basis

at this time.

The year has

been sparked

by many

interesting

items such as

raising the

national debt

. limit by $6

billion after

much discus-

sion and at-

Ludwell A, Strader tempts by

Virginia’s Senator Byrd to fore-

stall such action. The rise in limit

was termed a temporary increase.

The plethora of turnpike issues

helped to pace this strong market

with the issuance of large blocks

such as New York Thruway,

Pennsylvania, Massachusetts and

Connecticut Turnpikes, all of

which were marketed in short

order and have moved to a

premium in most cases. The in-

satiable demand from institutions,

banks and pension funds and the

rise in buving power of the in-

dividual investor has pushed

prices of toll bonds upward. The

added impetus of Federal Hous-

ing issues, with a AAA rating and

a Federal guarantee of principal

and interest, gave the high grade
investor his choicest item.

While apparently not necessary
as. a stimulant to the market,
which was strong in its own right,
the Federal lowered reserve re-
quirements and this move added
underlying strength.

There were many offerings of

Committee Chairman Ludwell A. Strader calls attention to strong and active

municipal bond market in past year, induced by resumption of easy credit poli-

cies of the Federal Reserve. Notes large volume of municipal revenue bonds

and fact that such securities are steadily becoming more acceptable as invest-

ments for both commercial and savings banks. Furnishes summary of toll
roads in service and under construction.

unusual specifications such as the
Georgia School Building Author-
ity, a bond which provided funds
for schools, which in turn are
leased to political sub-divisions.
The year’s guessing game for

school boards and officials has
been the cost of borrowing money,
Caught between a rising school
age population and inadequate
facilities, school bond issues have
been most prominent in the tax-

SUMMARY OF TOLL ROADS

Name—

Toll Roads in Service

Toll Roads under Construction
Authorized Toll Roads

Other Projected Toll Reads

Cost
$ 674,000,000
1,497,000,000
3,573,000,000
2,075,000,000

$7,819,000,000

Length, Miles
340

6,904

TOLL ROADS IN SERVICE

Name—

Overseas Highway (to Key West, Fla.)__

Pennsylvania Turnpike

Westchester County (N.Y.) Parkways._._
Merritt & Wilbur Cross Pkways. in Conn.

Maine Turnpike

Buccaneer Trail, Florida
New Hampshire Turnpike
New Jersey Turnpike
Denver-Boulder Turnpike
Turner Turnpike (Oklahoma)

Name—
Maine Turnpike Extension

New Hampshire, Mass. Line to Concord.-

New York State Thruway

Southern State Parkway, New York._.__
New Jersey Turnpike, Hudson Co. Ext.__ 8
Garden State Parkway, New Jersey.._..
Penna. Turnpike, Delaware River Ext.._

Ohio Turnpike
West Virginia Turnpike

* Cost of widening only.

TOLL ROADS UNDER CONSTRUCTION

Cost
8,500,000
240,750,000
25,000,000
38,000,000
20,600,000
4,600,000
7,500,000
285,000,060
6,000,000
38,000,000

$ 673,950,000

Length, Miles

122 $
327

25

67

44
17
15

Length, Miles
66
40
427
13

Cost
$ 55,000,000
26,000,000
500,000,000
*40,000,000
104,000,000
285,000,060
65,000,000
326,000,000
116,000,000

$1,517,000,000

165
33
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cxermpt field, and amount in ex-
cess cf two billion.

Corgress hasclad with the tax
acatment of municipal industrial
development revenwe issues. In-
cluded in a tax bill was a dis-
allowance of deduction from gross
income of amounts (such as rent)
paid or accrued by the industrial
lessee, for the use of property
financed by municipal industrial
revenue bonds. The Senate Fi-
nance Committee eliminated that
provision from the tax bill and
rendered the following comment:

“Your Committee while not
concerned with this problem be-
lieves that further consideration
needs to be given to it before
any attempt is made to provide
legislation. It is not clear, for
example, whether the denial of

rental deduction to the lessee is
the best approach to the problem.
Nor is it clear that the abuse
referred to arises only where
revenue bonds are used to finance
the property. Moreover a number
of problems arise out of the
House provision, where property
is used for what is generally con-
sidered a public purpose, such as
an airport, but as an incidental
use some of the property is rented
to private manufacturers.”

