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EDITORIAL .

As We See It

The Fulbright “study” of the stock market has
come to a welcome close. It was not always
wholly “friendly,” but it was unable to uncover
any major abuses—since, as most of us knew
from the beginning, there were none to find. Mr.
Baruch’s coup de grace was hardly needed to put
an end to the hope of some of the politicians that

— areal “issue” might be found in Wall Street for
{use in the election campaigns next year. It had
already become clear that no such investigation
as this could really determine whether stocks
were ‘‘ too high” or not—as it should have been
clear that such a question was scarcely one for
-Congress to concern itself with. If a few investors
— or speculators, for that matter — insist upon
bidding :some stock up to a point not warranted
by the’facts, then in absence of manipulation or
other abuses such as once characterized the mar-

. ket, the matter had better be: left: wholly to.nat- .
ural forces to correct. And so the Fulbright effort -
can safely be left to historians to deal with. - :

- Our Investment Stake
In Latin America

By J. PETER GRACE, JR.*
President, W. R. Grace & Co.

Mr. Grace stresses the importance and magnitude of our
financial stake in Latin America and points to trend in
that area from production of raw materials to an indus-
trial economy under which the inhabitants can raise their
living standards. Cites recent entry of American firms in
Latin America, and the program of American partnership
with local concerns. Reveals recent large invesiment of
chemical concerns in South America. Concludes, though
we have actually stepped up our pace in Lalin America,
we still have a long way to go. Cautions American
investors in Latin America to stay out of local politics.

Economic Implications of
Guaranteed Annual Wage

By JULES BACKMAN*
Professor of Economics, New York University

Professor Backman describes the proposals for a Guar-
anteed Annual Wage and classifies the schemes as:
(1) unlimited guarantee of 52 weeks’ full pay; (2)
unlimited guarantee with proviso to protect employees
with designated senierity, and (3) limited guarantee
related to a pay-roll reserve fund. Discusses some eco-
nomic considerations connected with these proposals,
and concludes any program which is intended to pay
those who are unemployed' substantially as much as is
paid to those employed would result in an increase in
income for the nnemployed.

I would like to present to you a prospectus of Lati_n
America and submit it to your skilled analysis. Latin
America is developing more and more interest in man_‘y
paris of the United States. Perhaps some of you were in
New Orleans earlier this month at
the Inter-American Investment Con-
ference co-sponsored by Time-Life
International and the City of New
Orleans. Mr. Henry Luce and his
organization and the very progres-
sive businessmen of New Orleans
did a tremendous jon of bringing to-
gether almost 1,000 serious b.asiness-
men from botn continents of this
hemispher2. The amount of real in-
terest generated in investmeni op-
portunities in Latin America was
amazing.

The represzntation at the' Con-
ference was of the hignest quality
and the spirit of the groups {from
both sides of the Rio Grande was
progressive. Just to give you an idea of the type of
people attending this Conference, I ran into one group
of businessmen who told me that they had between $25

Continued on page 36

All economic groups desire protection against loss of
income,: In recent -years, this objective has been given
increasing emphasis by workers in mass production in-
dustries. Such production workers are. hired and paid

by the hour and understandably are
. concerned about the loss of income

when they are not employed. Unem-
ployment insurance provides a par-
. tial offset against the loss of -income
attending the loss of a job. However,
the liberalization of the unemploy-
ment insurance laws has lagged be-
hind the sharp rise in wages of the
’Forties and ’Fifties. Thus, today
many.workers receive relatively less
income protection in terms of lost
wages than they did when the pro-
gram started. Government- officials,
union leaders, and others have noted
this lag and called upon the State
legislatures to correct the situation.

At the same time, several large
unions have demanded that workers be paid substan-
tially their full wage when jobs were lost.

Guaranteed wage plans have been in operation in this

Continued on page 28

Let no one suppase, however, as there seems
to be 'some likelihood that some" will- suppose, -
merely because the Senator could not find any
abuses in the stock market, that we have no eco-
nomic problems on our hands or that no major
economic hazards lurk in our path. Mr. Baruch
is quite right in saying that the stock market is
not the cause of fever, but merely a thermometer
which registers it. Unfortunately, this thermom-

- eter is not always fully responsive to underlying
* conditions, but tends rather to register semi-
popular impressions of current conditions—which
are not always fully in accord with the facts. In
1929 it registered quitg erroneous ideas of what

Continued on page 35

Jules Backman J. Peter Grace, Jr,

*An address by Mr. Grace before the Central States Group,
irévestsr;;nt Bankers Association of America, Chicago, Ill.,, March
y 1 .

*An address by Prof. Backman tbefore the Society for ‘the Ad-
vancement of Management, New York City, March 11, 1955,

SECURITIES NOW IN REGISTRATION — Underwriters, dealers and investors in .cor-
--~porate securities are afforded a complete picture of issues now registered with the SEC
and potential undertakings in our “Securities in Registration” Section, starting on page 48.
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| New York Hanseatic
’ Corporation
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Assoclate Member
American Stock Exchange
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Members
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Trading Markets
American Furniture Company
Alabama-Tennessee Natural
Gas Company
Commonwealth Natural Gas
Company
Dan River Mills
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Since 1932"Specialists in
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F. W.
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Bell System Teletype: RH 83 & 84
Telephone 3-9137

Trading Markets
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Preferred

Waﬂm & @
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Members New York Stock Ezchange

25 Broad St., New York 4, N. Y.
Phone: DI 4-4460 Tele: NY 1.3222

’ u [
The Security I Like Best
A continuous forum in which, each week, a different group of experts
in the investment and advisory field from all sections of -the country

participate and give their reasons

for favoring a particular security.

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

STUART M. BERINGER

Assistant Treasurer, P. W. Brooks &
Co,. Inc., New York City

Glan-Gery Shala Brick Corporation

Glen-Gery common stock im-
presses me as a strikingly under-
valued issuz with no apparent
weakness to justify this situation
when securi-
ties in general
are bheing
valued rather
generously.
For here is a
superbly man-
aged company
that is a leader
in a prosper-
ing industry, ¥
whose sales 7
have for years g
been in an
uninterrupted ?
upward trend,
whose effi-
ciency is ap-
parently second to none due
largely to its extensive and con-
tinuing program of plant modern-
jzation and expansion, whose
profits are at record levels and
whose common stock, neverthe-
less, is selling at but 6.9 times 54
earnings 'to yield about 8.0% on
last year’s dividends.

Summarized below are the high-
lights of this interesting situation
together with a more detailed de-
scription of the company’s busi-
ness.

(1) Glen-Gery is the largest
producer of face brick in the East.

(2) Sales have increased in each
of the past ten years, rising from
$807,000 in 1944 to a high of
$6,457,000 last year. Since World
War II the company has operated
all plants substantially at ca-
pacity.

(3) Profits of $652,000 were at
a record level in 1954, and, since
all indications point to a continu-
ation of a high level of building
activity, profits and dividends are
likely to be higher in 1955.

(4) Glen-Gery offers a wider
range of colors, textures and sizes
of brick than any other producer
in its area. One-third of output
is free of competition in that it
consists of types of brick not made
by any competitor.

(5) Since World War II, ap-
proximately $6,180,000 has been
expended to expand plant capaci-
ty, to increase manufacturing ef-
ficiency and to diversify and im-
prove the quality of the company’s
products. Largely as a result of
such expenditures, pretax profit
margins, which ranged between
5.4% and 6.5% from 1940 to 1942,
have sharply widened, increasing
to between 20% and 28% in each
of the postwar years.

(6) The company in 1954 em-
barked upon a $5,000,000 4-year
program of capital improvements
and expansion, a major objective
of which will be to adapt addi-
tional facilities to the production
of oversize brick, for which de-
mand continues to grow.

(7) Earnings per common share
in 1954 were 78c and dividends
totaled 45¢. The common stock is
currently quoted in the over-the-
counter market at 5% bid, 5%
asked, providing the unusually
generous return of about 8% %.

Founded in 1908 and incorpo-

z !
Stuart M. Beringer

1950
Glen-Gery . 26.7%
Hydraulic Press Brick__. 17.8
Illinois Brick Co 11.2
Metropolitan Brick Co... 16.1
Sayre & Fisher Brick Co. 19.6
United Brick & Tile 193

#In liquidation, N.A.—Not available.
I :

rated -in Pennsylvania in 1939,
this business has had an impres-
sive record of steady, long-term
growth, During the postwar pe-
riod shipments have more tnan
doubled from 83.8 million brick
in 1946 to 171 million last year.

The company manufactures face
brick used in the construction of
practically all types of residential,
commercial and industrial build-
ings, hospitals and government
buildings. The brick is made
largely from shale, the use of
which permits the making of
hardened, well-burned brick hav-
ing permanent colors as well as
advantageous structural, absorp-
tion and strength characteristics.
Constant experimentation involv-
ing the blending of various types

| of shale or clay, controlled varia-

tions in the manufacturing process
and the addition of sand and
chemical coloring matter have re-
sulted in the numerous varieties
of colors, textures and sizes of
Glen-Gery brick.

The company’s output consists
largely of standard size brick,
which is used primarily for ex-
terior walls and to an increasing
extent for decorative interior use.
In addition, the company has been
rapidly increasing its production
of “oversize” brick, for which de-
mand continues to grow due
largely to the savings in construc-
tion costs afforded thereby. Sales
of oversize brick currently ac-
count for approximately 20% of
the company’s sales, and a major
objective of the proposed plant
improvement program will be to
adapt- additional facilities to its
manufacture.

Glen-Gery products are sold by
its own salesmen in the local mar-
kets surrounding its plants and to
distributors and dealers in other
areas. Its principal markets are
in Pennsylvania, New York, New
Jersey, Maryland and Delaware
and the New England states.

Our belief that Glen-Gery’s fa-
cilities are the most efficient in
the industry is supported by the
tabulation below of pre-tax profit
margins for those brick companies
for which financial information is
publicly available.

Note, moreover, that Glen-
Gery’s profit margins since 1952
have been. adversely affected, not
only by more competitive condi-
tions, but more importantly to the
fact that, since the acquisition of
the two York plants in 1952, the
operation of these facilities (ac-
counting for roughly 15% of total
output) has been on an unprofit-
able basis. With the complete re-
building of one of these plants
last year, including a third tunnel
kiln, this division should hence-
forth be a substantial eainer,

The company’s ten plants have
an- aggregate floor space under
roof of approximately 1,100,000
square feet, They are all located
in Pennsylvania within a radius of
about. 100 miles of Reading, and,
while originally built many years
ago, have been substantially re-
built and improved in recent
years.

Glen-Gery’s postwar capital ex-
penditures of $6,180,000 were
largeley for improvements and
additions to facilities and included
the installation in 1950 and 1951 of
the company’s first tunnel kilns.

Pre-Tax Profit Margins:
1951 1952 1953
26.1% 20.0%

193 143
6.9 116
19.1 16.4 N.A.
16.6 4.5 N.A.
19.5 14.1- *

1954
19.7%
14.2
15.3
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This Week’s
Forum Participants and
Their Selections

Glen-Gery Shale Brick Corpora-
tion—Stuart M. Beringer, As-
sistant Treasurer, P. W. Brooks
& Co.,New York City. (Page 2).

Marshall Field & Company—Ed-
ward S. Wilson, Manager . of
Research Department, Hall-
garten & Co., New York City.
(Page 2).

These kiltis permit a continuous,
largely automatic burning opera-
tion with very substantial savings
in labor costs. All kilns and stor-
age areas were placed under cover
to permit ‘all-weather production,
and plants were mechanized and
re-equipped to increase efficiency,
improve quality and permit a
wicer diversification of products.

The company’s current financial
position is exceptionally strong
with substantial cash funds avail-
able for the continuation of its
capital improvement and expan-
sion program. On Dec. 31, 1953
current assets of $3,462,000 in-
cluded cash items totaling $2,732,-
000 and compared favorable with
current liabilities of but $1,036,000
and total liabilities of $3,166,000.
Capital securities consisted  of
130,129 shares of 6% first pre-
ferred stock, $10 par (convertible
into two shares of common stock),
and 817,741 shares of commol
stock, 50c par. :

Sales and earnings for the first
two months of 1955 are well ahead
of those realized in the compar-
able period last year. The outlook
for the full year is promising ani
profits are expected to reach a
new high, in which event divi-
dends aggregating 50c are a dis-
tinct possibility. Over the longer
term there seems to be no reason
why the steady progress recorded
in the past should not be main-
tained, with resultant larger sales,
earnings and dividends.

EDWARD S. WILSON

Manager, Reseach Department
Hallgarten & Co., New York City
Member New York Stock Exchange

Marshall Field & Company

In our opinion, the common
stock of Marshall Field, the great-
est name in Middle West retail
circles for over 100 years, is defi-

nitely “behind

the market”
for depart-
ment store
equities at the
present time,

The current

yield .of 5.8%

on the well-

secured $2

common divi-

dend rate is
" above the av-

“erage:: . More-

vover; the ad-

ditional earn-

ings expected

to be derived
from four proposed new suburban
stores over the next three years
indicates worthwhile capital ap-
preciation possibilities. (We esti-
mate that these new stores could
add at least 60 cents per share to
annual earnings.) Capitalization
is relatively light and, as a result
of the sale of Fieldcrest Mills for
$26.6 million on Sept. 30, 1953,
working capital is greater than

Edward S. Wilson

required in the company’s normal |

business even allowing for the an-
ticipated expansion program.
Since its formation in 1852,
Field’s, the city’s largest store,
and Chicago have grown together.
The block square main store in the
“Loop” has long been famous not
only in the Middle West but
throughout the world. Marshall
Field, perhaps the greatest of the
merchant princes, bought into
partnership with Potter Palmer in

Continued on page 41
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Responsibilily of Federal Reserve

And Bankers in Avoiding Inflation

~ By FAYETTE B. SHAW

Assistant Professor of Economics
University of Illinois

Professor Shaw describes the banking process whereby the

, receiving of deposits and the making of loans have an infla-

f tionary effect. Says bankers also contribute to inflation by

’ buying bonds directly from the government through the process = ™
of crediting the government with the amount of the purchase.:
Lists government budget deficits, and Federal Reserve policies,

as other sources of inflation, and calls attention to the banking

system’s responsibility in avoiding undue expansion of credit
and keeping the public welfare in mind in making loans.

Whatever the near-term pros-
pects of business, the most serious
longer-range problem is inflation.

Over the years, the safeguards
set up to
protect the
dollar have
been weak-
ened as
restrictions

around the
Federal Re-
serve System
have been
lessened, and
with the
growing
sentiment that
government is
responsible-
for full em- "
ployment and production, the
likelihood is that policies will be
adopted which will be infla-
tionary, with the. possibility that
the dollar will go the way of the
mark, the franc, and the lira. If
this "is to be prevented, the
responsibility of the banking sys-
tem and of the bankers is great,
though they are not the only
groups which should feel such re-
:sponsibility.

Oftentimes bankers themselves
do not realize the part they play
as individuals in promoting in-
flaton. In addition to making a
profit for the bank, two attitudes
«dominate their thinking, both of
which are inadequate in evalua-
ting their influence. First, a
banker feels that he should ac-
«commodate his customers. Second,
the banker lends his deposits.
Both of these are partly in error.

When a loan officer sits at his
desk and talks over with a cus-
{omer the proposition of a loan,
he warts to protect the solvency
of the bank, he wants to serve-a
good customer and thereby the
community, and he wants to make
a profit for the bank. A higher
authority in the institution, per-
thaps including himself as one
member of that authority, has es-
tablished the framework of the
lending policy, and within that
framework the loan officer con-
siders each application before him
on its merits. The impact of the
Joan on the borrowing company
is most important, on the com-~
anunity somewhat less so, and .
the economy as a whole so remote
as to receive only vaguely passing
attention. In a time when infla-
tion threatens this may not be
enough. :

To the banker it seems obvious
that he lends his deposits. His
customers bring their money in
and leave it with the understand-

Fayette ‘B. Shaw

ing, in the case of demand de-
posits, that they withdraw at any
time. The. banker can lend these
deposits safely because he knows
by experience that not all of his
depositors are going to want all
their money at thé same time. If

they should have such distressing

desires, as they did prior to and
leading up to the Bank Holiday of
1933, the, banking system could
not function at all. But we may
hope that the insurance of bank
deposits plus such responsible
management that customers will
always have confidence in their
bankers will prevent loss of con-
fidence in futurew=-

Banks Can- Create Deposits

But bankers not only lend their
deposits, they also create new de-
posits “out of thin air” as it were,
and thus contribute measurably to
inflation. Whether they realize it

or not, they actively determine, -

maybe individually, certainly col-
lectively, whether a nation will
have inflation. When a bank
makes a loan, it acquires a new
asset posted under the heading
of loans and discounts. If the
borrower takes the proceeds in
cash, there is no inflationary ef-
fect. What some depositors have
brought in in cash is transferred
to the bhorrower. However,  the
usual way of taking the proceeds
is to credit a deposit account.
Here is purchasing power which
did not exist before, but is now
ready to be spent on goods and
services, just as cash would be
used. New purchasing power has
been created out of thin air. Of
course, the reserve ratio must be
maintained.

For example: Suppose the bank
must maintain a legal minimum
reserve ratio of 20%. On $10,000,-
000 - of legal reserves, deposits
must not exceed $50,000,000. But
the loaning officer, considering
just. this one loan, may have little
or no conception of the limitations
of the reserve. Or perhaps he does
understand this, but the making
of this particular loan does not
involve any such -consideration.
The merits of this loan are his
only concern.

However, somewhere in  the
bank, officials are keeping tabs

7n the actual reserve and the re-

quired legal reserve, and if the
actual ratio is less than the re-
quired, they sell bonds on the
open market or to the Federal
Reserve Bank, or they borrow at
the Federal Reserve or rediscount

with it, and add the proceeds to

the bank’s legal reserve. This can
Continued on page 44
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Arizona—the “'Z"' Is for Zoom

By IRA U. COBLEIGH

Enterprise Economist

A brisk look at Arizona through a kaleidoscope of Kilowatts
—to be specific Arizona Public Service Company.

When it comes to population
growth, Arizona is our number
one state. A sunny climate, com=
fortable winter temperatures,

warm by day

and cool by
night, the
right degree
of humidity—
all” these ‘in«
-, gratiating me-
teorological
qualities have
operated to
make Arizona
not only the
most popular
state among
the pension
and retire-
ment set, but
mighty attrac-
tive to younger folks looking for
prosperity, progress and health to
be enjoyed in winsome weather.
Not only does Arizona lead in ex-
pansion of population; it also is
tops in rate of rise in retail sales,
farm. income, bank deposits and,
for today’s discussion, electric
power consumption. For fanciers
of growth in our economic scene,
you’ll hardly find a fancier ex-
ample than Arizona.

But we digress. We are going
to talk about Arizona Public
Service Co, and that we will. It’s
a first rate utility by any stand-
ards. Formed as a merger in 1952,
of Central Arizona Light Co.; and
Arizona Edison @o., it now serves
270,000 customers and produced
total operating revenues in 1954
of $34,548,000. This income was
divided into 72% electric, 25% gas
and 3% from water and miscel=-
laneous sources. Fanning out from
Phoenix, the facilities of this for-
ward looking utility spread from
the; Grand Canyon on the North,
down to Douglas; and. from  the
Painted 'Desert in northeastern
Arizona, across to Yuma on the
Colorado River. Altogether; Ari-
zona Public Service covers 40,000
square miles in 10 (out of 14)
Arizona counties, making its prod-
ucts available to about 62% of the
state’s population. Quite a com-~
pany, in quite an area,

While the rapidly increasing
popularity as a residential and a
resort state (2 million visitors a
year bringing in $160 million in
tourist income) is well known, the
magnitude of its industry is per-
haps less appreciated. Agriculture
ranks number one, bringing in
$350 million in 1954, Cotton leads,
followed by livestock, vegetables
and citrus fruits. $275 million in

lra U. Cobleigh

gross income was racked up last
year by manufacturing, with sub-
stantial plant expansion in the
area by AiResearch, Reynolds
Metal, Royal Manufacturing Co.
and Motorola Copper production,
for which Arizona has long been
famous, put mining in third place
with $263 million and with all the
uranium mining and milling now
uhder - way, -mining ~might ' even
move ahead of manufacturing in
1955.

All this background in economic
geography has been presented to
both = explain - and justify - the
rapid expansion of facilities of
Arizona . Public Service. . Since
1945, $113.6 million ‘have been
spent on new construction—$26.6
million “last year® alone. The big-
gest recent outlay was the new
200,000 kilowatt generating unit
at Red Rock, half the canacity
going into service July 1, 1954 and
the other half juicing up the
transmission lines some time this
summer. This construction will
bring electric generating capacity
to above 500,000 k.w. with the
company producing perhaps
around 75% of its needs, and buy=
ing the rest. §

Gas distribution is made up of
natural gas supplied, and brought
in by pipelines from New Mexico
and Texas, by El Paso Natural
Gas Company. About 125,000 gas
customers are served.

The water service is principally
to the City of Yuma, piped from
the Colorado River.

A look at the gross earnings
curve is rewarding. In the ten
year period 1945-54, operating
revenuesadvanced remarkably
from $9,335,000 to $34,548,000
(1954). The corresponding expan-
sion of nmet income after taxes in

the same time interval is equally

inferesting — from $1,095,000 to
$4,589,000 in 1954. Also in the
same decade, common dividends
rose from $594,000 to $2,376,000.
It is growth of this order that tabs
Arizona P. S. as probably the
most rapidly growing major
American power and light enter-
prise.

To finance the related enlarge-
ment of plant, substation and dis-
tribution facilities at such an ac-
celerated rate, Arizona has offered
at regular intervals its bonds and
shares to a receptive public. - Two
issues of common stock were of-
fered in 1953 and, last year, $15
million in bonds and $7% million
in '$4.35 preferred stock were
swiftly placed, mainly with insti-
tutional investors. As a result of

Just mention

‘\IICHIGAN

Michigan offers.
Name some?

find them for—

Detroit Bank

Detroit Harvester Co.
Gerber Products Co.
Kellogg Co.

Michigan Gas & Electric Co.
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. .. and most people start thinking about cars.
But some of them start Ihmkmg about stocks instead .
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Michigan National Bank
National Bank of Detroit
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Upper Peninsula Power Co.

Latest guotes? Juat contact—
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NEW YORK 5, N. Y.

Offices in 106 Cities

these flotations, capitalization is
now about 55% in bonds, 16% in
preferred and 29% in common
stock., The 2,640,000 common
shares traded over the counter
now sell ‘about 24 and -assuming a
$1 dividend for 1955, the yield is
just a bit above 49%. This is a
little below average return for an
electric stock, but can be quite
easily explained by the historic
growth rate of the property. In
any event, Arizona P. S. has a
large and growing family of
shareholders, 18,800 at last count,
25% Arizona residents,

Just climate, population and ter-
ritory alone would not be enough
to. .account. for the sustained and
well .balanced. progress -of.. this
enterprise. Management has
counted for a lot. This is evi-
denced not only by the long range

The Commercial and Financial Chronicle .

plant expansion cited above. It is .

shown by fine employee relation-
ship, nurtured by a merit system
for advancement, a complete pro-
gram for hospitalization, group
life insurance, pension, and stock
purchase through. payroll deduc-
tion. As a result, over 20% of the

2.244 employees have been with,

the company for more than ten
years.

Management, too, should be
credited for business promotions
which added $5 million in new
business last year, generated in
part by 16 electric appliance
shows throughout the State. This
company was, in fact, cited by
General Electric  for its 1954
“More Power to America” award,
given each year to the utility that
does the best job of promoting in-
dustrial electrification,

The much heralded and pro-
phesied use of atomic reactors for
electric generation is not being
neglected at ‘Arizona P. S. Co.
This company with eight others in
the region, formed in 1954 the
Rocky Mountain Nuclear Power
Study Group to project a plan, for
a nuclear power reactor in the
Southwest. When power is atom-
ically produced, Arizona will be
in there switching! Solar power,
too, is being-explored with Mr.
Henry B. Sargent, President of the
company, heading up the Associa-
tion for Applied Solar Energy.

Some adverse talk about Ari-
zona is occasionally heard respect-
ing possible water shortage. The
present supplies appear quite ade-
quate, and if the state wins its
legal battle with California over
claimed diversion of the water
flow of the Colorado River, then
Arizona ,jwill. have a much en-
larged water. reservoir,

Just another note about the
progresslve athtud,es in the State
of Arizopa may prove ‘of toical
interest.” You scarcely think of

]

Arizona .as a seaport -state;:yet’

there are certain plans aioot that
might bring, with perhaps only
one lock, a northward extension
from the Gulf of California, cre-
ating a seaport in Southwestern
Arizona. To the quotation ‘“the
desert shall blossom like a rose”
may be added “the desert shall
blossom into a harbor!” :

- In any event, Arizona seems a
pretty good section for a' utility
to operate in; and for those seek-
ing to switch out of volatile mar-
ket issues into one offering greater
stability; or seeking a new invest-
ment involving a quite predictable
amount of growth, a stock like

Arizona Public Service common

might perhaps fill the bill. Ari-
zona is a zooming state. You still
have time left in the winter sea-
son for a visit there; perhaps to
Phoenix where are located some
of the swankiest resorts in Amer-
ica, - Their swimming pools are
pumped and lighted by Arizona
Public Service!

King Merritt Adds
(Special to THE FINANCIAL CHRONICLE)
LOS ANGELES, Calif.—Ronald
L. Cummings has been added to
the staff of King Merritt & Co.,
Inc., 1151 South Broadway.

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

The
State of Trade

and Industry

J
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There was no sxgmflcant change in over-all industrial output

for the nation-at-large in the period ended on Wednesday of last
week, notwithstanding the fact that major advances were scored
in constmctlon activity. When compared with the like period a
year ago total production for the week was close to 9% higher.

With respect to the nation’s employment situation, continued

claims for 'unemployment insurance benefits in the week .ended

March 5 were 19% below a'year ago; new claims in:: the week %

ended March 12 dropped 29% from the comparable week in 1954.
Factors contributing to these declines included the continued im-
provement of the apparel industry, an increase in outdoor activ-
ities, recalls to work in the primary metals and transportation
equipment industries and the exhausting of benefit rights by some
claimants. .

A report from the United States Department of Commerce
states that industry currently plans to moderately increase its
expenditures for new plants and equipment. This anticipated:
gain plus expectations of higher retail and wholesale activity
testify to confidence in the economic outlook in the months ahead.

Steel demand is approaching its seasonal peak and indications
are that the market buildup, spurred by pressure from virtually
all industry, will hit its high point in April, states “The Iron Age,”
national metalworking weekly this week. Ingot rate will reach
96%, perhaps 97% of capacity before leveling off.

The basis for this short-term outlook is the terrific demand
from automotive companies in the critical production period just
ahead. The car makers underestimated the strength of the new
car market and are trying to make up for lost time.

Meanwhile, automotive pressure has created tense feelmg'
among steel consumers. Everyone is clamoring to get his require=:

ments on the books and from the mills as fast as producers can: .

handle them. This will pitch steel production to near-record levels
before the downturn comes, declares this trade journal.
A summer leveling off can be expected. But on a seasonally-

adjusted basis it probably will indicate an improvement. and .

continuation of the recovery movement.

There will be another upturn following the summer breath-
ing spell. The strength of the market rests on such a broad base
that another surge is just about certain in last half of the year,
“The Iron Age” points out.

Along with automotive, constructlon oil and gas, and con-
tainers, the farm market is moving up strongly Despite lower
commodity prices and reduced purchasing power, the farmer is
buying because he needs steel and steel products. Last year he
was virtually out of the market.

In some products there definitely will be carryovers from
second into third quarter. Some mills already are. talking about
extensions of up to three weeks. over scheduled delivery after
April 15, continues this trade authority.

Steel and automotive labor are having an influence on thev

market. The outcome of auto labor negotiations are uncertain
at the moment. In steel the odds favor peaceful settlement of
forthcoming talks between the industry and the United Steel
Workers.

Concluding, this trade magazine observes .that the chance_s'

are negotiations in steel will wind up with a moderate wage in-
crease followed by a compensating price boost.

In the automotive industry, new all-time peaks set by United
States-Canadian car and truck manufacturers two weeks ago
were due to be eclipsed the past week as most producers en-
deavored to satisfy customer orders and meet anticipated market-
ing demand.

“Ward’s Automotive Reports” said that the March 21-26
programming indicated new records in these categories:

(1). U. S. passenger car production—177,843 against previous
week’s all-time high of 176,194; (2) combined U. S. car and truck
volume of 204,692 units, compared to a mark of 201,503 set two
weeks ago; (3) Canadian car production of 10,310 units, erasing
preceding week’s crest of 9,872; (4) U. S. and Canadian car output
of 188,153 units, bettermg the 186,066 volume reached during
March 14-19; and .(5) a combined peak of 216,777 cars and trucks
from United States and Canadian plants. - -The all-time top point
was reached two weeks ago when 212,776 vehicles were buil

In addition, combined Canadian car and truck constructio
could reach a new record in the latest week. Programmed are
12,085 units, while the all-time high is 12,094 obtained during the
week ending May 2, 1953.

The current production pace finds United States output of
cars and trucks in 1955 (2,239,036) running 37% above like 1954
(1,629,289). Car volume (1,997,698 to 1,358,573 last year) is up by
47%, while truck output, (241,338 to 270,716) is lagging by 11%.

United States manufacturers, meantime, expect to build 786,-
000 cars—a new monthly record—and 104,000 trucks in March,
bringing combined United States car and truck production to a
new quarterly height of 2,379,000 jobs. Included in the aggre-
gate is the top quarterly car output (2,121,000); previous peak had
been 1,898,783 in July-September, 1950, when the record com-
bined car and truck schedule (2,249,284) was tabulated. The top
monthly car total thus far was reached in June, 1950 at 720,100
vehicles.

Steel Operations Set This Week At 93.6% of Capacity

Steel demand and production are exceeding many expecta-
tions, says “Steel,” the weekly magazine of metalworking, the
current week. Now that the first quarter is almost over, what is
ahead for the rest of the year?

Production will continue to rise in the second quarter, decline
in the third and rise again the fourth, states this trade magazine.
Continuing, it says, the year’s output of steel for ingots and cast-

Continued on page 46
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Observations . . .

== By A. WILFRED MAY

“A Little Knowledge

Applauders of the results of the
——Fulbright Study of the Stock Mar-
ket are concentrating their en-
thusiasm on the alleged “educa-
tional” fruits
of the pro-
ceedings. But
to us the in-
ference about
education via
the sessions in
the Senate Of-
Iﬁce Building’
is- completely
fictitious; the
real fact being
that these
hearings have
affirmatively
confused the
inexpert
mem bers of
the Congress, left the lay. public
bewildered and/or misled them
via the newspaper accounts, and
beclouded for the future the prop-
. er purpose and course of any Con-
gressional Investigation into this
area. (In this connection it should
be recalled that at the start of the
epochal Stock Market Investiga-
tion in 1933 Mr. Pecora succeeded
... in getting a clear line of direction
with adequate authority only as a
result of the prior protesting with-
drawal of Irving Ben Cooper.)

As anticipated in this space,
both direction to the present in-
quiry and the basis for further
Congressional exploration would
have gained by having scheduled
the SEC’s Chairman as the first
witness rather than almost as an
after-thought. This would have
done much to clarify the issues
and establish their framework.

A. Wilfred May

Basic Clarification

* When the Commission’s spokes-
man finally did appear before
the Senators, he pointed out
that basically the SEC has power
to provide a free and unmanip-
ulated market; and that accord-
ingly the Securities Exchange Act
of 1934 was essentially directed
-. against specific abuses. He ex-
plained that the existing legis-
lation, except: for the provision
for margin requirement, did not
provide any check on the popu-
lar will to speculate; that the
-~ Act leaves the individual perfeetly
free to go into the market place,
if he so desires. In fact, the
restoration of investors’ confi-
dence has been one of its affirma-
tive aims.
. Also, during the Chairman’s oc-
cupancy of the witness. chair—at

a Dangerous Thing”

the hearings’ penultimate session
—he very aptly classified the sev-
eral underlying legislative policies
on which the securities laws are
based, as follows:

(1) The requirement for dis-
closure.

(2) Prohibition of unlawful acts.

(3) Imposition of civil and crim-
inal liabilities and penalties.

:(4) The exercise of administira-

‘tive and regulatory. powers by, t.he
‘Commission; and .- (

(5) Self-regulation by natlonal
securities - exchanges and regis-
tered associations of securities
dealers.

While the “educational” value of
these basic explanations by Mr.
Demmler was in any event negated
by the sparse attendance on the
part of Committee members as
well as by its skipping by the
press, they could have been con-
structively used at the beginning
of the proceedings for essential
clarification and . framework for
the ensuing fortnight of. discus-
sion. .
More Mis-Timing

Likewise achievable by better
programming would have been

. the opportunity to consider as

a basic assumption of the
entire “Study’s” agenda, Mr.
Demmler’s enunciation of the
Commission’s considered convic-
tion that the securities markets
are not being manipulated in con-
travention of the Act; along with
the information developed that
the recent years’ rises, which in-
cited the Study, have not entailed
any increase in abuses. Surely
receipt of this official information
at the outset would have been in-
valuable at least in fixing the area
of subsequent discussion.

Likewise deserving basic con-
sideration at this or possible fu-
ture investigations—at least as a
point of departure — was this
statement by the SEC’s Chairman:
“I have no recommendations to
make either for additions to or
subtraction from the Commission’s
powers over manipulation. I point
out, however, that the inherent
complexity of the subject is one
which will continue to challenge
the best efforts of the Commission
and of the governing authorities
of exchanges and securities deal-
ers associations.”

Also basic to a genuine inves-
tigation—in contrast to the pleas-
ant but superficial and uncoordi-
nated discussion that took place
— would haye been a thorough

CARL W. STERN
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‘control by these’

. . The Commercial and Financial Chronicle

" weighing of the relationship re-

garding injury or fraud between
State law, Federal law, recourse
to State.and Federal Courts, the
SEC, and the State Commission;
with inspection oOverhanging by
one of the inpecting agencies,
namely an exchange, the NASD,
State authority or the SEC.

' That Nettlesome “Government
Guarantee” Inference

Again a matter which merits
much greater °consideration than
the cursory mention made of it
at the hearings’ end is the chronic
misapprehension about the raison
d’etre of the SEC and the balance
of Federal regulauon, anu tue
need to counteract the seemingly
irrepressible inference of a stamp
of government approval; and spe-
cifically to make'it elear that dis-
closure does not -even automati-

cally eliminate unreliable .infor-:

mation or the possibility of undis-

closed abuses; that the SEC does'
not audit the accuracy of dis-

closures.

Tuis d)fflculty of d1s1llus10nmg
the public about *“government
guarantee” ‘has been constantly
cited by the Britishers concerned
with their Companies Act as the
chief reason for their reluctance
to follow our comparative strin-
gency in financial regulation. Un-
fortunately the Fulbright doings
have accomplished littie in pubuc
ecucaticn on this question here,
or in seriously weighing the re-
sultant regulatory policy -to meet
the problem,

Institutional Participation
“Problem”

A phenomenon teniatively
brought up throughout the Hear-
ings by Senator Lehman is the
growth in institutional and group
buying. The buying of equities by
insurance companies, savings
banks, commercial banks and pen-
sion funds, whose available moneys
now amount to $66 billion, or 28 %
of the value of all the securities
traced and listed on the New York
securities markets, have incited
expression-of the following fears:

(1) That these large purchasers
continuously and increasingly re-
duce the available supply of cer-
tain securities, thus limiting the
freedom of the market, and inten-
sifying its vuinerability to manip-
ulation.

(2) That through these group
purchases, which are made by
relatively few companies, it would
not be difficult for these groups to
gain control of our industrial,
commercial and railroad and
banking concerns, and thus take
over their operation.

(3)- A general objection to their
lessening the supply of common
stocks.

(4) That their income tax ex-
emptions may: constituté inequity.

The Other Side of the Question
On' the other hand, in defense
of institutional investment par-
ticipation much can be said, as
Senator Lehman very broadmind-
edly agrees, as for example:
(1) Particularly germane to a
market study is their advantage
in up-grading market participa-
tion through their informed ac-
tivities  and

hence furthering the Commlttee s

‘own. professed . desideratum - of

reducing the volatile speculative
element.

(2) It should not be assumed
that the mere fact of their pos-
sible exercise of control is per se
an evil, without explaining why

less in the public interest than
our existing system under which
real control lies in non-owning
self - perpetuating management
through the default by the scat-
tered inarticulate .owning stock-
holders,

. (3)_The attachment of abuse to.
“mere reduction in the supply (un-
limited?) of stocks here, as has

recurred. .throughout these_hear=

-most scanty cognizance from the

long-term holding -
‘with an investment attitude; and

institutions is.
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ings, seems absurd. If price goes
up as the result of a changed
demand- supply ratio in ‘a free
market, that is fine! (Durmg bear
markets, the complaint is always
about under-demand. )

(4) With taxation, including
capital gains, payable by the ulti-
mate recipients in the ordinary
course, the tax favoring is not as
marked as is often supposed.

(5) Under the Investment Com-
pany Act of 1940, sec. 14 (b), as
this column has pointed out, there
is an effective  prohibition on the
funds’ exercise of control through
size. The SEC is now studying the
process in the case of groups out-
side of the funds’ area; of which
the Senate Committee was un-
aware' until the closing hours of
the hearings. )

‘This".question . of:; institutional
control:: assuredly..: is, 7intimately
bound up with ‘that’ broad and
basic problem of the divorce of
corporate ownership from control,
whose ramifications received' the

questions of the restrictions on
short-selling and on seiective
margin control as advocated by
_Mr. Eberstadt, and on insiZer-
trading, Mr. Demmler refused to
render any opinion whatever; and
the Senators are not receiving
any “education” elsewhere. Surely
these situations, along with others
cited above and by us in previous
articles, deserve as- much ques-
tioning as that actually aired on
such vicarious items as automobile
pricing, monopoly, the profits of
defense industries, the welfare of
the farmer and even the position
of the market!

Instead of “education,” the
Study in many facets has been af-
fording merely “a llttle knowledge
—a dangerous thing.”

"COMING

EVENTS

In Investment . Fi:ld

Committee.
b April 4-8, 1955 (Phlladelphla, Pa.)
Institute of Investment Banking
at University of fennsylvama

April 21, 1955 (New York City)
Association of Customers’ Bro-
kers anniversary dinner at the
Sheraton Astor Hotel.

April 24-27, 1955 (Houston, Tex.)
Texas Group Investment Bank-
ers Association spring meeting

Question Ripe for Exploration
A variety of other pending ques-
tions germane to the Study called
for thorough exploration. Among
these was a conclusion of some
kind due about the philosophy of
the Frear Bill, which proposed
legislation would subject com-
patmel?‘ l\gfxth 303 or hm&re sleicu-
rity holders and wit million
of more of assets to the reporting, at the Shamrock Hotel.
proxy solicitation and inside trad- Apr, 28-29, 1955 (St. Louis, Mo.)
ing and liability provisions of the St. Louis Municipal Dealers
Securities Exchange Act. Intro- Group annual outing.

duced in the 79th, the 81st and A A
te : pr. 29, 1955 (New York City)
the 82nd Congress, it is still up Security Traders Association of

for action there. Chairman  New york annual Dinner at the
Demmler was of no help in “ed- Waldorf Astoria.

ucating” the Committee. here,

refusing to express any opinion May 8-10, 1955 (New York City)

whatever on the merits or de- = National Federation of Finan-
o cial Analysts Societies at the

merits.
A kindred question meriting put = Hotel Commodore
May 13, 1955 (Baltimore, Md.)

receiving no attention, is the in-
congruous situation ensuing from Baltimore Security Traders As-
sociation Annual Spring Outing

the issues still preferentially en-
joying unlisted trading privileges . at the Country Club of Mary-

on exchanges while escaping some land.
of their important corporate obli- ... .
gations—the subject of a memo- Maysi,giﬁé,s)m% (White Sulphur

randum by this writer read into
the record by Staff Director Wal-
lace at the request of Senator
Lehman during the questioning
of Mr. Demmler.

And the currently controversial
but timely and urgent question of
proxy rights and administration
was glossed over, in conformity
with the SEC’s contention that it
is a matter on which the Congress
should declare its intent.

On the thoroughly.

Investment Bankers Association
Spring meeting of Board of
Governors.

June 3, 1955 (New York Clty)
Bond Club of New York annual
field day at the Sleepy Hollow
Country Club, Scarborough,
N. Y.

June 8, 1955 (New York City)
Municipal Forum of New York
conference on highway financ-

relevant ing.

We are plé)d.scc_l to announce that our new address will be
39 South LaSalle Street
Chicago 3, lllinois
on and after
MARCII 28, 1955

Our telephone number will remain ANdover 3-5700

STRAUS, BLOSSER & McDOWELL

MEMBERS NEW YORK STOCK EXCHANGE * MIDWEST STOCK EXCHANGE

DETROIT STOCK EXCHANGE * AMERICAN STOCK EXCHANGE (ASSOCIATE)

NEW YORK DETROIT GRAND-RAPIDS

MILWAUKEE KANSAS CITY _ MT. CLEMENS
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“Railroad Kernels’”/

By WILLIAM WIHITE*
President, The Delaware and Iludson Company

Enumerating “kernels of railroad progress,” Mr. White men-
tions: (1) big reduction in debt and fixed charges; (2)
increase of investment in railroad property by as much as
70%, since World War II; (3) gains in railroad efficiency;
(4) keeping increases in railroad rates below wage increases;
(5) vast improvements in equipment, particularly in Diesel
engines, and (6) a continuing research for better operating
techniques. Cites as major railroad problems: (1) large part
of the revenue dollar now paid in employment costs; (2)
passenger service deficits, and (3) legislative and regulatory
curhs which handicap competitive position of rails.

Fifteen months ago I spoke in
an optimistic vein about the rail-
roads and I am still optimistic. In
any respects I have more reason
today to feel

-optimistic
than at that
time—because
as a whole the
Tailroads did
a pretty good
job in 1954 in
demonstrating
an. ability to
reduce - their
expenses and
improve their
operating ef- H]
ficiency when !
their revenues
dropped, as
they did last
vear—for some as low as 10% and
for some as high as 20%.

I do not mean to imply that the
railroads had a good year in 1954,
because measured by rate of re-
turn it was not a good year, but
those individual railroads of which
1 have knowledge—and they now
comprise quite a few —did not
suffer much impairment in work-
ing capital nor quick assets. True,
costs to a large extent were re-
duced at the expense of mainte-
nance, but I consider that to be
perfectly legitimate, and especially
s0 on those railroads where the
physical condition of the property
built up over a period of postwar
vears made it possible. If in some
cases maintenance expenses were
cut more than justified by the
physical condition of the property,
the “piper” will of course have to
be paid.

It is always a difficult problem
to decide what to talk about to an
audience as well informed as
mine, and usually there is a cer-
tain amount of impatience on the
part of one’s host to find out what
the subject of a speaker’s talk is
gojng to be. So, having been
pressed somewhat in this regard,
I said I would talk about “Rail-
road Kernels” because that im-

o o) 5

William R. White

*An address by Mr. White before the
Investment Association of New York,
New York City, March 25, 1955,

plies that I will speak rather gen-
erally and try to convince you
that my optimism with respect to
the railroads is not without its
justification.

Railroads Ilave Made Progress

To go back over a period of
years, we find that, despite the
constant growth of competitive
forms of transportation and cer-
tain handicaps resulting from in-
ability to ccmpete on a fair and
equal basis,. the railroads have
muade considerable progress, even
though they handle now only
about 50% of all interstate freight
and about one-half the paid inter-
state passenger business.

In this connection it must be
borne in mind that although these
figures indicate a relative decline
in the available business, it does
not rmean that railroad peacetime
traffic volume is smaller than be-
fore. Measured in terms of pas-
senger miles and ton miles, we
find that passenger volume by rail
is about as much as it was in 1926,
and {reight volume ranges from
25 to 40% greater, but in the in-
terim the economy has grown
much faster and the ratio of rail-
road traffic to national production
has declined.

Now to get back to progress the
railroads have made over a period
of years. What is it? Let me
enumerate briefly.

(1) Big reduction in debt and
fixed charges. Since 1929 funded
debt, not including equipment ob-
ligations, has decreased from a
little more than  $9.5 billion to
$6.5 billion, and {fixed charges
have gone cown from $680.5 mil-
lion to about $405 million per
year. Fixed charges today are at
a level that could be covered with
something to spare by even the
low earnings of 1932.

(2) At about the time of World
War I railroad mileage had grown
to about its greatest point of ex-
pansion. While there has been a
12% decrease in railroad mileage
since then, investment in property
has increased some 70% and a
very large proportion of that in-
vestment has occurred since World

30 Broad St.

Telephone DIgby 4-7800

STOCK & BOND
BROKERAGE SERVICE
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Members New York Stock Exchange
Members American Stock Exchange
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New York 4

Teletype NY 1-733

‘ing factor.

War II. But notwithstanding large
sums that have been poured into
the property, railroad capitaliza-
tion is only about $70,000 per mile,
while investment per mile is about
$145,000. So that whatever may
have been true about “water” in
the old days, there is none in rail-
road capitalization now.

(3) Large gains in efficiency
factors. The average freight train
today handles 1,300 net tons,
against 800 tons in 1929. In the
same period the average freight
train speed has increased from 13
to 18 miles an hour, and that takes
in all kinds of freight trains.
Freight cars, on the average, move
12 miles more per day than they
did in 1929, even though they still
move too slowly hecause of tne
amount of time spent in terminals
and in loading and unloading. And
in the all important figures of
gross ton miles per train hour,
there has been an increase from
25,000 to 52,000. ;

These figures, of course, have
to do with transportation, but
let’s take ton miles per employee
(and that means all railroad em-
ployees). We find that in 1929
there were 269,000 ton miles han-
dled per employee and over 500,-
000 in 1954. .

And here is another illuminat-
In 1953 the railroads
handled 36% more ton miles than
they did in 1929 and did it with
an ownership of about 22% fewer
freight cars. They handled slightly
more revenue passenger miles in
1953 than they did in 1929 and
they did it with 18,000 (34%)
fewer passenger cars.

(4) Wages have increased in the
postwar period about 125%, and
although freight rate increases ag-
gregating about 80% have been
authorized since the war, subse-
quent adjustments and hold-downs
on various commodities result in
revenue per ton mile having ad-
vanced only 47%, making railroad
freight transportation one of the
cheapest things that can be bought
in this country when the increase
in price is compared with the in-
creases in' prices of commodities
and services generally.

(5) Improvements in the art of
railroading too numerous to men-
tion, such as the economy of the
Diesel compared with the steam
locomotive, larger and better
freight cars, improved signaling
and communications, better track
structure, improved maintenance
practices, and mechanization.
These are, of course, all things that
have happened in industry gen-
erally, but they prove that rail-
roads are just as dynamic as other
industry.

(6) Last and by no means least,
greater emphasis and continuing
research for better techniques,
better equipment, better service,
better safety, and more profit, and
all at the lowest possible cost to
the public.

Three Major Railroad Problems

I would not leave you under the
impression that there are not rail-
road problems. We dare not look
through rose-colored glasses; our
vision must be clear. Despite the
improvement in efficiency and
service that has taken place, there
are still three major problems that
confront the industry and which
affect various railroads in vary-
ing degrees. To some extent the
three problems are inter-related.
Without attempting to enumerate
them in the order of their impor-
tance, I would simply say that
they are:

(1) The large percentage of the
revenue dollar that is required to
pay employment costs, and that
includes not only wages and wage
taxes, but also so-called fringe
benefits such as vacations, health
and welfare insurance, unemploy-
ment insurance and so-called pen-
alty payments under wage agree-
ments that are sometimes referred
to as “featherbedding.”

(2) The deficit resulting from

Continued on page 24
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ALgokBack and Ahead for Business

By IRA T. ELLIS*
E. I. du Port de Nemours & Company

After characterizing 1954 as a year of readjustme::g from war

toward peacetime condilions, with defense spendi

still at a

high level, Mr. Ellis sces 1955 as a continuation of busine.ss
improvement from the low level of 1953. Estimates industrial
and mining output in 1955 at 5% better than last year, but

looks for “some hesitation in

the second half.” Concludes,

“in spile of expected improved business activity, there will
be plenty of work for credit men in 1955.”

It is always a pleasure to talk
with groups of businessmen be-
cause the business outlook is
determined by what you think
and what you
do. Business
will be what
you make it.
Thatisanother
way of saying
that probably
the most im-
portant factor
in the busi-
ness outlook is
business con-
fidence.

T his state-
ment is espe-
cially true to-
day because
we are oper-
ating in a world nominally at
peace. There is no organized war-
fare going on anywhere in the
world. - Although Federal spe;nq-
ing for defense is still high, it is
sharply lower than it was in 1952,
or 1953, or 1954. Business stimu-
lation today depends even more
on private spending by individuals
and businessmen than has been
true for several years. In spite pf
the relatively large growth in
government activities over the
past 15 years, all levels of gov-
ernment still absorb less than
one-quarter of the total output of
gnods and services in the country.
In 1939, incidentally, thev ab-
sorbed around one-seventh. Spend-
ing for national security largely
accounts for the increased impor-
tance of government since 1939.

Ira T. E.lis

The 1954 Background

Before presenting estimales for
the year 1955, let us take a quick
look at the year 1954 for back-
ground. The business activity
rate for 1954 averaged about 7%
below 1953, based on industrial
production—the output of manu-
facturing and mining in physical
terms. Gross National Product—
the value of all the goods and
services produced in the country
—was down only 2%. The prin-
cipal outlets for production in the
country are consumer spending,
about 66% of the total; govern-
ment purchases, about 22%; and
investment, 12%. Consumer
spending, the construction por-
tion of investment, and purchases
of state and local governments
made new nighs in 1954, in both
dollars and in physical terms, re-
flecting the shift in demand from
war materials toward peace-iime
goods and services. )

The decline between 1953 and
1954 occurred principally because
of reduced defense expenditures
and reduced inventory invest-
ment, Between the third quarter
of 1953 and the fourth quarter of
1954, Federal expenditures for
defense fell from an annual rate
of $52 billion to $41 billion. Dur-
ing the third quarter of 1933,
business inventories — manufac-
turing, wholesaling, and retailing
—rose at an annual rate of $2.0
billion, but in the third quarter
of 1954 they fell at an annual
rate of $4.8 billion. There were
also small declines in purchases
of automobiles and other durable
goods bought by consumers, part-
ly because of income declines.
Business expenditures for plant

. *An address by Mr. Ellis before the
Synthetic Organic Chemical Manufac-
turers Association, New York City,
March 9, 1955.

‘and December,

and equipment were reduced
some 6% from 1953 to 1954, partly
because the big industrial build-
up after Korea—the defense pro-
gram—was over the hump.
Total employment in the coun-
try in 1954 averaged about 61.2
million, down about 1.0 ‘million,
or 1.6%, from 1953. Frices, par-
ticularly non-farm prices—repre-
senting largzly semimanufactured
and manufactured goods — re-
mained steady in 1954. They rose
only 0.3% from December 1953 -
to December 1954. There was
little distress ligquidation of in-
ventories. 'Total business inven-
iories were reduced around
44% during the year, but the
reduction was orderly. Inven-
tories were permitted to run off
to bring them into proper rela-
tion with the reduced rate of sale.

Construction was a strong sup-
port in the economy throughout
1954. Total construction expen-
ditures for the year are estimated
at $37 billion, up 5% from 1953
to a new high. Residential con-
struction and highway construc-
tion were up 12%. Commercial
construction and school corstruc-
tion were up 20%. In contrast,
industrial and farm construction
were down 10%.

Business activity rose signifi-
cantly in the last quarter of 1954,
based principally on the model
change in automoblies, continuing
strengtn in construction, im-
proved demand for textiles at all
levels from manufacturer through
retailer, and less inventory de-
cline than had occurred in recent
quarters. Weekly output of steel
rose about 30% between August
using the non-
holiday weeks in December." Au-
tomobile production was low dur-
ing September and October
because of model changes. As a
result, new car inventories  in
dealers’ hands at the end of
October were at the lowest point
since the steel strike interfered
with production in September
1952 and at about half the level
of October 1953. Automobile and
truck production rose sharply
from 57,000 in the third week of :
October to 174,000 in the third
week of December. Housing starts
rose each month from May
through December, and each of
these months was highest for the
year up to that time, seasonally .
adjusted.

In short, the year 1954 was a“
year of readjustment from war,
or preparatlion for war, toward
peacetime conditions, with de-
fense spending remaining at a
high level. Federal cash spend-
ing, as distinguished from budget
expenditures, during the calendar
vear 1954 was reduced $6.5 bil-
lion below the 1953 total. Federal
cash receipts from the public
were reduced only $1.5 billion in
the year, since full effect of the
tax revision bill in 1954 will not
be felt until 1955. Private spend-
ing for consumption and for con-
struction increased in 1954, as did
spending by state and local gov-
ernments—Ilargely for scheols and
roads. The year 1953 ended with
business declining. The year 1954
ended with business® rising.

High Level of Business ‘Activity
In Europe

Incidentally, a very high level
of business activity also currently

Continued on page 32
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The Stock Market Situation

By BENJAMIN GRAHAM*
Chairman of Graham-Newman Corporation
(a registered investment company)

Adjunct Professor of Finance,
Graduate School of Business, Columbia University

Mr. Graham analyses the present level of stock prices based

on relationship between price

‘and value, and causes of the

market’s rise; and suggests methods of controlling excessive
speculation. Maintains that while stocks are not as high as
they look; nevertheless on the basis of various: quantitative
criteria the prudent investor should lighten his holdings. As-
serts the fundamental reason for the market rise since Septem-- -

ber 1953, was. the swing from

doubt to confidence, with pub-

'!ic’s emphasis concentrated on:opportunities rather than risks
in common stocks. "Contends that net result of possible aboli-'
tion. of capital gains tax-cannot be. foretold; suggests Presi- .

~dent might be given power to

‘This statement. wi]l-address it-
self mainly to:three-points:- ..
. .(A)yThe: present level of stock
‘prices-fromthe standpoint-ef the
relationship ; between- price. and
yalue, - - ®
! (B) Causes of the rise in the
market since September 1953,

, (&) Feasible. . methods ‘of con-
trolling ~excessive  speculation in
the ‘future.

(A4)

‘The Present Level of Stock Prices’

Common stocks look -high and
" are' high; but
‘'they are mot

as high as

. they look. The

-market . level:

; “ of Industrials

stock is far:

above the 1929

high as shown.

by the Stand-
ard - & Poor’s
index of 420
Industrials.
(The present
figure
above 300 as
compared
with the 1929
high of 195.) The Dow-Jones In-
dustrials Average at about 410 is
now only moderately above its
1929 high of 382, but the dif-
ference would be much larger ex-
cept for the substitutions made in
the Average. However, the rail-
road and utility issues as a whole
are well below their 1929 highs.

The true measure of common
stocks values, of course, is not
found by reference to price move-
ments alone, but by price in rela-
tion to earnings, dividends, future
prospects and, to a small extent,
asset values.

Present concepts of common
stock valuation turn largely on
estimating average future earn-
ings and dividends and applying
thereto a suitable capitalization
rate or multiplier. Since these
elements are all matters of. pre-
diction or judgment, there is room
for a wide difference of informed
opinion as to the proper value for

Benjamin Graham

- @ single stock or group of stocks

at any time. Uninformed or .spec-
.ulative opinion . will,~of course,
cover an even wider range as-the
market swings.from. the depth of
pessimism’to the heights of op-
timism. .

As a guide to identifyimg the
present level of. stock prices in
the light of past experience, I
have made two sets of compari-
sons—one relating to the Dow-
Jones Industrial Average, the
other to General Electric, a com-
ponent of that Average and an
outstanding “blue chip” issue. I
have related the present prices
and the high prices in 1929, 1937
and 1946 to earnings of the pre-
ceding year, the preceding five
years and the preceding 10 years.
This information, together with
certain other data, appears on the
appended table.

*Mr. Graham’s statement at the Hear-
ings on the Stock Market Study before
the Committee on Banking and Currency,
U. S. Senate, March 11, 1955.
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make-changes in- effective rate,

within specified limits.

© The Dow-Jones - Industrials are
now at a lower ratio to .their.
saverage earnings in the’ past_than
theywere at their highs in 1929,
1937-and 19435. The same applies to-
General Electric as an- individual
stock. ‘H4sctear that the issues

«referred to—which may be con- -

sidered as reasonably representa--
tive .of the larger Industrials as a
‘whole—have a considerable way
to go before reaching the ratios
shown at their former tops. It
should be pointed out also that
high-grade interest rates are now
definitely lower than in.previous
-bull markets except. .for. 1946.

Lower - basic ‘interest rates’ pre-

sumablyjustify a higher value for

10 years ending in 1954, used to

" obtain average earnings, did not

include any period of real de-
pression. In a sense, therefore,
the soundness of this appraisal of
Central Value is bound up with
our ability to escape serious busi-
ness depression in the future as
we have in the recent past. It
is probably fair to say that the
market is not too high today  if
we have really managed to lick
the business cycle.

Although such a development
would involve a revolutionary
break with the past, I am"not
prepared to deny 'its possibility.
There is some reason for con-
cluding that in the future serious
depressions will be préVented, .if
not. by thé natyral vitality of
American business, then by gov-
ernmental intervention and pos-
sible -inflationary moves. The
above analysis is by no means
unfavorable to the present level
of  stock prices. However, in
reaching my over=all contlusion
on the subject, I am inclined to
> x :

hark back to the analysis T made
of the stock market in October,
1954, at a time when the Dow-
Jones Average stood at 185. (This
was published in “The Commer-
cial and Financial Chronicle,”
Oct. 18, 1945.) I should like to
quote intact the Summary ap-
pearing at the end of that article
and state that it expresses my
view with respect to the stock
market today.

“The three different approaches
used in judging the present level
of stock prices have yielded di-
verse indications. From the first,
or historial approach, the market
appears distinctly on the high
side and-vulnerable to a-substan-
tial ' setback. Contrariwise, our
second category—that of appraisal
based on figures and formula—
about supports the present level,

and ‘suggests that -the familiar.
bull market enthusiasm might-

wellflcarry prices considerably
higher. . Our third approach,

through guesses and projections
as to future “developments, sup- -

(1499) 7

plies plenty of material but no
definite verdict.

“What is the net significance of
this analysis for the speculator
and the prudent stock investor?
Let us define the speculator as
one who seeks to profit from
market movements, without pri-
mary regard to intrinsic values;
the ‘prudent stock-investor’ zs
one who (a) buys only at prices
amply supported by underlying
value, and (b) who determinedly
reduces his-stock holdings when
the market enters the speculative
phase of a sustained advance. .

“This speculative stage, we are
convinced, is now at hand. Hence,
the principles of the prudent in-
vestor will require him to lighten
significantly his holdings of com-
mon stocks — the precise selling
policy to depend, of course, en
his individual position and meth-
ods. For the stock speculator we
can say little that is helpful. We
think he has a fifty-fifty chance

Continued on page 22
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Amerada Petroleum Corporation

each dollar of dividends or earn- -

ings.

- Much has:been made of these-
relationships as indicating that the
market- is still on safe ground.
However, such comparisons fail

to take into account the extent -

of the subsequent declines from.
past bull market highs. Since the
Dow-Jones Average lost 90%- of
its price from 1929 to 1932, it is
evident not only that 381 was
much too high in 1929, but that
the market had entered dangerous
ground at a point far below that
figure.

I have found it useful to esti-
mate the “Central Value” of the
Dow-Jones Industrial Average by
the simple method of capitalizing
10-year average earnings at twice
the interest rate for. high-grade
bonds. This technique presupposes
that the average past earnings of
a group of stocks presents a fair
basis for estimating future earn-
ings. but with a conservative bias
on the low side. It also assumes
that by doubling the capitaliza-
tion rate presented by high-grade
bonds, we allow properly for the
differentigl in imputed risk be-
tween good bonds and good stocks.
Although this method is oven to
serious theoretical objections, it
has in fact given a reasonably ac-
curate reflection of the Central
Value of Industrial eommon stock
averages since 1881. It may be
interesting to note that the Cen-
tral Value found by this method
in 1929 was 120, which happens to
be about the geometric mean be-
tween the high of 381 and the
subsequent 1932 low of 41. Simi-
larly, the Central Value in 1936
was 138 (higher than in 1937) and
this proved to be about the mean
between the 1937 hish-of 194 and
the low of 99 in 1938.

A Reassuring Measure

This mechanical method applied
to the situation in the beginning
of 1955 yields a Central Value
for the Dow-Jones Industrials of
396, or only slightly under their
present value. Such a figure, if
reliable, would have to be re-
garded _as rather reassuring. It
would indicate that the market
in terms of value is no higher
now than it was in early 1926, or
in early 1923, or late 1945. How-
ever, the validity of this Central
Value  figure may be open to

question if we observe that the

Common Stock
(No Par Value)

-20,000 Shares
Batber Oil Corporation

Capital Stock
($10 Par Value)

31,000 Shares

Common Stock
($5 Par Value)

7,000 Shares

Common Stock
($1 Par Value)

29,400 Shares

Common Stock
($5 Par Value)

Metrill Lynch, Pierce; Fenner & Beane

The Dow Chemical Company
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Olin Mathieson Chemical Corporation
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Dealer-Broker Investment
Recommendations & Literature

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

Canadian Letter—Fortnightly review of the Canadian Securi-

ties Market—Newling & Co., 21 West 44th Street, New York
, N. Y.

Comparative Bond (Canadian) Yields 1948-1954—Bulletin—
McLeod, "Young, Weir & Company, Ltd., 50 King Street,
West, Toronto, Ont., Canada.

Department Stores—Brief analysis of outlook—Bruns, Norde-
man & Co., 52 Wall Street, New York 5, N. Y. Also avail-
in the same bulletin are data on anesota & Ontario Paper,
- Wilson,:and .Clevite,

Electrical Equipment Shares—Brochure—Slayton & Co., Inc., .

408 Olive Street, St, Louis 2, Mo.

Ethical Drug Stocks—Analysis—with particular reference to
Chas. Pfizer & Co., Inc.,, Merck & Co., and Parke, Davis &
Co.—E. F. Hutton & Company, 61 Broadway, New York 6,
New York.

Foreign Investments Though the Japanese Stock Market—
In current issue of “Weekly Stock Bulletin—The Nikko Se=
curities Co., Ltd., 6, 1-chome, Kabuto-chuo, Nihonbashi
Chuc-ku, Tokyo, Japan.

Investing in the Electronic Age—brochure—Harrls Upham &
Co., 14 Wall Street, New York 5, N.

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

Latin American Business Highlights—Petroleum Progress—
Chase National Bank of the City of New York, Pine Street
corner of Nassau, New York 15, N, Y.

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

Prefabricated Momes — Industry forecast for 1955 reprinted
from PF—The Magazine of Prefabrication=United- Capital
Company, 129 North Virginia, Reno, Nev.

“Repori to Our Clients” — Review of proxy solicitation and
stocizholder relations activities—Georgeson & Co., 52 Wall
Street, New York 5, N. Y.

Steel Industry in Japan—Analysis in “Monthly Stock Digest”
—Nemura Securities Co., Ltd., 1-1 chome, Nihonbashi-Tori,
Chuo-ku, Tokyo, Japan and 61 Broadway, New York 6,
New York.

Summer Refreshers—Analysis of beverage industry with par-
ticular reference to Coco-Cola, Pepsi-Cola, Canada Dry
Ginger Ale, Anheuser Busch and Pabst Brewing—Thomson
& McKinnon, 11 Wall Street, New York 5, N. Y. Also avail-
able is a report on White’s Auto Stores, Inc. L

What Atomic Energy Is and How It Is Applied—4-color sheet
with listing of 100 atomic stocks—Atomic Development Se-
curities Co., 1033 Thirtieth Street, N. W. Washington 7,
D C: )

= * Ll

American Fidelily & Casualty Compa.ny—Analysis—Blairf &
Co. Incorporated, 44 Wall Street, New York 5, N. Y.

Ameruan Machine & Foundry Company—Progress report—

"mevican Machine & Foundry Company, 261 Madison Ave.,
New York 16, N. Y.
Baltimore and Ohio Railroad—Analysis — Shearson, Hamrmnill
: & Cc., 14 Wall Street, New York 5, N. Y.

Bankers Trust Ce.-Public National Bank & Trust Co.—NMemon-
randum—Blyth & Co., Inc., 14 Wall Street, New York 5, N. Y.

Basic Refractories, Inc.—Analysis—Stanley Heller & Co., 30
Pine Street, New York 5, N. Y.

Beneficial Loan Corporation—Annual report—Beneficial Loan
Corpioration, Beneficial Building, Wilmington, Del.

Bird & Son, Inc.—Analysis—New York Hanseatic Corporation,
120 Broadway, New York 5, N. Y,

Bonanza Oil & Mine—Report—L, D, Frxedman & Co.,
52 Broadway, New York 4, N. Y.

Bowater Paper Corp. —\/Iemoxandum—Kldder Peabody & Co.,
17 Wall Street, New York 5, N. Y. Also dvaxlab]e are memo-
randa on Collms Radio Co., Consolid:mted Television & Radie
Broadcasters, Ine. and Jack & Heintz, Inc,

California Quicksilver Mines, Inc.—Bulletin—Leason & Co.,
Inc., 39 South La Salle Street, Chicago 3; Il

Inc.,
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Celotex Corp.—Memorandum—Edward A. Purcell & Co., 50
Broadway, New York 4, N. Y. Also available is a memo-
randum on Fruehauf Trailer Co.

Central Fibre Products Co.—Analysis—Cohu & Co.,
Street, New York 5, N. Y.

Central of Georgia Railway Company—Bulletin (No. 188)—
Smith, Barney & Co., 14 Wall Street, New York 5, N. Y.
Also available is a bul]etm (No. 189) on Reading Company
vs. Great Nerthern Railway.

Chesapeake Industries, Inc.—Analysis—Gottron-Russell & Co.,
Inc., Union Commerce Building, Cleveland 14, Ohio.

Christiana - Securities Co.—Bulletin—Laird, Bissell & Meeds,
120 Broadway, New York 5, N. Y.

Colerado Oil & Gas Corp.—Memorandum—IRotan, Mosle & Co.,
Bank of Commmerce Building, Houston 2, Texas.

Dallas Uranium & Oil Corporation—Card memorandum—
Brereton, Rice & Co., Inc., First National Bank Building,
Denver 2 Colo.

Eastern Industrles, Inc.—Bulletm—de Witt Conklin Organiza-
tion, 100 Broadway, New York 5, N. Y.

Equitable Life Assurance Society of the United States—Prési-

1 Wall

dent reports—Equitable Life Assurance Sdciety of the United

States, 393 Seventh Avenue, New York 1, N. Y.

Graham Bell Limited—Card memorandum—Aetna Securities
Corporation, 111 Broadway, New York 6, N. Y.

Harvey Hubbell Incorporated—Bulletin——Peter P. McDermott
& Co.; 44 Wall Street,-New York 5, N, Y.

Inspiration Consolidated Copper Co.—Data—Sutro Bros. & Co.,
120 Broadway, New York 5, N. Y. Also in the same bulletin
are data on ‘Allegheny Ludlum Steel Corporatlon Montana-
Dakota Utilities Co. and Beaunit Mills.

Kennecott Copper Corporation — Survey — Abraham & Co.,
120 Broadwzy, New York 5, N. Y. Also in the same bulletin
are brief surveys of Qutboard Marine & Manufacturing Co.
and Sylvania Electric Products,. Inc,

Longhorn Portland Cement Company—Analysis—Russ & Com-

pany, Inc.,, Alamo National Building, San Antonio 5, Texas.
Magnavex Co.—Memorandum—Bache & Co., 36 Wall Street,

New York 5, N. Y.

Mid Continent Uranium — Report — General Investing Cerp.,
80 Wall Street, New York 5, N..Y.

Oilgear Company—Report—Loewi & Co., 225 East Mason St.,
Milwaukee 2, Wis. 9

Olin Oil & Gas Corporation — Analysis — Scherck, Rlchter
Company, 320 North Fourth Street, St. Louis 2, Mo

Olin Mathieson Chemical Corporation—Annual report—Offices
of the Assistant Secretary, Olin Mathieson Chemical -Cor-
poration, 12 Light Strect, Baltimore 3, Md.

Pittsburgh & West Virginia Railway Company—Bulletir—
Bregman, Cummings & Co., 100 Broadway, New York 5, N. Y.

Public Service Co. of North Carolina—Memorandum—Harri-
son & Co., 123 South Broad Street, Philadelphia 9, Pa.

Quebee Lithium Corp., Ltd.—Study—J. R. Williston & Co.,
115 Broadway, New York 6, N. Y. Also available is a bul-
letin en General American Transportation Corp.

Southern Natural Gas Company—Annual report—Secretary,

Southern Natural Gas Company, Watts Building, Birming-
ham, Ala.

Southern Produ(‘tmn Company, Inc.—Analysis—Glore, Forgan
& Co., 40 Wall Street, New York 5, N. Y.

Southwestern Electric Service Company — Analysis — Ira
Haupt & Co., 111 Broadway, New York 6, N. Y.

Tide Water Associated Oil Co.—Analysis—H. Hentz & Co.,
G0 Beaver Street, New York 5, N. Y,

NSTA Notes

SECURITY TRADERS ASSOCIATION OF NEW YORK

Security Traders Association of New York (STANY) Bowling

League standing as of March 24, 1955, are as follows:
Team

. Klein;:Rappa, Farrell, Voccolli, Strauss, Cohen

. Donadio, Hunter, Frederlcks Demaye Saijas, Kelly
? Mewmg, Define, Gavm Montanye Bradley, Huff

. Growney, Alexander, Elger Valentine, Burian, Craig

. Meyer, Murphy, Frankel, Swenson, Dawson-Smith, Kuehner 20
. Leone, Nieman, O’Mara, Forbes, Greenberg, Murphy 20
; Knsam Clemence, Gronick Stevenson, Weissman, McCloud 19
. Bean, Meyer Bies, Pollack, Leinhardt, Weiler 15
: Kaxser, Hunt, Werkmelster Kullman, McGovan, OConnor 14

. Manson, Jacobs, Siegel, Topol Frankel; Tisch
. Barker, Brown, Corby, Weseman, thtmg, Fltzpatrlck
. Serlen, Rogers, Krumholz, Wechsler Gersten, Gold
200 POINT CLUB - 5 POINT CLUB
WILBUR KRISAM 215 CHARLIE KAISER

We moke cood marlvelthr'w' ?R; =
* Public Utility
® Natural Gas and

® Industrial Stocks

Orders
Invited

TROSTER, SINGER & Co.

HA 2- Members: N. Y. Security Dedlers Association NY 1-

74 Trinity Place, New York 6, N. Y. 376

ANomura Securitics

DEPENDABLE MARKETS

@D., gt do :

Member N.ASD
Broker and Dealer

Material and Consultation
on ‘
. Japanese Stocks and Bonds -
without obh;mon

61 Broadway, Nev York C N. Y.
Tel.: BOwling’ Green 8-0187

Fulbright Market
Investigation Took
Wrong Track

April issue of “The Guaranty
Survey,” monthly publication of
the Guaranty Trust Company- of
New. York, says it would be more
profitable to inquire into. reasons
for increased business confidence
and: best means of preserving it.
In an editorial discussion of: the
recent hearings before the Senate
Banking and Currency Committee
on stock market prices, the April
issue of “The Guaranty Survey,”
monthly publication of the Guar-
anty Trust Company of New York,

" pointed out that “instead of asking "

the unanswerable question
whether the stock market is ‘too
high,” it would be more profitable
to -inquire into the reasons for

increased business confidence and -

the best means of preserving it.

“What the hearings have re-
vealed,” the editorial states, “is’

that the present situation, both in
and out of the stock market, is
very different from that in 1929
and preceding years. There are
some superficial and mostly acci-
dental similarities, but over
against these are many significant
differences. Not all of these dif-
ferences are necessarily in favor
of the present situation, but they
are differences nonetheless. Noth-
ing could be more hopeless than
an attempt to establish a parallel
between the two.periods.”

The editorial contends that,
basically, a price advance so broad
in scope as that of recent months
“must be due primarily to an in-
crease in the confidence of in-
vestors, a willingness to pay more
for shares of ownership in Amer-
ican business in the belief that the
shares are worth more. Investors
must have been relieved at the

mildness of the 1953-54 business’

recession and encouraged by the
unexpectedly prompt and vigorous
recovery in the last few months.
They must have been reassured
by the developing realization that
governmental attitudes toward
business are more friendly and
sympathetic than they were dur-
ing the earlier postwar years—
that Federal authorities are mak-
ing an earnest effort to follow
sound fiscal policies, remedy tax
abuses, and eliminate govern-
mental competition with private
business. ’

“Underlying these factors, ap-
parently, is an increasing aware-
ness that we are living in an age
of phenomenal scientific and in-
dustria] progress. A mere listing
of the new industries and products
that are taking part in this new
industrial revolution would be
tiresomely long. Electronics, plas-
tics, synthetie fibers, petro-chemi-
cals, metallurgical advances, air
transport, air conditioning, quick-
frozen foods, railroad dieseliza-
tion, automation, electronic com-
puters, nuclear science—these and
many -other items add up to an
industrial outlook that defies close
analysis but is potentially ‘bril-
liant.”

“Bonanza 0il & Mine :

Preducing Quicksilver Mine .

Trading Markets Nain(ained

Report on request

L. D. FRIEDMAN & CO. Inc.

52 Bnadvay; New York City 4, N. Y.
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From Boom to Doom?
By J. A. LIVINGSTON*

Financial Editor of the “Philadelphia Bulletin,” and
Syndicated Columnist ’

Financial journalist cites future projections into 1960 and
after, as contributing to Wall Street’s present enthusiasm over

penny stocks, tips, popularity

of “blue chip” and “growth”

stacks, and to the entry into market of irrational buyers. Sees
replica of 1929’s New Era rationalism which led to poorhouse.
Concludes biggest market danger is from our imaginations.
Recommends loans on securities be amortized;“and capital
gains tax be accentuated further between long and short term.

1 am complimented that this
committee should ask me to state

.my views about the state of the

stock market.
that this com-
mittee is
holding hear-
ings is a ma-
jor difference
between 1955
and 1929. This
time, a Senate
investigating
committee  is
studying the
market before
a crash, not
after! That’s
pretty good
insurance
:rgaasi!n SItt i:; J. A. Livingsten
evidence that members of Con-
gress still remember—and well—
the excesses to which we went
in the ’20s, and the economic
trials that followed.

One of the country’s hidden
safeguards throughout the postwar
period has been ine wvivid re-
membrance of two depressions—
the ‘decline in commodity and
stock prices after World War I
and the Great Depression after
the 1929 crash.

Americans emerged from World
War II with a “depression psy-
chosis.”  Depression was always
just around the corner. What a
contrast to the early ’30s—when
recovery was always just around
the corner! )

To me, the fact

Benefit From Fear

This fear has served the coun-
try ‘well. The 1949 decline in
business was called the best-ad-
vertised recession in history. So
many persons were predicting it
—and expecting it. The same can
be said about 1953-54. (When
people worry about a prospective
decline, they do not over-commit
themselves.) Businessmen, fearful
that a recession .might develop,
didn’t go head over:-heels .into
debt. They didn't get overex-
tended on inventories. The tend-
ency for the most part was to be
underbought rather than over-
bought. Speculation didn’t be-
come excessive. .

This naturally affected Wall
Street. Although earnings of cor-
porations began to rise sharply,
starting in 1946, the stock market
didn’t ; follow. People reasoned:
We .had-a postwar business de-
cline - after. 1918, we’d have one
again. Sewell Avery, of Mont-
gomery Ward & Co., actually
showed stockholders a chart in-
dicating - that inevitably  after
every war commodity prices col-
lased. When stocks broke in 1946,
people said: “This is it.”

A recession surely would fol-
low. The stock market was act-
ing as a barometer of business.
But-industrial production and em-
ployment didn’t understand! They
kept rising. The pent-up wants
of Americans—repressed during
the war—couldn’t be denied. Nor
did’ American manufacturers of
television sets, re-
frigerators -or- builders of- homes
want to. deny these. wants.

I have here a chart. which com-,
parés ° corporate earnings and
stock prices. From 1946 through
mid-1949; earnings rose, but stock

'State;ﬁent by Mr. Livingston before
the hearings on the Stock Mquet, Senate
Banking and Currency Committee, Wash-

_ington, D. C., March, 185, 1955.

gitized for FRASER
p:/[fraser.stlouisfed.org/

7

prices held in a narrow range.
Speculators and investors didn’t
trust prosperity. It wouldn’t last.

Then, when the 1949 recession
didn’t gather momentum, inves-
tors and speculators shed their
fears. Stocks began to advance—
to catch up to earnings.

The rise was arrested by the
Korean War in 1950. Minds
flashed back to World War II
Price and wage controls might be
reinstituted. They actually were
instituted—in modified form. We
might have rationing. And an
excess profits tax would limit
earnings.

So stocks declined. But it was
only a temporary setback.

Soon the revaluation of stock
prices—a revaluation taking into
account postwar hopes rather
than prewar fears—was renewed.
Prices rose. Then came another
setback when the 1953 recession
got under way.

Increase in Confidence

However, as the recession
leveled off, speculators and in-
vestors became more confident. .
Prosperity wasn’t a mirage, after
all. To .boot, the end of the ex-
cess profits tax promised to
cushion earnings of large corpo-
rations. At the same time, more
favorable tax treatment of divi-
dends made stocks more attrac-
tive. And the upturn in business
indicated that the American
economy was not as volatile as
had been supposed. We could
have declines without collapse.

A new psychology — a sales
rationale—developed. The Presi-
dent talked of a $500 billion econ-
omy 10 years from now. The staff
of the Joint Committee on we
Economic Report projected the
growth of the economy to 1965 and
came up with a figure of $535 bil-
lion—that as against the 1953 level
of $365 billion. Future projections
—you didn’t think of 1956 or 1957,
you only thought of 1960 and
after—became the fashion, Such
projections are still the fashion,
Tomorrow’s what counts, not to-
day!

These projections have con-
tributed to Wall Street enthu--
siasm — the increase in sales of
penny stocks, the passing out of
tips, the - confident purchase of
“blue chip” and “growth” stocks,
and the entry into the stock mar-

‘ket of persons who are not clear

in their own minds about what
they’re doing. The argument —
the rationale—runs:

“This is a growth country. Over
the years, it has expanded at the
rate of about 3% a year. We have
a rapidly expanding population.
We're going to need schools and
colleges to take care of our
youngsters; we need roads; we
need homes; and we'’re in an era
of new things—electronics, atomic
energy, new technology. You're
left behind if you don’t stake a
claim to this expanding America
by buying stocks.

“Maybe stocks will go down
temporarily. But over the long-
term, the only direction-they can

_go is-up. We're not goirig.to have

deep depressions. The govern-
ment will 'see to that. The Em-
ployment Act of 1946 requires the
government to step in if business
sags, if unemployment rises. And
we have built-in supports; Unem-
ployment compensation, old-age
and survivors’ insurance, mini-

mum wages, strong unions that
protect workers, and a flexible
tax - system—as incomes drop, so
do taxes.- The government shares
the calamity and has the responsi-
bility for ending-it—promptly.

“Any drop will be shori-nived.
All you have to do is look be-
yond the drop. Forget the valleys,
think of the hills.”

To this is added:

“The government is running a
deficit. We have a big defense
program. Peace in our time isn’t
too likely. So, you need to own
common stocks as a hedge against
long-term inflation.”

Shades of New Era Rationalism

This isn’t too different from the
New Era rationalism which led
to the poorhouse in 1929. Every
era has to have its' rationalism.
And certainly this era has it
aplenty, including Wall Street’s
rationalization of its own be-
havior, When the market ad-
vances, it corroborates all the
supporting arguments. It attracts
buyers. Avarice — the lust for
easy riches — brings newcomers
and old-timers into Wall Street.
The market is a business indicator
which has a wondrous power: It
can make its own indications
come true—for a while,

IA rising market stimulates —
encourages — businessmen to ex~
pand plant, to make forward com-
mitments. It makes holders of
securities feel richer. So they're
more inclined to spend money on
automobiles, homes, vzacations,
jewelry. It generates prosperity.
It creates confidence. It en-
courages risk-taking. And ulti-
mately, it fosters excesses — both
in and outside Wall Street.

That’s why I consider the study
of this committee so timely and
appropriate. We need a clinical
re-examination of the market’s
processes. We need to be re-
minded that bubbles are man-
made — and, therefore, can be
man-prevented. Only by watch-
ing ourselves — by regenerating
some of the caution which pre-
vailed in the early postwar period
—can we guard against another

]
serious bust. Stock markets are
like people. They' get ahead of
themselves. )

Senate Hearing the Main

Differentiation From 1929
I don’t want to leave the im-
pression that I think this is 1929.
I don’t believe it is. "A principal
difference—as I suggested at the
beginning — is this hearing. It
didn’t wait for a crash. It will
help prevent a crash. Because we
have a rationale—a growth phi-
losophy which resembles 1929—it
doesn’t follow that it’s a wrong
philosophy or a foredoomed phi-
losophy. We may well be on the

threshold of another great era oi

growth,

The danger isn’t that we're op-
timistic. The danger isn't that
the market is rising. The danger
isn’t that there’s a resemblance
to things past. The danger is that
imaginations may run so far
ahead that, ultimately, reality re-
turns with compound violence
and then the imagination runs the
other way. Froni boom to doom!

There is the danger that peo-
ple who have money in ths sav-
ings banks—to pay doctors’ bills
in time of trouble, or to put their
children through ‘college, or to
take care of themselves in their
old age-—will .suddenly decide
that they’re fools, that they're
not in the swing, that they ought
to be in Wall Street. They’ll con-
vert that cash into stocks—be-
cause easy money’s to be made in
Wall Street.

The danger is that  business
men, seeing the rise in stocks,
will take money out of their
business or borrow money to
play the market; the danger is
that people will begin to devote
more attention to stocks than
to regular activities.

There are minor manifestations
of that now—in crowded brokers’
hoardrooms, in the increase in
letters I receive asking for mar-
ket advice, in the rise in tips.