The market strength has brought
forth many projects and programs
that have been withheld pending
a good market. The politicians of
many states are preparing bonus
plans for the veterans. A recap of
this situation is interesting to ob-
serve. To be submitted to the
electorate in November. are such
large issues as 80 million in
Michigan for Korean ‘Veterans,
175 million in California, 100 mil-
lion in Maryland, and pending
large issues in New Jersey, Rhode
Island and Montana. Issues were

killed in Colorado, Kentucky,
New York and Oklahoma.

Municipal revenue bonds are
steadily becoming more accept-
able as investments for both
commercial and savings banks. On
the legal list in New York State,
a profusion of these issues are in
the eligible sector. With a factor
such as this becoming more
evident the multi-billion dollar
1oad programs should have easier
cailing. Congress, with White
House  endorsement, is raising
Federal highway funds to more
than 850 million for fiscal year
of 1956 and with states matching
these funds, a stepved up con-
struction program cf 1,700 billion
is in the making. The accompany-
ing compendium on toll roads in
the country both completed and
in the offing shows the impact of
th~ toll era.

The fact that individual invest-
ments in the past year have
reached a high level is of interest
to both the municipal and cor-
porate segments of our industry.
Municipal purchases by individ-
uals has doubled in the past year,
due to the higher yields offered
by revenue issues along with the
search of tax shelter. The indi-
vidual investor purchased 1.4 bil-
lion in stocks and 2 billion in
bonds, 1 billion in governments
and 300 million in savings bonds.

With the constant program of
education of the individual in-
vestor and the apparent supply
of bonds suitable to this type of
buyer it is certainly a green light
for future business in an industry
which serves so many needs of
today’s economy.

Respectfully submitted,

NATIONAL MUNICIPAL
COMMITTEE
Ludwell A. Strader, Chairman
Strader, Taylor & Co., Inc.,
Lynchburg, Va.

J. William Roos, Vice-Chairman
MacBride, Miller & Co.,
Newark, N. J.

David H. Callaway, Jr.
First of Michigan Corpora-
tion, New York City

John W. Clarke
John W. Clarke, Incorporated,
Chicago, Ill.

Continued on page 17
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Report of Corporate and Legislative Committee

In presenting the report of the
Corporate and Legislative Com-
mittee at the NSTA Convention,
Committee Chairman R. Victor
Mosley, Vice-
President of
Stroud & Co,,
Inc., Philadel-
phia, stréssed
the impor-
tance to the
securities 'in-
dustry of the
passage of
Public Law
577 providing
for amend-
ments to the
Securities
Acts. This was
a memorable
event, Mr.
Mosley noted, not because of the
amendments per se, but for the
reason that it marked the first
changes made in the law$ and
thus may be the forerunner of
other “important changes from
year to year.”

Text of the Committee’s report
follows:

The year 1954, in so far as leg-
islative matters concerning our
business and the rules and reg-
ulations under which our industry
operates can well be considered
an outstanding one. Ever since

R. Victor Mosley

Committee Chairman R. Vicfory Mosley says that insofar as the securities in-

dustry is concerned the current year is an outstanding one in that it brought

about, through passage of Public Law 577, some relief from the onerous restric-

tions of the Securities Act. Terms development a memorable event for the in-

dustry not so much from the viewpoint of the actual changes made in the Acts

but in that it was possible to get Congress to amend the laws ‘“and, perhaps,
blaze the way for other important changes from year to year.”

the passing of the Securities Act
in 1933 and the Securities. and
Exchange Act and other legisla-
tion in subsequent years, there
have been numerous objections
to certain aspects of these laws
both as to the legislation itself
and the interpretation and en-
forcement thereof.