Recently, I ‘wrote ahout a
chain letter going around touting
St. Regis Paper. I said that this
was an indication of Mississippi
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bubble-ism — people - wanting to
get into the market for quick
profit! Lo and behold, the next
day I received a telephone call
from a woman. Where could she
buy. St. Regis?! When we sug-
gested that she ought to think
twice before buying, she was an-
noyed and hung. up. Tne caution
didn’t mean anything to her. The
possibility of easy profit was all
that maitered.

Once it becomes easier to make
money faster by buying du Pont
stock than du Pont can make
money »y producing nylon and
dacron, then it's time to-watch
out. And that has been happen-
ing. More and more people are
turning to the stock market page
before the comics. They want to
figure out their winnings at the
end of each day. That's not a
good sign. The market has be-
come a preoccupation. People are
not buying for income but for
quick capital appreciation.
They're not investors. They’re
speculators, And when their
stocks don’'t go up, they feel
poorer. They've lost out in the ..
race!

Attention to Securities Credit

I would urge, therefore, that
particular attention be paid to
credit used for purchasing or
carrying securities. This com-
mittee has already done a not-
able service in asking the Fed-
eral Reserve Board to collect
data on loans on securities which
are stated to be for purposes
other than carrying stocks. I
hope the committee can persuade
the Board to collect such data
regularly.

This is important for two rea-
sons:

One, we want to know the total
amount of collateral which would
be vulnerable—which might have
to be sold—in the event of a de-
cline.

Second, such loans are not cov-
ered by the Federal Reserve
Board’s margin rule. There are
no statutory or regulatory limits

Continued on page 38
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Paine, Webber, Jackson & Curtis

Eastman, Dillon & Co.
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Tax Advantages of

Short-Term Trust

By L. W.

SEIDMAN

Seidman & Seidman s
Certified Public Accountants, New York City
‘Blr. Seidman, holding the short-term trust is a new and inter-
esting tax facility, cites illustraticns of tax advantages of

short-term trusts. Points out

savings may be had both in

fincome and capital gains taxes, and concludes the new tax

law provides taxpayers with an opportunity to provide their

family or charity with income for a short period, and at a
low tax cost.

/.. provision in the new tax law

¢ work to the considerable ad-
viiage of taxpayers in high
b-ockets, who are ready to part
v i th income
fcmporarily,
- the bene-f
i, of some
seooly mem-
t..> or other
brreficiary,
Yause the
wirling need
b only tem-
worary and
ttzinterim
L caeficiary
¢in be a close
fuoaily  mem-
Lo, the ar-
¥z igement can
nimost fulfill
i+ 2t elusive search for having the
¥ 2 and eating it too.

‘“he short-term trust is the new
i Zeresting tax facility. In the
$.5t, a short-term trust was sur-
3¢ “nded with all sorts of tax
€ ubts. The new law makes the
si cation definite, clear and lib-
¢ 1. Through such a trust, in-
< ne-producing property can be
2r.asferred in favor of a named
Lo oeficiary. At the end of the
15t period, the property can
<«ciae back to the person who set
wi. the trust (called the grantor).
*n.c term of the trust must be at
Ycust 10 years, It can also be
goored to the life of the benefici-
ziy of the trust, and if the bene-
ficlary dies before 10 years, the
tiust still qualifies.

Wwith such a trust the income
fiom its assets is not taxed to the
grantor, but to the beneficiary, or
ti.c trust, depending on the terms.
*L'ax saving is derived if the bene-
diciary or the trust are in lower

' tax -brackets than the grantor.

Yor example, securities can be
wiit in trust by a husband for his
wiie for 10 years or for her life,
after which the trust assets go
Vack to the husband. The hus-
band can be the trustee and have
fairly broad powers over the ad-
¥ainistration of the trust. The in-
come can be paid out or accumu-
Jated for the wife in the hus-
band’s discretion, as trustee.

Assume a married couple where
the husband has about $35,000 of
taxable income. The tax on the
top $4,000 of income is $2,000. If
the husband reduces his income
Ly $4,000 by placing in trust prop-
erty producing that amount of
income, and the income is ac-
vurmulated by the trust during the
I0-year period for the wife, the
tax on the $4,000 of income will
be only $800. Thus, the tax sav-
‘ing on the $4,000 of income is
=bout $1,200 per year. This is a
60% reduction in taxes payable
on the $4,000, or a 10% reduction
in the husband’s entire tax bill.
Over a 10-year period the tax
saving is $12,000.

Furthermore, if during the 10
years the trust sells any of the
securities at a profit, the capital
gains realized may be taxed at a
rate as low as 10% instead of the
25% the husband may have to
wpay on his capital gains,

If larger. trusts are contem-
plated, the tax savings can be
maintained or increased by hav-
ing more than one trust, since each
trust is a separate taxpayer, and
gets a new climb up the tax

L. William Seidman

brackets. For instance, separate
trusts might be set up for a wife,
each terminating in a different
year, with different provisions.
Where the wife is the benefici-
ary, there is no savings on income
distributed to her sinceljit would be
includable in the husband’s and
wife’s joint return. However, that
does not apply to short-term
trusts where children, grandchil-
dren, or others are beneficiaries.
In the case of children, even
greater savings are sometimes
possible. For example, if a trust
is set up with about $500 of in-

* come to be paid annually to each

of two children, and if mneither
child has any other income, there
will be no tax to pay. on these
$500 amounts since that is less
than the child’s $600 exemption.
Accordingly, the tax saving to a
50% bracket taxpayer over the 10-
year trust term would be $5,000.
Suppose each child had as much
as $2,000 income of their own. At
the end of 10 years on the $10,-
000 of income they together got
from the trust they will have paid
20%, or $2,000 in tax. The father,
who set up the trust, would have
had to pay a tax on that $10,000

of $5,000, resulting in a $3,000

saving.

The tax cost of setting up a
short-term trust is the gift tax on
the current value of the 10 years’
income. In most cases, this will
be a relatively small amount.

It will be seen from the fore-
going that the use of short-term
trusts with the principal coming
back to the grantor after 10 years
can achieve substantial income
tax benefits. (A restriction exists
where what is put in trust is stock
of a company in which the grant-
or has a dominant influence.)

A further use of short-term
trusts can be made where charity
is going to be the beneficiary. In
that event, the trust can be as
short as two years, after which

the principal can be retrieved by

the grantor. During the term of
the trust, the income will not be
taxable to the grantor.

On the other hand, the grantor
gets no deduction for payment to
charity by reason of setting up the
trust. He does get such a deduc-
tion if instead of having the trust
property come back to him he
provides it is to go permanently
to somebody else, like to his chil-
dren. Then he gets the benefit both
of the charity deduction and re-
lief from income tax on the trust
income.

For example, assume that $20,-
000 of property is put in trust 10
years for charity, after which the
property goes to the children. As-
sume also that the present value
of the 10-year gift of income to
charity is $5,800 and that the pres-
ent value of what will ultimately
go to the children is $14,200. A
gift tax will have to be paid on
the $14,200. On the other hand,
the $5,800 can be taken as a char-
ity deduction by the father in the
year the trust is set up. This de-
duction will result in an income
tax saving to a 50% bracket tax-
payer of $2,900. /During the pe-
riod that the income is received,
the grantor will not be taxed on
it nor will the trust pay any tax
since the income is going to char-
ity.

Assuming a 5% annual rate of

. with income for a short period,
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income, over 10 years, the charity
will get $10,000. Had the grantor
gotten the $10,000 he would have
paid a tax of $5,000, leaving him
with $5,000. By setting up the
trust, he gets a charity deduction

From Washington
that reduces his tax by $2,900, so Allead Of. the NG’M)S
that the cost to him of providing =

the charity with $10,000 income is e By CARLISLE BARGERON e

only $2,100. 4

Eventually the property will go After more than two years of the Eisenhower Administration,
to t.he children and the mcorine N Wwashington is still Democratic. That is to say, the vast bureau-
their hands will be taxable to cracy on the level just next to the top, is Democratic. The Wash-
them at their own tax rates. It i ington politico lawyers, a very influential group, an accompany-

This trust also will resu ﬂlln ing part of a Washington government, are
saving ‘of estate ta‘thJkllice‘ € Democratic, also the great majority of the
grantor has parted wit : ?P‘%p.' newspaper correspondents. The opinion
erty and ISO it is no ong(t:}l] ltn thls moulders, the articulate part of Washington,
estate. ,f,W‘i} as?umet ?ft e € still looks down its nose at the Republicans.
grantor is in the lowest i1t 14X mpey are simply not up to the times in a
bracket, and in the 30% estate tax “changed world.”
bracket (about a $160'k?00 estate), You have got to consider the squabble
g:dtz); ;g(lil?)i:rlso'n can be summar-  ,.,und the disclosure of the Yalta papers in

i this tight. It wasn’t fair, it was bungling on

Income tax saving from the part of Dulles. There can never again be

deduction for charity-_. $2,900 5no " conferences among the powers because

Estate tax saved by elimi- : the heads of foreign governments will be

nating $20,000 from estate 6,000 4404 to talk freely in the knowledge our
government will tell,

To get the full draught of the delicious-
ness of this you have only to realize that
Churchill has made a million dollars writing
about the secret pdrleys in which he, Roosevelt, Stalin and others
engaged. '

The plain facts are that there is nothing substantially new in
the papers that has not been fairly widely known. But their
publication does dramatize to more people, to the American peo-
ple generally, the story of this country’s greatest tragedy. In this
manner they help the Republicans politically, or at least, the
disclosure shcu'd help them. ;

The defense of Roosevelt now, as it has been in the past, is
that he was guided by the advice of the military chieftains, not
only of this country, but those of Britain.

The British people seem to have been more realistic. They
kicked Churchill out of office after the end of the war. As for
our indispensable man, he appointed the American military chief-
tains. If they gave him bum advice, which is the defense of him,
they were still his men. He was responsible for them. As a
chief of state, furthermore, he was supposed to be capable of
evaluating the demands of the military which all history shows
are invariably excessive. ;

However, there is this one thing that can’t be escaped in
connection with Roosevelt’s dealings with Stalin. He was sym-
pathetic to him, considered that Stalin in his own way was a
fellow great statesman trying to handle the problems peculiar
to him in a way that would improve the lot of mankind. This
is a very generous view of Roosevelt to take.

. From the beginning of his Presidency, he had a friendly
attitude towards Communism. I do not suggest that he was a
Communist. But in what he thought was his great knowledge
olf gitstomfr ar;ld w;)lrld movements, Communism did not in the
. - slightest frighten him. He welcomed Communist agitators in his
gteg;’u gg:;lﬁaggfgu%lggﬁsljggg own government, in the labor unions. He looked upon them as
S-Douglass’ Chester 'Apy En'xmett very competent people who could get things done. And he was
A Larkin.and Joseph A Yoh#gon \a man of action, determined to make America over, I have re-

* * * Ncalled itlbefor?hand fI do so again, the repeated statements of Mrs.

. sevelt to the effect: “What‘'s wrong with the Communists;

Joins GOOdbOdY Co. theyNare pursuing the same ends as we?g’

(Special to THE FINANCIAL CHRONICLE) Sheéymeant that the Communists were, trying to help the un-

DETROIT, Mich.—Paul J. Ras-~ derdog. So the Roosevelts professed to be; so did the'Communists
dorf is now connected with Good- ~ profess to be. -
body & Co., Penobscot Building. There is little doubt in this writer’'s mind that at Yalta,

?hootse}:/elt conzidergd Stalin to be more worth while than Churchill;
. L at 'he considered Churchill the apostle of British imperialism
ng Merritt Adds and colonialism and it was his determination to make the British

{Speclal t0TiE PaNINGIAL CHRomEie) Empire “give” at the conclusion of the war. Indeed, our govern-

PONTIAC, Mich. — LaVerne ment made the British Empire give at the end of World War I.
Beamish has joined the staff of The result is that after World War II there is no British Empire,
King Merritt & Co., Inc, 53% This attitude towards Britain is not unpopular in our country.
West Huron Street. We have gone to war twice to help Britain but paradoxically,

o s in both instances, there has been our determination to do some-

With B. C. Morton Co. thing to Britain at the end.

(Speplalit THE FrNARCiAL CRIENILEY ’ In t]?e politicgl tr}rlxeleelinthWasfhfin%ton which the Yalta dis-

. . closure has caused, there is the effort again to separate Eisen-
Rg}gzﬁkoﬁgg.lﬁg;" ad dgiar?c}dtt?e' hower from the Republican party. He is on record against the
staff of B. C. Morton & Co.. Pen- Republicans seeking to make any poh.tjcal _ca_pital of the disclosure.
obscot Building. ’ The papers shou}d be studied, in his opinion, with the view of

: liarnllcx;ghpast mlsgakes f(f)fr our guidance in the future. There
. " should, however, be no effort to attach personal blame hind-
With Barret, Fitch sight, he says. w & Sa g

(Special to THE FINANCIAL CHRONICLE) Senator Knowland and other Re ublican Senators say this i

KANSAS QITY, Mo. —Edward  the President’s perscnal view but the;) intend to go right a)l’leaclsati
M. Cox, Jr., is now with Barret, taching personal blame. Whereupon, the Democrats contend the
Fitch, North & Co., 1006 Balti- President is not the leader of his party, that if he were he would
more Avenue, members of the get rid of Knowland as the Republican leader.

Midwest Stock Exchange,

Two With E. R. Bell

(Special to THE FINANCIAL CHRONICLE) :

KANSAS CITY, Mo.— Richard
V. Hartnett and Earle H. Smith
have become affiliated with E.
R. Bell Co., 4627 Wornall Road.

In tke first place, it is doubtful if there is any serious differ-
ence between the President and Knowland and the other Senators.
The President’s attitude seems the proper one for a man in his
position to take. It does not, however, foreclose the attitude of
Senatorial leaders of his party. . . '
Overlooked also in this  Democratic propaganda is the fact
that a Republican President cannot very well get rid of the

With A. G. Edw’ds & Sons

. (Special to THE FINANCIAL CHRONICLE)

Kesrzid{_(‘)(f)fuilsshé\gvo.\ vith IXbQGI:tEYiV_- mendous power in such times. Eisenhower has nothing like the
wards & Sons, 409 North Eighth patronage nor the money to spend that gave Rdosevelt his one-
Street, members of the New York man control. It is difficult for some people to realize that times
and Midwest Stock Exchanges. have changed, at least a little.

Less gift tax payable on

Carlisle Bu;;eron
creation of trust

Net tax reduction $8,490

Where the trust property is to
come back to the grantor, there
is no estate tax saving, since the
property is still considered his, for
estate taxes.

The foregoing discussion indi-
cates that the new law provides
taxpayers with an opportunity to
provide their family or charity

and at a low tax cost. The sav-
ings are increased the larger the
period. The savings are also in-
creased if instead of the property
coming back to the grantor, it
goes to somebody else.

Stern, Douglass & Go.
/Formed on Coast

SAN FRANCISCO, Cal.—Stern,
Douglass & Co., Inc., members of
the New York and San Francisco
Stock Exchanges, has been formed
with offices at 465 California
Street. Partners are Carl W.

Republican leader in the Senate. The one-man party theory is
peculiar to the Democrats. In my lifetime the Democratic party
has been in power in times of crisis, The President assumes tre-

hitized for FRASER
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(General Motors Looks
Into the Future
By HARLOW H. CURTICE*
President of General Motors

After stressing the intense competition in the automobile
industry, Mr. Curtice reveals the reasons why the company has
entered upon an expansion program and has recently decided
to seek further outside capital. .Gives estimates of the nation’s
‘future economic growth. Furnishes information regarding Gen-
eral Motors Employees’ Stock Purchase Plan. Points out
“stock market fluctuations, as such, have had no effect upon
our forward planning.”

The automobile industry from
its very inception has been most
intensely competitive. It is even
more competitive today than at
any time in
its 50-year
history.

In this in-
dustry com =
petition
meansaggres-
sively seeking
the favor of
the customer.
At one time or
another some
2,700 differ-
ent makes of
cars have
been on the
market. Today
a bare hanaful of ghose original
2,700 survive. T others have

Because their
have sufficient

Harlow H, Curtice

«customer.

In General Motors we have
‘been successful in winning the
‘votes of customers because we
‘not only have priced competively
but also have constantly striven
‘to build greater values into our
products. Each year our cars offer
‘more for the money than the
year before. Each year we seek
to make them leaders in perform-
ance, economy, quality, appear-
ance, comfort and safety. This
striving for improvement is a
particularly outstanding element
of competition in our industry —
much more so than in most other
industries.

Last year, as this year, our
product lines represented out-
standing values. As a result, our
total sales last year were within
2% of the 1953 all-time record.
We considered this an excellent
showing particularly in view of a
30% decline in.defense business.
Defense deliveries accounted for
only 14% of total volume, com-
pared to 19% in 1953. The decline
was nearly offset by the customer
appeal of our civilian products
and by aggressive sales efforts on
the part of our dealer organiza-
tion.

General Motors net income in
1954 amounted to 806 million
dollars or $9.08 per share, com-
pared with 598 million dollars or
$6.71 per share in 1953. This in-
crease over 1953 was largely the
result of the elimination of the
United States excess profits tax.
We provided 749 million dollars
for United States income taxes in
1954 and 996 million dollars in
1953, of which 192 million dollars,
or $2.20 per share, was for excess
profits taxes. i )

Postwar Capital Requirements ‘

In the two decades prior to the
war our capital requirements
were met almost entirely out of
reinvested earnings. Postwar, al-
though we retained.a substantial-
ly higher percentage of earnings
than in the 1930’s, this source of
capital funds was not sufficient to
cover our needs. Taxes of course
have been a limiting factor. Be-
tween 1946 and the end of 1953

. ‘we resorted to the public capital

market three times, including a
1946 loan from insurance com-

*From a statement by Mr. Curtice be-
fore the Senate Banking and Currency
Committee, Washington, D. C., March
18, 1955. ' ‘

pitized for FRASER
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panies which was repaid in 1949.
The issue of preferred stock in
1946 and the debenture issue in
1953 added 400 million dollars of
outside funds to our capital. This
sum represented approximately
17% of the two billion, three hun-
dred million dollars added to
capital in this period, the balance
having been reinvested earnings.

Our recent decision to seek
further OJutside capital resulted
from our analysis of our forward
capital requirements. This analy-
sis was based upon our projec-
tions of economic trends and the
outlook for the highly competi-
tive automobile market. It led us
to the conclusion that additional
permanent equity capital in the
area of 300 to 350 million dollars
is needed if we are to be ready to
share in the country’s growth .and
meet expanding needs for the
goods we make and at the same
time maintain a reasonable divi-
dend policy.

It is just as important for us to
appraise our markets and plan
for the needs of our custemers in
the years ahead as it is for our
research laboratories, engineers
and stylists to work years ahead
in designing and engineering our
products.

Our studies indicate that some-
time in the early Nineteen Six-
ties our country should achieve
a gross national product of 500
billion dollars, compared with 357
billion dollars in 1954.

We find that by 1962 population
may total 184 million, almost 20
million more than today. The
number of households should in-
crease from 48 to about 54 mil-
lion, creating a tremendous new
demand for homes, motor vehicles
and other goods and services.

Assuming maximum utilization
of the country’s economic re-
sources —‘in other words, full
employment — it is estimated
that disposable personal income
might well be about 40% higher
than today.

Motor vehicle registrations
now total about 58 million. With
disposable income up 40% we
estimate that by 1962 there may
well be over 75 million vehicles
registered, an increase of more
than 30%.

You may recall that early in
1954 General Motors announced
a forward program of capital ex-
penditures calling for an outlay

of about one billion dollars in’

1954 and 1955. This was at a time
when many people were dubious
about the economic outlook. In
fact, there was much talk of com-
ing recession with mass unem-
ployment. However, many other
corporations also invested sub-
stantial ‘funds in new facilities.
Tcday the country’s productive
facilities have grown substantially
over those of a year ago, and
economic activity has continued
at a high level.

As is often the case, our pro-
gram has grown and now amounts
to one and a half billion dollars.
Capital expenditures for this pro-
gram in the past year reached a
total of 750 million dollars. Ex-
penditures for 1955 under this
program are estimated at 500 mil-
lion dollars. The remainder will
be expended in 1956. This does
not include 200 million dollars
for modernization and expansion
of our facilities in Europe which

we have authorized and which
we anticipate will be financed out
of future earnings abroad.

When " 'this program is com-
pleted, General Motors will have
expended in the United States
and Canada alone three and one-
half billion dollars for capital in-
vestment since the end of World
War II. This is in addition to very
substantial expenditures each
year for special tools, dies, jigs
and fixtures specifically appli-
cable to new models.

General Motors’ capital expen-
ditures, of necessity, will continue
at a substantial rate, both to keep
our facilities and products mod-
ern and to assure General Motors
adequate capacity to keep pace
with our appraisal of the normal
growth of the market for the
Corporation’s products. We also
expect from time to time to make
additional investments for de-
fense facilities, as required by the
Armed Forces. For example,
members of this Committee will
be interested to know that we
have just authorized a project
which - will involve 75 million
dollars of our own funds to ex-
pand the engineering, research
development and testing facilities
of the Allison Division and to pro-
vide for the development of for-
ward products to meet future
needs of the Armed Forces as we
anticipate them,

General Motors Stock Purchases

Your Committee has indicated
interest in the procedure we fol-
low in acquiring stock for em-~
ploye ‘bonus plan purposes.

Our policy for over 35 years has
been that a well conceived incen-
tive compensation plan should
make the participating employees
stockholders and partners in the
business. Basically, the plan is
designed to spur employees to
maximum efforts by permitting
them to share in the results ob-
tained through their invention,
ability, industry, loyalty and spe-
cial service. Participation in the
plan is determined on a selective
basis and the amounts of the
awards reflect individual per-
formance. A committee of direc-
tors, none of whom is a partic-
ipant or employee, administers
the plan,

Because the present bonus plan
as approved by our stockholders
does not provide for the use of
newly issued stock, it is our prac-
tice to acquire stock for bonus
purposes in the open market.
Purchases are made daily and

spread ‘as evenly as possible over

the trading days of the month and
year as well as throughout the
trading period in a day, irre-
spective of price movements. Bids
are made in relatively small
amounts. Our stock purchases are
reported monthly to the New
York Stock Exchange so that the
number of shares purchased cur-
rently is a matter of public rec-
ord. In addition, the number of
shares held in the Corporation’s
Treasury for bonus purposes is
disclosed in the quarterly finan-
cial statements, and the number of
shares purchased and delivered
under the bonus plan is detailed
in the Annual Reports.

Our purchases of General
Motors common stock on the New
York Stock Exchange have aver-
aged 2,000 shares a day in the last
four years. During these years
purchases were equivalent to 15%
of the total number of General
Motors common shares traded on
all U. S. exchanges.

No purchases of stock were
made in 1955 until we had re-
viewed with the Securities and
Exchange Commission the matter
of making such purchases during
the period of our public offering.
Following a discussion with the
Commission, we commenced
stock buying on January 7 but
continued only through January
28, ten days prior to the date the
offering became effective. Pur-
chases were resumed again on
March 10, the third day after the

expiration of the
offer,

The remaining point men-
tioned in your letter is the effect
which stock market fluctuations
have upon our planning. Frankly,
our forward business planning
has always been based upon our
evaluation of economic conditions
in general and of the automobile
industry in particular. “Stock
market fluctuations,” as such,
have had no effect upon our for-
ward planning,

In conclusion, we believe the
opportunities for service and ac-
complishment in our dynamic and
expanding economy will continue
to be substantial. The success of
our -stock offering demonstrates
that equity capital is available to
those who seek it on a sound
basis. ’ )

The willingness of the automo-
bile industry to undertake large
capital investments for new and
improved facilities — as well as
for new and improved products—
has brought the industry, over the
span of a single lifetime, to its
present stature. The industry has
become the greatest single con-
tributor to the strength of the
national economy. It has given
our people an individualized
means of transportation enjoyed
by no other people on earth.

Such progress must and will
continue to insure the creation of
still more and better job oppor-
tunities. - Only by such progress
can the automobile industry con-
tinue to make its maximum con-
tribution to the expansion of the
national economy,

We in General Motors will con-
tinue to make our maximum con-
tribution,

I am sure others are determined
to do likewise.

With Inv. Planning
(Special to THE FINANCIAL CHRONICLE)
BOSTON, Mass.—Oliver D. Le-
tourneau is now with Investors
Planning Corporation of New Eng-
land, Inc., 68 Devonshire Street.

subscription
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Slraus, Blosser Co.
In New Quarlers

CHICAGO, Ill.—Straus, Blosser
& McDowell, investment firm
with offices in principal cities,
announce their removal to néw
and larger quarters at 39 Souih
LaSalle Street, Chicago, provid-
ing improved and expanded serv-
ices for customers.

The firm, formerly located at
135 South LaSalle Street, now has
1,500 square feet of additional
space. It is installing a new elec-
tric stock quotation board. A new
municipal department under the
management of Paul Schoessling
was established earlier this year.

Straus, Blosser & McDowell be=
came a member of the New York
Stock Exchange in 1944 when it
had 75 employees. The firm cur-
rently’ employs 125 persons, and
is a member of the New York,
Midwest, Detroit and American
Stock Exchanges. It has private
wires to its offices in New York,
Kansas City, Mo., Detroit and
Grand Rapids, Mich., and to in-
vestment houses in Cleveland, St.
Louis, and Dallas. Offices are also
located in Milwaukee, Wis.,, and
Mt. Clemens, Mich.

Joins Ball, Burge
(Special to THE FINANCIAL CHRONICLE)
CLEVELAND, Ohio—Charles F.
Steinman has become associated
with Ball, Burge & Kraus, Union
Commerce Building, members of
the New York Stock Exchange.
Mr. Steinman was formerly with
Paine, Webber, Jackson & Curtis.

Zilka, Smither Adds

(Special to THE FINANCIAL CHRONICLE)
PORTLAND, Ore.— Robert L.
Wilson is now connected . with
Zilka, Smither & Co.,Inc. 813 West
Alder. ‘ : .

Bache Adds to Staff

(Special to THE FINANCIAL CHRONICLE)
WHEELING, W, Va—Theoren J.
Murvin is with Bache & Co., 1210
Chapline Street.

-
This is not an offering of these shares for sale, or an offer to buy, or a solicitation of an offer to buy, any of such sharesy |
: The offering is made only by the Prospectus,

v —

190,566 Shares
Kentucky Utilities Company

Common Stock
($10 Par Value)

o s WA,

Rights, evidenced by Subscription Warrants, to subscribe for thgse shares at

$24.75 per share have been issued by the Company to holders of its Common

Stock of record March 21, 1955, which rights expire April 11, 1955, as more,
fully set forth in the Prospectus.

The several Underwriters have agreed, subject to certain con(lition§, to purchase
any unsubscribed shares and, during and after the subscription period, may offer
shares of Common Stock as set forth in the Prospectus.

— s

*

Blyth & Co., Inc.

Merrill Lynch, Pierce, Fenner & Beane

Almstedt Brothers
The Kentucky Company

Security & Bond Company
Wagner, Reid and Ebinger, Inc,
F. L. Dupree & Co,,

March 29, 1955

t Copies of the Prospectus may be obtained from any of the {:}':r{ll under.
writers only in States in which such underuriters are qualified to act as
dealers in securities and in which the Prospectus may legally be distributed,

Goodbody & Co.

W. L. I(Jyons & Co.

\
J. J. B. Hilliard & Son -

~

Stein Bros, & Boyce = M

A. C, Allyn and Company - Central Republic Company}

Incorporated

(Incorporated)
Berwyn T. Moore & Company, Inc.

O’Neal, Alden & Co., In¢;}
The Bankers Bond Co., Inc,:

Russell, Long & Company!

Smart, Clowes & Oswald, Inc, N
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Today's Challenge to

Automobile Instalment Credit

By ROBERT L. OARE*
President, American Finance Conference
Chairman, Associates Investment Company, South Bend, Ind.

After noting the increase in automobile instalment credit since
1945, Mr. Oare points out, because of the buyer’s market in
automobiles, there is keener competition among dealers and

more sales promotion, thereby
selling. Finds the margin of

contributing to mere instalment
rates charged for financing is

narrowing and warns of the need for maintaining sound credit
principles in automobile financing. Says major problem in the
financing industry today is maintaining sound credit terms, and

. hints at threat of government

intervention and cantrol., Lays-

down rules for a.sound’ course in extending credit.- -

1 . The challenge facing the aufo-
- mebile instalment credit, indusiry
. today. simply-stated-is ‘“to provide

. ¢redit to all qualified ‘car buyers

©--+- and -at the
same time

maintain-

- time-tested
. tundarhentals
~of “credit ex-

temsion—;

those. stand-
ards which
have proven
the soundness
of instalment
financing
during this
past half-cen-
tury.”

This rather
simple state-
ment of the underlying purpose of
the industry becomes a challenge
today because ef a number of
factors which have been building
up with increasing intensity dur-
ing recent months and which will
test the mettle of each individual
grantor in this field if it .is suc-
cesstully met,

During the period from the close
of 1945 to the end of 1953, the
amount of automobile instalment
credit outstanding in the United
States increased from a mere
$455 million to a total of $10.341
billion. Thus, for a span’of eight
years our industry was faced with
the continuous task of rapidly
expanding its capacity to meet
the needs of time sales buyers in
our country. Under these condi-
tions, each individual grantor in
this field could, and-in most in-
stances did, enjoy a very healthy
growth by just retaining his pro-
portionate share of the available
market. While competition ex-
isted, it was tempered in a great
measure by the ability or willing-
ness of individual credit institu=
tions to ohtain or allocate the
necessary funds to handle a
greater volume of business. Dur-
ing 1954, for the first time since
World War II, the demand for
automobile instalment credit
leveled off both as to the volume
of business and as to the amount
of outstanding credit. While the
volume of credit had substantially
leveled off during most of 1953,
the amount of outstanding credit
did not reach its peak unlil the
very end of that year due to the
carry-over . effects resulting from
the lifting of Regulation W back
in 1952. With this leveling off in
" the total amount of all automobile
instalment credit outstandings
and with a slight decline in the
volume of incoming business, the
only way in which an individual
grantor could continue the growth
to which he had become accus-
tomed was to increase his pro-
portionate share of the total
market. This led inevitably to
a sharp increase in the competi-
tion for business. In addition,
many individual grantors ° in-
creased their capacity and will-
ingness to handle automobile in-
stalment paper, so competition

Robert L. Oare

*An address by Mr. Oare at the Na-
tional “Instalment' Credit ‘Conference ' of
the American Bankers Association, St.
Louis, Mo., March 22, 1955,

within ' our_industry today is at
a very high point, if not at an
all-time high. :

1 do not inean to infer that I
in“any  way deplore this keen
competitive climate in which-we
now: > operate. It is a . healthy
thing for our industry just as it
would be true for any other in-
dustry, and is the keystone of our
American économic pattern. This
competition should force us as in-
dividual grantors and therefore as
an industry to give a better serv-
ice to the public at a better price.

In the long run, this will be
the best thing for the stability of
our industry and for the public
whom we serve. But it is impor-
tant that we in the industry an-
alyze and face up to this com-
petition intelligently rather than
blindly and blithely go merrily
on our way acquiring volume.

A Buyer’s Market in Automobiles

During this past year, three
significant things occurred which
were to have a considerable ef-
fect on the manner in which
many grantors were to meet their
increased competition. First, the
automobile industry had defin-
itly reverted to a “buyers’ mar-
ket.” As production of new au-
tomobiles approached and then
exceeded demand, prices of both
new and ‘used cars trended
downward.  The reduction in
new-car prices principally took
the form of increased‘:allowances
on trade-ins and actual cash dis-
counts. Prices of used cars were
forced down proportionately. This
downward slide in prices slowed
down considerably by the end of
1953, and a fairly stable used-car
price structure has bkeen in ef-
feet since that time. As a result,
the average loss taken on re-
possessions reached a peak dur-
ing the spring of 1954, and then
started fo decline for. the  first
time in many, many months. This
resultant improvement in the
loss to liquidation experience un-
questionably has influenced many
grantors to relax credit terms as
a means of meeting the increased
competition for automobile paper.

Secondly, by the end of 1954,
our nation’s economy had just re-
covered from what some econo-
mists termed “an inventory re-
cession.”” During a period of
about a year, the gross national
product declined from an annual
rate of $367 billion for the third
quarter, 1953, to $355 bililon dur-
ing the third quarter of 1954. It
seems pretty well susbtantiated
that this decline in production
was caused by reduction of in-
ventories and government spend-
ing; but, significantly, it did not
reduce the amount of disposable
consumer income or seriously af-
fect the nation’s price structure.
During the fourth quarter, 1954,
the nation’s economy again
started to expand; and a very op-
timistic view ‘was taken by most
people. This had an effect in
our industry in that there was a
noticeable improvement in col-
lection experience, but this very
condition in turn has had some
effect toward relaxing credif ex-
tension policies,

More Sales Promotion for
Automobiles

Thirdly, the year 1955 has been
ushered in by a record-breaking
sales-promotion effort on the part
of the automobile industry to sel
its new cars. Along with all the
fanfare, there is a grim under-
lying struggle on the part of in-
dividual manufacturers to take for
themselves what they consider to
be their proportionate share of the
market. This competitive struggle
to find every available buyer for
their product is reflecting itself
in tremendous pressure by auto-
mobile dealers on the grantors of
instalment credit ..to . liberalize
terms and ease credit restrictions.
They are not finding. prospects,
but instead are selling terms. In
some instances, it would appear
that the only thing that seems to
count is to make the sale regard-
less of whether-the purchaser can
afford the automobile or meet the
payments on his instalment con-
tract. Overallowances on trade-ins
are becoming quite common, and
in ‘numerous 'instances, are also
‘combined - with price ‘“packs.”’
Through these and other devices,
the financial‘ details of the auto-
mobile - purchase transactions are
colored and often tend to conc¢eal
the true terms of the deal. Speak-
ing for my own company, it is
not unusual for some of our
branches to be forced to reject as
high as 40 to 50% of the business
being offered.. I am sure that
many of you here today are hav-
ing similar experience in -this
respect. .

The Narrowing Margin of
Financing Rates

Let us examine a little more
closely some of the effects which
these internal and external pres-
sures are having on our industry.
Look first to what is happening to
rates. Unlike the manufacturer
who for the most part has an es-
tablished cost for his product and
thereby can' fairly accurately
gauge his “break even” point, the
grantor eof consumer credit must
set a rate today which will pro-
vide a gross income sufficient to
cover the cost of acquiring the
deal and the cost of carrying and
liquidating the contract to its
maturity, and provide a reason-
able profit for his endeavors. To
guide him in setting a price for
his service, he has the benefit of
his current operating costs and
liquidating experience tempered
by the experience of previous
years. Those who recall the con-
ditions which confronted this in-
dustry = during the 1930s can
realize only too well how such
things "as collection costs and
credit losses may rapidly increase
and cause an unexpected strain on
the income deferred to cover such
expenses.

Today margins of profit are
considerably narrower, which
leaves very little leeway for
further reduction in rates. When
an instalment sales.credit opera-
tion is being conducted as a de-
partment of a large credit institu=-
tion such as a commercial bank,
it is important that all operating
costs be properly allocated in
determining the profits of such
department and in determining
the adequacy of the rates used.
This not only means all direct op-
erating expenses, but also a fair
allocation of management costs, a
realistic cost of money employed,
and an adequate loss provision
which can be reasonably ex-
pected to cover the liquidation of
the receivables.

Since I also have the privilege
of being active in the manage-
ment of a bank, I am familiar
with the practice of commercial
banks to adjust their rate of in-
terest to fit the credit standing of
the borrower. When dealing with
regular commercial borrowers,
such variation in interest rate is

entirely in order and is one of the
“built-in” controls of our free
enterprise system which tends to

keep. the marginal .or high risk - gy

Continued on page 34
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No New “Uphirn” Or Politically
Inspired Inflation Wante

By ROBERT

Chairman of the Board

E. WILSON* .

Standard Oil Company (Indiana)

Prominent oil executive, condemning the practice of “taking
our economic temperature every hour,” holds business is on
upgrade again and we should avoid seeking any new “uptarn”
or politically inspired inflation which may be piled on a
healthy recovery. ’

Someone has said were in
danger- of -becoming .a nation' of
.economirc hypochondriacs—taking
our -economic temperature every
hour on the C :
hour, and :
worryimg  if |
it isnt - ex-
actly af “the
level ae've-
now come- to
consider - nor--
mal. y
“The facts
are "that the
economy as a
whole has
been in an
uptrend for
15 vears with
three very
brief and
necessary readjustments at about
five-year intervals—one immedi-
ately postwar, one in 1949, and
one last yzar. All were moderate
and none involved significant
loss of business or consumer con-
fidence. We have clearly been on
the upgrade again for the past
faur months — with surprising
vigor in several important indus-
tries.

However, I for.one, do not want
to see any new ‘“upturn,” or po-
litically inspired inflation, piled
on top of the healthy recovery
the economy seems to be experi-
encing. We should be only too
happy to have witnessed the suc-
cessful halting of a 20-year infla-
Jtionary trend without. being
plunged into a deflationary spiral
as some’ economists  and ‘- politi~
cians predicted last year unless
the government went into heavy
deficit financing. Instead, the
Administration adopted sound fis-
cal and tax policies, maintained
confidence, and allowed the un-
derlying vigor of the economy to
bring us through in good shape.

Various surveys made last fall
of anticipated capital expend-
itures by business and industry
during 1955 indicated that they

Robert E. Wilson

‘would be off about 5% from the

high levels of last‘-year.” How-
‘ever, those figures were based on
éstimates ‘made before the gen-
‘éral business upturn late last fall,
and the new. surveys now being
compiled will probably show a
more optimistic figure. As a mat-
ter of fact, since I wrote the
foregoing, the new Department of
Commerce survey of business ex-
pectations has, come out and
shows an increase of 1% instead
of a decrease of 5%. Evidently
the combination of increased
consumer spending, growing con-
fidence, and the incentives to
business exransion which were
embodied in last year’s tax bill is
proving quite effective in raising
the sights of business men., Ru-
mor has it that some. strenuous
price cutting by big electrical
companies 2lso helped to step up
some of the utilities expansion
plans.

All this is constructive pro-
vided it does not run away into
another round of inventory ac-
cumulation or new inflationary
programs such as some politicians
and labor leaders are advocating.
Cheap mortgage money is already
overstimulating housing construc-

A talk by Mr. Wilson at a panel dis-
cussion oa “1955: Mild Recovery or
m 7" at the 357th Meeting of the
National ~Industrial Conference Board,
Heuston, Texas, March 24, 1955.

§ -the oil industry, it was._the.only

tion, and consumer debt. is again
growing. - - The need - for many
~mnere “roads and schools' .seems
.pressing,-but this means a further
increase of  public ‘debt - zbove

- present - high. levels. .- It is ;cer-

tainly no “time- to rush’ ahead
blindly - or: spend’ ‘more *govern-
“ment meneyiexcept where,:r?ally ;

= necessary:

As. to. canital expenditiji'&é by .
major industry in . last’ fall’s’
McGraw-Hill survey. to shaw -a
‘slight uptrend-in projected. capi-
tal expenditores for 1955. I, for
one, -would be just as.happy if we
did not enjoy that distinction.
Qur industry has surpassed every
goal of excess producing and re-
fining capacity for a  possible
emergency that the government
asked for, and has done it at its
own expense. Unlike 'most, de-
fense. industries, we are .also
largely carrying our ‘own -stock-
piles—too - big, in my opinion,
considering the excess producing
and refining .capacity which is
available at a moment’s notice in
case of need. I think our indus-
try might be better off, andstill
do our full duty by both our gov-
ernment and our customers, if
we relaxed a bit in new capital
outlays and in inventory accumu-
lation, at least until we know bet-
ter what imports -and gas price
regulation are going to do to our
industry this year. Our own
company is definitely on such a

_program, especially in refining.

The construction of. interstate gas
pipelines  or : wildcatting. for gas
«will certainly not resume on the
scale of recent years until the
producer can anticipate relief
from the unprecedented peace-
time price controls which have
been forced upon him, in spite of
the fact that competition among
the 5,000 independent producers
has kept the field price of gus the
cheapest of all fuels; and if this
situation is not remedied by this
session of Congress, it bodes ill
for any producer of any com-
modity in general use.

New duPont Branch

SAN DIEGO, Calif.—The open-
ing of an office in San Diego,
Cali.f., in the San Diego Trust &
Savings Building, was announced
by Francis I. duPont & Co., mem-
bers of the New York Stock Ex-
change, Los Angeles Stock; Ex-
change, San Francisco Stock Ex-
change and other leading security
and commodity exchanges. This
is the firm’s eighth office in Cali-
fornia. Others are located in
Los Angeles, San Francisco, Sac-
ramento, Fresno, Pasadena, Ba-
kersfield and Beverly Hills.

Francis I. duPont & Co. now
maintains 63 domestic offices, in-
cluding 12 in the New York area,
and has overseas branches in
London and Lausanne.

Morton Adds to Staff
(Special to THE FINANCIAL CHRONICLE)
BOSTON, Mass.— Leonard
Seligman has been added to the
staff of B. C. Morton & Co., 131
State Street. He was formerly
with Keiler & Co.

With Palmer, Pollacchi
(Special to Trr FinanciaL CHRONICLE) °
BOSTON, ‘Mass. ' Sumner, H.
Woodrow is 'with ‘Palmer, Pol-
lacchi & Co., 84 State Street.
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~ A Life Insurance Com’pany -
'Looks at the Equity Markets

¢
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By STUART F. SILLOWAY*
Vice-President for Finance
The' Mutual Life Insurance Company of New York

After discussing the historical unfavorable attitude of life
insurance companies toward common stocks, Mr. Silloway lists
the principal factors influencing a change in this attitude as:
(1) the more liberal yield on sound equities; (2) the rela-
tivgly‘ good experience of investors with common stock; 3)
the clearer recognition that life companies are ideal long-
term investors; (4) the widespread acceptance that the econ-
omy has become more depression resistant; (5) the greater
realization of the long-term opportunities for a developing
and expanding economy, and (6) recognition.of the fact that
fixed income securities -are jmsufficient for the volume «of
institutionalized savings.

I .
Historical ‘Attitude of Life Insur-
ance Toward Common- Stocks

In the early history of: life: in-
surance; the industry’s investment

policies were to ‘invest primarily -

in secured obligations. 'Equity in-
vestments in
industrial ‘and
transportation
enterprises
were the ex-
ception rather
than the rule.
The - compa-
nies did, how-
ever, have a
significant
amount ‘of
money, ap-
proximately
39% of ad-
mitted assets,
invested in
stocks - of all
kinds both common and preferred
in 1890. The common stock in-
vestments included in that total
were mostly rail and bank stocks.
The acquisition of such holdings
continued to increase and reached
a peak of 7.3% of admitted assets
in 1903.

® The Armstrong Investigation of
insurance companies, conducted
by the late Charles Evans Hughes,
brought about an important
change in the legal aspects of
stock investments. It was clear
from that investigation that cer-
tain malpractices had appeared in
the stock dealings of certain of
the companies and that dangerous,
interlocking relationships existed
between life insurance companies
and other financial institutions. As
a result, life insurance companies
domiciled in New York were no
longer permitted to invest in
stocks, either common or pre-
ferred, and were given a period of
years to dispose of their holdings.
This statute, which was absolutely
binding upon companies domiciled
in’ New York, in which a large
portion of life insurance assets
was and still is concentrated, had

Stuart F. Silloway

a great influence on the invest- -
ment decisions of companies dom--

iciled in other States, and a steady
decline of holdings of both com-
mon and preferred stocks followed
the_investigation, reaching a low

. point of .0.6% of admitted assets

in.1924.

' e . n -

‘Preferred- Stock Legislation

In 1928, the Legislature of the
State of New York passed the
necessary legislation to permit
companies domiciled in New York
to” purchase preferred -stocks of
corporations meeting certain earn-
ings tests. As a result of the pas-
sage of this legislation, the com-
bined holdings of preferred and
common stocks in life insurance
companies again started to expand
and by 1929 had reached a figure
of 2.4% of admitted assets. The

%20utline of remarks by  Mr. Silloway
before the Dean’s Day Homecoming Con-~
ferénce. New Yerk University Graduate

York City;~March 12,/ 1955, .

of Business " Administration, New -

preponderance: (73%).1 of that in-
vestment was in preferred stocks
sinee’ companies ‘subject’ directly

. or ‘indirectly . to-  the New York

‘statute constituted such a substan-
tial portion of the.industry.
Following the depression of the
early 30’s, there was an increase
in the holdings of stocks by life
‘insurance companies which  arose
in part out of reorganization pro-
‘ceedings. Subsequently, as busi-
mness recovered 'and our economy
generally showed signs of im-
provement, statutes were passed
in:various States permitting lim-
ited common stock investments by
life insurance companies domi-
ciled therein. In fact, by the end
of 1950 some 33 States and the
District.- of Columbia permitted
their life insurance companies to
make such investments, and by

that time, companies located in’

several States had made rather
aggressive starts toward the ac-
cumulation of common stock hold-
ings.

By the end of 1947, the life in-
surance industry had combined
stock holdings of 2.7% of total
admitted assets, and common stock
holdings included in the total
amounted to 21% of total stocks,
or about 0.5% of admitted assets.
By the end of 1950, the combined
preferred and common stock hold-
ings had increased to 3.3%, of
which common stocks represented
28%, or about 0.9% of admitted
assets.

In 1951, the legislature of the
State of New York amended the
investment statute to permit com-
panies domiciled therein to have
the lesser of 3% of admitted assets
or one-third of surplus invested in
common stocks. The amendment
was quite restrictive in character
and permitted common stock in-

vestments only in a company the

other securities of which were
eligible for purchase by life com-
panies and which had met an

earnings test and paid a dividend .

on its common capital for 10 years
and which listed on a national
exchange.

The common stock holdings of
24 New York companies was .16%
of their total admitted assets at

the end of 1951, indicating that

there was no particular rush on

the companies to make .use of the

new legislation. The correspond-
ing figures for succeeding years
are also interesting: 1952, .22%
and 1953, .27%. We do not as yet
have comparable data for.1954.
On a book value basis, the per-
centage has risen to .47%. Since
the admitted asset: value for com-
mons is market value, the per-
centage on that basis would un-
doubtedly be somewhat higher as
a result of the recent rise. I
believe that two main reasons are
largely responsible for the ab-
sence of a great rush from the
barrier by the New York com-
panies:

(A) Rise in interest rates which
began in spring of 1951 following

the so-called accord between-the -
Treasury and the Federal Reserve. . . -

—

1 Based on 49 companies: having 92%

of industry assets.

.compdnies,
‘ber of - hypothetical

‘ance

(B) A comparatively high his-

- torical level of stock prices.

I

Principal Factors Influencing the
Change in Attitude Toward
Common Stocks Leading
Up to the Legislation

A number of the New York
companies had for several years
prior thereto' urged the adoption
of such legislation and felt that
it was rather slow in forthcoming.
This was not a unanimous opin-
ion.

The principal reasons for seek-
ing a liberalization of the statute
are as follows:

(A) The more liberal
available on sound equities.

(B) The relatively good ex-
perience which equity investors
had in .common stocks which were
held for a considerable period of
time. This was borne out by an
examination of certain trust com-
pany holdings and acquisitions

yield

over fairly protracted periods, as-
‘well as those  of certain invest-
fire s and casualty-
insurance’

‘ment trusts,
and life
companies. In: addition, a num-
investment
studies made by the life insur-
industry (when seeking
changes in the law).eévidenced a
satisfactory - investment experi-
ence on assumed long-term hold-
ings.

(C) A clearer recognition of
the fact that life companies are

iideal long-term investors because

of the stability of their cash flow
and a belief that they can afford
to disregard temporary market
fluctuations and concentrate on
long-term yields. The favorable
experiences cited led to more
widespread application of the
“prudent man” concept of invest-
ment which has been widely ap-
plied in trust fund investment
policy. Meanwhile, pension funds
were also investing increasingly
in common stocks with' effective
results.

(D) The more widespread ac-
ceptance of the feeling that our
economy may be somewhat more
depression-resistant in the future
than in the past because of vari-
ous built-in stabilizers and a
more positive attitude by the
Federal Government toward the
maintenance of a satisfactory
level of employment, national in-
come, and consumer purchasing
power. It seems clear from the
1952 election and subsequent
events, if in fact it was not clear
‘prior thereto, that such an atti-
tude of governmental philosophy

exists in both major‘ political
parties and that it would be
present whether or not :the so-

‘called Full Employment Act of
‘1946 were on the books.
.various

The
devices, monetary and
fiscal, which may be employed to
implement these objectives have
certain inflationary implications,
and common shares are, on the
record at least, a mild inflation
hedge, although the permissive
holdings for New York companies
under the present statute are
small,

(E) The greater realization of
the long-term opportunties for
expansion and development of our
economy through research and
technological advances and from
the resultant further improvement
in the standard eof liviag, both
here and abroad, conditions. which
would very likely influence fu-
ture corporate earnings and
equity values.

(F') Recognition of the fact that
at times the quantity of  fixea-
income - securities -and mortgages
issued in a given period has been
small in relation to the volume
of institutionalized savings,

v

Types of Common. Stocks Pur-
chased by Life Insurance Cos.

In general, the decisions of the
companies have been influenced
in large part by yield consistent
with ‘a satisfactory degree of
quality. After all, the life insur-
ance business requires earning a
stipulated .current return, and
most insurance company buyers
have their eyes fixed on present
yield, A modest amount of in-,
ves.ing, however, has been and
will be done with an eye toward
good quality with a relatively
low current yield and expectation
of improved yield in the fu'ure
by investing in companies which
seem to have a better-than-aver-
age opportunity to grow and
prosper. v

What May Be the Life of Insurance
Attitude Toward Common
Stocks in the Future?

As their experience widens and
a longer period of time passes
without important economic ad-
versity and consequent market
decline, it is logical to expect the
companies to continue to buy
equities and probably to increase
their over-all percentage in such
securities.

Traditionally, the life insurance
companies are investors in fixed

(1505) 13

income-bearing securities aand
mortgages, and they will be®in-
fluenced importantly by the spread
between yields .on -bonus and
mortgages and on preferred stocks
and common stocks. If thé oppor-
tunity is"again- present to make
fixed income-bearing investments
in sound corporations at a rate of
return that very nearly equals
that available on common stocks,
it is likely that the companies will
again withdraw from the market
and, conversely, in periods of low
interest rates if more liberal re-
turns are available by investing
in sound equities, it is likely that
the companies will increase their
holdings.

As of Dec. 31, 1954, the New
York companies held common
stocks having a boek value of $142
millien, representing 0.47% of to-
tal admitted assets. Under the
present statute, 3% of admitted
assets would amount to $912 mil-
lion. This relationship does not
fall evenly on all companies as -
some of the New York companies
have made virtually no purc..ases
of common stocks, and there is
probably no disposition at the mo-
ment for any of the companies to .
go to the maximium amount per-
mitted immediately. One reason
for the relatively slow start madé
by the New York companies in
their purchasing 6f common stocks
has been that since the legislation
was passed opportunities to in-
vest }in fixed-income securities
have [been more favorabie than
they had been for many years
previously. Another deterrent has
been the valuation problem aris-
ing in part from the legal limita-
tions imposed on accumulation of
surplus by New York and ten
other States on companies writing
participating business. However,
from a longer range point of view,
I believe that there wili be a
tendency for the companies to in-
vest up to their maximum, and I
am hopeful that before too long
an even broader margin for equity
investments can be obtained.

With Investors Realty
(Special to THE FINANCIAL CHEONICLE)
LOS ANGELES, Calif, — Nor-
man T. Johnson, Benjamin M.
Katz and Patrick W. McKenney
have joined the staff of Investors
Realty Fund. Mr. Johnson was
previously with Jones, Cosgrove
& Miller. Mr. Katz and Mr. Mc-
Kenney -were with Daniel .D.
Weston & Co.

Not a New Issue

* March 30, 1953, -

This announcement is neither

Lazard Freres & Co.

an offer to sell nor a solicitation of an offer to buy any of these shares.

The offer is made only by the Prospectus.

464,700 Shares

CorninGg Grass Wonrks

Commeon Stock, $5 Par Value

Price $58.75 Per Share

Copies of the Prospectus are obtainable from such of the several under-
writers, including the undersigned, as are registered dealers in this state.

: ]lurrixnan Ripley & Co.

Incorporaied
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Important Aspects of the Market

By F. EBERSTADT*
Partner, F. Eberstadt & Co., Investment Bankers
President of Chemical Fund, Inc.

Mr. Eberstadt maintains that in spite of competent supervision
by the “authorities, dangerous speculalive proclivities have
emerged, harboring wide repercussions both inside and outside
the market. Suggests instead of dealing with margin require-
ments as a whole, they be adjusted: to individual stocks, to
deal with isolated situations without depressing the general

market. Favors relaxation of short-selling restrictions’ under
Emphasizes importance of disclosure;

present conditions.

against baclground of existing penal legislalion.

On Feb. 17, 1955, we replied to
vour Committee’s questionnaire,
dated Feb. 1. I have reviewed our
responses to your inquiries and
find no reason
tomodify
them.

There is no
doubt in my
mind that
during the last
months of
1954 and early
in 1955, influ-
ences not en-
tirely salutary
entered the
securities
markets with
increasing
force, creating
a number of
situations, the cumulative effect
of which, if continued unre-
strained, was likely to be un-
wholesome. There was a rash of
security offerings which to_the
experienced eye looked unpromis-
ing. Certain listed stocks were
being given quite “a ride.” “Hot
tips” were becoming the basis for
someg, feverish stock buying, Ex-
perience indicates that such prac-
tices may prove disastrous to their
victims with injurious repercus-
sion on many who are not directly
involved.

Ferdinand Eberstadt

Supervision IHonest and
Competent

" I would like to say at the outset
that during the 35 years that I
have followed the course of se-
«curity markets, I know of no time
when the supervision of these
markets was in more honest and
competent hands than now. I in-
clude in this statement the SEC,
the NASD, and the two stock ex-
changes with which I am familiar,
mamely, the New York Stock Ex-
change and the American Stock
Exchange. I am sure that the un-

desirable practices and tendencies'

that I referred to above have
neither been fostered nor approved
by these authorities.

. T am equally sure that such .an
inquiry as you are conducting is
timely and has a useful purpose.
The very fact that you are con-
ducting the inquiry has already
had a distinctly perceptible de-
terrent effect on these practices.

Market Appraisal

The testimony given to your
Committee as to whether the stock
inarket in general is or is not too
high leaves one somewhat con-
fused. That is not a phenomenon
peculiar to this moment.
rame would probably be true at
almost any other time. The fact
that some think certain stocks are
100 high and others think they
<re too low is one of -the things
{nat makes a market. Numerically
in comparison with 1929 the stock
market level may seem high but
cven if it were that would prove
little. We are dealing in a differ~
«nt unit of currency than we were
in 1929—a 100% gold dollar then
ind the equivalent of a 60¢ gold
ollar today. Prices of other com-
1n0dities and services have re-
ilected this difference. To what
r.xtent stock prices have done so
. “Statement by Mr. Eberstadt before
i1e Hearings on the Stock Market, Com-
Jaittee on Banhing .and Currency, U. 3.
4 zngte, March 17, 1955. o

’
¢

¢ market,

The

is a question. Furthermore, there
have been, and . are, tremendous
inflationary forces at large which
have had and, so long as these
forces prevail, will continue to
have a stimulating effect on the
brice of stocks. The possible ef-
ect of these inflationary forces on
the stability of the dollar makes
stocks seem preferable to bonds
in the minds”of many investors.
Furthermore, new purchasers with
large resources have come into the
Another potent upward
force is the outlook for the future,
nvestors seem more confident
han they have been for some
time. There is wide confidence in

: the President and in the Congress.

There is a growing belief, whether
or not justified, that as time
passes, the foreign situation is be-
coming less dangerous. Above all,
there is feeling that the epochal
discoveries of our scientists in the
atomic, the electronic, and the
chemical fields have opened the
doors to industrial progress, with
resulting benefits to man’§ health
and wealth, beyond anything that
was ever achieved or even
dreamed of in the past. The com-
posite of these forces naturally
tends to create a strong market.
And so, one would be rash to say,
without qualification or specifica-
ticn, that the general market level
is too high.

The Wide Implications of Margins

Thus it seems to me that the
nub of the problem with which
you are concerned is not an un-
duly high general stock market
level to be dealt with simply by
increasing margin requirements
across the board. The reciprocal
relationship between stock market
activity and the level of stock
prices on the one hand and busi-
ness. aclivity and profits on the
other, is so close and so sensitive
that an undue general increase in
margin requirements might affect
both' the former and the latter to
the disadvantage of our economy,
without necessarily curing the un-
sound practices to which I have
referred and which, in my opinion,
merit your Committee’s astute at-
tention, If these harmful practices
can be isolated and dealt with in-
dividually, that would seem to be
a more desirable course than to
resort to action which might have
a generally depressing effect on
business and yet not result in the
desired cure. '

It is my impression that under
present legislation stock margins
must be dealt with as a whole. I
am not sure that this is sound or
sufficiently flexible in present
circumstances. ‘It would seem to
me to be using a mallet to kill a
fly if, in " order to restrain
gambling activities in a few

stocks, margins on all stocks were’

raised. Therefore, I suggest for
your consideration the possibility
of empowering the proper author-
ities with the right to raise margin
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level of stock prices that caused
official concern, The short seller
was assumed to be a contributor
to this undesirable condition and
was ‘severely criticized. Rather
stringent restrictions on short
selling were introduced. It may
be that conditions have ‘changed
sufficiently’ to justify modifying
some of these restrictions. Such a
step might increase the market's
stability and underlying strength.

More disturbing than the present
market level are security frauds
and sales of securities which, while

* not technically fraudulent, are so

worthless :as to have the

effect on the huyer.

same

Disclosure the Crux
So far as stock frauds are con-
cerned, it seems to me that they
are in the same category as any
other frauds, The problem of
protecting the fool from the knave

is not new to our jurisprudence.

Assuming adequate penal legisla-
tion, and I think we have such
on our hooks -naticnally and in
most of the states, elimination of
these frauds becomes a matter of
vigilance and vigor on the part
of our public authorities. With
respect to those issues which,
while not fraudulent, are thor-
oughly unsound, I believe that the
cure lies in full disclosure rather
than in expressions by Federal or
state authorities as to the value
or worthlessness of such securi-
ties. Nor would I recommend
vesting prohibitory powers against
such issues in the public author-
ities.

With respect to the over-the-
counter market, I believe the
NASD has done an excellent
job of policing this huge market
My only suggestion in this field
involves the possibility of requir-
ing licensed dealers to furnish to
their customers on request
properly authenticated current
pbalance sheets and operating
statements or a qualified pros-
pectus with respect to such se-
curities which they sell. Neither
the publicity that over-the-coun-
ter securities enjoy nor the public
scrutiny to which they are sub-
jected is equal to that of the
listed stocks. The number of se-
curities is so vast and, in com-
parison, the abuses appear to me
to be so few and so easy to deal
with, that I have some doubts as
to the wisdom of attempting to
force any great quantities of these
securities to be listed. Undoubt-
edly it would be salutary to in-
crease the information available
about these companies, always
bearing in mind that it is prob-
ably not wise to stifle this market.
1t is difficult enough now to start
a new business and unless we
have a strong ingredient of new
businesses started from year to
year, our economy is likely to
retrogress or to fall in the hands
of industrial giants.

. I am not greatly concerned
about the tipster. Public knowl-
edge of the losses which are sure
to follow habitual pursuit of tips
as an investment standard are
likely to take care of this abuse.

With First California
. (Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, Calif.—Robert
F. Bates has rejoined the staff of

First California Company, 647
South Spring Street. Mr. Bates

‘has recently been with Investors

Realty Fund, Inc. and prior
thereto was with Marache, Dof-
flemyre & Co.

requirements on any specific stock

on a showing that such action is
in the public interest. This would
enable the authorities to deal with
isolated situations without de-
pressing the stock market as a
whole. :
Short-Selling Situation

. In the past, one of the stabiliz-
ing forces in a strongly rising
market was short selling. Not so
many years ago; it was the low

With Shearson, Hammill
(Special to THE FINANCIAL CHRONICLE)

LOS ANGELES, Calif.—Donald
M. Smalley and Harry B. Turner
have -become associated with
Shearson, Hammill &. Co., 520
South ‘Grand Avenue.. Both were
formerly with Paine, Webber,
Jackson & Curtis.

.

Depression in the Textile
Industry and the Way Out

By SOLOMON BARKIN*

Director, Research Departmen@,
Textile Workers Union of America

Trade union economist describes plight of textile workers and
the disiressed cond.tions in the industry. Gives data on unem-
ployment in the textile field and abscribes causes of present
condition to: (1) loss of domestic outlets; (2) loss of export
markets; (3) changes in types of garments; (4). changing
pattern of consumer expenditures; (5) tardiness in meeting
new consumer trends; (6) inter-fibre competiiion, and .(.7)
general business contraction, as well as increased productivity
due to technical advances. Proposes as remedial measures:
(1) distribution of textiles to needy nations overseas; (_2) dis-
tribution of clothing to domestic needy; (3) reestab!lshment
of textile stock piles for armed forces, and (4) granting con-
| tracts to textile mills in distressed areas. Wants special assist-
ance given to workers victimized by the textile depression.

The President’s Economic Re-
port -speaks of some industries
and localities suffering from
serious unemployment. The tex-
tile industiy
has been mn a
depressed
state since
1951 and has
not yet re-
covered. Tex-
tile communi-
ties through-
out the coun-
try have been
hard hit and
many have
not ‘been re-
habilitated
ti.rougn the
de velopment
of alternative
employments, Tens of thousands
of textile workers dependent upon
unemployment benefits have ex-
hausted their claims and there-
fore have had to fall back upon
their families for maintenance.
Many older textile workers have
been turned away from the em-
ployment offices by other em-
ployers and have found them-
selves “too old to work and too
young to retire.”

% #* %

We urge upon the Joint Com-
mittee that there is too great an
inclination to concern ourselves
with the global figures and over-
look the individual deficiencies in
our economy. This -failure- to
analyze the weaknesses and the
shrinking areas can be as fatal
now as it was in the twenties
We know. that the troubles of the
textile and coal industries during
those years proved to be hai
bingers of the oncoming disastex
The shortages in buying powe!
and the heartless competition ar
the expense of the worker which
demoralized the industry and t.e
wage structure of these industries
duri the latter part of the
twentiés were precursors of the
disaster that befell us in 1929.

Solomon Barkin

Had we then addressed ourselves

as we are urging you to focus
now upon the problems of the
distressed areas and indus'ries
and the problems of economic re-
habilitation and recovery in them,
we might well have avoided the

depths of the depression of “the,

early thirties.

The need for such a far-reaching
investigation has been recognized
not only by textile labor organ-
izations and the Congress for In-
dustrial Organizations, which
called for such an investizat'on at
its last convention, but also by an
independent newspaper such as
the New York “Times,” which, in
an editorial on June 7, 1954, de-
clared as follows:

“The textile unions have sought
to cooperate in ‘increasing the
efficiency of the industry and the
productivity of its workers. ‘But

4

*From a statement by Mr. Barkin be-
fore the Joint Congressional Committee
on the Economic Report.

the industry has been losing
ground in the face of _compeh-
tion from imported fabrics, syn-
thetics and non-union producers
in the South. :

“It is clear that no general up-
turn in the economy will auto-
matically restore the prosperity
of the mines or the textile mills.
The sooner the Administration
gets togetner with managgment
and labor in these industries to
seek answers to their basic prob-
lems, the sooner remedial pro-
grams can get under way.”

Distressed Conditions in the
Textile Indusiry

Employment has declined sig-
nificantly . from the more active
days within the industry. In 1948,
there were 1,280,000 production
workers. This number dropped to
1,200,000 in 1950. In both 1952
and 1953 the total was about 1,-
100,000. The low point in 1954
was in July wilth 953,000 work-
ers. Recovery since July has been
minor: in December the total was
998,000 compared with 980,000 in
June and August 1954. There has
not therefore been any such re-
covery as the President’s eco-
nomic report suggests. The net
drop from 1948 has been 282,000
and from 1951, 177,000 persons.

What has happened, however,
which is most welconie, has been
an increase in the hours of work.
In December 1954, the average
weekly hours for the first time
during- the year exceeded 40
hours per week. They had
dropped to 37.1 hours per week
during April. ;

The shrinkage in employment
has taken place in all regions of
the country. Attached is a com-
parison of the employment of
both wage and salaried workers
in each state between February
1951 and October 1954. A total
shrinkage of 283,000 jobs occurred
in the -45 months. (Table I.)
(Employment of salaried and
wage earners increased by some
7,800 from October to December.)
One hundred and seventeen
thousand jobs were lost to the
findusiry during this period in
New England, 85,000 in the Mid-
dle-Atlantic states and 52,000 in
the South. The largest reductions
in employment were suffered in
Massachusetts (58,200) -and Penn-
sylvania (36,800). North Carolina
saw a shrinkaze in employment
of 20,000. No single textile s'ate
could report an increase in em-
ployment between February 1951
and October 1954.

As textile mills are generally
located in non-metropolitan areas,
frequently comprising one-indus-
try or one-mill communities, al-
ternative employments in the
locality are lacking. The slump in
textile employment therefore de-
presses entire communities and
leaves workers and their families
stranded. The significance of this
concentration is borne out by the
fact that five of the eight major

Continued on page 38
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NEWS ABOUT BANKS
AND BANKERS

. CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC. .
REVISED
CAPITALIZATIONS

At special meetings held March
30, shareholders of The National
City Bank of New York and of
The First National Bank of the
City of New York approved a
merger of the two banks under
.the name of The First National
City Bank of New York.

Following approval - by the
Comptroller of the Currency, the
‘merger became effective March 30.

National City shareholders

authorized the merger by a vote

. of 8,280,383, or 82.8% of the 10,-
000,800 * shares ~outstanding, to
17,033. Shareholders of -First Na-

.tional approved it by a vote of
256,046, or 85.3% of its 300,000
shares, to 4,749. Ratification by
holders of two-thirds of the stock
of,; each bank- was necessary to
effect the merger.

The headquarters of the First
National City Bank will be
located at 55 Wall Street— Na-
tional City. Head Office—and the
staff of First National will be
located at this address, beginning
March 31. Former headquarters of
First National at 2 Wall Street
will become a branch of First
National City, the 72nd in Greater
New York. All National City
branches will continue at their
present locations under the new
name. The Corporate Trust De-
partment maintained by Natio..al
City and its trust affiliate, City
Bank Farmers Trust Company,
will move to the First National
building, where the Corporate
Trust Department of the First
National Bank will remain.

The first combined statement of
condition of the new institution,
as of March- 31, will be published
on Tuesday, April 5. As of Dec. 31,
1954 combined total resources of
the two institutions, including
those of City Bank Farmers Trust
Company of $143,000,000, were
$17,180,000,000. Combined deposits
of National City including City
Bank Farmers and First National
amounted to $6,301.000.000. Since
the assets of First National were
acquired by 'a cash payment of
$165,000,000 for the 300,000 shares
outstanding rather than through
an exchange of stock, the capital
structure of First National City
remains the same as National
City’s.

At the year end, total capital
funds were $585,000,000, including
$32,000,000 capital funds of City
Bank Farmers Trust Company,

Howard C. Sheperd, Chairman
of the Board of National City,
will be Chairman and chief ex-
ecutive officer of First National
City. Alexander C. Nagle, formerly
President of First National, will
become a Director and Chairman
of - the. Executive . Committee.
James :S. Rockefeller, President
and. -Richard - S. .-Perkins, - Vice
Chairman, and other members of
the< senior -management of Na-
tional City will continue in their
present -positions. Grant Keehn,

Executive Vice-President of First.

National, will become an Execu-
tive Vice-President of First Na-
tional City.
Five Directors of First National
- have become members of the
Board of First National City. They
are Mr. Nagle, George F. Baker,
Jr., Percy Chubb II, Edward S.
Moore, Jr., and William C. Stolk.
The Board will have 25 Directors,
including 20 of National City’s
former Directors. Curtis E. Calder,
Chairman of the Executive Com-
mittee of Electric Bond and Share
Company and a Director of Na-
tional City since 1931, has resigned
from that Board for reasons of ill
health. Mr. Sheperd expressed
deep . gratitude for Mr. Calder’s
service to the bank; declaring that
his resignation was accepted with
the utmost regret.

Bank of the Manhattan Com-
prany of New York has acquired
the total assets of the Bronx
County Trust Company and as of
March 21 the Bronx (New York
City) institution became a part of
the Bank of Manhattan’s city-
wide banking system, it was an-
nounced in a joint/ statement by
Lawrence C. Marshall, President
of Bank’ of the Manhattan Com-
pany and Thomas P. Lynch, Presi-
dent of Bronx County Trust Com-
pany.. Under the terms of the
agreement, which received -offi-
cial approvals during the current
month, Bank of the Manhattan
Company paid $7,426,466 plus net

.operating earnings_from the first

of the year until the date of sale.
Acquisition of the $80,000,000 in-
stitution gives Bank of the Man-
hattan Company nine new offices,
bringing its total in the Borough
of the Bronx to 14 and swelling its
grand total to 67.

Officiais of the bank  empha-
sized that the merger would not
affect the overations of the former
Bronx County Trust Company of-
fices and that the present staff
will continue to serve the bank’s
customers as in the past. All of-
ficers of the Bronx County Trust
become officers of Bank of Man-
hattan. Thomas P. Lynch, the
Bronx County Trust President,
has been elected a Vice-President
of Bank of Manhattan and will
be in charge of the bank’s 16 of-
fices in the Bronx and Washing-
ton Heights. Pending his assign-
ment to new responsibilities,
Frederick J. Freese, Vice-Presi-
dent of Bank of Manhattan, will
be associated with Mr. Lynch in
the administration of these offices.

The Bronx County Trust Com-
pany, originally known as the
Twenty-Third Ward Bank of the
City of New York, was the last of
the old Ward Banks to surrender
its title. It was chartered in 1888
and claims the distinction of hav-
ing served the people of the Bronx
longer than any other banking in-
stitution. The name of the bank
was changed to Bronx County
Trust Company in 1925, Its de-
posits have grown from. $252,260
in 1890 to $70,966,000 at the end
of 1954. Bank of Manhattan’s
year-end deposits were $1,472,-
000,000. The Bank of the Manhat-
tan Company has played an active
role in Bronx banking for 27
years. In 1928 Manhattan acquired
the three offices of the Brenx
Borough Bank, founded in 1893,
and three offices of the Bronx Na-
tional Bank, founded-in :1907. Mr.
Marshall said . that the merger
would not affect the long-standing

. personal relationships which have -

grown up between the Bronx
County Trust Company and 'its
customers. T e
* Ed *

Shareholders of the Chase Na-
tional Bank and the Bank of
Manhattan Company, both of New
York City, in special meetings
on March 28, approved by record
votes the proposal to merge the
two banks. Subject to approval
by the regulatory authorities,
Chase and Manhattan are sched-
uled to be formally joined as of
the close of business today, March
31, and will begin operations in
the following day as The Chase

Manhattan Bank. The proposal "

to merge the banks, whose com-
bined assets of more than $7.-

500,000,000 will create New York'’s.

largest bank, was announced
jointly by the managements of
the two institutions on Jan. 14.

At the Chase meeting, held
Monday forenoon this week -at
the bank’s head office, a total of
6,405,062 shares, representing

86.55% of the bank’s 7,400,000
shares . outstanding, were voted
in favor of the merger, while
20,990 shares were voted against.
At the afternoon meeting of
Manhattan shareholders at 40
Wall Street, 2,301,034 shares' or
83.67% of the 2,750,000 shares
outstanding, were voted for the
merger; compared with 14,419
shares voted against. The plans
incident to the merger were noted
in our issues of Jan. 20, page 273,
Feb. 17, page 810, and Feb. 24,
page 936.
- * *

Colonial Trust Company of New
York, announced on March 25
that sale of a new issue of its
stock has brought its capital funds
to: more than $5,000,000: -The
bank, of which Arthur S. Klee-
man- -is President, ‘has just com-
pleted distribution . of an- addi=
tional 20,000 shares, of ‘its-capijtal
stock at a price of $50 per share.

The ‘stock was sold to holders of:

the bank’s previously: outstanding
40,000 shares on the basis of one
new. share for each two shares
previously held.

. * #*® *®

Cyril M. Wilson, former -Man-
ager, and Michael Romanenko,
former Assistant Manager, have
been appointed Assistant Vice-
Presidents of the Chemical Corn
Exchange Bank of New York, it
was announced on March 25 by
N. Baxter Jackson, Chairman.
Mr. Jackson also announced the
appointment of Robert T. Sny-
der, former Assistant Manager,
as ' Assistant Secretary. Messrs.
Wilson and Snyder are at the
bank’s Waldorf - Astoria office
where Mr. Wilson will continue
to be in charge. Mr. Romanenko
is located at the bank’s Rocke-
feller Center office.

#* # Ed

The Seaman’s Bank for Sav-
ings of New York, announces that
after the close of business on
Friday, April 1, all services and
departments of the bank will be
removed from 74 Wall Street to
new quarters of the bank’s main
office at 30 Wall Street, New
York. The opening of the new
main office at 30 Wall Street will
take place on Monday, April 4,
from 8:30 a.m. until 6:00 p.m.

B #* #

The appointment of Dwight G.
Allen as an Assistant Treasurer
of Manufacturers Trust Company,
New York was announced today
by Horace C. Flanigan, President.

Mr. Allen is assigned to the

bank’s Far Eastern Representa-
tive Office in Tokyo, Japan. He
came to the bank in 1946. In 1953
Mr. Allen was appointed an As-
sistant Secretary.

At special ‘meetings of stock-
holders  of The Public National
Bank and Trust Company and
Bankers Trust Company, both of
New York City, held March 24 at
the respective banks, approval
was voted of a Plan and Agree-
ment of Merger, under terms of
which the two banks will begin
joint operations under the name
of Bankers Trust Company, fol-
lowing approval- .of the various
regulatory authorities, The vote
in favor of the merger at The
Public National Bank meeting
was 754,519, or 86.7%. 552 shares

-were voted against the merger,
“The Public National has 870,000

shares: of “capital stock outstand-

-ing. ‘The vete in favor of the

merger dt Bankers Trust Com-
pany was 2,541,880, or 83.3%;
10,333 shares were cast in oppo-
sition to the merger. Bankers
Trust has 3,051,200 shares out-
standing. Under the terms of the
merger agreement, stockholders
of. The Public National will re-
ceive one-and-one-eighth shares

of Bankers. Trust Company stock -

for each share of Puplic INational.

At beth meetings, the Presi~
dents of the two banks, S. Sloan
Colt at Bankers Trust, -and < E,
Chester Gersten at Public Na-

tional, made the following state-

ment: .

“This merger is subject to the
approval of the State Superin-
tendent of Banks of New York as
well as the Federal Reserve
Board. We understand that the
Federal Reserve Board usually
does not act in cases where the
merged institution will be a State
bank until the Superintendent of
Banks has indicated that he is
prepared {o approve. We have

been in constant communication:

with the Superintendent of Banks
of New York. He has advised us
that as soon as his office has con-
sidered another merger, the data
on which was filed prior to ours,
our merger will receive prompt
consideration. If all goes as ex-
pected, we look forward to open-
ing as a combined institution on
the morning of-April 11.”

When the merger is finally ap-
proved, Bankers Trust will gain
25 additional . offices in Greater
New York, bringing to 42 the to-
tal number of banking offices lo-
cated in Manhattan, Bronx,
Brooklyn and Queens. As of Dec.
31, 1954, Bankers Trust Company
had total resources of $2.279,456,-
084 and deposits of $2,028,542,721.
On the same date, Public National
reported total resources of $564,-

344,125 and deposits of $507,490,-
150. Following the merger, Bank-
ers Trust will have outstanding a
total of.4,029,950 shares of capital

(1507) 15

stock. All of the officers and staff
of Public National will be re-
tained in the merged institution.
Mr. Gersten is expected to be
elected to the post of Executive
.Vice-President and member of
the Board of Directors of Bank-
ers Trust, and Henry L. Moses,
presently a Director of Public Na-
tional, is also expected to join
the Bankers Trust Board of Di-
rectors. Items bearing on -the
merger of the Public National
Bank with the Bankers Trust
Company appeared in our issues
of Feb. 24, page 936 and March 3,
page 1034. :
#* * * )

The Baldwin National Bank &
Trust Co. of Baldwin, Leng Is-
land, New York, with common
stock of $260,000, and preferred

‘stock of $7,500 (retirable wvalue

$30,000) and ‘the Peoples State
Bank of Baldwin, with common
stock of $262,500 were conspli-

‘dated, effective March 4 with’the

Meadow Brook National .Bank of
Freeport, Long Island, New York,
under the charter and title of the
last named bank. At the effective
date of the consolidation the con-
solidated +bank had a capital
stock of $4,746,750 in. 474,675
shares (par $10 each); surplus of
$4,146,610 and undivided profits
and reserves of 'not less than
$646,640.
& * £ .

F. Stanley Schaefer, Vice-Presi-
dent in charge of ‘The County
Trust Company’s White Plains,
N. .Y, Katonah and Yorktown
Heights offices, completed' 35
years of service last week. M.
Schaefer started work as a Clerk
with the Northern Westchester
Bank which recently merged with
the County Trust Company. He
has been an officer since 1927,
a Vice-President since 1941. -

e :
. The New York State Banking
Department reported on March
16 that approval was given to
the Peoples Bank of Hamburg,
New York, to a certificate of in-
crease of capital stock from $250,-
000, of 50,000 shares (par $5 per
share) to $330,000, consisting' of
66,000 shares of the same par
value. !
* * i

The National State Bank of
Elizabeth, N. J. increased its
capital as of Jan. 24 from $800,-
000 to $1,000,000 by.a $200,000
stock dividend.

# * *

Announcement that Henry W.
Webber has been appointed 'an
Assistant Secretary of the Howard

Savings Institution of Newark,
N. J., was made on March 22 by

Continued on page 45
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March 28, 1955.

This-aanduncement appears.as a matter of record bnly, the financing having
* been arranged. privately. through. the undersigned. .

$25,000,000
~ (Canadian)

- HousEHOLD FINANCE CORPORATION

4%% Sinking Fund Debentures due 1975

Lee Higginson Corporation

A.E. Ames & Co. -
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THE MARKET .. .

. AND YOU

By WALLACE STREETE

=i}

The bulk of the stock list
went through what was most-
ly a backing and filling expe-
rience this week while special
issues, including somewhat
prominently some of the
atomic energy items, put on
their own spectacular shows.
Coppers stood out on good
group action when the price
of the metal was lifted by
3 cents.a pound. The strength
was a bit surprising since the
move had been widely pre-
dicted due to the disparity be-
twecn the local level and
world markets, and recent
strength in the issues had
been thought to have dis-
counted the boost in advance.

# %
" % *

When it came to companies
that have any remote connec-
tion with atomic develop-
ments, the gains were sus-
tained and spectacular. -

i %

Baldwin-Lima, which is co-
operating in a study on the
feasibility of an atomic-pow-
ered rail locomotive, was able
to add an appreciation of
more than 20" in the stock’s
yalue in a single session. Bath
Iron Works, selling some
three times higher than Bald-
win, simultaneously was able
to post an 184 price improve-
ment. General Dynamics,
which already has one atomic-
propelled submarine to its
credit, posted some abnor-
mally large gains to keep in-
terest -in the group diversi-
fied. ;

A Split Favorite

In the case of General Dy-
namics, the stock was split
two-for-one via a 100% stock
dividend only a few weeks
ago. The new issue posted a
high this week that about
equaled the best price reached
by the old stock last year.
There was much merger talk
linking Dynamics ‘and Bath

Iron, but it ran into an offi-
cial denial.
*

Among the defense issues
that shared in the limelight
was Newpo?t News Shipbuild-
ing which rushed to an his-
toric high on some of the
larger day-to-day gains
around, running as much as
half a dozen points at a clip.
This issue’s best in the 1946
bull swing was less than $35.
It more than doubled that
level in its recent popularity,
which is a feat that only some
of the blue chips have been
able to duplicate. Babcock &
Wilcox and Combustion Engi-
neering, which have shared
some of the defense popular-
ity, were occasionally clipped
back a bit hard on profit-
taking.

* %

* " *

Some pinpoint attention in
the electronics issues was
able to impart enough
strength for some sharp rises
in a couple of the stocks, nota-
bly Stromberg Carlson which
showed it could muster as
much vigor as the best of
them. But Zenith, which has
an occasional fling in the
spotlight, was resting for the
most this week from just such
an outburst, and it was occa-
sionally “prominent in the
casualty column.

k * *®

| Chemicals Mixed

Drug issues, and Parke Da-
vis in particular, fared a little
better than the general run of
issues behind the glamor of
the Salk vaccine for polio.
The standard chemical com-
panies, however, were largely
neglected with duPont taken
to sagging more times than
not. Allied Chemical, which
was bypassed in several re-
cent market runups, showed
little inclination to do more
than back and fill just under
the $100 line. ‘American Pot-

 This advertisement is not, and is under ng circumstances to be construed as -
an ofiering of these securities for sale or a solicitation of an offer to
buy any of suck securities, The offering is made only by the Prospectus.

500,000 Shares

Kin‘.‘fA.r,k 01l Company &

Common St.ock

Price $2 75 per share

+ L iy

Ceopies of the Pmspcclm may be oblained Yrom the undersignéd only
in those States in whick the undersigned may legally ofier these securi-
dies in compliance with the securities laws of the respective Stales.

| ash was the best acting of the

chemical issues arid posted
some convincing runups. Vir-
ginia Carolina Chemical was
able to push to new highs
which makes it somewhat
unique in a section not given
lately to toying with peak

levels.
%

The aircraft pattern was
ragged, the group contribut-
ing an outstanding laggard to
almost every session, with
Douglas often turning up in
that role. The issue put a
couple of losing sessions to-
gether with an apparent air
of aiming for a test of the low
before bothering about the re-
cent high. At one stage only
a couple of points remained
for it to reach the low, against
the more than a dozen points
required to return to the

* *

U. S. Hoffman Machinery
continues to perform won-
ders in its way with some of
the enthusiasm showing all
the earmarks of being based
far more on high hopes for
the future rather than on
some of the solid achieve-
ments of the past. The stock
sold under $15 last year be-
fore starting its spirited re-
covery. It sold around -$60
this week in posting another
new high in the string which
started when the company re-
sumed dividend payments for

the first time since 1947.
* * *

* *

*

Some Oil Sprinters

Oils, as usual, were able to
offer a sprinting issue or two
to the general picture but
without any great overall
progress being made by the
division generally. Houston
Oil this - week took -over the
baton from last week’s favor-
ite, Deep Rock Oil. Gulf Oil,
which. responded .to good
earnings with good strength,
subsided for the most to di-
gest its gains. Texas Co. was
among the hetter acting,
while the Standard companies
showed  little ‘determination
in either direction. Superior
0il of California,-an inactive
issue, traded ‘above-the. thou-
sand dollar :mark a couple of.
‘times -to"keep -possession’ of.

the. tltle of the hlghest pnced"
~ issue Qurrently on the Stock

Exohange e

*

* T %
Stlr in -Mining Issues
‘The long-negleeted mining
companies showed some signs:
of stirring, undoubtedly due

far more to uranium ‘hopes

~than to any great.change. in:
the precious metal “situation..