For many years, officers and
committees of many of the trade
associations of the securities busi-
ness, including our National Se-
curity Traders Association, have
worked with these problems and
many meetings were held with
Commissioners and others asso-
ciated with the Securities and Ex-
change Commission looking for
means and methods of improving
the situation. On a number of
occassions it appeared that real
progress was being made and that
at least in part, the more burden-

Continued from page 16

Municipal Committee Members

William D. Croom
First Securities Corporation,
Durham, N. C

Henry E. Dahlberg
Henry Dahlberg & Company,
Tucson, Ariz.

G. Powell Davis
. Willis, Kenny & Ayres, In-
corporated, Richmond, Va.

Russell M. Ergood, Jr.
Stroud & Company, Incorpo-
rated, Philadelphia, Pa.

Landon A, Freear
William N. Edwards & Co.,
Ft. Worth, Texas

John N. Fuerbacher
Walter, Woody & Heimer-
dinger, Cincinnati, Ohio
Houston Hill, Jr.
J. S. Strauss & Co.,
San Francisco, Calif.

Gustav Klein
. Mead, Miller & Co.,
Baltimore, Md.
Alonzo H. Lee
Sterne, Agee & Leach,
Birmingham, Ala,
John J. Zollinger, Jr.
Scharff & Jones, Inc.,
New Orleans, La.

some and, to our minds, unwork-
able phases of the legislation
would be amended. However,
constant changes in personnel of
various committees, a recurrent
change in the makeup of the
Commission in Washington, the
occurance of World War II and
the multiple problems besetting
Congress, both during and fol-
lowing the war, all, or at least
in part, were responsible for a
lack of actual accomplishment.
However, under the leadership
of the present Chairman of the

Securities and Exchange Commis-
sion, Ralph H. Demmler, actual
accomplishments have taken
place. Public Law 577, which was
signed by President Eisenhower
on Aug. 10, 1954, will' become ef-
fective on Oct. 10, This law
amends the Securities Act of 1933,
the Securities and Exchange Act
of 1934, the Investment Company
Act of 1940, and the Indenture
Act of 1939.

This should be consi&ered an
outstanding event in our industry;
not so much from the view-point
of actual changes that have been
made but the fact that at least
it has been possible to get through
Congress amendments and, per-
haps, blaze the way for other im-
portant changes from year to year.

The Securities Act of 1933 is
amended to allow a more work-
able method of selling new issues
of securities in compliance with

the Prospectus requirements of
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the Act. This has for years been
a touchy point with underwriters
and others engaged in this phase
of our business and it is sincerely
hoped the changes will make for
a more practical solution. Of par-
ticular interest will be the ac-
tivity permitted during the wait-
ing period from the date of filing
a registration statement until its
effective date. An expanded use
of the preliminary “Red Herring,”
a broadening of the “Identifying
Statement” and an enlaregment
upon the usage of “tombstone”
advertising are expressly provided
for under the amendment. Fur-
thermore, the period in which
Prospectuses  must be delivered
with all sales will be reduced
from one year to 40 days.

The Securities and Exchange
Act of 1934, the Trust Indenture
Act and the Investment Company
Act had minor changes.

I am happy to report that the
Securities and Exchange Commis-
sion has shown a willingness at
all times to cooperate in meeting
the problems that arise and the
best indication of their whole-
hearted desire to understand and
cooperate is exemplified by the

fact that at this Convention‘, we
have in attendance to participate
in our meetings and activities, the

Chairman of the Commission, all
four other Commissioners, and six
representatives of the staff. Your
Chairman cannot recall any meet-
ing of our Association or other
groups in the securities business
where such a complete participa-
tion has taken place.

The year 1954 has also been a
most satisfactory one from the
viewpoint of business. Without
attempting to go into detail, it is
well known that the members of
our Association have experienced
a year of unusual financial ac-
tivity, of strong and rising mar-
kets for not only stocks but mu-
nicipal bonds, corporate bonds and
other classes of securities.

I am indebted to the officers
of the Association for their co-
operation at all times and to the
members of my committee.