The Commercial and Financial Ckronicle . ..

At Geniral States IBA Gonference

Thursday, March 31, 1955

Walter A. Schmidt, left, President of the Investment Bankers
Association of America, and Thomas W. Evans, Chairman of the
Central States Group of the IBA, are shown at the Nineteenth
Annual Conference of the Central States Group, held March 16
and 17 in The Drake, Chicago. Mere than 400 investment bankers
from all parts of the country attended the Conference.

Mr. Schmidt is a partner in Schmidt, Poole, Roberts & Parke,
Phlladelphla Mr. Evans is Vice-President of the Continental Illi-
nois National Bank and Trust Company, Chicago, in charge of the

municipal bond department.

star of the section in posting

a new high.
*

Automotive issues did little,
except for an early flurry in
Chrysler as the result of a
weekend plug over the air-
waves. That Chrysler’s hour
of decision with the unions
over the guaranteed annual
wage will come a bit later
than in the other companies
has kept the issue a shade
more buoyant than the rest,’
but all of the auto issues show.
-a cautious attitude by traders.
The independents, even with-
out being union fargets,
showed little demand and are
lolling far closer to their lows
than to their peaks.

* * *
Electrical equipment shares
were in much the same
trough as the auto makers.
Westinghouse occasionally
put on a -tentative show at
getting going, but not much

%* *

came of it. General. Electric
ignored market.trends.with.

what came close to being a
classic -show . of -indifference:
Master Electric and McGraw
Electric both .idled around-in ..
narrow ranges, neither hav-
ing :built up a-trading range
of -more ‘than: a few pointsso:~.
far this ‘year,, " .

IR S

dnstnals at least as iaras the

averages indicated, but it-was

a pretty spotty - performance .

indicating-little invester pref-. - -
erence:What gyrat.mns -there~ -

were were largely. a case of
trader anticipation on the eve
of  dividend meetings and
little came of them.

With J. Logan Co.
(Special to THE FINANCIAL CHRONICLE)
LOS ANGELES, Calif. Bruce C.
Dunn has joined the staff of J.
Logan & Co., 210 West Seventh
Street.

With Mutual Fund Assoc.

(Special to THE FINANCIAL CHRONICLE)
SAN FRANCISCO, Calif —Ken-
ney A. Burgess is now with Mu-
tual Fund Associates, 444 Mont—
gomery Street.

Walston Adds to Staff

(Special to THE FINANCIAL CHIONICLE)
LOS ANGELES; Cal.—George E.
Fowles is now with Walston &
C., 550 South Spring Street.

With J. M. Barbour Co.

(Special to TuE FINANCIAL CHRONICLE) ,
PASADENA, Calif.—Marguerite
Moreland has joined the staff of
John M. Barbour & Co., Citizens
Bank Building.

Avery Eppler Adds

(Special to Tue FINANCIAL CHRONICLE)
REDWOOD CITY, Calif —Chris
A. Mitehell has been added to-the
staff of Avery L. Eppler Com-

pany, 1839 Broadway. )

William Blair Adds

(Special to THE FINANCIAL CHRONICLE) :
..CHICAGO,. Ill.—Bruce Thorne
is - ‘new- ‘connected with William
Blair & Company, 135 South-La
Salle Street, members of the New

.York and Midwest Stock Exchgs.

-Salomon Bros: Ad&s '

(Special to Tue FINANCIAL Cmomm.t)
* “CHICAGO;, .111.—Robert C. Hill
has been .added to the staff of
Salomon ‘Bros. & Hutzler, 231 So.

.La SaHe Street.

"With- Shearson, Hammnll

(Specu.l mll‘m: FINANCIAL CHRONICLE) -

’KZHIGAGB A1 = Marcus-E. Bqr-
mstem and Noel- N.:Rothman are .

‘now with .Shearson, Hammill & '/~
Co., 208 South ' La -Salle Street B gy 473

| Joins, Renyx, erlJ

R (Sytcm to Tux an«nu. duuomum)

NEWORLEANS, La-=Chatles
A:"Brand -has. become -associated
with Renyx, Field & Co., Inc.:

Two With Ashton Co.

(8pecial t0.THE FINANCIAL CHRONICLE): -

Van Alstyne, Noel & Co.

March 31, 1955

Newmont Mining, with an ex- .
tensive .portfolio 'in . _mining’
cdmpames generally, was the.

" [The views expressed in this article  *DETROIT, Mich.: — Alfred. P.
do not necessarily at anytime coincide ‘Lawitzke and. Wirt Lee are now
with these of the Chronicle. They are. with-:Ashton & Co., 15315 West
presented. as.thosé of the-anthoronly.} McNichols: Road. © . '~
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Government Influence on Security
Matkets and Business Trends

By J. ROSS OBORNE
Asst. Manager, Nesbitt, Thomson & Co., Ltd.
and
HERBERT C. ANDREAE
Director, Dominion and Anglo Investment Corp., Lid.

Two prominent Camadian investment bankers, in commenting
on the situation in the securities market; point out that govern-
ment control of interest rates furnishes a most effective means
of controlling the flow of business and the securities markets.

Say investors have raised the

banner of confidence, and the

market may continue upward, if not subject to the violence of
inflation and the threat of war-time taxes. Concludes, if gov-
ernment required that business be discouraged temporarily, it
would do so during a period of dangerous inflation, and, there-
fore, until fundamental conditions change so as to bring about
inflationary pressures, we can look into the future with confidence.

When we look back on the stock
and bond markets of 1955 will it
be an agreeable contemplation?
At this juncture a good many of

J. Ross Oborne H. C. Andreae
us would like to have that answer.
An unprecedented rise in both
security markets in 1954 has left
all classes of investors with the
feelings of well being. Even those
who consolidated profits by sell-
ing stocks and buying bonds have
had the satisfaction at least of see-
ing their bonds rise in price. This
general feeling of well being,
however, is disturbed here and
there by doubts about the future.
Never have the market analysts
sharpened their pencils so care-
fully as they are doing now.
Never were such factors as tech-
nological advances, rolling infla-
tion and long-term growth so
carefully analyzed. Never were
charts more accurately plotted,
and more abstruse calculations
weighed and balanced. Many and
varied are the conclusions and
weird and wonderful are the
emergent ideas, g

One of them is that the govern-
ment has found a most effective
means of controlling the flow of
business. If it is true that such a
means exists, then it follows that
the whole economy can be stepped
up or slowed down at will. In turn
it would logically transpire that
the security markets could be like-
wise affected.

To find some truth in such a
statement let us look at the basic
concept. Again a simple principle
is evident, that it would be better
for the economy as a whole if
business did not expand too rapid-
1y or. contract too violently. In
brief if the large bumps and hol-
lows were ironed out it would be
better for everyone.

The problem then is to keep
business from expanding too
rapidly at certain periods and
from contracting too severely at
others. As business cannot expand
without the use of money in one
form or another and normally
contracts because of a lack of it,
then the control of business would
appear to be directly concerned
with this medium. Of most direct
concern is what business has to
pay to borrow money. Obviously
if a business is forced to pay too
high a rate of interest in relation
to anticipated profit margins, ex-
pansion may not take place. Here
is the whole crux of the matter.
People will normally borrow
money when the rate charged for
its use is low.and that they will

gitized for FRASER
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generally tend to cease to borrow
it when the rate is high.

Rate of Interest—The Focal Point

1f there is certain truth in such
a statement then the focal point
or our whole idea would have a
direct bearing on this one factor,
the rate of interest charged for
the hire of money. i

If a change in the rate of inter-
est charged for money can either
encourage or discourage borrow-
ing then business expansion can
be stepped up or slowed down.
That the government has made
full use in “managing” interest
rates to influence business is al-
most an accepted fact.

To carry this further I quote
from an article of mine in the
“Commercial and Financial
Chronicle” of New York in
October, 1954—

“This policy of ‘managed
money’ is clearly shown by the ac-
tions of the U. S. Government in
the last few years. Before the
Eisenhower Administration took
over, continual controversy
existed on the question of whether
interest rates should be low or
high. One faction favored high in-
terest rates to curb inflation; the
other low interest rates because of
the cost of carrying the tremen-
dous war debt. Interest rates were
low at the time Eisenhower took
over, From then on the policy
changed. Efforts to curb intlation
and make a dollar worth a dollar
were resorted to. Interest rates
went up and they went up quickly.
It took business a little longer to
react but, when it did, it showed
all the signs of a healthy reces-
sion in the offing.

By June of 1953 rates were the
highest in 15 years. By then
everyone was worried. England
was positive that the U. S. was
going to put the whole Western
World into a major depression.
Business outlook was poor, busi-
ness expansion had slowed down
and inventories were high and
not moving. Unemployment fig-
ures were rising rapidly. The U. S.
Government even started to panic.
They need not have been too con-
cerned because the method used
in raising interest rates to slow
the bloom could be just as effec-
tively: used to start the boom
again.

Before the end of June; 1953,
the whole policy of high rates had
changed and low rates were on
the way again. This policy has
continued up to the present time
with only recent small interrup-
tions. To give you an idea of
what these changes in interest
rates mean to you and me, let’s
look at a few examples here in
Canada. Canada, incidentally, has
followed the same general pattern
as the U. S. A.

In 1952, a prime first mortgage

could be obtained for about 4%2%,-

by June, 1953, the same type of
mortgage would have carried a
6% rate. Perhaps today the rate
should be about 5%, but oddly
enough mortgage rates have a

\

habit of going| up much more
quickly than' they come. down.
Similarly a loan from a bank in
1952 might have been obtained at
about 3%%. By mid-1953 this
rate was about 5%. Even now this
picture has not changed very
much. While mortgages and bank
loan rates have sometimes been
slow to change, the bond market
has reacted more quickly. For
example, in June of 1951, Domin-
ion of Canada 9th Victory Loan
3% Bonds due June 1, 1966, were
selling at $98.00; by ‘June of 1953
they had reached a low of about
$927%; they are now selling at
about $10153.

Because security markets are
directly concerned with changes
in interest rates, it is not surpris-
ing that there have been wide
price fluctuations. We are now
back where we started from. If
some agreement has been reached
the one main idea emerges as a
possible truth. The government
can influence business by influ-
encing interest rates.

A Look Into the Future

Let us keep this idea in the
back of our minds and then try
to look into the future a little in
relation to business and security
markets.

There are few predictionists
that paint a gloomy picture for
business in 1955. Almost to'a man,
economists, business leaders, poli-
ticians and analysts give full sup-
port to a high level of business ac-
tivity. Perhaps that is why the
bond markets and stock markets
are so strong, giving full support
also to the future. Let us assume
that our predictionists are right
that business will be good in 1955.

Does this of necessity promise a
higher stock market? It may, in
the absence of inflationary pres-
sures. In the post war period we
have had quite a few good years.
Until 1954, however, these good
tidings failed to reach the stock
market.

It is true that we saw a gradual
increase in the market averages
between 1946 and 1953, but these
hardly matched the progress re-
corded in earnings during the
seven prosperous years. From
1947 to, 1950 the Dow-Jones Indus-
trial Averages sold at eight to
nine times earnings. From 1950 to
1953 they sold at 10 times earn-
ings. In 1955 these same Indus-
trials approach a 15 times earn-
ings multiple.

-This multiple is reminiscent of
the later 30’s and the several years
preceding the 1929 crash. This of

“itself does not constitute a threat.

The relationship is of interest,
however, because it points up the
envirecnment in which the market
can sell at its best multiples. It is
an environment of some political
certainty, some certainty as to
taxes, and most importantly some
certainty as to the overall level
of prices.

Contrast the price-earnings
ratios of 1926-1928, 1938-1939,
1954-1955 with those prevailing in
1947-1950. The hypnotic chant
“that inflation will benefit com-
mon stocks” heard so often and
insistently in the post war years
has died away in the past 20
months. Well it might. Events
have proved it a false axiom once
more. In periods of inflation the
market has lagged behind other
indices. On the other hand the
market averages have flourished
in the recent months of quiescence
on this front. Experience has
proven that common stocks do
best in a peaceful non-inflationary
environment. Hence our qualifica-
tion that the market may continue
upward if it is not subject to the
violence of inflation and the
threat of war-time taxes. In brief
it must be given a peaceful, con-
servative environment in order to
flourish,

In 1954 the “investor” is said to
have raised the banner of “con-
fidence.” There can be no doubt
that willingness to believe in the
continued growth of the economy

will remove debilitating doubts
and that a certain amount of
money has been “attracted” into
the market as a result of growing
“confidence.” In the demand-sup-
ply equation for common stocks
the marginal balance of pre-
ponderance .can, however, seldom
be attributed to a “single” cause.

It is generally recognized that
“attractiveness” of stocks has
drawn conservative pension-type
money into the market, It is less
generally recognized that some of
the marginal demand for stocks
may come from the opposite
corner of the financial field. Some
of the demand for stocks may well
be attributed to idle funds nor-
mally engaged in “Other” equity
type investments such as real
estate, commodities and business.

Whereas these “Other” sectors
of equity investment flourished
during an inflationary era such as
we enjoyed during 1946-1951, they
have languished in more recent
months, The return on such funds
has probably followed fairly
closely the average profit margin
in industry at large. The relative
attractiveness of common sioc:
investment to this kind of money
has grown as the inflation-bene-
fited rewards to such “Other”

equity money has shrunk. It is

suggested that the resumption of
inflationary pressures would again
beckon forth such money into the
green pastures of inflation-specu-
lation. The marginal supply of
stocks might then gain-ascendancy
over demand at the very time
when other factors such as harder
money and higher taxes could
weaken demand. !

Should the government in its
wisdom require that business be
discouraged temporarily from
further expansion, it would prob-
ably be during a period of dan-
gerous inflation. In the meantime.
the government has the effective
means through the management of
interest rates, to make any neces-
sary influence felt. For the time
being, and under peaceful condi-
tions, the government has an
acknowledged policy of levelling
out the bumps and hollows in the
economy. As of today this policy
requires a benign ease of money,
a condition which perfectly com-
pliments the other attributes of a
prosperous environment for the
stock market. Until fundamental
conditions change so as to bring
inflationary pressures into prom-
inence, we can look upon the

future with confidence.

(1509)

Bond Club Field Day
Set For June 3

The annual Field Day of The
Bond Club of New York will be
held this year on Friday, June 3,
it was announced by Ranald H.
Macdonald of Dominick & Lom-
inick, President of the Club. This
year’s outing will be the 31st for
the Bond Club and will take place
at The Sleepy Hollow Country
Club, Scarborough, N, Y,

W. Scott Cluett of Harriman
Ripley & Co., Incorporated, has
been named Field Day Chairman
this year. He will be assisted by
four general Chairmen—Robert A.
Powers of Smith, Barney & Co.;
Charles S. Werner of Wertheim &
Co.; Blancke Noyes of Hemphill,
Noyes & Co. and A. Halsey Cook
of The National City Bank of
New York.

Thirteen Committees will
handle the sports, entertainment
and other activities at the outing.
Mr. Macdonald announced the ap-
pointment of the following Com-=
mittee Chairmen: Entertainment
Committee, Avery Rockefeller,
Dominick & Dominick; Golf Com-~
mittee, Philip K. Bartow, Wood
Struthers & Co.; Attendance Com-
mittee, Robert H. B. Baldwin,
Morgan Stanley & Co.; Bawl
Street Journal Committee, Wick-
liffe Shreve, Hayden Stone & Co.,
Chairman; Robert J. Lewis, Esta-
brook & Co., Acting Chairman;
and John A. Straley, Investment
Dealers Digest, Editor; Bawl
Street Journal Circulation Com-
mittee, Robert L. Hatcher, Chase
National Bank, Chairman, and
William S. Renchard, Chemical
Corn Exchange Bank, Vice Chair-
man; Special Features Committee,
Orin Leach, Estabrook & Co.;
Food and Beverage Committee,
Walter H. Weed, Jr,, Union Se-
curities Corp.; Tennis Committee,
Braman B. Adams, Adams & Peck;
Arrangements Committee, Ray-
mond Stitzer, Equitable Securities
Corp.; Trophy Committee, Arthur
F. Searing, C. V. Starr & Co.;
Stock Exchange Committee, Gil-

17

-bert H. Weéhmann, White Weld &

Co.: Horseshoe Committee, Glenn
Hartranft, Clark, Dodge & Co.;
Publicity Committee, William H.
Long, Jr., Deremus & Co.

With King Merritt
(Special to THE FINANCIAL CHRONICLE)
NEWBERG, Oreg. — Floyd A.
Rister is with King Merritt &
Company, Inc.

T'his announcement is ncither an offer 1o sell nor a solicitation of an affer to

o buyany of these Bonds. The offer is made only by the

Prospectuss
&

$2,500,000

REPUBLIC

OF CUBA

Veterans, Courts and Public Works Bonds, 49, due 1983 °
(Dollar Series)

Price 989, plus accrued interest

Copies of the Prospectus may be obtained from the undersigned.

cALLEN &

March 29, 1955
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Busmess of Refining Uranium Ores :

By EUGENE B.

HOTCHKISS *

Vice-President, Vitro Corporation of America

Picturing the uranium business as an sicitifig one in the

present state of the I

North  American mineral industry, Mr.

Hofchkiss characterizes the rapid rate at which new prospects
of wranium discoveries as fantastic. Presents facts and opin-
ions regarding the supply of uranium ore and its potential
demand, and the means of concentrating the ore at a profit.
Says use of nuclear energy is dependent on future power re-
quirements. Reveals task of milling or concentrating uranium
ores is complicated, and recommends establishment of regional
custom mills, but wants no further extension of government
activily in the industry.

The present state of the newest
and fastest growing operation in
our North American Mineral In-
dustry — the uranium business —
i5 an exciting
one. The rate
at which new
prospects have
been dis-
covered in
Canada and
in the United
States, to say
nothing of
other parts of
the world, is
fantastic. And
in the older
properties
and I use the
term advised-
1y — explora-

Eugene B. Hotcalk.

tion and development are daily:

jncreasing the proven tonnage of
economic ore by huge quantities.
“These facts are obviously im-
mensely satisfying to the prospec-
tor, the developer and the miner,
whose prime concern is the supply
of ore in the ground. But what
sort of existing or potential de-
mand welcomes this increasing
supply of ore? And how well
equipped are we to convert this
ore into a marketable concentrate
—and at a profit?

I would like to present here a
few facts, some opinion, and a
few hunches, which I hope may
put this problem in a manageable
perspective, but first, I would like
to recall briefly some past events
in the development of atomic en-
ergy andl some forecasts that were
made as it progressed. They may
provide an interesting point of
departure for our attempt to look
into .the future.

We are perhaps too prone to
forget that it was only a bit less
than 50 years ago when one of the
foremost scientists of the time,
Lord Kelvin, asserted that the
atom was absolutely indestruc-
tible. A quarter of a century later
Lord Rutherford, addressing a
meeting of the British Association
for the Advancement of Science—
in the same hall where Kelvin had
made his flat assertion — an-
nounced that he had bombarded
atoms in his laboratory and had
split them into fragments.

His accomplishment was of im-
mense significance, but as re-
ported in the New York “Herald
Tribune” of Sept, 13, 1933, his
forecast was, and I quote: “The
energy produced by the breaking
down of the atom-is a very poor
kind of thing, Anyone who ex-
pects a source of power from the
transformation of these atoms is
talking moonshine.”

Tremendous scientific activity
followed Rutherford’s discovery.
Hahn and Strassman split the
uranium atom; Meitner confirmed
their experiments and measured
an enormous release of energy in
the fissioning process. Szilard pre-
dicted the chain reaction, and in a
little over a decade, Rutherford’s
predication of the futility of
power from the atom disappeared
in a fiery mushroom cloud over
Hiroshima.

Even those who engineered this

—

®An address by Mr. Hotchkiss before
the Prospectors and Developers Associa-
ticrn ~f Lanaaa, 1uronco, Lanada, warca

8, 1955.

release of the greatest force ever
harnessed by man were quite sure
their discovery was but an instru-
ment of mass destruction; and
though the batting average of our
scientific soothsayers was declin-
ing at an alarming rate, the temp-
tation to prophesy was apparently
as strong as ever. It was only a
scant five years before the Nau-
tilus, our nuclcar powered sub-
marine, stood out into the North
Atiantic last month, that cne of
our foremost scientists disposed of
the possibility of nuclear propul-
sion for ships by snorting ‘“horse

¢ fcathers.”

Uranium Supply Increasing

We have stated that the supply
of ore is rapidly increasing. Let
us admit that a major reason for
this is because of the artificial
stimulus of government produc-
tion bonuses, subsidies and guar-
antees. We are still in what Dr.
Lawrence R. Hafstad (former
head of Reactor Development of
the U. S. Atomic Energy Com-
mission) calls the windfall era,
because of military requirements.
National self-interest demands
that we be military strong; but on
a long-term basis our strength
must be based on a sound, free
enterprise economy which we in
the States, and I believe our
Canadian friends as well, have
never felt was consistent with the
presence of government in busi-
ness. When government purchase
contracts expire April 1, 1962, will
we be prepared to carry on with
the econstructive uses of nuclear
energy without government. sub-
sidy? What are we doing to pre-
pare ourselves- for it?

Use of Nuclear Energy Dependent
On Future Power Requirements

The long-range future for nu-
clear energy is dependent upon
the expanding power = require-
ments of our society. Within the
next several decades peak pro-
duction of the fossils fuels will
be reached. I am informed that
with the exception of Quebec,
British Columbia, and to a lesser
degree in Ontaria, where unhar-
nessed hydro power exists, Can-
ada must look to thermal power
generation to meet her future re-
quirements. If we are to avoid
major increases in the ‘unit cost
of energy, new low-cost sources
must be prepared and perfected
to absorb the demand. Already
the cost of nuclear fueling appears
to be approaching that of coal in
the generation or electric power,
and in the opinion of many people
the future of the. electric power
industry will be based to an ever
increasing degree on the use of
fissionable fuels.

We know that uranium ores are
an international resource. We
North Americans have no corner
on the richest, the most extensive
nor the most accessible ore bodies.
Economically recoverable world
reserves of uranium are currently
estimated at 25 million tons of
metal. If we aply to this the ac-
cepted estimate that one pound
of uranium is the thermal equiva-
lent of 1,500 tons of coal, it can
be seen that the power industry
should be adequately fueled for
some’ time to come. Uranium
miners. cannot, -therefore, assume

that the future will hold. any
unique advantage for them based
on a scarcity of raw materials.

We xnow too, of the unique
characteristics of nuclear power
plants which require the replace-
ment of fuel periodically because
the fission products generated re-
duce the reactivity of the uranium
after a small amount—presently
in the neignborhood of 2% of the
fissionable material — has been
consumed. Where the fuel is in
solid form, as in most hetero-
genous reactors, structural dam-
age to the 1ue| elements causeua by
irradiation effects may require
even more frequent fuel changes.
This spent fuel, the “ash” of the
nuclear power plant, intensely
radioactive and toxic, must go
through a complicated and time
consuming reprocessing cycle to
decontaminate the unspent por-
tion of the fuel and prepare it for
reuse.

If we may refer here to the law
of supply and demand, two facts
become apparent at once. The
first, and one highly favorable to
the mining industry, is the obvious
demand for a large inventory of
nuclear fuel for each new reactor.
The second, and more sobzrin
fact is the possibility that as muc
as 98% of the fissionable material
may ultimately come back on tne
market as a secondary metal sup-
ply after reprocessing. There is
obviously no economic connection
between the coal mining industry
and the disposal of ash and cer-
tainly no other segment of the
mineral industry producing a con-
sumable metal—is faced with the
scrap problem of this magnitude.

Finally, in any discussion of
supply and demand of fissionable
materials used in power genera-
tion, one should recoginze the po-
tential significance of the breeaer
reactor. It is a scientifically proven
fact that certain types of reactors
can actually produce, as - a hy-
product, more fuel than they con-
sume, and at least theoretically,
might produce additional' fuel
faster than the ability of the
power industry to make use of it.

But if I have painted a gloomy
picture of tremendous and rapidly

-expanding resources of ore—if I

have overstated the huge potential
supply of secondary metal—if my
worries are overdrawn about the
cdemand for our product being
controlled. by a short-term gov-
ernment requirement for weapons,
backed by an infant nuclear power
industry that promises to create
more fuel than it uses—if all this
is too pessimistic—then permit me
to recall to you how far from the
mark were our earlier and more
learned prognosticators in their
forecasts of the future.

Let us bear in mind that the
present installed electrical gen-
erating capacity in Canada ex-
ceeds 21 million KW and on the
basis of past experience with the
rate of expansion of the industrial
and domestic economy of Canada
may be expected to increase at
least 20-fold over the next 50
years. Coal and water power will
obviously supply a substantial
portion of this projected expan-
sion. But this still leaves a huge
potential demand for fissionable
fuels — even under existing
schemes for energy generation.

Perhaps even more important
is the fact that we are not by any
means limited to the present gen-
eration schemes and there is small
reason to believe that we will
stick to them. Furthermore, with
‘the recent successful demonstra-
tion of the use of nuclear energy
for ship propulsion in the Nauti-
lus, and the fact that significant
progress has been reported in the
development of atomic powered
aircraft, I would say the future of
the uranium business looks eco-
nomically bright.

The Concentrating Process

So much for our evaluation of
the ‘supply of uranium and the
real and potential :demands that

/
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await it. Our immediate concern
lies in the concentrating process
that is the pipeline connecting the
two; that first step in the highly
complicated series of chemical and
metallurgical processes that col-
lects and converts minute quanti-
ties of complex minerals into an
enriched metal, ready for the
atomic fire box.

The task of milling of concen-
trating uranium ores is compli-
cated by tke fact that there are
now recognized to be over 175
uranium’ minerals, many of which
have not yet been completely
identified. They grade in size in
their natural occurrence from
massive chunks down to particles
in the micron range.. - Their chem-
ical composition is frequently as
complicated as the pedigree of an
alley cat, and the gangue minerals
that accompany them vary even
more widely. The Grand Junction
Operations Cffice of the United
States Atomic Energy Commission
has tentatively classified uranum
ores into 13 groups, which have
been further subdivided into 27
categories for which special treat-
ment techniques are rcecom-
mended.

The metallurgists’ first problem
is to break down the minerals and
get the uranium into solution. Ob-
vicusly, som.e ores are more amen-
able to an acid leach, others are
solublized in g carbonate solution,
still others resist attack by eitaer.
Since the ore is generally quite
lean, large quantities of the asso-
ciated gangue minerals must be
handled to get at the ore, and
each type is apt to exert its own
peculiar malevolent influence over
the extractive process, either 1in
causing excessive reagent con-
sumption at the start or in gum-
ming up the processing circuit in
subsequent operations.

In a very interesting article in
September 1954 “Engineering and
Mining Journal” entitled: How to
Extract Uranium From Ores, Mr.
William L. Lennemann, metallur-
gical engineer at the Grand Junc-
tion Operations office of the U. S.
A. E. C., makes the statement
which I quote in part, “Generally
speaking, once the uranium is in
solution, it should be considered
as ‘in the can’ ;.. .” I would hesi-
tate to question Mr. Lennemann’s
statement, but from experience I
can add that the average mill
operator generally sighs deeply
when this point is reached.

The prec1p1tat10n of extraction
of uranium once it is in solution
may be accomplished in several
ways. However, this portion of
the process is classified for secu-
rity reasons and we can only gen-
eralize about it. One common way
of recovering the uranium is to
precipitate it as an insoluble com-
pound. Recently ion exchange
techniques have been used — I
believe the new mill planned for
Mr. Hirshhorn’s Pronto property
plans to employ this technique.
There also have been recent de-
velopments in solvent extraction
techniques which appear to have
certain advantages. But each
process has its own family of
problems.

Normally a mill is set up to
process the ore from a particular
mine after sufficient quantities
have been blocked out to warrant
the expense of a processing facil-
ity. Because of the expense of
handling and hauling a lean ore,
its location is generally fixed as
close to the mine mouth as pos-
sible. I was talking to one of our
fellow miners on the Colorado
Plateau a. week ago who told me
he would plan to erect his own
mill when he had 300,000 tons of
proven ore. He had in mind a
mill of 200 tons daily capacity,
which in his mind at least, repre-
sented the minimum practical
size. There is no rule of course.

The Question of Refining Costs
and Output

But it is a well known fact that

mill costs go down -as the daily

throughput goes up. It is always
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wise to remember that the finan<
cial backing necessary to build a
new concentrating plant comes
much easier when the plant
promises to be a moneymaker.
And if the bororwings can be paid
back before the government pur-
chase contracts expire, so much
the better—at least from the ini-
tial financing standpoint. But
when the industry becomes of age
and there is no further govern-
ment support; when competifion
instead of contracts determines
the price of the mill product, all
other things being equal, the large
mill will have a tremendous ad-
vantage over the small one.

Custom milling, where a wide
variety of ores must be treated
and where frequently the avail-
able supply is not assured, can
present a wider range of prob-
lems. This is what the Vitro Cor-
poration of America faced when it
started up. its uranium refinery
in Salt Lake City in 1951. At that
time, the state of the art of ura-
nium refining was nowhere near
as advanced as it is today, and
while we had a fine group of en-
gineers and metallurgists, knowl-
edgeable in uranium chemistry, to
design and operate our plant, they
were certainly unburdened by
previous experience in the art of
producing uranium concentrates
from its ores.

As custom millers, we had to
rely on ores in small amounts
from many different sources, each
varying widely in composition
from the others. Some were clean
and pulverant, resembling beach
sand in color and texture; others
were sticky black bltummous
types that one could almost light
with a match and once klndled
would burn for hours in the roast-
ers. Perhaps half our normal mill
fee was this asphaltic uranite with
a mixture of pitchblende. Another
10%-20% was of various nonbitu-
minous becquerlites and uranites,
and the balance made up of auto-
nite, carnotite, torbernite and
many others. There was very lit-
tle continuity in the mill feed and
we were often plagued by a short-
age of amenable ores of any kind.

For quite a while, we had a
very rough time indeed, and -more
frequently than we care to re-
member the question of whether
we were going to lose our corpor-
ate shirt seemed to be clearly de-
cided. :

But there was this advantage
in our adversity. Every phase of
the milling problem had to be
thoroughly studied — roasting,
grinding, leaching, the effect of
oxidants, temperature and aera-
tion, and the effect of each of
these steps on each type of ore,
was carefully explored. The prob--
lems of slimes, liquid-solid sepa-
rations and the upgrading of the
iniital concentrate ‘were worked
on until they were thoroughly
understood, if not. immediately
solved. In our extraction prob-
lems, we were fortunate in having
the full interest and assistance of
the United States Bureau of Mines
and our own -Engineering 'and
Laboratories Divisions. Through
these sources we were able to
make a thorough evaluation of
various extraction processes.

As our experience factor in-
creased, the yield went up and the
operating figures began to be a
source of comfort instead of dis-
may. We enlarged the plant ca-
pacity and have several times
since increased the size of the
operation. At the present time, we
are engaged in working out a very
substantial further expansion of
our milling capacity.

. While we have recently formed
our own mining subsidiary in con-
junction with Rochester and
Pittsburgh Coal <Company, to
guarantee our own supply of ore,
we will continue to take ores on a
custom basis and we feel that we
have "demonstrated conclusively
how such an operation may be
conducted at a profit. As an im-
portant adjunct, we have accu=
mulated in our Engineering and
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Laboratories Divisions a broad
technical background in all phases
of the chemistry of extraction of
uranium from a wide variety of
ores.

We have supplemented this
know-how with our hard-won but
most valuable_years of operating

_.experience in our own mill.- Qur

- ‘Engineering Division is currently -

well  along in the design phases
of “several large scale- mills for
other companies on the Plateau
and we are offering this sort of
engineering service to the urani-
um mining industry of Canada as
well.

The Problem of Government
Purchase Contracts Expiring

In connection with what I have
said about the long-term future
of the urapium business, it is my
own -personal hope that as we,
in industry, move into this future,
government activities will cor-
respondingly decrease but we
should recognize that one of the
purposes of extending government
purchase contract period until
April 1, 1962 was to help our new
industry get itself established. Is
is not sound business judgment to
make the most of this assistance
and get into procuction as rapidly
as possible?

The larger properties here in
Canada with proven supplies of
ores are moving in this direction,
and in the vext few years the
uranium milling capacity of the
Dominion should increase many
fold. But what can the small mine
owner do? He may have a good
grade of ore but insufficient quan-
tities develoved to warrant the
expense of a mill of his own. But
he represents a large segment of
the uranium mining business and
collectively, a substantial portion
of the total supply of ore. The
Crown-owned Eldorado Mining
and Refining, Ltd., announced
:some time ago that it would ac-
cept custom ores but ocbviously
there is a definite limit to the
available capacity. Furthermore,
for all but a few nearby proper-
ties, the logistics of hauling ore
substantial” distances and the in-
«creased handling costs through
stockpiling during the closed sea-
son would seem to weigh against
this plan. If there is no spare
«capacity, should the government
enlarge existing plants or should
it undertake to provide new facili-
ties?  Obviously, it would be pre-
sumptuous for an American to
offer an opinion on such a ques-
tion of Canadian policy, but were
this question raised in the States,
my answer would be an emphatic
“no.”

I believe one answer to this
problem may be found in the
establishment of regional custom
mills, located where adequate
supplies of amenable ore are
within .an economic radius. Such
facilities should be financed,
erected and operated by the min-
ing industry itself. Joint ventures
of this sort should be possible
without too serious a financial
burden on individual small mine

owners and would permit many of-

them to start producing a market-
able concentrate long before they
would ever be able to do so on
their own. Furthermore, the join-
ing of several producing proper-
ties on such a partnership basis
could assure the adequate supply
of ore needed to justify a mill of
sufficient capacity as to promise
the grestest economies of opera-
tion.

But this, T repeat, is a problem
that should be worked out by the
mine owners and the industry as
a whole and not through the ex-
tension of the goyernment’s posi-
tion in this new industry.

If the mine owner who seeks to
become an integrated operator
faces his business problems with
eourage, evaluates them with
sound judgment, and acts on them
with dispatch, he can rest assured
that the metallurgist will solve
the technical problems of profit-

ably producing a high grade mill
concentrate. ' )
With this sort of team effort, I

feel sure the uranium business-

within the next decade will rank
second to none in the mineral
operations of the Dominion.

Descartes Exec. Dir.
of Puerto Rico Auth.

Dr. Pico to be Sec-Treas.

Appointment of S. L.-Descartes,
Secretary of the Treasury of
Puerto Rico, to the position of
Executive Director of the Puerto

| Qutléol‘c forNon-Ferrous

“" Metal Market

By SIMON D. STRAUSS*
Vice-President, American Smelting & Refining Company

-Pointing out only two mining industries—i. e. gold micing and ..

. uranium mining—currently have a price certainty, Mr. Strauss
holds present problems of domestic metal producers are high
wages and other operaling costs, accompanied by fluctuating
prices - due to foreign competition and changing demands.

Says international agreements

under government auspices to

stabilize markets has had the reverse effect. Concludes, in the
long run, the base metal industries will prosper if they stand
on their own feet. :

The outlook for the non-ferrous

" metal markets can be summed up-

S. L. Descartes

Rico Water Resources Authority,
effective in May, and appoint-
ment of Dr. Rafael Pico, Chair-
man of the Puerto Rico Planning
Board, to succeed Mr. Descartes
as Secrelary of the Treasury was
announced March 29 by Governor
Luis Munoz Marin. Mr. Descar-
tes will succeed Carl A. Bock who
is retiring after having been as-
sociated with the. Water Re-
sources Authority since 1935, and
its Executive Director since 1953,
Candido Oliveras, director of the
Economic Research Division of
the Puerto Rico Planning Board,
will succeed Dr. Pico as Chairman
of the Planning Board. All ap-
pointments will become effective
in May.

Mr. Descartes, Secretary of the
Treasury since 1949, is a gradu-
ate of Cornell University and the
University of Puerto Rico. He
was formerly a member of the
Puerto Rico Planning Board and
Director of the Economic Re-
search and Information Depart-
ment of the Puerto Rico Indus-
trial Development Company.

Dr. Pico has been Chairman of
the Puerto Rico Planning Board
since 1942 and Chairman of the
Government Development Bank
for Puerto Rico since 1953. He is
a graduate of the University of
Puerto Rico. .

ASE Quarter Century Club

Isidore- B. Kamp, a reporter on
the trading floor of the American
Stock Exchange, was elected
president of the American Stock
Exchange Employees’ Quarter
Century Club at the annual meet-
ing March 23.

Other officers elected include,
Francis X. Gaudino, Vice-Presi-
dent; John W. Gilfillan, Secre-
tary; and Wimont H. Goodrich,
Treasurer.

Mr. Kamp began his career as
a page on the trading floor of the
exchange in 1925.

The Quarter Century Club, or-
ganized in 1946, is composed of
all exchange employees who have
been with the exchange for

twenty-five years or longer. The

club now has a membership of
sixty-seven employees.

New S. F. Exch. Members

SAN FRANCISCO, Calif.—
Ronald E. Kaehler, President of
the San Francisco Stock Ex-
change, announced the elections
to membership in the Exchange,
of Richard P. Gross, general part-

ner of Stone & Youngberg, and

Malcolm Skall, an officer and
voting stockholder of A. G. Beck-
er & Co. Incorporated.

Both new members will act as
Specialist-Odd Lot Dealers on the
Floor of the Exchange.

in one word, and that word is
“change.” Change sometimes is
for the better,
sometimes for
the worse.

In the
search for
security many
people would
like to do
away with
change. They
would like to
have a fixed
scheme of
things, some-
thing of which
they can feel
sure. Among
miners this
desire for permanence and
certainty is usually expressed in
terms of a wish that prices would
remain at profitable levels for the
indefinite future.

Two mining industries currently
have price certainty—one is the
gold-mining industry; the other is
the uranium-mining industry.
When the ¢35 gold price was fixed
in the early thirties the gold
miners felt that at last they were
on the threshold of great things.
A boom in gold-mining stocks en-
sued which in every way was as
enthusiastic and as.profitable to
some as the boom in uranium
stocks has been more recently.

But over the years the gilt has
been rubbed off the edges of the
$35 gold price and today the gold
miner looks at it very much
askance. The cost of labor and
supplies of freight-and equipment,
of every item the gold-miner
buys, has increased to the point
where the profits have largely
vanished. So the gold miner asks
for a higher price. When he fails
to get it, as so far he has, he
then asks the government for
assistance. In Canada and Aus-
tralia, among other countries, he
has been given assitance—but it
is grudging assistance, doled out
as meagerly as a relief check,

The uranium miner, today, is
better off. His price has been
more recently set and because
governments are as eager today
for atomic strength as they were
once eager for gold reserves, the
reward to the uranium miner in
terms of today’s costs is a gener-
ous one. But what will it be 10
years from now if the price re-
mains unchanged and if the world-
wide trend toward inflation con-
tinues? The world’s appetite for
uranium may not prove .to be
insatiable either. All one can say
with certainty is that there really.
is no certainty.

To revert to the base metals—
which are the subject of this talk
— the desire for assurance of
profitable prices has led to a lot
of different schemes. In the
United States the domestic pro-
ducers are faced with very high
wage costs and are exploiting ore
deposits of lower metal content
than most foreign mines. They
tend to think in terms of higher
import duties, import quotas,
stockpiling, or even outright sub-
sidy. Outside the United States
.many of the raw-material produc-
ing countries are strongly in favor

*An address by Mr. Strauss before
the Prospectors and Developers Associa~
tion, Toronto, Can., March 7, 1955,

Simon D. Strauss

of international commodity agree-
ments to control production and
stabilize prices.

Such agreements, if made,
would of necessity have to be
based con government direction
and participation, The experience
of the last 15 years with regard
to government control of and
dealing in base metals has led
some of us, at least, to feel that
governments are not quick to
recognize changing conditions in
commodity markets. -And even

- after they have recognized

changes, they are slow to act. If
a shortage develops in a given
market, & government tends to act

- as if the shortage will be per-

manent and only recognizes its
disappearvence when burdensome
surpluses have developed. The re-
sult has been that the ameliorative
activities of governments, which
may have been sincerely under-
taken out of a desire to be helpful,
have on the whole tended to un-
stabilize markets rather than to
stabilize them. .

The present position of the
copper, lead and zinc markets re-
flects not only these governmental
activities but also the restlessness
of labor, the state of world-wide
industrial activity, the competi-
tion of other materials, and the
progress made in developing new
ore resources,

Having described-the non-fer-
rous metals markets, what re-
mains to be said about the out-
look? As indicated at the very
inception of this talk, it seems
clear that change is the one
certainty ahead of us. The copper
shortage has persisted because of
a series of interruptions to supply
which could not have been fore-
cast. Production capacity is being
greatly increased and in the long
run supply will catch up with
demand as it is presently con-
stituted. Thereafter, copper’s
ability to find new markets for
increased output will depend on
its competitive position with other
materials — and that may be a
question of price to a major
extent.

Lead and zinc have been lean-
ing on the crutch of government
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stockpiling for a few months. This"
can hardly go on indefinitely, but
there seem to exist grounds for
hope that, now that stocks have
been reduced, supply and demand
.will be in fairly good balance. An
incsease in prices that will greatly
stimulate supply may also curtail
demand—-in that event imbalanee
may again, occur,

The ,prices o both gold and
uranium have been set by govern-
ment. At the moment gold miners
are unhappy and uranfsm miners
are auite happy with the prices
that have been set. But note that
in setting these prices governments
were really not concerned abou

“the state of contentment among

the miners., The decisions were
made on the basis of other con-
siderations—international finance
in the case of gold and the inter-
national armaments race in the
case of uranium. If the base metal
industries ask for government in-
tervention on too grand a scale,
they may find that once the inter—
vention occurs their own wishes
may not carry much weight.

In the long run the base metal
industries will prosper most if
they stand on their own feet; to
pursue the will o' the wisp of
international stabilization schemes
can lead only into marshy ground.
Such schemes would invite gov-
ernment. control of production as
well as price and in the long run
might spell the doom of true
private enterprise in mining.

Davidson-Yink-Sadler
Formed in Wichita

WICHITA, Kans. — Davidson-
Vink-Sadler, Inc., has heen form-
ed - with offices in the Beacon
Building tn Aeal in investment se~
curities, The firm also has a
branch office in St. Petersburg,
Florida.

Hardy Co. o Admil
R. A. McMann to Firm

Hardy & Co., 30 Broad Street,.
New York City, members of the
New York Stock Exchange on
April 1 will admit Raymond “A.
McMann, member of the Ex-
change to partnership. Mr.  Mc-
Mann was formerly a partner im
Dammes, Koerner & McMann.

Southern California
Customers Brokers Elect

LOS ANGELES, Calif. — Ther
Southern California Customers
Brokers Association has elected
the following officers for 1955:
Henry J. Tenaglia, Shearson,
Hammill & Co., President; Gusta—
vus Dann, Sutro & Co., Vice-
President; George Harder, Secre-
tary; Edward Ziegler, Dedn Wit-
ter & Co., Treasurer.

NEW ISSUE

This advertisement is neither an offer to sell nor a solicitation
of an offer to buy any of these securities. The offering
is made only by the Offering Circular,

12,500 Shares
INDUCTION MOTORS CORP.

Common Stock
(Par Value $1 per Share)

Price $6.75 per Share

Copies of thel Offering Circular may be obtained from

C. E. Unterberg, Towbin Co.

61 Broadway, New York 6, N. Y.
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Pros and Cons of Another
General Election in Brifain

By PAUL EINZIG

" Dr Einzig, in discussing the controversy in England regarding
a general election, finds that the Prime Minister, Sir Winston
Churchill, is faced vith a dilemma. Points out split in the
Labor Party would offer opportunity to the Conservatives to
increase their majority, and in addition there seems to be a
strong economic argument for an early election, because in

next six months it is probable

there will be a deterioration in

British economic conditions.

LONDON, ENG.—A fierce bat-
tle is raging between those in
favor of an early general election
and those who would prefer to

wait till the

autumn, It is_

fought mostly
behind the
closed doors
of the Cab-
inet room at
10 Downing
Street. The
decision rests
with one man
only — Sir
Winston
Churchill. His
Ministers and
other political
supporters,
and the Conservative newspapers,
are sharply divided on the expe-
diency of a rushed election. On
the one hand, there is the political
argument of the troubles in the
Labor Party, and the economic
argument of the possibility of a
deterioration of business condi-
tions by the autumn. On the other
hand, it is arguable that the split
between the two opposing Social-
ist factions is liable to widen in
the course of time, and that the
high Bank. rate may have pro-
duced its beneficial effects by the
autumn.

The opponents of an early elec-
tion have won the first round.
- There is to be no “snap”, election
before the Budget, nor has the
Budget date been put forward for
the sake of earlier election. April
19 has been fixed as Budget Day.
This means that it would be just
possible to rush through the Fi-
nance Bill in time for having the
general election during the last
week of May, though it would
not be easy. Unless this could be
done, the Prime Minister would
probably prefer an autumn elec~
tion to a June election, owing to
the disturbing effect of the holi-
day season and of the beginning
of the busy season in agricultural
areas.

Yet, even if we were to disre-
gard the political argument, which
in fact cuts both ways, there
seems to be a very strong eco-
nomic argument in favor of an
early election. For it seems prob-
able that the next six months will
witness a deterioration rather
than an improvement of economic
conditions in Britain. In particu-
lar it seems probable that there
will be a substantial loss of gold
during the summer and early au-
tumn.

It seems that the economic
argument favors an early elec-
tion, irrespective of whether or
not the high Bank rate will pro-
duce its desired effect. For the
only possible way in which the
Bank rate can reduce excessive
consumption and imports would
be through creating a certain
amount of unemployment. And
even a slight increase of unem-
ployment would mean the loss of
millions of votes by the Govern-
ment. In the absence of an in-
crease. of unemployment the
wages spiral would continue to
increase the inflated purchasing
power of consumers in Britain, in
spite of the high Bank rate.
Towards the end of February and
in the first half of March. wages
claims amounting to well over
£120 million per annum have
been conceded. In face of this

- Dr. Paul Einzig

fact even some of the most fa-
natic believers in the all-curing
effects of high Bank rate had-to
admit that amidst overfull-em-
ployment the remedy is apt to be
ineffective.

Possibly a further increase of
the Bank rate, coupled with a
much more effective tightening
of credit, might result in a cer-
tain amount of unemployment,
and this would check the rising
trend of wages. But it would be
inexpedient for the Government
to wait with the election until
after such result has become
evident. In the absence of a
marked curtailment of consump-
tion, the balance of payments is
liable to remain adverse. For the
present this factor is more than
offset by the influx of short-term
funds attracted by high interest
rates, and by some reduction of
inventory stocks enforced by
high interest rates. But these fac-
tors are apt to be temporary, and
in the long run the increase of
“hot money” and the running
down of stocks of imported com-~
modities is liable to react against
sterling,

More important than any of
these considerations is the pro-
longation of the uncertainty
through a deferment of the elec-
tion until the autumn. Most polit-
ical prophets agree that, should
there be an election tomorrow,
the Conservative Party would. in-
crease its majority. No political
prophet would dare to forecast
the result of an election in seven
months’ time. There is bound to
be wuncertainty and suspense
throughout the summer and early
autumn, and most foreign holders
of sterling would prefer to be on
the safe side.

Should the British authorities
support transferable sterling in
face of such a selling pressure,
they would inevitably lose hun-
dreds of millions of dollars. A de-
cline of the gold reserve would
deprive the Conservative Govern-
ment of a large part of the credit
they claim for the achievements
of their administration. Should
the Exchange Equalization Fund
abstain from bolstering up trans-
ferable sterling, its rate would de-
preciate considerably. This, in
addition to being bad for the
Government’s  prestige, would
lead to a large-scale revival of
“commodity-shunting” operations,
which egain would entail consid-
erable loss of gold.

Moreover, in anticipation of a
depreciation- or devaluation of
sterling under a Labor Govern-
ment, overseas buyers of British
goods would defer their orders,
or they would at any rate defer
payment for the goods, in the
hope of being able to pay with
cheaper sterling. This again

“would lead to heavy losses of gold.

It is: no wonder that pressure is
brought to bear on the Prime
Minister to spare the country of
such unfavorable developments
bv deciding in favor of an early
election.

Opponents of an early election,
on their part, argue that a flight
from the pound might produce a
favorable effect on the Govern-
ment’s electiori prospects. They
believe, that it would frighten the
electorate into voting Tory, in the
same way as haopened in 1931,
for fear that the return of a
Socialist Government would mean

. a depreciation of the currency. It

would ke risky, however, to de-
pend on such a psychological
effect. /

Sir Winston Churchill is not
likely to indicate his intentions in
the immediate future. But the
Government will have to show its
hand on Budget Day. In order to
be able to go to the country at the
end of May it would be necessary
to repeat the procedure of 1929
when a brief and non-controver-
sial Finance Bill was rushed
through in record time. This
would have to be made clear by
Mr. Butler in the course of his
Budget speech on April 19. Should
he foreshadow a more or less
normal Finance Bill, it would be
the end of hopes or fears of a May
election. In that case the odds
would definitely favor a defer-
ment till October, irrespective. of
the political and economic disad-
vantages that course would
entail.

Gorning Glass 4Works',
Common Stock Offered

A nation - wide underwriting
group of 173 investment hanking
firms and dealers headed jointly
by Lazard Freres & Co. and Har-
riman Ripley & Co., Inc., on
March 29 made a secondary offer-
ing of 464,700 shares of common
stock of Corning Glass Works.
The stock was priced at $58.75 per
share.

The shares do not constitute
new financing by Corning Glass
and the company will .receive
none of the proceeds from the
sale. Included among the shares
being sold are a portion of the
holdings of Amory Houghton,
Chairman of the Board of Direc-
tors of Corning Glass, and Arthur
A. Houghton, Jr., a director of the
company, several close relatives,
and of estates and trusts of which
the two men'are trustees, aggre-
gating approximately 12% of the
shares owned by this group.

Mr. Amory Houghton stated
that the “sale of the shares. was
deemed advisable in the light of
the present tax structure to secure
additional flexibility in the vari-
ous trusts where Corning Glass
stock continues to constitute the
most important holding.”

The company has a total of 6,-
647,520 common shares outstand-
ing, in addition to 76,760 shares of
$100 par value preferred stock
bearing an annual dividend of
$3.50 a share and $10,000,000 of
3% % income debentures due 2002.

Regular quarterly dividends of
25 cents a share, or $1 annually,
currently are paid on the common
stock. In 1954 dividends equiva-
lent to $1.20 a share were paid on
the presently outstanding com-
mon stock, including a year-end
extra dividend of 80 cents a share.

Net sales of the company during
the year ended Jan. 2, 1955
amounted to $147,938,842 and net
income to $17,490,191, equal to
$2.59 a share (after preferred di-
vidends) on the presently out-
standing common stock.

The company’s origin traces
back to 1851 when a glass business
was established by Amory Hough-
ton, great grandfather of the pres-
ent chairman of the board, and
others. Corning Glass is engaged
primarily in the manufacture of
glass products having special
gualities of chemical stability,
electrical resistance, light trans-
mission and mechanical strength,
and technical glass products de-
signed to comply with specific re-
quirements of fabricators in other
industries. Its products are broad-
1y clasified as electrical and elec-

tronic products, consumer prod-
ucts, and technical and other
products; they do not include
ordinary containers or flat glass.
Consumer products include glass-
ware sold under the well-known
Pyrex trade-mark.
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Suggested Revisions of the
Selective Service Law

By PATRICK MURPHY MALIN*
Executive Director, American Civil Liberties Union

Spokesman for Civil Liberties Union advocates revision of the
Selected Service Law to give more generous protection to rights
of conscience; to make it clear law is an emergency measure,
and to remove remaining discrimination in the armed forces.

The American Civil Liberties
Union has consistently taken the
position that government con-
scription of individual lives is a
complete 3
denial of what
ought to be a
basic civil
liberty.
Conscription
for war or
preparation
for war raises
special = prob-
lems because
it constrains
some men to
do that to
whichthey
are opposed :
by religious -+ Patrick M. Malin
or philosophic - ; ;|
conviction. However, the grim
facts of our troubled times have
compelled the Civil Liberties
Union to recognize the imperative
claims imposed upon us all by the
necessity to maintain our national
security. In time of war or under
imminent threat of war, it has
seemed generally evident to our
citizens that the fairest and most
efficient way to provide military
forces is. by means of conscription
and the assignment of men
through Selective Service.

Hence, the American Civil
Liberties Union did not oppose
the draft law which was adopted
in 1940. In 1945, it felt that the
case for compulsory military
training as essential to national
security was by no means strong
enough to override the grave ob-
jections to conscription in the
name of liberty, This fact is set
for in its resolution of that year,
which it reaffirmed in 1947.

Although we now face a very
different set of facts and problems
than in 1945 or 1947, although
peril to national security is great
and imminent, and although
clearly it lies ‘beyond the com-
petence of the ACLU in the name
of freedom now to oppose mea-
sures for selective service which
in earlier emergencies it has ac-
cepted, it does have a right to
ask three things:

(1) In.the current emergency
which may require conscription,
the present Selective Service Law
should be revised to give more
generous protection to the rights
of conscience. The sincerity of
conscientious objection should not
be judged by the test of a
religious formula so narrow as to
exclude ethical or humanistic be-
liefs. A way should be found as in
Great Britain during the Second
World War to permit sincere ob-
jectors to render useful service to
society rather than to confine
them in jails.

(2) Everything possible should
be done to make it clear that con-
sceription is an emergency measure.
We believe that an extended
Selective Service law should not
be accompanied by a universal
military training law. The latter,
in the light of history, would seem
far more likely to create a spirit
of militarism hostile to democratic
liberties, to prepare the way
psychologically for totalitarian
practices, and to become accepted
as a regular feature of education,
even in times of peace. Selective
Service is obviously intended for
a particular emergency, even if

it should be made very compre-
hensive. Man’s ability to abandon
conscription will be a measure of

*A statement filed by Mr. Malin with

the House Armed Services Committee,
Washington, D. C, March 23, 1955.

“ ner,

F.. trols

his capacity to maintain’ both
peace and freedom.

(3) Everything possible should
be done by Congress to eliminate
the remaining racial discrimina-
tion in the armed forces.

Gardner Named Director

The election of George. P: Gard=
Jr., as a member of ‘the

‘Board of Directors of Barry Con-
Watertown,

Incorporated.
Massachu-
setts, has
been an-
nounced.

Mr. Gard-
ner is a part-
ner in the
brokerage
firm of Paine,
Webber,
Jackson and
Curtis, and is
connected
with three
Boston firms:
as a director
of the United
Fruit Com -
pany, a trustee of the Amoskeag
Company, and a trustee of the
Provident Institute for Savings.
He is also President of the Bos-
ton Museum of Science.

Barry Controls Incorporated is
a manufacturer of shock and vi-
bration isolation equipment. It
had its initial public stock issue
at the beginning of March.

Merrill Lynch Places
Five Secondaries

Merrill Lynch, Pierce, Fenner
& Beane and associates on March
23 made five secondary common
stock offerings, which were quick-
ly oversubscribed. These were:

Approximately 27,000 shares of
Amerada Petroleum . Corp.. at
$207.50 per share, less a $4 con-
cession for dealers;

20,000 shares of Barber Oil
Corp. at $60.25 per share, less a
$1 concession;

31,000 shares of Dow Chemical
Co. at $46.50 per share, less 70
cents per share;

29,000 shares of Olin-Mathieson
Chemical Corp. at $52.75, less 85
cents; and

7,000 shares of Louisiana Land
& Exploration Co. at $77.25, less

G. P. Gardner, Jr.

‘$1.10 per share.

The first four offerings were
cleared by the New York Stock
Exchange and the fifth by the
American Stock Exchange.

Beauchamp, West Partner

Edward F. Beauchamp on April
7 will acquire a membership in
the New York Stock Ixchange
and on the same date will be ad-
mitted to partnership in Beau-
champ & West, 115 DBroadway,
New York City.

Kerbs, Haney Partner

Kerbs, Haney & Co., 38 Broad-
way, New York City, members of
the New York Stock Exchange on
April 7 will admit Arthur G. Lo-
gan to limiled partnership.

E. H. Stern Admits

Donald Stone, member of the
New York Stock Exchange on
April 1 will become a vartner in
E. H. Stern & Co., 11 Wall Street,
New York City, members of the
New York Stock Exchange.
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A new era of confidence—with Living Insurance

How Equitable helps more families than

out more benefits than ever in family and  our high standard of living, Invested at the

ever achieve a growing self-reliance.

There is one thing "Americans value most:
personal independence.

They want to stand on their own two feet.
And they want their wives and children to be

‘able to do the same — always. The years ahead

can look bright and secure to the man who

plans for them in his insurance program.
During 1954, The Equitable spread an um-

brella of protection over more families than

retirement income, funds for children’s edu-
cation, medical, business and financial emer-
gencies. This is Living Insurance at work!
Today The Equitable family numbers
8,200,000 men, women and children. The
measure of their confidence in the future is
shown in the annual statement below. Behind
these figures are people — like you and your
neighbor — sharing the risks of life together,
Look at these figures a moiment, They show
double-duty dollars. These - dollars protect
millions of families — and at the same time
help create jobs, produce goods and maintain

rate of $22,000,000 a week — in farms, homes,
business and industry — these dollars work
for the benefit of the policyholder and the
entire U. S. economy,

The Man from Equitable can bring a new
era of confidence into your home. He can help
you help yourself to a bigger portion. of selfs
reliance — the Living Insurance way.

See the Man from Equitable — today!

RAY D. MURPHY. PRESIDENT

ever before in its history. And, Equitable paid

A copy of the President’s Report may be obtained from any Equitable Agent, or by writing to the Home Office.

Condensed Statement of Condition as of December 31,1954

RESOURCES OBLIGATIONS
*Bonds and Stacks Per Cent
U. S. Government obligations....
Canadian Government obligations..
Public utility bonds
Railroad obligations .
Industrial obligations
Cther bonds
Preferred and guaranteed stocks ..
Common stocks
Mortgages and Real Estatz
Residential and business mortgages.
Farm mortgages
Home and branch office buildings.. 11,628,620
Housing developments and other rea es-
tate purchased for investment 175,793,694
Residential and business propzrtics........ 222,298
Other Assets
Cash 78,894,425
Transportation equipment 106,479,854
Loans to policyholders 174,842,375
Premiums in process of collection 60,647,150
Interest and rentals due and accrued and
" 61,270,193
$7,5580,707,777

Policyholders’ Funds

To cover future payments under insurance
2nd annuity contracts in force

Held on deposit for policyholders and
beneficiaries

Dividends and annuitizs left on dep snt
with the Society at interest .

Policy claims in process of payment,

Premiums paid in- advance by policy-
holders

Dividends due and unpaid to policyholders

Allotted as dividends for distribution dur-
ing 1955 110,250,726

Other Liabilities
Taxes—federal, state and other
Expenses accrued, unearned intarest and
other obligations
Mandatory security valuation reserve..

Per Cent
.... $ 520,604,119
70,780,092
926,974,722
713,293,185
2,223,918,818
429,734,861
165,809,642
21,462,269

1,525,388,857
292,862,592

$6,156,829,491  (81.4)

369,451,593 ( 4.9)

N

—_
N
I OWS ohNuvoNnoC

202,694,837
37,620,944

(27)
(0.5)

(1.2
(0.1)

wivus

89,854,178
8,616,094

(1.9)

@ BES

2rbkd _@

29,001,000 ( 0.4)

13,773,767 (0.2
74,358,129 ( 1.0)

ON -

Surplus Funds
(038 Te cover all contingencies
(100.0)

other assets .

I s L T Sy

-ne 468,257,018 (6.2
. $7,560,707,777 (100.0)

®Including 56,682,126 on deposit with public anthorities.
In accordance with uqum- nts of Xl\\ all boads subject Lo amortization are stated at their amortized valiue an d all other bonds and stoeks are valued at the
mariet guatations on Dec 41. 19564, as prescribed by the Natiowal Association of Insurance Commissioners, In addition, as required, a security valuation -
rescrve (s iucluded among the 1iabiliLics,

THE EQU!TABLE UFE ASSURANCE SOC!ETY OF THE UNITED STATES Home Office : 393 Seventh Avenue, New York 1,N.Y.

EQUITABLE AGENCY MANAGERS AND GENERAL AGENTS IN NEW YORK CITY

JOSEPH V. DAVIS
225 West 34th Street

A. BLEETSTEIN

112 West 34th Street
MONROE W. BLEETSTEIN
855 Sixth Avenue

MYRON H. COHEN
101 West 31st Street

LEO EISEN SID. SMITH MAXWELL M. SHAFFRAN

450 Seventh Avenue 120 Broadway 225 West 34th Street
MILTON WEINER ALFRED A. HARRIS, C. L. U. MAX REIBEISEN EDWARD R. SIEGEL

50 East 42nd Street 75 Franklin Avenue, Yonkers 5 Times Bldg., 42nd St. and Broadway 21 East 40th Street
WILLIAM J. DUNSMORE, C. L. U. J. BROOKE JOHNSTON, C. 1. U. E. W. REJAUNIER HORACE H. WILSON
120 Broadway 8 West 40th Street 450 Seventh Avenve 295 Madison Avenuve
]
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Advice to Retired People

- By ROGER W. BABSON

Mr.

Bahson discusses localities which are attractive to

retired people. Gives advice regarding retired persons seeking

occupation, and urges these who are looking for acreage to

buy land adjoining that cwned by U. S. Agricultural Depart-
ment and used as an experiment station.

This time of year I get many
Jetters as to the best place to
live from people about to be pen-
sioned. They seem to favor Flor-
ida, Califor-
nia, Arizona,
and other
Southern
States. They
appear to be
tiring of cold
winters,

Localities
which are
attractive and
have good
business dur-
ing the win-
ter - months
may be un-
pleasant and
unprofitable
curing the summer. The re-
verse is also true. Certainly no
state or county or community has
=l{ the advantages or disadvan-

ges, The birds learned this
sfter millions of years’ experi-
ance! 1 selected summer head-
quarters in New England and
winter. neadquariers in Florida—
=ven before man had joined the
Lirds in air transportation.

A warm climate would doubt-
Iess be desirable for an .older
«ouple; but it may not be wise for
o young couple with children.
‘There is soinething debilitating
=nd enervating in climates that
are too warm especially when the
btieat is of long duration. Statis-
ties puolished by Yale University
‘thow tha* the most energetic and
intelligent people develop under
wxnarked contrasts of climate. The
“terrible weather changes” of
Tlew England mav have created
ihe energy which financed so
raany farms and cities and built
wailroads across the United: States,

Roger W, Babson

Importance of Income

The much-advertised growth of
=uch states as Florida, California,
and Arizona does not stem from
view babies, or agricultural pro-
ducers. “Newcomers” are mov-
ing in to retire and take it easy.
“They must be sure a check will
«ome from the North each month
io use as a nest egg or backlog.
I refer to pension money, insur-
ance, rents on northern property
—or dividends on stocks or inter-
est on bonds or mortgages. Social
Security zhecks are a help, but
ihey will not pay all the bills in
any state to which people are
viow flocking.

Don’t expect a big dip in liv-
ing costs in these delightful win-
ier climates. You may not need
so much fuel or electricity or
clothing, but food and rents cost
as much, considering what you
get. There is no reduction in
doctors’ or dentists’ or hospital
bills; whil2 beauty-parlor bills
are reported to be higher! Flor-
ida does give homestead tax ex-
emption on property up to $5,-
000. Difierent states and cities
have different ways of collecting
faxes, but in the end they add up
to about the same.

A Job or a Business?

Many retired men get restless
after a while. If you want a job,
et work in something in ‘which
¥you are trained. If considering a
business of your own, work on
salary before buying. Caretakers’
Service, Collection Agencies, Tree
Wurseries, Diaper Services,
¥rozen-Food Deliveries, Clothes

Purchasing
‘Executivesi

Repairing and Pressing, Manu-
facturers’ Representatives, Spray-
ing, Shopping, Typing, and Real
Estate look best to me.

What about buying a home?
This is not a bad idea but there
are certain qualifications you
should consider: Near stores and
churches; with land for a vege-
table garden and possible future
sale of an extra lot; and in a sec-
tion which is improving and not
declining. Better live in a com-
munity a year before buying real
estate, to get the feeling! Real-

The Commercial and Financial Chro

estate values are determined by Contmued fmm page 7

The Stock Market Situation

feelinzs and not figures.

Final Advice

You can select a state to which
to move by studying maps, real-
estate booklets, and other propa-
ganda. 'Then write to the State
Chamber of Commerce located at
the capital of the state that you
are thinking of moving to. Teil
them you would appreciate in-
formation regarding different lo-
calities, climate, and opportu-
nities. But do not select any lo-
cality of that state without first
visiting it, even if you need a
leave-of-absence from your job
in order to do this. In closing,
just a word of financial advice:
If you are looking for acreage,
buy land adjoining some owned
by the United States Agricultural
Department and used as an ex-
periment station. This should be
good land and easy to dispose of
if you ever wish to sell at a
profit. ‘This applies to all states.

- - Business Boomlet Gathering Momentum

Business Survey Committee of National Association of Pur-

chasing Agents report both increase in mew orders and in
production, with programs of new capital outlays exceeding "54

A composite opinion’@f purchas-
ing agents who comprise the Na-
tional Association of Purchasing
Agents’ Business Survey Com-
mittee, whose
Chairman is
Chester F.
Ogden, Man-
ager of Pur-
chases, T h e
Detroit Edison
Company,
reports that
during March
the boomlet
predicted last
December - by

for-the first-
half of 1955,
seems to be
well under way. There are indica-;
tions-.that the current optimistic
production and new order reports
reflect more than a - normal-
seasonal pickup.

Increased new orders are re-
corded by 53% of the committee
members " and - 50% report
creased productioni Only 6% show
a weaker new order position and

Chester F. Ogden

5% report lower production. This:

is the most favorable position re-
ported since 1950.

As further evidence of the con-

tinuing vigor in the business pic- -

ture, 9% report that their
companies have augmented  their
original 1955 capital expenditure
programs and no one reported a
cutback in plans. Also, ‘there is a
2 to 1 ratio of companies report-
ing their 1955 programs will ex-
ceed 1954, as compared to those
who expect it will: be less.
Commodity prices are still mov-
ing upward, with evidence of
their leveling. There is indication
of some ‘tendency to bolster in-
ventory position and buying pol-
icy has lengthened a little. Em-
ployment continues high,

Commodity Prices

Purchasing Executives report
that eommcdity prices are con-
tinuing their upward climb—but
at a slower pace than at any time
since the higher movement started
last November. In their March
reports, 36% state prices are
higher and 59% say they are gen-
erally the same. This compares to
reports of 51% up in February
and 48% the same.

However, on most items, ex-
cept for special situations such as
copper and some steel items, com-
petition continues keen. Further-
more, on some items, including
cotton, sugar, and pork, the mar-
ket is soft.

"Inventories

There is a definite indication of
Purchasing Executives’ willing-
ness to add to inventories.- This

‘couraged,

-picture in their industries.
sjump to 32%, who report em-

- 'boomlet proportions.

has' been absent for quite some
time.

Not since 1950, have so many
reported higher inventories and so
few lower quantities on hand.
This willingness to add to stock
stems from (and in about the

.order listed). (1) bright business

prospects and. a desire to have
more material on hand to cover
for improved production quotas;
(2) a greater indication of some
protective stocks to guard against

.impending labor difficulties, and

(3) -some - inclination to have

.critical materials ‘on hand -that

might become more scarce if-the

“world situation were to become
worse.

‘Employment -
Regardless of some reports to
the contrary from other sources,
Purchasing + Executives are en—
.and encouraging, ™
their reports on the employm,ﬁrxlt
-The

ployment .as better, over Febru-

tee -ary’s 23%, is the sharpest since
in-:

the Korean ‘War: preparedness in-
crease of mid-1950. Again; though,
as reported -last month, the in-

creases in-employment are gradual

rather than of boom' or ‘even
There rare
scattered reports of labor sur-.
pluses in .some areas and some
shortages of -clerical help,

Buying Policy

This month’s buying policy re-
port continues the movement to-
ward the somewhat less conserva-
tive attitude that was reported
last- month. However,' there 'still
is no rush to buy mto«the future,
as evidenced by ‘the fact that the
largest number, .80%, ;are: in the
30- to 90-days range| with 42%
of these in the 60-day range.

Jay ‘W. Kaufmann Partner

Benjamin J. Kallen will become
a partner in Jay W. Kaufmann &
Co., 111 Broadway, New York
City, members of the American

Stock Ixchange. Mr. Kallen will

make his headquarters in Miami
Beach,

Samuel Abrlahams to Admit-

John R. Atwell will be admitted
to partnership in Samuel Abra-
hams & Co., 25 Broad Street, New
York City, members of the Ameri-
can Stock Exchange. Mr. Atwell
was formerly a partner in Jay W.
Kaufmann & Co.

York & Co. Formed

SAN FRANCISCO, Cal—Palm-
er York, Jr., has formed York &
Co. with offices at 235 Montgom-
ery -Street, to engage in a securi-
ties-business.

—or perhaps a. little better—of
ceeing the market attain substan-
tially higher than present heights,
subject to the probabality of in-
tervening reactions. But his
chance of eventually holding on
to the profits he makes beyond
the current level, we should term
no better than in former bull
markets — and that is none too
good.”
(B)
Reasons for Market. Rise Since
September 1953

In general, I agree with the
answers by President Funston of
The New York Stock Exchange
to Question I of the Committee’s
Questionnaire. However, I should
like to emphasize more than he
did the role of investment and
speculative sentiment in determ-
ing the wide variations in stock
market prices.

Tn rmv view, the fupdamental
reason for the rise was the swing

. from doubt to conficdence—from

emphasis on the risks in common
stocks to the emphasis on the op-
portunities in common stocks.

There has been no change of
importance in the earnings of the
Dow-Jones Industrial Average
since 1949. ( Actually, however,
earnings of most secondary com-
panies fell a great deal in 1953-
1954 from the levels of the pre-
vious five years.) But prior to
1954, the public was expecting a
substantial setback and was
braced for a large falling off in
earnings when business turned
down after the middle of 1953.
It was the mildness of the shrink-
age—especially' in ‘Gross National
Product and Disnosable Incomes—
that reversed the tide of senti-
ment and. gave currency to the
view that’we no longer have to
fear deep depressions.

This change in centiment nro-
duced a change in the public’s

im-: valuation of stocks, especially in

what.it. eonsidered suitable multi-
pliers. of : current earnings. In
effect, the multip’ier advanced
from about 8 for the Dow-Jones
Industrials in 1948-1950 to 10 in
1953. and to a current 14, which is
slightly less than the 1936-1940
average,

My studies have led to the con-
clusion that sentiment alone, not
supported bv any wvisible change
in value, will produce a swing on
the order of 100 to 250 or 100 to
'300 in price. Tt is interesfing to
note that- while American Tele-
phone and Telegraph has paid a
uniform dividend of $9 since 1922,
and while its earnings have fluc-
{uated . comparatively little, its
price advanced from 115 in 1922
to 310 in. 1929, declined fo 70 in
1932, and- since then it has fluc-
tuated between lows of about 110
and highs of about 200.

Among the secondary com-
panies, the present situation is
more complicated. Prices were
very low as against earnings prior

Certain Price-Earnings Ratios
Average and for General

R
Price
Date

1955 (March) -
1946 High
1937 High
1929 High
1927 High

1 year
15x
20
1915
25
14%

414
212 2
4
2

1

Earnings for the Preceding:
5 years

15x

nicle . . . Thursday, March 31, 1955

to 1953, but many of these com-
panies had poor earnings results
in 1953-1954. The price behavior
of this large group lagged behind
the blue-chip advance until July,
1954. Recently the rise in sec-
ondary issues has more than kept
pace with that of the leaders.
Bargains are fast disappearing
and there are numerous instances
of over-speculation in this field.
On the whole, however, the typi-
cal second-grade stock appears
less over-valued today than it was
in early 1946.
(C)

Feasible Ways of Controlling
Undue Speculation in the
Future

I believe the Committee should
consider carefully and cautiously
whether any plan of control is
feasible. Speculation has not gone
too far as yet, but there may be a
grave danger that it will do so.
Assuming that measures could be
found that are useful and feasible,
it would be wise to agree to such
measures in advance of the ne-
cessity for their use—rather than
to begm dlscussmg them whlle
the fire is raging.

It should . be recognized that
any form of intervention by
Washington in the stock market
is risky and controversial. You
cannot be sure that what you are
doing is the right thing and won’t
cause more harm than good. (In
this respect your problem cor-
responds. to the public’s own
quandary in deciding whether to
buy or sell or sit tight in the
present market.) Yet, despite the
hazards  of any intervention, a
certain responsibility is there. It
is actually being assumed —e.g.,
bv the Federal Reserve in vary-
ing margin reguirements.to cor-
respond somewhat with the state
of - speculation.

On balance. I am inclined to
favor strict controls -for margin
trading and a fairly rapid advance
to the 100% margin limit—i.e.,
no borrowing at all—as the Fed-
eral Reserve becomes increasingly
concerned ‘about the extent. of
speculation. My reason is that it
is basically unsound for honpro-
fessionals to borrow money to
speculate in stocks —-or“in any-
thing else.. It is unsound for:them
and for the economy as a whole.
Responsibility - should-- also be
placed upon ‘our commercial
banks to avoid, in general, the
direct Jending of money to the
public for the purpose of specu-
lating in stocks.

The Capital Gains Tax

Much has been made of the
Capital Gains Tax as a deterrent
to. the selling of stocks. It is
urged that this tax be abolished
or cut in two, in-order to increase
the supply of stocks by “unfreez-
ing” holdings showing large
profits. There is some merit in
this’ contention, 'and I shall have

for the Dow-Jones Industrial
Electric Common Stock

oA
Dow-Jones Industrial Average

Yield on
AAA Bonds
(Moadv's)
2.95%
2.46
3.42
4.69
4.58

atio to Subsequent

Low Price of
10 vears Average
18x
22
21
3%
16

1
3
815
6

163 (1916)
99 (1938)
41 (1932)

(B)

General Electric

Earni
1 year

23
261
42

Price

1955 (Feb.) ____
1946 High
1937 High
1929 High 45
1927 (High).__- 23

*Multiplied by 3 to reflect ‘1954 split.

Common Stock

Ratio to'Averaze
ngs for the Preceding:
5 years 10 years

28
30
84
60
29

**Divided by 4 to reflect 1930 split. "

Subse~uent
Low Price

33 (1946)
27%; (1938)
8 (1932)
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a suggestion to make along these
very lines. But I regret that the
issue has usually been presented
by Wall Street—of which I am
proud. to consider myself a part
— in an incomplete and rather
one-sided fashion. .

Taxes on capital gains have
peen imposed since the modern
income tax began in 1913. Thus
the problem of their impact on
speculative markets is by no
means a new one. The evidence
hardly suggests that the Capital
Gains Tax has by itself produced
unduly high prices or unduly wide
fluctuations. Impressive argu-
ments may be made against Capi-
tal Gains Taxes as inequitable in

. theory-and. unsound in practice;

but. there are also impressive
arguments against permitting cap-

. ital gains to go untaxed while

imposing high rates ' on' other
forms of profit. Although I be-
lieve the present Capital Gains
Tax system is open to imnrove-
ment, I would not' consider - it
basically. inequitable' in relation
to. our tax burden as a whaole.
Finally, while a lightening of the
tax might well increase the supply
of common stocks by persvading

might at the same time stimulate
further specuiaiive buying, ui-
tracted by the new tax advantage,
The net result of such a move
cannot be foretold. -

The objections of reducing the
Capital Gains Taxes would be
overcome, in my opinion, if such
a policy were adopted for a lim-
ited period of time only and for
the specific purpose of dealing
with a dangerous stock market
situation. For example, the tax
might well be reduced from the
present 25% maximum toa 12% %
maximum on securities owned at
least two years, such reduction
to be effective for a specified
period only—say six months, I
believe such an arrangement
would have the desired effect of
increasing the supply of common
stocks at a time when such in-
crease is deered necessary. From
the standpoint of the Treasury,
the result might well be that a
larger revenue would be realized,
in spite of the recuced tax rate,
because of the inducement to gell
locked-up shares. Whatever its
effect on the level of stock prices,
bona fide investors could not be
harmed by such a concession,
even if it ran for a limited period.

My proposal would require
legislation by Congress, as would
any other change in' the Capital
Gains - Tax. Perhaps the best
method would be to' give the
President the power to make
changes in the effective rate,
within specified limits, upon ad-
vice from the Board of Governors
of the Federal Reserve System.
We have precedents for such
powers-in our fariff laws.

In conclusion, may I say that
while Congress should not ordi-
narily meddle with the stock
market, there are times: when it
deserves attention from Congress.

We are probably in such a time:

at present.

John M. Holley Joins
E. F. Hutton & Co.

ROSWELL, N. Mex.— John M.
Holley has. become associaled
with E. F. Hutton & Companv:in
charge of their newly opened of-
fice' at 419. North Richardson
Avenue. Mr. Holley was a part-
ner in the First New Mexico Co.

Westheimer Branch

WHEELING, W. Va, — West-
heimer and Company have opened
a branch office in the McLure
Hotel under the direction of
Lewis J. Groch.

W. H. Place Branch

RAMSEY, N. J. — William II.
Place Company has opened a
branch office at 118 Darlinglon
Avenue.
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Kentucky Ulilities
Offering Underwritten

The Kentucky Utilities Co. is
offering to its common stockhold-
ers of record March 21, 1955 rights
to subscribe for 190,566 additional
shares of common stock at $24.75
a share on the basis of one new
share for each 12 shares then held.
The offer, which expires 3 p.m.
(CST) on April 11, 1955, is being
underwritten by a syndicate man-
aged jointly by Blyth & Co., Inc.
and J. J. B. Hilliard & Son.

The proceeds from the sale of
this stock and from a proposed
sale at competitive bidding (on

The Commercial and Financial Chronicle -

April 5) of $5,000,000 in first
mortgage bonds, series F, due
April 1, 1985, will be used by the
company to finance a part of the
cost of its' construction program
which, it is estimated, will cost
about $18,741,000 in 1955 and $18,-
580,000 in 1956.

The company is a public utility
engaged in generating, purchas-
ing, transmitting, distributing and
selling electric energy. At the be-
gininng of this year, the company
furnished electric service to about
211,000 -customers in 499 commu-
nities, and adjacent rural areas,
located in 77 counties in central,
southeastern and western Ken-

tucky and two adjoining counties

in Tennessee, and also sold elec-
tric. energy at wholesale, under
term contracts, to ten municipal-
ities and 18 rural electric cooper-
atives.

Operating revenues for the year
ended Dec. 31, 1954 amounted to
$36,247,7717, and net income to $5,-
823,560, equal to $2.13 a share.
This compares with revenues of
$31,749,548, and net income of $4,-
971,331, or $1.76 a share, reported
the year before.

R. George Hoerlein Opens

SYRACUSE, N. Y. — George
Hoerlein is conducting a securi-
ties business from offices. at 600
James Street.
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Coombs Aids To Staff

(Special to THE FINANCIAL CIIRONICLE)

LOS ANGELES, Calif.—Roland
L. Barclay, Charles H. Huffman,’
Julia Morally, Jack Ralph, and
John T. Troll III have become
affiliated with Coombs & Co., of
Los Angeles, Inc., 602 West Sixth
Street.

California Investors Add

(Special to Tue FINANCIAL CHRONICLEY

LOS ANGELES, Calif.—Leo R.
Albright, Henry C. Alvis, Sr., Al-
len V. Bennion and Billie R. Gen-
try have been added to the staff
of California Investors, 3924 Wil-
shire Boulevard.

- holders to take- larse .profits. it

REPUBLIC NATIONAL BANK BUILDING
POST OFFICE BOX 718. » DALLAS 21, TEXAS

BOVAIRD & SEYFANG
Bradford, Pa. — Founded 1891

CLARK BROS.

Olean, N. Y, — Founded 1880

DRESSER MANUFACTURING DIVISION
Bradford, Pa. — Founded 1880

DRESSER-IDECO

Columbuys, Ohio — Founded 1920

E‘ G5 e

—— a new service dimension for
the Dressrr plusf~

For more than twenty years, Lane-Wells has been the leader
in the development of essential electronic services for the
rapidly growing oil and gas industries. The Company pio-
neered the widely used practice of shooting holes through the
steel casing’of oil and gas wells to “bring in” a new well or te
increase the flow of old wells. Another very important service
is Electric and-Radioactivity Well Logging, which produces an

invaluable, record of underground formations penetrated dur;

. ing drilling.‘.II'hrough<i&s/-history#_‘L‘§ne~lels* has earied a.
well-deserved reputation for “Tomorrgw’s Tools —Today"a

»._. Effective March'1,.Lane-Wells-heoame the newest member of
the Dresser-group of distinguished companies. The combined
cperation is one of the mfost outstanding organizations serving
the world-wide oil and gas industries. No other single company
provides the same hroad range of equipment and services.

THESE ARE THE DRESSBR INDUSTRIES

IDECO

Dallas and Beaumon!, Texas — Founded 1920
LANE-WELLS COMPANY
Los Angeles, Calif. — Founded 1932
MAGNET COVE BARIUM

Malv

Dresser Industries is proud to join hands with this great name
in oil. The acquisition of the Lane-Wells Company adds a
new service dimension to the Dresser Plus
services that are the standard of comparison the world over.