Respectfully submitted,
CORPORATE & LEGISLATIVE
COMMITTEE
R. Victor Mosley, Chairman
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Report of Publicity Commitiee

Committee Chairman Jerome F. Tegeler notes excellent coverage given
NSTA activities in local and national publications. Suggests Chairman of
Committee be resident of New York City or Philadelphia

In presenting the report of the
Publicity Committee at the NSTA
Convention, Chairman Jerome F.
Tegeler, Partner of Cempsey-
Tegeler & Co., St. Louis, acknowl-
edged the widespread publicity
accorded the Association’s activi-
ties during the past fiscal year in
local as well as national publica-
tions.

Text of the Committee’s report

follows:

During the past fiscal year ex-
cellent cover-
age was ac-
corded us. The
Committee
wouldlike
to thank par-
ticularly the
“Investment
Dealers’ Di -

“gest” the

“Commercial
& Financial
Chronicle,”
the “Bond
Buyer,” and
the“Blue
List” Their
cooperation

was invaluable in' bringing to-
gether the news from our many
affiliated regional members.

Our Committee for the past

year represented all the affiliates
of the National Association.

I am deeply indebted to my
Vice-Chairman, William H. Greg-
ory, III, since, frankly, he did
most of the work to see that we
received as much publicity as
possible on the Security Traders’
activities.

I think this is something that
should be remembered by the fu-
ture officers of the organization
and that is, in my opinion, the
Chairman of the Publicity Com-
mittee should be located in New
York, or possibly Philadelphia,
inasmuch as they are in much

Jerome F. Tegeler

closer contact with the source of
publications for our industry.

In conclusion, I would like to
{ank the members of.the Com-
mittee for their work in obtaining
{ine coverage in local as well as
natvional publications.

it has been a pleasure to act
as Chairman of the Publicity
Committee and 1 am very happy
to submit this report.

Respectfully submitted,
PUBLICITY COMMITTEE
Jerome F. Tegeler, Chairman

William H, Gregory III,
Vice-Chairman

George B. Alexander
Conville & Co.,
Birmingham, Ala.

David L. Pindell
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& Beane, Seattle, Wash.
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Thursday, October 14, 1954

NSTA Memorializes Congress to

Modify Capital

Resolution unanimously

Gains Tax Law

adopted at 21st Annual

Convention requests that law not be applicable
in cases where full proceeds of securities sales are
reinvested in other domestic securities.

Following is text of a resolution unanimously adcpted
by the National Security Traders Association at its 21st
Annual Convention at Atlantic City, urging that Congress
amend the capital gains tax law with respect to trans-
actions in which full proceeds of security sales gre re-
invested in securities of other companies in the United

States:

NOW THEREFORE BE IT RESOLVED that the
National Security Traders Association, Inc., at their
21st Annual Convention at Atlantic City, New Jersey,
September 25th, 1954, and representing thirty-two

affiliated groups and four

thousand and thirty-three *

.members, do hereby memorialize Congress to modify
the tax laws dealing with capital gains to the extent

that all securities sold where the full proceed,

are

reinvested in other securities of American industry be
free of any capital gains taz. :

Centinuved from page 15

The New Federal Housing Law

of the housing industry—to make

_effective use of them.

The objectives of the National
Housing Act have been over-
looked in the years of emergen-
cies ‘that have followed one after
another since 1934. As a matter
of fact, the objectives of the law
had been moved so far into the
background that no one could tell
me what they were when the
question came up at an industry
meeting I held about three months
ago.

The Preamble to the Act says,
and I quote, “To encourage im-
provement in housing standards
and conditions, to provide a sys-
tem of mutual mortgage insurance
and for other purposes.”-

Mandate to FHA

Well, it seems to me that we've
already established in this very
brief summary of the Housing Act
of 1954 that there is a mandate to
FHA to return to fundamentals
and to raise the housing standards.
That’s the policy which the Act
lays down. That’s the policy which
FHA now has an opportunity to
put into effect.

There are plenty of reasons for
this policy. In revising our mini-
mum property requirements to
raise the standards of housing in
America we will be helping the

A

home owner to obtain a more liv-
able house that in the long run
will cost him less money. You
have a definite part to play in
?el{)ing America get the new com-
orts.

In its early days, it was natural
that the FHA sought to establish
minimum requirements. These, of
course, will be continued. But
weight will also be given to a
broader concept with emphasis
upon valuation appraisal.

Since I went to work for the
FHA, 1 have appointed two key
officials in the Washington office
—one a builder and the other an
architect — - who will help me
launch a revision of the FHA
minimum property requirements.
Each is filling a new position in
FHA. Mr. Charles A. Bowser, the
former builder, is my assistant
commissioner for technical stand-
ards. Mr. Neil A. Connor, the
architect, is my director of archi-
tectural standards.

With the help of the industry,
the revision of minimum property
requirements is now getting
underway.

One objective of the revision in
FHA standards is to give recog-
nition in the amounts of FHA-in-
sured mortgages to quality con-
struction and to the use of quality
products, the effect of which will
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be reflected through the life of
the mortgage in lower mainten-
ance costs to the consumer.

Another objective is to encour-
age improvements in the design
of dwellings on which there are
FHA-insured mortgages. It is not
only what a house costs initially
which is important to the family
occcupying it. ‘Equally important
is what it will cost to live in it.

FHA, acting in the interests of
the home buyer, is going to take
a good look at these other costs,
such.as monthly upkeep, fuel bills
and depreciation. Then it seems
to me that FHA can and should
modify its standards to give great-
er recognition to quality construc-
tion and improved design.

You know, you don’t leave room
for much imagination in design
when you accent only the mini-
mum. You’ll probably get the
24-by-36-foot box house that has
become institutionalized in the last
few years.

I'm not being critical of the
. FHA homes built to these dimen-
sions. In the main, they’ve been
well constructed. The houses
didn’t fall down. But they’ve
pinched costs to a point that buy-
ers who could afford more — if
only they had access to favorable
financing terms—were obliged to
accept less.

Many of the families who re-
luctantly moved into two-bedroom
houses a few years ago are now
shopping for larger homes—both
new and existing — which more
adequately meet their require-
ments. FHA stands ready as never
before to help them. You are in-
terested in helping too.

With the new lower down pay-
ments and longer terms, we can
recognize the need of the growing
and expanding family for more
space, We’'ll see more three-bed-
room homes and four-bedroom
homes from now on. We'll have
more storage space, more closet
space. We’ll be able to make
greater use of the new folding

partitions.

No longer need FHA frown up-
on outdoor-indoor living as it is
afforded by functional contempor-
ary homes. This does not mean,
however, that every contemporary
fetish is sound nor that FHA
should go overboard to approve
every innovation. It does not
mean that the home buyer will
have the opportunity to choose
between contemporary and tradi-
tional design.

We all recognize that it is more
economcial to insulate a house
adequately while it is under con-
struction than to attempt to in-
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sulate it after it is completed. We
recognize, too, that a well-insu-
lated home will cost less to heat
in the winter and to cool in the
summer. Certainly FHA must
recognize these facts in its ap-
praisals.

But this matter, like most prob-
lems we encounter, isn’t quite as
simple as it sounds. There are
ramifications. For instance, how
far should FHA go in approving
zone control, with thermostats set
at different levels in different
rooms, to conserve fuel?

There are other technical con-
siderations which must be studied
thoroughly. With the help of the
Bureau of Standards of the Build-
ing Research Advisory Board and
of industry, FHA must learn the
answers.

FHA—A $40 Billion Institution

I think you will find it encour-
aging, however, to know that FHA
now is determined to find the
answers and to keep abreast of
the times. The FHA is a $40 bil-
lion institution with more than
5,000 employees. I think it’s about
time we began to realize we can’t
operate a 1954 concern with 1934
methods.

The construction industry, ac-
cording to the Department of
Commerce and the Bureau of La-
bor Statistics, will compile a new
all-time .record of $36 billion in
expenditures this year. FHA is
an important cog in the construc-
tion wheel. What we do, in other
words, can have a wholesome ef-

fect upon 'the national economy.
FHA will help you too. I am not
unmindful of my responsibilities
in this connection.

But more important is our opn-
portunity under President Eisen-
hower’s housing program to serve
the individual families of America
by helping them to live in better
homes. Te me, the human values
which are inherent in what you
and I are trying to do far over-
shadow the dollar values. Call it
“corny,” if you will, but I like to
feel that we are making life hap-
pier for those whom we are serv-
ing.