... products and

PACIFIC PUMPS

Houston, Texas;

Greybull, Wyoming — Founded 1940

, Ark

Huntington Park, Calif. — Founded 1923

ROOTS-CONNERSYILLE BLOWER
Connersville, Ind. — Founded 1854

SECURITY ENGINEERING
Whittier, Calif.; Dallas, Texas — Founded 1931
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Continued from pdge 6

“R ailrbad Kernels’/

passenger service operations,
which for some railroads is very
serious. According to the ICC for-
mula, the passenger deficit in 1953
was $704.5 million. We will not
have the 1954 figures for some
time, but I was glad to note from
the annrual report of the Pennsyl-
vania Railroad that its passenger
deficit in 1954 was some $12 mil-
licn less than in 1953. If we ig-
ncre the ICC formula and use the
rule of thumb method, the actual
out-of-pocket loss in passenger
services is about 50% of the ICC
formula, which is still a bie fig-
ure ard represents a big problem.

While every ph~se of this nroh-
lem deserves study, thought and
hor? work. I am still of the opin-
jon that the greatest progress in
reducing or eliminating the pas-
scnger deficit will result from the
reduction of competition between
railroads, which would involve
perirission for the railroads to get
together and work out reasonable
service schedules designed to serve
communities adequately but with-
out the element of competition as:
hetween railroads, If this requires
legislation, it should be enacted.
There are some who think that
sufficient power already resides
in the Interstate Commerce Com-
raission to permit the railroads to
agree among themselves to formu-
late a plan that could he*made ef-
{fective with Commission approval.

(3) The need for a modernized
regulatory process involving the
enactment of legislation that in
its broad sense would give the
railroads in this fiercely comveti-
tive era an opportunity to compete
with other forms of transporta jon

. on a basis of more equal opportu-

nity. The railroads have been
screaming about this need for a
modernization of the regulatory
process for the last seven or eight
years, but nothing has been ac-
complished. Tt is heartening to
hear the Chairman of the Inter-
ctate Commerce Commission fre-
quently and vigorously urging
specific remedies in this regard.
It was heartening, too, when the
President appointed a Cabhinet
Committee on Transportation,
which rendered a report to the
White Hovse on Dec. 1, 1954, We
in the r~i'road busiress are nretty
eure about the equity of our case
and we have never doubted that
an obicetive renort would he ben-
eficial to the railroars if enacted
into law. Put we have less reason
to be heartened now because it
i already evident that great con-
flicts are occurring within the
Cabinet it<elf and the reason is
easy to, understand.. Those who
are benefited bv keeping the rail-
roads in a straitjacket of monono-
listic regulation and who fear the
loss of their artificial advantages
are cxerting great political pres-
sure to retain their artificial ad-
vantages.

It is quite clear to. me that .it
will teke greater political courage
than we are accustomed to for any
-Administration and any Congress
to face the facts and do merely
what is just and reasonable, I
suppose it is too much to expect
and omnibus revision of the In-
terstate Commerce Act such as we
had in 1920 and again in 1940.
These nmnibus revisions occurred
when the country was scared about
the railroad situation, and with
good cavse. Perhaps it will take
another “~d scare to bring about
an omnibus revision and we don’t
want any such scares,

Rails Provide Lowest Cost
Transportation

}_’,qt omnibus revision, in my
opinion, is not necessary. There
are a few things that could he
cone that would help a lot and if
the country believes what it says,
that the railroads are the back-
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bone of transportation and pro-
vide the lowest cost transporta-
tion, then these things should be
done for the benefit of the coup-
try as a whole and without regard
to special interests. Every man
is entitled to his opinion, but so
far as I am concerned, I would
like to see a start made by:

(1) Giving the railroads a little
more freedom in making rates
and reducing the time lag in re-
vising rates. But I think in this
regard that in order to prevent
cut-throat competition the mini-
mum rate provisions of the Inter-
state Commerce Act must remain,

(2) Giving the railroads the
right of appeal to the Interstate
Commerce Commission from ad-
verse decisions of State Commis-
sions with respect to passenger
train abandonments and from in-
action on the part of State Com-
missions with respect to such
abandonments.

(3) Narrowing the limits under
which the transportation of agri-
cultural commodities would be
exempt from motor carrier regu-
lation. : :

(4) Repealing. the long-and-
short-haul clause,

(5) Giving the railroads the
right to engage in highway and air
transportation under proper regu-
latory procedure,

If we could accomplish just
these tew things and then have
Federal and State Governments
require the payment of a user
charge for the commercial use of
facilities provided with public
monies, the railroads would
emerge from the unequal situation
in which they now find them-
selves and their {forward progress
would accelerate, but not at the
expense of other legitimate enter-
prise, because no competitors are
entitled to artificial advantages—
only those that come naturally
and are not man-made.

Railroad Consolidations

Perhaps you would expect me
to say sometning about railroad
consolidations. Well, I am in favor
of railroad consolidations and al-
ways have been because I think it
is in tue public interest that there
be fewer railroads and more large
systems. I think this would be not
only in the interest of the public
but also of railroad security
holders. Bigness in itself is not
necessarily a desirable end, nor is
bigness an evil to be shunned.
This is a big country; we do things
in a big way, and we need big
railroadas like we need big manu-
facturing concerns, big banks,
ete. Small railroads are at a dis-
advantage. Individually they are
not able to engage in research on
the large scale that is necessary.
They are handicapped in attract-
ing large industries on their lines.
They are required to do most of

the things that large railroads. are .

required to do without the larger
revenues to absorb the cost. And
even though seme weaker rail-
roads would have to be included
with the stronger in effecting con--
solidations, there is a bigger
spreading of the risk. We see now
the Interstate Commerce Com-
mission is doing a little urging
with respect to railroad consolida-
tions, and that is all to the good.
But consolidations must come
voluntarily, just as they have in
the past and I am sure will con-
tinue in the future,

You will probably expect me to
say something about the Dela-
ware and Hudson Company and
its subsidiaries, with which I am
happy to be associated. Our. rail-
roads are.in excellent physical
condition and in good financial
condition. Our coal company
labors under the difficulties of all
anthracite companies—a declining
market and a deteriorating price
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situation. While the D&H earned
only $5.54 per share last year and
paid almost all of it out in divi-
auends, there was no deterioration
during the year in our working
capital or quick asset positioil.
The railroads are fuily Dieselized
and have an adequate car supply.
Capital requirements in the uncar
future are not great and the heavy
maintenance expenditures of tue
last 15 years make it possible to
curtail maintenance programs
without any detriment to the
.property. K

As probably many of you know,
a good job was done in reducing
aebt and improving the physical
condition of the property and
equipment. These facts, together
with the working capital position
and lesser need for capital ex-
penditures in the near future, and
the somewhat better business cli-
mate and outlook for earnings this
year, indicated the ability and
dictated the advisability a few
months ago of paying an extra
dividend of $1.50 per share on top
of the regular dividend of $1.00
per quarter that has now been
paid for 10 consecutive. years.

In effecting debt reduction, im-
proving the physical cendition of
the property and making the
rather large capital expenditures
necessary for complete Dieseliza-
tion, etc, stockholders’ money
was used, and the payment of an
extra dividend — which required
no apology of course, especially to
the stockholders—was merely do-
ing justice to the stockholders,
and that will always be our
policy.

A word about the Coal Com-
pany. It lost about $2,900,000 for
two consecutive years, but its
situation has been improving.
Whereas there was a loss of $730,~
000 in the fourth quarter of 1953,
this loss was reduced to $145,000
in the fourth quarter of 1954 des-
pite a lower realization of, $1.02
per ton of coal sold. Colliery. costs
per- ton of coal produced were
$2.02 per ton lower in the fourth
quarter last year than in the same
quarter the previous year. In the
first two months of this year, the
Coal Company’s loss was $17,000
against a $560,000 loss in the first
two months of 1954.

The management of the Coal
Company has come to grips with
the necessity of curtailing their
producing units and cutting the
cloth to fit the patient, which is
just another way of saying that
operations must be geared to a de-
clining market. There is a serious
price situation existing in the
anthracite industry at the same
time that we have a falling mar-
ket, and while we do not expect
the results of the last two months
to be indicative of what might be
expected for the entire year, I am
quite certain that this year as a
whole will show good improve-
ment over the last two,

As a result of increased rail
and coal sales revenues -and re-
duced railroad and Coal Company
expenses, the Delaware and Hud-
son had consolidated net' income
for the first two months of this:
year of $918,000 against a loss of
$310,000- last ‘year. Earnings for
the first two months amounted to
$1.70 - per share. So, unless some

serious situation confronts us that ..
we cannot now foresee, this year

ought to be a better one and our
regular dividend ‘easily provided.

Join D. D. Weston Staff

(Special to Tie FINANCIAL CHRONICLE)

BEVERLY HILLS, Cal.—Spen-
cer Brandeis, Donald R. Bretting,
Sylvia B. Jerson, Abe L. Kuleske,
William T. Maxwell, and Robert
R. Pence have joined the staff of
Daniel D. Weston & Co., 140 South
Beverly Drive.

J. Bermant Co. Form=d

Joseph E. Bermant has formed
J. Bermant & Co. with offices at
19 West 44th Street, New York
City, to engage in a securities
business. .

Railroad

Securities

Last week a large group of in-
vestment bankers formally made
a commitment to underwrite an
issue of up to $65 million of Chi-
cago, Rock Island & Pacific 4% %
income debentures.
will have a sinking fund suffi-
cient to retire the entire amount
by maturity. The purpose of the
issue is to provide funds for re-
tirement of the company’s entire
5% preferred stock issue, which
is callable at 105 plus accrued
dividends. Now that all of the
arrangements have been made
there seems to be considerable
question as to whether it wiil
ever actually be necessary to is-
sue the bonds. The preferred stock
is convertible into common stock
on a share-for-share basis, and
this conversion feature does not
expire until ten days before re-
demption date. To the extent, if
any, that the preferred stock is
converted the amount of bonds to
be issued will be reduced. If all
of the preferred is converted none
of the bonds will be issued.

Considering the recent strength
of the common, which has been
moving into new high ground
close to par, it is consiaered quite
possible that the preferred stock
conversion feature may become
valuable prior to the time that
that privilege expires. Even if the
common stock does not reach the
conversion parity in this interval,
it is likely that quite a number of
holders of the preferred will find
it advisable to convert in order to
avoid the establishment of large
capital gains through the redemp-

tion of their stock. If the entire.
preferred - stock: issue should be.

converted, the present 1,408,738
shares of common stock would be
increased to 2,055,638 shares. On
such a capitalization, last year’s
earnings would have worked out
to $9.08 a share compared with
$10.96 actually reported. This di-
lution would -be more than com-
pensated for by the further sim-
plification and strengthenening of
the capital structure.

As it is, Rock Island has a par-
ticularly strong capital structure.
The company’s bankruptey reor-

Chicago, Rock Island & Pacific

ganization was a particularly se-
vere one, and following its con-
summation the management un-
dex‘"took a further aggressive debt
retirement program. As a result,

The bondg, the company’s total funded debt

as of the end of last year amounted
to only about $97 million, which
was almost equally divided be-
tween serial equipment obliga-
tions and the first mortgage 2%s..
Even if none of the preferred stock
is converted and the entire $65
million income debentures is is-
sued the total debt of the company
will amount to only slightly more
than $162 million. This would be
considerably less than the $207,-
726,709 that has been spent on
new equipment and on capital
improvements to the property
during the past 10 years. Tnis
money was spent for complete
dieselization, two large retarder
yards, installation of a - large
amount of automatic block signals
and centralized traffic control,
and many major relocation proj-
ects to reduce mileage, grades and
curvature.

The comprehensive property
improvement program has nat-
urally increased operating effi-
ciency substantially. Also, it has
materially bettered the company’s
competitive position with respect
to the lucrative transcontinental
traffic. This does not mark the
only change in the road’s status
since the period of bankruptcy. In
addition, the company has bene-
fited in a majojr way trafficwise
from the industrialization of large
segments of the service area. It is
indicated that this industrial
growth trend is continuing. While
earnings last year were off fairly
sharply -from the 1953 level the
showing of $10.96 3 common share
was a highly satisfactory one.
This year has started out well and
further sizable year-to-year gains
are looked for in the coming
months. Moreover, the savings to
be realized from refunding of the
preferred, if none of it is con-
verted, will come to more than
$1 a common saare annually. Ana-
lyst consider that more liberal
esividends will ‘then be in order.

It's the Best Way

“There is a desire in many countries to leave to
private enterprise on competitive lines as large a
field as possible. The private sector accounts for the
bulk of capital formation in Japan, the Philippines
and Malaya, but even in other countries such as
Ceylon, Korea and Pakistan the growth of private
enterprise has been definitely faster than that of

public enterprise. .
“In India, where the

government is investing

directly in a number of  industrial fields, much -
scope is still left for private enterprise. In China

“Ideology apart, most

(Formosa) the government has adopted. a policy of
- selling public enterprises to.private interests.

of the countries in the

region have in practice adopted a system of mixed
economy in which the public sector includes basic
facilities—technical training, housing, public own-
ership and development of forest and mineral re-
sources and transportation and other public utilities .
—while the remaining industrial sectors, especially
consumer goods industries, are left to private enter-

prise.”—United Nations.

If our own experience is a safe guide—and we
think it is — these peoples will in the long run
prosper in proportion as they cling to private enter-
prise—and leave it unfettered.




Volume 181 Number 5416 ... The Commercial and Financial Chronicle

(1517) 2%

. « . that's the record-breaking length of this new pipeline under the Gulf of Mexico

Deep beneath the waters of the Gulf lies one of
our nation’s most promising sources of crude
petroleum, A Socony-Vacuum affiliate, Magnolia
Petroleum Company, and its associates are devel-
oping several oil and gas fields in this off-shore
area — one as far as 28 miles from the Louisiana
coast, Barges now bring the oil ashore at the rate
of about 6,000 barrels daily, but operations are
often curtailed by bad weather.

To assure a constant flow of oil and natural gas,
an undersea pipeline is now under construction to

gather this preduction. When completed, this line
will extend a total length of 48 miles beneath the
waters of the Gulf. It will permit nearly doubling
Socony-Vacuum’s present oil production there and
will eventually be capable of delivering up to 50,000
barrels of oil daily to the Louisiana mainland.

This submarine gathering system, the longest
undersea pipeline in the world, is another example
of Socony-Vacuum’s continuing efforts to help
keep America supplied with the increasing quan-
tities of petroleum it must have,

SOCONY-VACUUM

SOCONY-VACUUM OIL COMPANY, INC.

and Affiliates: MAGNOLIA PETROLEUM CO., GENERAL PETROLEUM CORP,

i
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Executive Compensation
Under the 1954 Revenue Code

By V. HENRY ROTHSCHILD *
Attorney-at-Law, New York City

Mr. Rothschild maintains while 1954 Internal Revenue Code
represents a magnificent technical achievement, it is “a thing

of shreds and patches”

regarding executive compensation.

Holds new Code is deficient in area of deferred remuneration,

opens door to abuse in fields of stock options and fringe bene-

fits. Predicts staggering unanticipated tax leakage and huge

loss in revenue will upset President Eisenhower’s Budget esti-
mates, and indefinitely postpone tax relief.

You all remember the story of
the old lady who bought apples
for five cents apiece and 'sold
them for four. She explained that
she was able
to make a
profit because
shesold so
many apples. ’
Well, that
story pretty
well reflects .
the thinking
of some com=
panies ovex‘ .
the past sev-
eral years
when asked to
explain their
executive
compensation
practices. With
our hlgh taxes, these compames
say, it is the government that is
paying the salaries. They over-
look the fact that even when a
company was in an 80% tax
bracket and $80 out of every $100
of salary was in effect being paid
by the government, the other $20
came out of the company’s coffers.
You don’t make money by spend-
ing unnecessary dollars, no matter

. how many of those dollars are
tax-deductible.

This is pretty obvious, but it’s
surprising how we tend to lose
sight of the obvious in the field
of executive compensation. The
reason is that taxes, combined
with inflation, have ravaged sal-
aries above a certain bracket, and
we've had to invent ways and
imeans of restoring to executive
jcompensation some semblance of
[the purchasing power it once had.
We’ve had to dream up new plans
of permitting a capable executive
to get some kind of decent secu-
rity for himself and his family—
new plans under which he may
be able, if all goes well and he
does well, to build some kind of
estate.

In an address that I dellvered in
July, 1953, I grouped all such
plans in three general categories
insofar as tax impact is concerned, .
namely: ot

One: Plans that defer the:re-
ceipt of compensation and spread
the compensation over a period of
time, so as to level out income
and bring to bear lower tax
brackets—so-called deferred com-~
pensation,

Two: Plans that tax benefits
received by the executive at capi-
tal gain rather than ordinary in-
come tax rates—principally, stock
plans, and

Three: Plans which result in
benefits that are :not taxable to

V. Henry Rothschild

the executive at, all— obvions’y;

a difficult,
objective,

What does the new Code have
to say about plans in each of these
categories? )

I am going to be rather critical
of the Code, so I want to say a
few nice things about it first.
H. R. 8300, which became the In-
ternal Revenue Code. of 1954, was
reported to the House-of Reépre-
sentatives on March 9. 1954, on
behalf of the House Ways and
Means Committee by Congress-
man Daniel ,A Reed, its Chair-

but not impossible,

*An address by Mr Rnthdfnld before
* the National Industrial Conference Board d,
.+ New York City. i % ” &

man. In reporting out the Bill,
Mr. Reed said:

“Phe Bill overhauls’ the entire
Federal tax system from top to
bottom. It is the most monu-
mental piece of legislation ever
attempted by the Congress.”

Well, that may be something of
an exaggeration. Some of us may
think that legislation such as, for
example, our -anti-trust laws—the
Sherman Act, the Clayton Act, the
Robinson-Patman Act — are at
least equally important. But Mr.
Reed’s statement is completely
understandable.

Here was a bill of some 875
pages. in length (and not double
or triple-spaced reither), with an
accompanying report (a splendid
document) of 577 pages of com-
ment and explanation. The House
Ways and Means Committee had
been working on this legislation
with the Treasury since 1951.
Particularly as reported to and
passed by the House, this was a
tremendously impressive and am-
bitious document—seeking to re-
write the law so as to remove
uncertainties, resolve conflicts in
case law and interpretation, sub-
stitute objective statutory rules
for administration discretion.

Regrettably, as finally enacted
many of these laudable objectives
failed of accomplishment, notably
in the field of executive compen-
sation. The new Code makes im-
portant changes here and there,
but in the last analysis the law
is a patchwork of changes rather
than a fundamental revision. Par-
ticularly in the field ofiexecutive

compensation the new Code, like *

its predecessors, is prlmanly a
recodification, a general reshuf-
fling and renumbering of sections,
with amendments tacked on here
and there. Many changes of sub-
stance, yes; but comprehensive
revision in this uncertain field,
no.

Now let’s take a look at what
the Code does or does not do for
each of the three categories of
compensation plan mentioned
aboye — deferred compensation,
stock plans and plans mvolvm“ nr;’

tax.. f:in the years when he is actually

: receiving payments. As for the
- company, its tax deduction would

I
" Deferred Compensation

Let’'s take {first the field of
deferred compensation. For tax
purposes there are two general
types of deferred compensation
plan—on’ the ‘one hand, ‘qualified
group _pension, deierreck profit-
sharing and retirement plans
covering a relatively large group
of employees, and, on the other
hand, non-qualified plans usually
confined to an individual execu-
tive or a_group of top executives.

Qualified Plans: The qualified
plan may be entitled tq: specific
tax benefits: no tax on the em-
ployee until he receives' benefits;
a capital gains tax if payment is

made in a lump sum; no tax:at all‘

on appreciation in the employer’s
stock when distributed to the
employee; a tax deduction to the
employing company as payments
are made into the plan; tax-free
income to a trust established in
connection; with-the plan. To se-
cure these substantial benefits. a
plan must, as you know, not dis-
criminate
stockholders, supervisory or highly
compensated employees.

. The determination of the highly

in favor of officers,

important question of whether a
plan is so discriminatory has, for
_ the most part, been a matter of
administrative determination in
the past. The House bill attempted
a fundamental change in this re-
gard by substituting for adminis-
trative determination concrete
statutory - yardsticks as to what
constitutes discrimination. For ex-
ample, the bill specifically pro-
vided that a plan would be con-
sidered discriminatory if more
than 10% of participants were
key employees. Key employees
were defined as the highest-paid
10% (but not over 100). A plan
which included 25% or more of
the company’s employees (but not
less than 10) would not have been
considered discriminatory in favor
of key employees.

‘Amohg othérimportant changes,
the House bill permitted some dis-
cretionary allocation. of profit-
sharing awards. Under existing
law, a company’s contribution to
a qualified profit-sharing - plan
must be allocated among partici-
pants of the plan in proportion to
salary or the plan may be dis-
qualified as discriminatory. So as
to permit individual incentive
awards, the House bill would
within limitations have allowed
25% of the company’s annual con-
tribution to be allocated among
employees in the company’s dis-
cretion, without reference to
salary or other earnings.

So much for what the House
bill would have done for qualified
deferred compensation plans.

Non-qualified plans: With re-
gard to non-qualified deferred
compensation arrangements, the
law has long been in a highly un-
certain and confused state. In the
1940s, the Commissioner of In-
ternal Revenue issued a few
private rulings, but for the last
few years he has steadfastly re-
fused to issue any rulings at all,
and the Treasury has failed to is—
sue any regulations or to take any
official position upon this type of
arrangement. A year and a half
ago, in a statement which received
wide publicity, I referred to this
situation and called the failure on
the part of the Treasury officials
to assume responsibility shocking.
Bad as it was in 1953, the tax
sxtuatxon in the de[erred compen-
gation’ field /15 even worse today.

The uncertainty in the law has
led to the fear that an employee
may be taxed under a non-quali-
fied deferred compensation ar-
rangement when the arrangement
is made, even though he may not
receive payment for many years—
and perhaps not at all. If the em-
ployee is properly protected
against such a tax, the fear arises
that the liompany may lose its tax
deduction' entirely. The House bill
would have removed this un-

..certainty by providing specifically

for a tax on the employee only

have been allowed when payments
were made. The bill would
further have postponed taxes on
the employee in the case of an
‘annuity: purchased for him by an
employer until the employee ac-
tually received payments under
the annuity.

The Practicing Law Iustitute
Forum: In May, 1954, the Practic-
ing Law Institute held a two-day
forum on the tax bill as passed
by the House, The persons who
took part in this forum were, on
the one hand, those with first-
hand experience with problems
presented by the various sections
covered by the bill, and, on the
other hand, representatives of the
Treasury Department who had
worked on these sections.

The forum brought out many
flaws in the House bill. Following
the forum and hearings thereafter
held by the Senate Committee on
Finance, the Senate eliminated
substantially ‘all the major nrovi-
sions in the House bill relating to
deferred compensation both
those relating to qualified plans
and those relating to non-quali-

fied arrangements—and  left the
law pretty much as it was before.

I think this was unfortunate.
With regard to qualified plans,
there are some who believe the
law to be generally satisfactory as
it is. Personally, I favor the
House approach under which
statutory yardsticks would have
been substituted for administra-
tive discretion. While specific
provisions in the House bill were
open to objection, I think the bill
could have been revised so as to
eliminate the need to secure rul-
ings on non-discrimination for the
usual pension or profit-sharing
plan.

The House provisions on non-
qualified arrangements left some
ambiguities and unanswered ques-
tions. Undoubtedly there was room
for improvement, but the basic
approach was reasonable and
sound. By first adopting and then
abandoning this approach, Con-
gress has left the field even more
uncertain, ambiguous and unpre-
dictable than-before.

There is a great deal to be done
on tax legislation by the new Con-
gress. One of the first and most
important subjects on which we
must have legislation is deferred
compensation.

Changes Effected by the New Code

The changes actually made by
the new Code are minor compared
to the ambitious undertaking re-
flected in the House bill. Provi-
sions relating to so-called pro-
hibited transactions, such as loans
without adequate security or rea-
sonable interest, have been made
applicable to funds established in
connection with qualified plans.
Provisions relating to unrelated
business income heretofore ap-
plicable to foundations and educa-~
tional institutions have also been
made applicable to trusts under
qualified plans.

Apart from these changes and
changes of a relatively minor na-
ture, the new Code contains four
amendments to the law deserving
specific mention. These changes,
it is interesting to note, tend to
widen still further the gap be-
tween the tax treatment of quali-
fied group plans and of non-
qualified plans.

(1) Estate Tax: The first of
these changes has to do with the
estate tax. Many businessesmen
and attorneys have been so much
concerned with income tax prob-
lems in the field of executive
compensation that they have tend-
ed to overlook estate tax ques-
tions which can be at least equally
important and often involve a
great deal more money. For ex-
ample, take the case of an execu-
tive entitled to receive $10,000 a
yvear on retirement for a minimum
of 10 years, with a provision that
if he should die before he has
been paid a total of $100,000, his

‘widow will receive the balance

in instalments. The widow will
be subject to income tax on the
unpaid instalments,
ecutive’s estate may also be sub-
ject to estate tax, both Federal
and state,,an the commuted value
of the payments still owed to
the widow.

Prior to the 1954 Code, there
was at least the possibility of an
‘estate tax liability under quali-
fied plans. The Code now confers
an estate tax immunity for pay-
ments under a qualified retire-
ment plan, provided such pay-
ments are made by or attributable
to contributions of the employer
rather than of the emplovee and
are made to a designated bene-
ficiary other than the executive’s
estate. A similar immunity is
conferred on joint and survivor
annuities under a qualified plan.
No similar immunity is specifi-
cally conferred on payments or
annuities under a non- quahfled
plan.

The new rules pertaining to
estste tax immunity thus call for
a review of all existing plans.

(2) Death Benefits: The secqnd .
change relates to death benefits..

but the ex--
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In 1951 the first $5,000 of deafi
benefits paid on the death of an
employee to his estate or benefi-}
ciary was rendered exempt from
Federal income tax. To -qualify
for this exemption, a death bene-
fit had to be payable solely by
reason of the' death of the em-
ployee; there was no exemptior,
if the employee had a non-forfeit-
able right to the exemption during
his life. The 1954 Code now pro-
vides that the first $5,000 of death
benefits is exempt from . income
tax whether or not an employee.
had a non-forfeitable right thereto
during his life, but this is true,
only of a lump-sum benefit paid
under a qualified retirement plan.
Under a non-qualified plan, the
employee’s rights must be for-|
feitable—another reason for. con-
tinuing to require consulting and
advisory services and non-com-|
petitive activity!

(3) Capital Gains: A third dis-
tinction made by the 1954 Code!
between qualified and non-quali-
fied deferred plans relates to ap-
plication of the capital gains tax.
A lump sum payment to an em-
ployee under a qualified plan has
been subject to the capital gains,
rather than eordinary income tax,
but this has not been true of
Iump sum payment to a benefi:
ciary of the employee. The new
Code also makes lump sum pay-
ments to a beneficiary subject to
the capital gains tax!” This tax
treatment is not applicable to pay-}§
ments under non-qualified plans.§

(4) Retirement Income Credit:
Last and least is the retirement
income credit, under. which the
tax (in the first tax. bracket) of]
$1,200 of so-called retirement in
come constitutes a tax. credlt
Since the first tax bracket is now
20%, the maximum credit is $240
but if the first tax bracket rat}
should be increased, the retire-
ment income credit will also gc
up. Deferred compensation unde:
a non-qualified plan would prob
ably not be considered retirement§
income for the purposes-of thi
credit. The reason that this is ¢
point of least consequence, -apart
from the small amount of thel
credit, is that the executive wi"
usually have other retirement in §
come in the form of a pension o]
annuity .or interest or dividends
or rents, as a result of which h
will have $1,200 of income with
out his deferred compensation. {'

I

Stock Plans

We come now to plan$ involv}
ing benefits subject to capitaj
gains tax—stock plans and, if
particular, restricted stock ()p
tions. If in the deferred compen
sation field Congress did little o §
nothing, in the stock option fiel( 4
Congress, in my oplmon, did’ fo §
too much. i

Tax benefits were first ' corn
ferred by statute on certain type]
of stodk option by the Revem,
Act of 1950.. That Act provided i}
substance that if certainholdin;
periods were observed:and othe
conditions were met, no tax woulr
be imposed on either/ithe gran|
or -the- exercise. of. an. employe-
option. If the option price was a|
least 95% of the market price ay
the time the option was granted,
any profit on sale of the stoni
subject: to the .option: would b
taxed at capital gains rates; if th«
option price was less!than- 959§
but not less than 85%, a profili
on sale of the: stock would bl
taxed at ordinary income  taj
rates but only up to the sprea:
between market and option pric
at the time the option was granteq|

There were some ambiguities h.
the Revenue Act of 1950. Forex:|
ample, it was not clear what th]
tax result would be if an execu
tive should die with his optior
unexercised and if his estate o’
beneficiary should then seek '
exercise the option. The effect ¢
corporate reprgamzanons a
changes. in . the, stock subject t,
optign.was likewise not.in_all re
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spects clear. The new Tax Code
makes desired changes and some
clarifications in the law in these
respects, although .it should be

N pointed out in passing that as a
rule it will still be to the tax ad-
vantage of the executive to exer-
| cise his option during his lifetime

ather than have his estate or his

beneficiaries do so.

When' the Revenue Act of 1950
was beéing debated, the favored
treatment’ of stock options was
vigorously attacked. Dean Gris-
wold of Harvard Law School sug-
gested that it was a hand-out to
a special group of taxpayers with-
out “decent justification.” There
was a flurry of law-suits by mi-
nority stockholders —a couple of
them successful.

The - operation of stock -option
plans since the 1950 Act has been
the subject of a study under
Perrin Stryker, with results re-
cently published in “Fortune”
Magazine. Thirty plans were con-
sidered and, as of mid-October,
1954, 263 officers under 21 of these
plans had paper profits aggregat-

! ing $21,000,000, or an average of
$83,000 per man, Perrin Stryker is
adept at presenting both sides of
a case without revealing his own
views. However, reading between
his lines, I have the impression
that he thinks it open to question
whether stock options “increase
an executive’s incentive to im-
prove company earnings.” He ap-
pears;to agree with the Griswold
view that the preferential treat-
ment of the stock option is not
easy to’ justify.

I don’t agree. In the first place,
the Revenue Act of 1950 did not
confer preferential treatment, but
restored the law to the substance
of what everyone thought it had
been for' many years prior to a
decision’ of the United States Su-
preme Court in 1945—and the res-
toration was by no means com-
plete. Moreover, stock options
should not be thought of simply
in terms 'of supplying an incen-
tive which would not otherwise
exist. There are at least four other
justifications for the stock option:

First:: The stock option, selec-
tively granted, tends to restore
differentials in compensation be-
tween levels of management
which were eliminated over the
past decade and a half by taxes,
inflation and two periods of salary
stabilization.

Second: The stock option may
supply essential holding power
against ccmpetition for executive

L talent which a company may not
be able to meet by increased cash
salaries' or other current com-
pensation.

Third: The stock. option offers
one of the few opportunities that
an executive has today of ac-
cumulating an - .estate. (And I
hope we have not-reached a point
where it is considered a bad thing
for-an executive to have an op-
portunity to acquire an estate!)

Fourth: The stock .option may
offer virtually the sole means. by
which ar executive can acquire
stock in his own company, a goal
urged by Lewis D. Gilbert and
other stockholder representatives.

These .are, I believe, good ob-
jectives and they were objectives
of the Revenue:Act of 1950. Under
that Act, an option had value only
to: the extent that stockholders as
a class benefited threugh|an in-
crease in.value of the company’s
stock. ! W

The 1954 amendments, on the
other hand, go .too far. In effect,
they create a depression or reces-
sion option—one which may have
value no matter what happens to
the company’s stock. This “reces-
sion option” is created in two
ways—one . through the so-called
variable  price option, and the
other through permitting options
to be amended. S

Variable Price Options®

A variable price option is- one-

which fixes the option price in

terms of a percentage of the mar- .|

b ket price at some time other-than

8
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at the time when the option is
granted. For example, an option
may give .an executive the right
to buy so many shares of his
company’s stock over the next 10
years at a price equal to 85% of
the market value of the stock at

the time he exercises the option.

Thus, if a stock'is selling at $100
when the option is granted, under
prior law the option price would
have had to be at least $85 for
him"to obtain tax benefits. Under
the Internal Revenue Code of
1954, a variable price option may

be granted and if the stock goes

down to $50 and the executive
exercises the option at that time,
it seems that the executive need
only pay $42.50. This seems to be
the result, although it is by no
means clear, and regulations have
not yet been issued.

What is the explanation for this
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new provision? The Committee
report states that variable price
options are “widely used by cor-

porations to encourage the interest
of their employees in the affairs
of the business.” When I was asso-

Continued on page 28

SOUTHERN NATURAL GAS COMPANY REPORTS FoR 1954

NUMBER OF
INDUSTRIAL
WAGE EARNERS
IN THE
SOUTHEAST

1955..875,000
1930.... 375,000

GAS DELIVERY
CAPACITY OF
SOUTHERN
NATURAL GAS .
COMPANY
UN CUBIC FEET
PER DAY)
1955...925,000,000

1930,..109,000,000

AND SINCE LAST YEAR ...
Sales of Gas
(in cubic feet)

1954 245 billion

1953 217 billion

Revenues

$48,329,135

Income

In 25 years much has been
‘added....in The INDUSTRIAL SOUTHEAST

to the resources of industry in Mississippi,
Alabama, Georgia, and South Carolina . ..

and to the capacity of Southern Natural Gas,
serving the industry of these states.

VALUE OF THE
SOUTHEAST'S
MANUFACTURED
PRODUCTS

1955 .. $11,000,000,000
1930... $1,405,000,000

* MILES OF
PIPELINE
OWNED BY
SOUTHERN
NATURAL GAS

. COMPANY

1955... . 4,000
1930 ...1,250

AT SOUTHERN NATURAL: GAS COMPANY Since 1930, when our predecessor company began
operations, ‘we have grown steadily with the
expanding Industrial Southeast.

Inco;ne
Per Share*

Net

For your copy of our 1954 Annual Report, please write the Secretary at the address below.

'SOUTHERN NATURAL GAS COMPANY
' " WATTS BUILDING, BIRMINGHAM, ALABAMA- -

Dividends:
T ' Paid

$59,110,525 $6,497,643 $1.89 $5,321,472 $1.55
$7,036,615 = $2.06 $4,790,707 ‘$1.40

% Number of shares outstanding: 1954 3,445,004

Inlgis s

rpe i S Y

vaidends
Per Share*

1953 3,422,102

- SOUTHERN -

NATURAL
GAS

" 'COMPANY
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Executive Compensation

Under the 1954 Revenue Code

B! V. HENRY ROTHSCHILD *
Attorney-at-Law, New York City

Mr. Rothschild maintains while 1954 Internal Revenue Code

represents a magnificent technical achievement, it is “a thing
of shreds and patches” regarding executive compensation.

Holds new Code is deficient in

area of deferred remuneration,

opens door to abuse in fields of stock options and fringe bene-

fits. Predicts staggering unanticipated tax leakage and huge

loss in revenue will upset President Eisenhower’s Budget esti-
mates, and indefinitely postpone tax relief.

.You all remember the story of
the old lady who bought apples
for five cents apiece and ‘sold
them for four. She explained that
she was able
to make a
profit because
shesold so
many apples.
Well, that
story pretty
well reflects .
the thinking
of some com-
paniesover .
the past sev-
eral years
when asked to
explain their
executive
com pensation
practices. With .
our high taxes, these companies
say, it is the government that is
paying the salaries. They over-
look the fact that even when a
company was in an 80% tax
bracket and $80 out of every $100
of salary was in effect being paid
by the government, the other $20
came out of the company’s coffers.
You don’t make money by spend-
ing unnecessary dollars, no matter
how many of those dollars are
tax-deductible.

This is pretty obvious, but it's
surprising how we tend to lose
sight of the obvious in the field
of executive compensation. The
reason is that taxes, combined
with inflation, have ravaged sal-
aries above a certain bracket, and
we've had to invent ways and
means of restoring to executive
'compensation some se;nblance of
ithe purchasing power it once had.
We’ve had to dream up new plans
of permitting a capable executive
to get some kind of decent secu-
rity for himself and his family—
new plans under which he may
be able, if all goes well and he
does well, to build some kind of
estate, -

In an address that I deliveréd in
July, 1953, I grouped all ‘such
plans in three general categories
insofar as tax impact is concerned,
namely: i

One: Plans that defer theire-
ceipt of compensation and spread
the compensation over a period of
time, so as to level out income
and bring to bear lower tax
brackets—so-called deferred com-
pensation.

Two: Plans that tax benefits
received by the executive at capi-
tal gain rather than ordinary in-
come tax rates—principally, stock
plans, and

‘Three: Plans which result in
benefits that are :not taxable to
the executive at, all — obvionsTy,
a difficult, but not impossible,
objective.

What does the new Code have
to say about plans in each of these
categories? .

I am going to be rather critical
of the Code, so I want to say a
few nice things about it first.
H. R. 8300, which became the In-
ternal Revenue Code, of 1954, was
reported fo the House“of Reépre-
sentatives on. March . 9. 1954, on
behalf of the House Ways and
Means Committee by Congress-
man Daniel j/A. Reed, its Chair-

Vs Henr; Rothschild

*An address by Mr. Rothschild before

‘ the Natjonal Industrial Conference Board,
.+ New York City. __ . 2

man. In reporting out the Bill,
Mr. Reed said: §

“The Bill overhauls the entire
Federal tax system from top to
bottom. . . . It is the most monu-
mental piece of legislation ever
attempted by the Congress.”

Well, that may be something of
an exaggeration. Some of us may
think that legislation such as, for
example, our ‘anti-trust laws—the
Sherman Act, the Clayton Act, the
Robinson-Patman Act — are at
least equally important. But Mr.
Reed’s statement is completely
understandable.

Here was a bill of some 875
pages in length (and not double

. or triple-spaced ‘either), with an

accompanying report (a splendid
document) of 577 pages of com-
ment and explanation. The House
Ways and Means Committee had
been working on this legislation
with the Treasury since 1951.
Particularly as reported to and
passed by the House, this was a
tremendously impressive and am-
bitious document—seeking to re-
write the law so-as to remove
uncertainties, resolve conflicts in
case law and interpretation, sub-
stitute objective statutory rules
for administration discretion.
Regrettably, as finally enacted
many of these laudable objectives
failed of accomplishment, notably
in the field of executive compen-
sation. The new Code makes im-
portant changes here and there,
but in the last analysis the law
is a patchwork of changes rather
than a fundamental revision. Par-
ticularly in the field of pexecutive

compensatjon the new Code, like *

its predecessors,” is primarily a
recodification, a general reshuf-
fling and renumbering of sections,
with amendments tacked on here
and there. Many changes of sub-
stance, yes; but comprehensive
revision in this uncertain field,
no. g

Now let’s take a look at what
the Cede does or does not do for
each of the three categories of
compensation plan mentioned
aboye: — deferred compensation,
stock plans and plans involving nrlr
tax. - i

: I
Deferred Compensation

Let’s take {irst the field of
deferred compensation. For tax
purposes there are two general
types of deferréed compensation
plan—on’ the one hand, qualified
group _pension, . deferred, profit-
sharing and retirement plans
covering a relatively large group
of employees, and, on the other
hand, non-qualified plans usually
.confined to an individual execu-
tive or a group of top executives.

Qualified Plans: The qualified
plan may .be entitled tg: specific
tax benefits: no tax on the em-
ployee until-he receives' benefits;
a capital gains tax if payment is

made in a lump sum; no tax at all’

on appreciation in the employer’s
stock when distributed to the
employee; a tax deduction to the
employing company as payments
are made into the plan; tax-free
income to a trust established. in
connection: with ‘the plan. To ser
cure these substantial benefits, a
-plan must, as you know, not dis-
criminate
stockholders, supervisory or highly
compensated employees.

. The determination of the highly

in favor of officers,

important question of whether a
plan is so discriminatory has, for
the most part, been a matter of
administrative determination in
the past. The House bill attempted
a fundamental change in this re-
gard by substituting for adminis-
trative determination concrete
statutory yardsticks as to what
constitutes discrimination. For ex-
ample, the bill specifically pro-
vided that a plan would be con-
sidered discriminatory if more
than 10% of participants were
key employees. Key employees
were defined as the highest-paid
10% (but not over 100). A plan
which included 25% or more of
the company’s employees (but not
less than 10) would not have been
considered discriminatory in favor
of key employees.

‘Amohg othérimportant changes,
the House bill permitted some dis-
cretionary allocation of profit-
sharing awards. Under existing
law, a company’s contribution to
a qualified profit-sharing - plan
must be allocated among partici-
pants of the plan in proportion to
salary or the plan may be dis-
qualified as discriminatory. So as
to permit individual incentive
awards, the House bill would
within limitations have allowed
25% of the company’s annual con-
tribution to be allocated among
employees in the company’s dis-
cretion, without reference to
salary or other earnings.

So much for what the House
bill would have done for qualified
deferred compensation plans.