Under the Housing Act of 1954,
we for the first time are giving
our families the right to choose
between large homes and small
homes; between new homes and
older homes; between contempor-
ary homes and traditional homes
— according to their own tastes
and financial capacities. We're
making it easier for all to have
the homes they want. We’re mak-
ing it easier for all to improve
the homes they now live in.

Report of “Spec'ial Rights’’ Committee

In an interim statement regarding progress made in arranging compensation
to security dealers for soliciting the exercise of stockholder’s preemptive rights
in new offerings, Chairman John M. Hudson points out main purpose of Com-
mittee is to determine, on an industry basis, a course of action on the subject.

At the Annual Convention of
the National Security Traders
Association held at Atlantic City,
N. J., on Sept. 23, John M. Hudson
of Thayer,
Baker & Co,,
Philadelphia,
and Secretary
of the Asso-
ciation, deliv-
ered an inter-
rim report of
the “Special
Rights” Com-
mittee, which
is seeking a
solution of the
question of
obtaining
compensation
b y securities
: dealers for so-
licitation of the exercise of stock-
holder’s pre-emptive rights in re-
lation to offerings of securities.

The edited transcript of Mr.
Hudson’s statement follows:

It has been a privilege to work
on this Committee. Along with
the Secretary’s work, it has been
quite a little job—it has taken a
little time, but it is something
that I like to do, and I think that
any of us, if we really believe in
something, will approach the job
and accomplish something. May-
be you don’t all go along with the
thinking involved here, but the
principle carried out becomes a
dollar in your pocket.

; Ver_y few ot the other organiza-
tions in the business. for one rea-

John M. Hudson

son or another, mainly conflicts of

interests as between the members,
have seen fit to take a definite
stand on this thinking with regard
to compensating dealers on rights
transactions. -

A little earlier in the yeoar,
meetings were held in New York
to advance the use of a complete
study of the question. The Invest-
ment Bankers Association, with
the conflict in thought, could not
get the study that had been made

beyond the Board of Governors.
1 did, early in the year, get Phil
Clark’s approval, insofar as we
were concerned, to send out a
one-page summary pointing up
this study which was principally
the work of John Childs and Mar-
jorie Cruthers of the Irving Trust
Company. I feel that we are the
only ones that have gone on rec-
ord and used the substance of this
Study.

A little later in the year we
had a post card sent out suggest-
ing that you study and give con-
sideration to the Soliciting Deal-
ers’ Agreement in connection with
the Philadelphia Electric Com-
pany and similar offerings.

The great accomplishment, as I
see it up to the present time, is
the fact that the Philadelphia
Electric Company not too long
ago saw fit to compensate dealers
on their offerings. They are gen-
erally accepted around the coun-
try as being one of the top util-
ity companies. You gentlemen
should know that.the approach
to the Philadelphia Electric Com-
pany all came about by simply
exposing the management to the
thinking involved in the Study
implemented by their interest in
stockholder relations.

The management consulted John
Childs and various others, partic-
ularly Mr. Tegen of General Pub-
lic Utilities Corporation, to get
their opinions. As a result, deal-
ers around the country got their
30c a share on Philadelphia Elec-
tric, and got it on a decent basis
—in other words, they could man-
ufacture the stock — they could
build up clients’ holdings and sell
stock to new names, all under the
Soliciting Dealers’ Agreement.

As a member of a small organi-
zation, this did not amount to a
great deal of money, but it was
money that we would not other-
wise have had for doing the work.

Last Friday, even with the late
registrations coming in, and faced

with other Convention details, I
took a day off and had the privi-
lege of attending a meeting in
New York, at which were repre-
sented several segments of our in-
dustry. The main purpose was to
try to-determine, on an industry
basis, a course of action. As a re-
sult, we are proceeding on an
individual, not an organization
basis, to have the results and a
whole lot more of the thinking,
statistics, and so forth, published
very shortly in the “Public Utility
Fortnightly,” which of course gets
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