Non-qualified plans: With re-
gard to non-qualified deferred
compensation arrangements, the
law has long been in a highly un-
certain and confused state. In the
1940s, the Commissioner of In-
ternal Revenue issued a few
private rulings, but for the last
few years he has steadfastly re-
fused to issue any rulings at all,
and the Treasury has failed to is-
sue any regulations or to take any
official position upon this type of
arrangement. A year and a half
ago, in a statement which received
wide publicity, I referred to this
situation and called the failure on
the part of the Treasury officials
to assume responsibility shocking.
Bad as it was in 1953, the tax
situation in the deferred compen-
sation’ field/i§ even ‘worse today.
The uncertainty in the law has
ded to the fear that an employee
may be taxed under a non-quali-
fied deferred compensation ar-
rangement when the arrangement
is made, even though he may not
receive payment for many years—
and perhaps not at all. If the em-
ployee is properly protected
against such a tax, the fear arises
that the'xompany may lose its tax
deduction'entirely. The House bill
would have removed this un-
certainty by providing specifically
for a tax on the employee only

“+in the years when he is actually

receiving payments. As for the

‘", company, its tax deduction would

have been allowed when payments
were. made. The bill would
further have postponed taxes on
the employee in the case of an
-annuity. purchased for him by an
employer until the employee ac-
tually received payments under
the annuity.

The Practicing Law Tustitute
Forum: In May, 1954, the Practic-
ing Law Institute held a two-day
forum on the tax bill as passed
by the House. The persons who
took part in this forum were, on
the one hand, those with first-
hand experience with problems
presented by the various sections
covered by the bill, and, on the
other hand, representatives of the
Treasury Department who had
worked on these sections.

The forum brought out many
flaws in the House bill. Following
the forum and hearings thereafter
held by the Senate Committee on
Finance, the Senate eliminated
substantially all the major nrovi-
sions in the House bill relating to
deferred compensation both
those relating to qualified plans
and those relating to non-quali-

/

fied arrangements—and left the
law pretty much as it was before.

I think this was unfortunate.
With regard to qualified plans,
there are some who believe the
law to be generally satisfactory as
it is. Personally, I favor the
House approach under which
statutory yardsticks would have
been substituted for administra-
tive discretion. While specific
provisions in the House bill were
open to objection, I think the bill
could have been revised so as to
eliminate the need to secure rul-
ings on non-discrimination for the
usual pension or profit-sharing
plan.

The House provisions on non-
qualified arrangements left some
ambiguities and unanswered ques-
tions. Undoubtedly there was room
for improvement, but the basic
approach was reasonable and
sound. By first adopting and then
abandoning this approach, Con-
gress has left the field even more
uncertain, ambiguous and unpre-
dictable than before.

There is a great deal to be done
on tax legislation by the new Con-
gress. One of the first and most
important subjects on “which we
must have legislation is deferred
compensation.

Changes Effected by the New Code

The changes actually made by
the new Code are minor compared
to the ambitious undertaking re-
flected in the House bill. Provi-
sions relating to so-called pro-
hibited transactions, such as loans
without adequate security or rea-
sonable interest, have been made
applicable to funds established in
connection with qualified plans.
Provisions relating to unrelated
business income heretofore ap-
plicable to foundations and educa-
tional institutions have also been
made applicable to trusts under
qualified plans.

Apart from these changes and
changes of a relatively minor na-
ture, the new Code contains four
amendments to the law deserving
specific mention. These changes,
it is interesting to note, tend to
widen still further the gap be-
tween the tax treatment of quali-
fied group plans and of non-
qualified plans.

(1) Estate Tax: The first of
these changes has to do with the
estate tax. Many businessesmen
and attorneys have been so much
concerned with income tax prob-
lems in the field of executive
compensation that they have tend-
ed to overlook estate tax ques-
tions which can be at least equally
important and often involve a
great deal more money. For ex-
ample, take the case of an execu-
tive entitled to receive $10,000 a
year on retirement for a minimum
of 10 years, with a provision that
if he should die before he has
been paid a total of $100,000, his
widow will receive the balance
in instalments. The widow will
be subject to income tax on the
unpaid instalments, but the ex--
ecutive’s estate may also be sub-
ject to estate tax, both Federal
and state, on the commuted value
of the payments still owed to
the widow.

Prior to the 1954 Code, there
was at least the possibility of an
‘estate tax liability under quali-
fied plans. The Code now confers
an estate tax immunity for pay-
ments under a qualified retire-
ment plan, provided such pay-
ments are made by or attributable
to contributions of the employer
rather than of the emplovee and
are made to a designated bene-
ficiary other than the executive’s
estate. A similar immunity is
conferred on joint and survivor
annuities under a qualified plan.
No similar immunity is specifi-
cally conferred on payments or
annuities under a non-qualified
plan.

The new rules pertaining to
estste tax immunity thus call for
a review of all existing plans.

(2) Death Benefits: The secqnd

change relates to death benefits. .
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In 1951 the first $5,000 of deafR
benefits paid on the death of an
employee to his estate or benefi-
ciary was rendered exempt from
Federal income tax. To qualify
for this exemption, a death bene-
fit had to be payable solely by
reason of the death of the em-
ployee; there was no exemptior,
if the employee had a non-forfeit:
able right to the exemption during
his life. The 1954 Code now pro-
vides that the first $5,000 of death
benefits is exempt from  income
tax whether or not an employee
had a non-forfeitable right thereto
during his life, but this is true
only of a lump-sum benefit paid
under a qualified retirement plan.
Under a non-qualified plan, the
employee’s rights must be for-
feitable—another reason. for. con-
tinuing to require consulting and
advisory services and non-com-
petitive activity!

(3) Capital Gains: A third dis-
tinction made by the 1954 Code
between qualified and non-quali-
fied deferred plans relates to ap-
plication’of the capital gains tax.
A lump sum payment to an em-
ployee under a qualified plan has
been subject to the capital gains,
rather than erdinary income tax,
but this has not been true of 3
lump sum payment to a benefi:§
ciary of the employee. The new,
Code also makes lump sum pay-
ments to a beneficiary subject to
the capital gains tax./ This tax
treatment is not applicable to pay§
ments under non-qualified plans./)

(4) Retirement Income Credit:{
Last and least is the retirement
income credit, under. which the
tax (in the first tax bracket) of
$1,200 of so-called retirement in-}
come constitutes a tax. credit
Since the first tax bracket is now
20%, the maximum credit is $240{
but if the first tax bracket rat§
should be increased, the retire-
ment income credit will also g
up. Deferred compensation unde:!
a non-qualified plan would prob. §
ably not be considered retirementy
income for the purposes:of thid}
credit. The reason that this is ¢
point of least consequence, apart}
from the small amount of the
credit, is that the executive wi'}
usually have other retirement in §
come in the form of a pension o}
annuity or interest or dividends
or rents, as a result of which h)
will have $1,200 of income with
out his deferred compensation.

i

Stock Plans {
We come now to plan$ involv§
ing benefits subject to capitdy
gains tax—stock plans and, ir
particular, restricted stock op#
tions. If in the deferred.compen.§
sation field Congress did little o §
nothing, in the stock option fiel.§
Congress, in my opinion, did fof
too much. i
Tax benefits were first ' cony
ferred by statute on certain typef]
of stock option by the Revenuf
Act of 1950.. That Act provided i
substance that if .certain holdin/]
periods were observed:sand othe;:
conditions were met, no tax woul
be imposed on either/ithe granf
or the-exercise of an. employe
option. If the option price was af]
least 95% of the market price a'i
the time the option was grante?,
any profit on sale of the stoi}
subject.to the .option. would b
taxed at capital gains rates; if th
option price was lessithan-959k
but not less than 85%, a profi
on sale of the:stock would ki
taxed at ordinary income  taj
rates but only up to the spreacs
between market and option pric4
at the time the option was granteg
There were some ambiguities iy
the Revenue Act of 1950. For ex/|
ample, it was not clear what th{
tax result would be if an execu
tive should die with his optior
unexercised and if his estate o
beneficiary should then seek ’
exercise the option. The effect-¢
corporate regrganizations; an
changes . in . the, stock subject t
optign was likewise not.in all re
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spects clear. The new Tax Code
makes desired changes and some
clarifications in the law in these
respects, although it should be
pointed out in passing that as a
rule it will still be to the tax ad-
vantage of the executive to exer-
! cise his option during his lifetime
ather than have his estate or his
eneficiaries do so.

When' the Revenue Act of 1950
was beéing debated, the favored
treatment’ of stock options was
vigorously attacked. Dean Gris-
wold of Harvard Law School sug-
gested that it was a hand-out to
a special group of taxpayers with-
out “decent justification.” There
was a flurry of law-suits by mi-

§ nority stockholders —a couple of
them successful.

The - operation of stock -option
plans since the 1950 Act has been
the subject of a study under
t Perrin Stryker, with results re-
cently published in “Fortune”
Magazine. Thirty plans were con-
sidered and, as of mid-October,
1954, 263 officers under 21 of these
plans had paper profits aggregat-
ing $21,000,000, or an average of
$83,000 per man. Perrin Stryker is
adept at presenting both sides of
a case without revealing his own
views. However, reading between
his lines, I have the impression
that he thinks it open to question
whether stock options “increase
an executive’s incentive to im-
prove company earnings.” He ap-
pears to.agree with the Griswold
view that the preferential treat-
ment of the stock option is not
easy to' justify.

I don’t agree. In the first place,
the Revenue Act of 1950 did not
confer preferential treatment, but
restored the law to the substance
of what everyone thought it had
been for' many years prior to .a
decision’ of the United States Su-
preme Court in 1945—and the res-
toration was by no means com-
plete. Moreover, stock options
should not be thought of simply
in terms of supplying an incen-
tive which would not otherwise
exist. There are at least four other
justifications for the stock option:

First:: The stock option,. selec-
tively granted, tends to restore
differentials .in compensation be-
tween levels of management
which were eliminated over. the
past decade and a half by taxes,
inflation and two periods of salary
stabilization.

Second: The stock option may
supply essential holding power
against competition for executive

L talent which a company may not
be able to meet by increased cash
salaries or other current com-

i pensation,

‘Third: The stock. option offers
one of the few opportunities that
an executive has today of ac-
cumulating an estate. (And I

¥} hope we have not reached a point
where it is considered a bad thing
for an executive to have an op-
portunity to acquire an estate!)

Fourth: The stock option may
offer virtually ithe sole means by
which an- executive can acquire
stock in his own company, a goal
urged by Lewis D. Gilbert and
other stockholder representatives,

These .are, I believe, good oh-
jectives and they were objectives
of the Revenue Act of 1950. Under
that Act, an option had value only
to: the extent that stockholders as
a class benefited through an in-
crease in wvalue of the company’s

| stock. *i

The 1954 amendments, on the
other hand, go too far. In effect,
they create a depression or reces-
sion option—one which may have
value no matter what happens to
the company’s stock. This “reces-
sion option” is created in two

¥ ways—one through the so-called
variable price option, and the
other through permitting options
to be amended. o)

Variable Price Options' )
* A variable price option- is-one
which fixes the - option price in
f terms of a percentage of the mar-
b ket price at some time-other than

ligitized for FRASER
tp://fraser.stlouisfed.org/

at the time when the option is
granted. For example, an option
may give an. executive the right
to buy so many shares of his
company’s stock over the next 10
years at a price equal to 85% of
the market value of the stock at

the time he exercises the option.

Thus, if a stock is selling at $100
when the option is granted, under
prior law the option price would
have had to be at least $85 for
him"to obtain tax benefits. Under
the Internal Revenue Code of
1954, a variable price option may

be granted and if the stock goes

down to 350 and the executive
exercises the option at that time,
it seems that the executive need
only pay $42.50.- This seems to be
the result, although it is by no
means clear, and regulations have
not yet been issued.

What is the explanation for this
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new provision? The Committee
report states that variable price
options are “widely used by cor-
porations to encourage the interest
of their employees in the affairs
of the business.” When I was asso-

Continued on page 28

. SOUTHERN NATURAL GAS COMPANY REPORTS FOR 1954

-

NUMBER OF
INDUSTRIAL
WAGE EARNERS
IN THE
SOUTHEAST

1955..875,000
1930.... 375,000

GAS  DELIVERY
CAPACITY OF -
SOUTHERN
NATURAL GAS |
- COMPANY
N CUBIC FEET
PER DAY)
1955...925,000,000

1930...109,000,000

AND SINCE LAST YEAR...
Sales of Gas

(in cubic feet)
1954 245 billion
1953 217 billion

Revenues

% Number of shares outstanding;

Income

In 25 years much has been
added....in The INDUSTRIAL SOUTHEAST

to the resources of industry in Mississippi,
Alabama, Georgia, and South Carolina . ..
and to the capacity of Southern Natural Gas,
serving the industry of these states.

VALUE OF THE
SOUTHEAST'S
MANUFACTURED
PRODUCTS

1955 .. $11,000,000,000

1930. .. $1,405,000,000

© MILES OF
PIPELINE
OWNED BY
SOUTHERN
NATURAL GAS
COMPANY

1955... . 4,000
1930-. ...1,250

AT SOUTHERN NATURAL GAS COMPANY Since 1930, when our predecessor company began
: operations, we have grown steadily with the
expanding Industrial Southeast.

Net

p Tncoxpe
Per Share*

For your copy of our 1954 Annual Report, please write the Secretary at the address below.

SOUTHERN NATURAL GAS COMPANY
' WATTS BUILDING, BIRMINGHAM, ALABAMA- -~ -

§>~Dividend;
o ' Paid -
$59,110,525 $6,497,643 $1.89 $5,321,472 $1.55
$48,329,135  $7,036,615 $2.06 $4,790,707 $1.40

1954 3,445,004

taligait s

IR/ 3

Dividends
Per Share*

1953 3,422,102

"SOUTHERNM

NATURAL
AS

" COMPANY
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Continued from page 27

Executive Compensation
Under the 1954 Revenue Code

ciated with the Salary Stabiliza-
tion Board we made a compre-
kensive study, in collaboration
with the Securities and Exchange
Commission, 'of all options on
record with the Commission. We
found no wide-spread practice
applicable to the so-called vari-
able price option. On the contrary,
we found a bare handful of such
gptions among many hundreds of
pians examined,

Although the Committee re-
ports do not say so, variable price
option provisions appear to have
been adopted with the American
“Telephone and Telegraph and
similar employees’ stock plans in
mind. The A. T. and T. Plan is a
stock purchase plan, but since the
employee can be relieved of his
commitment to buy, what he has
+as been ruled in effect an option.
But surely provision could have
been made for this type of plan
without impairing the structure
and concept of the restricted stock
aption provision.

The concept of an executive
stock option has been to encour-
age the executive to plug for a
sleady increase in the value of his
company’s stock. The variable
price option can conceivably
create an incentive in exactly the
apposite direction. The executive
may actually gain from depressing
the price of the company’s stock
g0 that he can pay cheaply for it.
Take the case of an executive who
yeceives an option to buy 1,000
shares of his company’s stock
oever a period of five years. At
the time the option is granted, the
stock is selling at $100 a share.
The option price is fixed at 95%
of the lowest market price within
a period of six months from the
date when he exercises the op-
tion, as is permissible under the
rew tax law. When the option is
granted he would have to pay $95
a share for the option stock. Let’s
assume that the market value of
the stock goes down to $90. At this
point, he could exercise his op-
tion as to, say, 100 shares and,
subject to the reservation stated
above, it appears that he may
kave to pay only $85.50 a share.
(I say “appears” because this
scems to be -the result under the
new law, but this result is by no
means clear and no regulations
have yet been issued.) Moreover,
if within six months, the market
value goes down to $80, it appears
‘that the option price will be re-
duced to $76 a share. In other
words, the more the stock goes
down, the cheaper the stock to
him, and it may thus be to his

. interest to see the stock go down.
Turthermore, he may be tempted
to exercize his option in instal-
ments and play the market.

I submit that it was unfortunate
to confer 1ax benefits in this way,
and that this provision is going to
give rise to abuses. It is to be
hoped that company and execu-
tive will recognize that only in
tle rare situation will the variable
Pprice option be of teal advantage
{o either.

Modifications

Under the Revenue Act of 1950,

once an option was granted, the

option could not be amended to.

yeduce the option price. This made
good sense. There is much to be
zaid for allowing management.to
participate in increased values to
£tockholders which management’s
eiforts may have helped to create.

The entire concept, however, is

Iost when the option price, al-

{hough fixed, can later be reduced
and the executive can thus bene-
{it whether the stock goes up or
cdown,

The new law also permits re-
Cuction in the option price if
{liere is a 20% decline in market
velue over a 12-months period.

itized for FER@&Rrevious rule (which pro-
/lfraser.stlouisfed.org/

hibited a reduction in option
price), said the Committee,
“worked a hardship in the case
of options on stock that had de-
clined in value, since situations
developed where the option price,
after a modification, extension or
renewal, had to be higher than
the market value of the stock.”
Why a hardship? I don’t under-
stand this point of view. There is
hardship only if you consider an
option as a guarantee to the ex-
ecutive that he is going to make
money no matter what happens.
The 1954 Revenue Code tends to
make an option a heads-I-win,
tails-you-lose proposition.

Controlling Stockholders

Before leaving the stock option
amendments, I want to say one
final ‘word about an amendment
relating ~to controlling stock-
holders. The Revenue Act of 1950
denied tax benefits to stockholders
owning over 10% of the com-

-pany, stock. The 1954 Act now

extends tax benefits to these
stockholders if the option price is
at least 110% of market value and
the term is no longer than five
years. The explanation given .is
that the amendment is intended to
enable stockholder-employees to
retain ' control of their company
when they procure outside financ-
ing. The declared purposes of the
stock option section, as stated in
connection with the Revenue Act
of 1950 and restated in connection
with the new Code, are to en-
courage “incentive devices by
corporations who wish to attract
new management, to convert their
officers into ‘partners,’ by giving
them a stock interest in the busi-
ness, to retain the services of ex-
ecutives ‘who might otherwise
leave, or to give their employees
generally a more direct interest
in the success of the corporation.”
The 1954 ai:endments do not ap-
pear to be in keeping with these
proper purposes.

1
Plans Involving No Tax

The third and last category of
executive compensation plans are
those providing benefits that are
not taxable at all. The new Code
contains provisions helpful to cer-
tain of such plans.

Accident and ITealth Plans: The
most important provisions relate
to accident and heaith plans.
Under plans of this nature. meet-
ing the Code tests, the employ-
er's costs are deductible and there
is no tax to the employee either
on premiums paid by the em-
ployer for the employee’s account
or on bheneflits received by the
employee,

The bhenefits covered by the
statute are those of the follow=
ing nature:

First: Reimbursement for medi-
cal care, including care by phy-
sicians, and hospital and surgical
care, not only care for the em-
ployee, but also for his spouse
and dependents.

Second: Compensation for per-
manent injury or disability—e.g.
loss of limb or sight.

Third: Loss of earnings up to
$100 a week.

Except {for the  $100-a-week
ceiling, there appears to be no
limitation on the period or the
amount of {ax-free payments that
may thus be made in lieu of
earnings, and a total of $5,200 a
year can thus be paid by the
employer to an employee on a
completely  tax-free basis, pro-
yidcd the payment is made dur-
ing the employee’s absence from
work ‘“on account of personal
injuries or sickness.” This is
scarcely a negligible amount; for
an executive in a 50% tax bracket,

a $5,000 payment of this nature
would be the equivalent of $10,-
000 in .selary or other income.
Literally, the exemption might
even apply to payments made
during an incapacitating sickness
incident to age, and conceivably
might result in a tax-free pen-
sion.

The House bill confined these
tax advantages to qualified group
plans, with the requirement that
the plan not discriminate in favor
of key executives or highly paid
personnel as in the case of pen-
sion and retirement plans. How-
ever, the requirement of a quali-
fied group plan . was eliminated
by the Senate and, as finally en-
acted, there is no prohibition
against discrimination andthere
appears not even to be a require-
ment of a group, except to the
extent that a group may be
needed as a prerequisite of ob-
taining a group policy from an
insurance company, and except as
the term “group” may be em-
braced within the requirement
that there be a “plan.”” As finally
enacted, the statute seems broad
enough to confer tax benefits
upon individual insurance pol-
icies and possibly individual ben-
efits. paid pursuant to an cstab-
lished practice. However, I doubt
whether  the Internal Revenue
Service will acquiesce in such an
interpretation without a struggle,
even though the Senate report
says that the exclusion from tax
is intended to apply regardless of
whether the plan covers one em-
ployee or a group of employees.

Prior to the 1954 Code, the tax
law pertaining to health and acci-
dent plans was uncertain, A com-
prehensive review of the law
prior to the Code and of the Code
itself was made last month by the
“Yale Law Journal,” which con-
cludes that “the new Code in-
Yreases judicial unpredictability
in this area.”

Group Life Insurance: Another
important provision of the new
Code is that exempting from
estate tax the proceeds of insur-
ance policies in which an em-
ployee has no incident of owner-
ship. Previously, such policies
were subject to estate tax if the
premiums were directly or in-
directly vaid by the employee.
Premium payments have been
eliminated by the Code as a
factor, and group policies in
which employees have no owner-
ship interest, have, as a result,
the added attraction of escaping
an estate tax on the proceecds.

Expenses and ‘“Perquisites”:
The new Code contains provisions
helpful in other limited situa-
tions. Prior to the 1954 Act, an
employee could not deduct trav-
elling expenses on his tax return
unless he was away from home
overnight or was reimbursed by
his employer or unless lie sacri-
ficed - the standard deduction,
Under the 1954 Code, he can de-
duct such ftravel expenses and
still use the standard deduction.

The Code also contains pro-
visions helpful to sales execu-
tives who are so-called ‘“outside
salesmen.” They can deduct
travelling and other expenses, in-
clgding entertainment and com-
missions paid to others, as if self-
employed.

Finally, on the subject of non-
taxable benefits, the law has been
somewhat relaxed on the taxabil-
iity of apartments or other liv-
ing quarters paid for by a com-
pany and used for executives. If
living quarters are located at the
place of employment and the em-
ployee must accept the quarters
to get or keep his position, the
rental value of the quarters will
not be taxed to the employee. .To
a large extent this restores the
old “convenience of the em-
ployer” rule in determining taxa-
bility of homes or living quarters
furnished by a company for its
employees.

Summary

To sum up: The Internal Reve-
nue Code of 1954 is a magnificent
technical achievement, but, inso-
far as executive compensation is
concerned, it is a thing of shreds
and patches.

The new Code fails to legislate
where legislation is urgently
needed in the field of deferred
compensation. It overlegislates in
the stock option field and opens
the door to abuse, '

It also opens wide the door to
abuse in the field of health and
accident plans, where the Code
creates further uncertainty. Ex-
empting fringe benefits of this
nature from tax can be very
costly. In fact, the tax status of
the entire fringe benefit field calls
for comprehensive review. The
purpose in conferring tax ad-
vantages on such benefits is
laudable, but the result must be
weighed against the effect on the
national budget and the great loss
to the Treasury in revenue.

Insufficient consideration was
given to a number of provisions in
the new Code. I am informed that
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from one provision a single com-
pany is claiming a tax saving
equal to the Congressional esti-
mate of loss of revenue as a result
of this provision for the entire
country as a whole, I predict that
the amount of unanticipated tax
leakage from the new Code will
be staggering. I am afraid that
President Eisenhower’'s recent
revenue estimates in his budget
message will prove far too opti-
mistic and that the chances of
further tax relief are slight for
some time to come, Instead of con~
sidering tax relief, our 84th Con-
gress may very well have to keep
busy tightening the revenue laws
and closing loopholes.
Fortunately, there are few com-
panies that run their business like
the little old lady with the apples.
The great majority of companies
are not going to grant variable
stock options indiscriminately or

adopt health and accident or other
fringe benefit plans just for the
tax savings, We can continue to
count on the good sense and
judgment of American enterprise,

Continued from first page

Economic Implications of
- The Guaranteed Annual Wage

country for a number of years.
However, they have not covered
important segments of the econ-
omy. The most widely cited plans
are those in effect at Procter and
Gamble, Hormel, and Nunn-Bush.
The demand for a further exten-
sion of such plans stemmed from
the proposals of the Steelworkers
in the 1943-44 basic steel negotia-
tions. However, union demands
have been modified significantly
during the past decade. This be-
comes clear when the 1943-44 pro-
posals are compared with those
advanced currently.

In 1943-44, steelworkers de-
manded that:

(a) All sieelworkers should be
guaranteed a minimum weekly
wage for the life of the contract
which was to be two years.

(b) The wage was to equal 40
times the straight time average
hourly rate of earnings in the
preceding year plus any wage in-
crease received.

(¢) No limitation was placed
upon the {financial obligation of
the companies.

(d) There was no integration
with unemployment insurance.

The demands made in the last
few-- years differ significantly
from this proposal and reflect the
strong criticisms directed against
it. In general, the current pro-
posals in an effort to make them
palatable to employers, are de-
signed:

(a) To limit protection to em-
ployees with designated seniority
(usually one or two years).

(b) To provide . for payments
into a reserve fund based upon
cents per hour or a percent of the
payroll.

" (c) to tie in the payments with
state unemployment insurance
payments, and

(d) Sometimes to limit the
guarantee - to something less than
full time earnings.

Under these proposals, the
covered worker would be pro-
tected only to the extent that the
reserve fund is solvent. It is no
longer an unconditional guaran-
tee for a year or longer. Rather,
the proposals involve a liberaliza-
tion of unemployment insurance,
with the companies paying the
difference between the designated
goal as to amounts and duration
and the coverage provided by the
state funds. The net effect of
these newer proposals is to limit
significantly the degree of fi-
nancial responsibility assumed by

a company if it agrees to a guar-
anteed wage proposal and if the

necessary changes can be made in
state laws to provide effective
integration with U. C.

Alternative Types of Guarantee

In terms of the financial cost of
the proposed plans, they may be
clasified as follows:

(1) Unlimited guarantee — 52

weeks at full pay for all em=
ployees.
. (2) Unlimited guarantee with
designated provisos — protect all
employees with designated senior-
ity at a liberal percentage of their
weekly income for a period which
may be less than a year.

(3) Limited guarantee — con-
tractual obligation to pay only
specified cents per hour or a per-
centage of the payroll into a re-
serve fund which is used to meet
the wage guarantee to the extent
of its resources. Drains on the
fund may be limited by provisos
similar to (2) above.

Much of the discussion of guar-
anteed wage plans fails to distin=
guish between these three types
of plans. Many of the criticisms
of the unlimited guarantee and
of its financial consequences may
not apply to the reserve fund. In
terms of the impact on the econ-
omy, much of the discussion up
until several years ago was con=-
cerned with the unlimited guar-
antee—the 1943-44 steel proposal.
Apparently, the critical evaluation
of those earlier proposals was
convincing because the more re=-
cent union proposals represent a
drastic modification of earlier de=-
mands. In making this statement,
I hasten to add that I recognize
that the limited guarantee may
represent only a first step—a case
of getting the camel’s nose in the
tent. Therefore, it is important to
evaluate the impact of the unlim-
ited guarantee as representing the
real objective. But if this is feared,
it should be so stated explicitly
because otherwise the criticisms
may seem to be unreal in terms of
the program under discussion.

The Incentive to Advocate .
Liberalized U. C.

The hope is frequently ex-
pressed that as a result of co-
ordination with U.C., employers
will be induced to press for a
liberalization of -the state unem-
ployment insurance laws in order
to reduce their financial obliga=-
tions. Reference is sometimes
made to a change in the attitude

‘of employers toward the liberal-

ization of the OASI benefits after
/
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pensions were introduced in mass
production industries.

It is inferred that it was because
of the pension tie-in with old age
security payments, that the OASI
benefits were liberalized in 1950.
According to this theory, employ-
ers supported the ' liberalization
movement in order to reduce their
own payments under the pension
program. ’

A brief survey of the timing of
events in 1949-1950 indicates that
this is not an adequate interpre-
tation of the developments of that
period. The Bethlehem Steel
agreement on pensions was reach-
ed on Nov. 1, 1949. Ford had
adopted such a plan in September
1949. The House of Representa-
tives enacted a liberalization of
OASI on Oct. 5, 1949. The Senate
did not pass a bill for increases
until June 20, 1950. The President
signed the bill on Aug. 28, 1950.

Of even greater importance
than these developments, how-
ever, was the liberalization of the
minimum wage laws from 40
cents to 75 cents an hour, This
measure passed the House on Aug.
11, 1949, the Senate on Aug. 31,
1949, and was enacted into law on
Oct. 26, 1949. The recommenda-
tions concerning pensions by the
Steel Wage Board were made
early in September, after a mini-
mum wage bill had been passed
by both Houses of Congress.

The increase in the minimum
wage reflected mainly the rise in
living costs after the Fair Labor
Standards Act was passed in 1938.
The CPI rose by 70% from 1938 to
1948. On this basis, the minimum
wage had to rise to at least 68
cents an hour to be equal, in real
terms, to the 1938 total. However,
since it is generally agreed that
living costs rose more for the low-
est income groups, the 75 cents an
hour minimum made allowance
for this factor.

With this recognition by Con-
gress of the importance of making
adjustments for the sharp rise in

living costs, it was logical that a-

similar adjustment should be
made for the OASI payments.
While employers in some in-
stances changed their attitude to-
ward the proposal, it is in this
compensation for inflation rather
than pressure by employers in an
effort to reduce pension costs,
that the real explanation is found
for the liberalization of social se-
curity benefits. The Unions may
be overestimating the influence of
employers on Congress and on
state legislatures.

There may also be a misjudg-
ment of the financial interest of
employers in liberalizing U. C.
Employers pay the entire cost of
unemployment insurance against
half the OASI cost. With the pro-
posed seniority requirements for
eligibility for the GAW payments
and the burden of unemployment
falling. on -those most recently
hired, many companies may even
find the cost of a liberalized un-
employment compensation pro-
gram is greater than the payments
into a reserve fund and hence
may not get behind the liberaliza-
tion movement.

There is no .reason to expect
united action by employers. Em-
ployers will fall into two groups:

(A) Those who will have much
larger than average unemploy-
ment. and hence would like to
have the burden assumed in part
by other employers through a
liberalized U. C.

(B) Those who have stable or
expanding émployment and who
might have to bear part of this
increased financial burden despite
merit rating.

It is difficult to visualize the
second group of employers rush-

- ing to state legislatures to demand

a more liberal U. C. with the ac-
companying rise in their tax rate.
On the contrary, these companies
could be expected to oppose such
a movement toward liberalization.

The important point is that
U/ C. is not a substitution for the

hitized foreusiborme by employers; it is also
p: lfraser. stlowsfed org/
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a cost to employers. However, the
final incidence .of costs among
companies may differ if they are
shifted in part to U. C.

Moreover, with 51 state and
territorial jurisdictions, the prob-
lem of liberalization of U. C. is
much more complex that it was
for OASI, for which the change
had to be made only by Congress.
The political balance of power
between large and small em-
ployers, farmers, workers, and
independent voters, varies from
state to state. There is no assur-
ance, therefore, that all states in
which a company operates will
liberalize U. C. in a similar man-
ner. A company probably would
find itself dealing with a wide
variety of situations in terms of
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its financial responsibility under
integration with U. C.

Implications of Unlimited Versus
Limited Guarantee
(Reserve Fund)

Strange as it may seem, all
management cannot be in agree-
ment as to which is the more
desirable or the “least worst” ap-
proach if a guaranteed wage plan
is to be adopted. The economic
characteristics of a company or an
industry will be decisive in this
connection, For example, an in-
dustry with expanding employ-
ment (growth industries) or with
stable employment (industries
selling necessaries of life) might
prefer a plan with an unlimited
guarantee as being less costly than

specified payments into a reserve
fund. The former alternative
could cost less than the latter.
Conversely, industries with wide
cyclical fluctuations, such as dur-
able goods industries, would of
necessity have to choose the
known cost of a reserve fund with
its limited liability, to the con-~
tingent unknown costs involved in
an unlimited guarantee.

It is not an accident that the
few GAW plans with relatively
unlimited guarantees have been,
concentrated in industries which

have the following characteristics:
(1) They produce consumer
goods.
(2) The goods are non-durable,
or semi-durable.
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(3) The goods are necessities or
common conveniences.,

(4) The goods are easy to store;
there is little risk in style changes.

(5) There is differentiation of
product.

(6) They are finished goods
when manufactured, ready for
consumers.

(7) There is a relatively stable
consumer demand.

(8) The firms are generally
small units.

It is only in industries with
these characteristics (as well as
those which are growing), where
the guarantee will not be costly,
that the unlimited. guarantee does
not involve an excessively

burdensome financial cost. And
Continued on page 30

SERVICE THAT'S WORTH SO MUCH...COSTS SO

“It’s all right...

there’s o telephone

right here, too”

The man who has a telephone at
his clbow in the office appreciates
the same convenience in his home.

He knows that running down-
stairs or from room to room to
telephone is an unnecessary waste
of time and energy . . . when addi-
‘tional -telephones, conveniently
placed, cost so little.

Great thing for Mother, too. For
telephones in the kitchen and bed-
room will save her many steps.
And give her greater peace of
mind, especially at night when she

may be at home alone.

All of this convenience—and
safety too—can be yours at small
cost for each additional telephone.
Just call the business office of your
local Bell telephone company.

Bell Telephone System

LITTLE
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evea under these conditions,
wvarious ‘escape clauses have been
inc’udedifin the existing plans.
The wide: fluctuations in demand
and inemployment opportunities
in thesdurable goods industries,
o1 the other hand, have acted to
resrain them from entering into
such. unlimited guarantees on any
imoortant ,scale

2 companies do not set aside
some rggerves to cover the un-
Liz:ited jgparantee, then they find
themselves subject to heavy
elz'ms at a time when it may be
anast difficult to meet them. High
and inflexible total labor costs
svi:en business volume is contract-
inz. could place a company under
, an unbearable financial strain.

2 major objective of the GAW
is io stabilize employment oppor-
tucities. Most proponents express
the hope that such a program will
pL :ce management under pressure
) stabilize production and em-
xp‘k yment in order to reduce the
fizancial obligation.  Paradoxi-
¢afy, the reserve fund approach,
evich its spec;fxed financial cost

= unlimited guarantee plans.
Tv = U, A. W. has recognized this
L g2 neblem. Point six of its 1953 pro-
%grom provided “Financing should
ceabine pay as you go, to provide
wnloyers with  incentives to
stioilize employment, with a re-
=z#7e trust fund to meet abnormal
@x:4s.” This seems a clear recog-
wmizon that the limited reserve

' pl:n alone would not provide the

’ entive to stabilize employment

veisich is one of the alleged ob-
jeczives of the GAW.

Reserve Fund Based on Contribu-
#iyns of Fixed Cents per Hour

¥/here a plan proposes the pay-
meat of some designated number
0T cents per hour, many of the
woblems are the same as those
izvolved in a general wage in-
wwease. From the point of view of
wnagement, whether it pays 5
@ez-ts an hour into a reserve fund
3¢ gives a general wage increase
o- that amount, the result is
faizher labor costs. Interestingly,
¢ payment into the reserve fund
wil tend to be somewhat less
aypdly than a wage increase be-
eirse it probably will be unneces-
i<y to pay unemployment taxes
=> social security taxes on the
zsounts involved. Moreover, the
«<;vnings base for pensions will be
T2t lower. Thus, in the abseénce
3% other considerations, the union
wzogram would be less costly than
2 meneral wage increase of the
3L1e amount.

£: is not safe to assume that all
a.crkers will favor the reserve
$¢-:d alternative. From the view-
x-nt of many workers, the wage
#:crease would be the preferable
aternative. For example, the
worker with long seniority fore-
rrees an increase in income so that
fiziure income can be stabilized
1o those with little seniority. How
¥z:g will he be happy with such
a zituation where his job is com-
yeacatively secure? If there is a
mz.2iority requirement of two years
£ eligibility under the plan,
workers with  shorter  seniority
would receive neither the wage
¥r-u:rease nor the benefit payments
7% they were laid off. The ac-
weotance of the alternative of a
= yment into a reserve fund could
ziily create a pohtlcal problem
wi-hin the urion. This is an area
ti::t requires greater analysis than

it fhias received in the discussions’

¥ date. v
. %When payments are made into
sa ceserve fund, it is important
that such payments be added-to~
oiver labor costs when compari-
4278 are made with changes in
productivity, cost of living, and

jitized for FRASER
D://fraser.stlouisfed.org/

wages in other industries. Other-
wise, a company which has in-
curred total increases in costs as
large as other companies, or in-
creases which are equal to or ex-
ceed productivity gains would
have its situation presented in an
unfavorable light. That this is not
unimportant, is indicated by the
limited extent to which wages,
inclusive of pension or welfare
fund payments, are used in com-
pansons today.

‘"Moreover, an important warn-
ing is in order. The establishment
of a fixed cents per hour reserve
fund appears to limit the liability
of a company. However, there is
no assurance that this is the end
of the matter. It could very well
be only the beginning. The man-
ner in which the coal pension fund
costs have risen from 5 cents a ton
to 40 cents a ton in relatively few
years, will be recalled in this con-
nection. The liberalization of pen-
sion and welfare funds since their
introduction on a large scale about
five years ago is also fresh in our
memories. Inevitably there will
be pressure for liberalization in
the three areas of proposed lim-
itation: senioritiy, relationship of
benefit payments to current in-
come, and the duration of benefit
payments. The seniority limita-.
tion would probably be the first
to be liberalized, as the UAW has
already suggested. I think it will
be agreed that it doesn’t make
much sense to guarantee wages
and then to exclude from protec-
tion those who bear the full brunt
of unemployment. Two years sen-
iority will give way to one year
and ultimately the demand could
be for protection of all workers
except during some brief proba-
tionary period.

If large scale unemployment
should develop, situations may
arise where the reserve fund is
exhausted by the time those with
longer seniority lose their jobs.
Yet these are the employees to
whom management would feel its
greatest obligation. The pressure
would become very great and in
some manner they would have to
be given treatment as favorable
as that received by workers with
lesser. seniority. Or if there are
still funds available, would they
be used for workers with long
seniority while others would be
cut off from benefits?

The Electrical
tried to meet this problem bﬁ ipro-
posing that the fund should B¢ re-
served in part for employees with
less than. three years’ serv;ée, in
part. for the three- to fivesyear
service group, and in part fér the
over five-year service group. 'Th_ls
proposal, in effect, recognizes the
pressures that might arise and
hence reflects the potential lia-
bility to which employers may be
subject due to-such a development,
It may also creéate future prob-
lems, if any part of the fund is
exhausted and there is little pres-
sure on -the balance of the fund.
Such a breakdown of the reserves
may also raise a question in the
future as to whose'fund this is.
To what group of workers does it
belong?

In light of these potential pres-
sures, the question as to whether
the financial guarantee will be
limited to the payments into the
reserve fund is not academic. It is
of critical importance in evaluat-
ing the ultimate impact of these
proposals. Evaluatiops, therefore,
must be made on both  bases.

“'Some Economic Considerations
The discussiont of: pros and cons
of the GAW has been reflected in
a variety of arguments. Many of
these arguments are emotional,
others are based on social or eco-

Workers  have’

\

nomic considerations. The eco-
nomic arguments of the propo-
nents include: an increase in the
stability of the economy, provi-
sion of incentives to management
to regularize employment, greater
productivity by workers who have
been given greater security, and
reduction in labor turnover. The
opponents challenge these argu-
ments and, in addition, emphasize:
tremendous financial costs, grow-
ing immobility of labor, reduction
in job opportunities because of
potential liability incurred in hir-
ing a man, increased rigidity of
labor costs, necessity for higher
prices, and inability of manage-
ment to control demand for the
products. A detailed evaluation of
each of these arguments would fill
one or'meore books.
is to discuss briefly several aspects
of this problem. I shall consider
the GAW as a built-in stabilizer,
the investment of GAW reserve
funds, and the GAW and mobility
of resources.

The GAW as a Built-in Stabilizer

In recent years, a new term—
“built-in stabilizers” — has found
its way into economic literature.
This term refers to the effects of
unemployment insurance, OASI,
income taxes, and farm supports,
which operate to compensate for
changes in the private economy.
They draw funds out of the pri-
vate economy during a boom, thus
placing a modest damper on that
boom. On the other hand, they
provide a compensating offset to
the reduction in purchasing power
during a recession. It is claimed
that the GAW will act to
strengthen these. tendencies.

At the outset, it should be noted
that built-in stabilizers do not be-
gin to operate until a decline in
economic activity takes place. In
other words, it is the decline in
activity or unemployment which
triggers the built-in stabilizers. It
is clear, therefore, that the built-
in stabilizers cannot prevent eco-
nomic fluctuations from taking
place. However, they may act to
limit the magnitude of the swings.

The unlimited GAW will not
necessarily operate as a built-in
stabilizer. If companies of their
own volition establish reserves in
boom ‘times to be drawn upon in
poorer times, presumably such re-
serves would be invested rather
than held in cash. There would
be no restraint upon workers’
spending in boom times. While
there might be some contribution
to the maintenance of purchasing
power of workers during periods
of recession, as the wage guaran-
tee is met, there would probably
be offsetting reductions in other
types of business spending. Busi-
ness could not use its available
resources to make these payments
and, at the same time, continue
its'iother: programs of spending.
Thus, the net effect on purchasing
power would be relatively small.
The actual result might even be
negative if the financial stability
of many companies were threat-
ened as a result of large-scale un-
employment.

What about the limited guaran-
tee in terms of cents per hour, in-
tended to supplement U. C. If the
monies paid into the reserve fund
were amounts that would other-
wise have been available to in-
crease wage rates—a reasonable
assumption—the impact is alleged
to be as follows: There would be
less spending for consumers’ goods
during the boom. Conversely,
during -the recession,. it is held
that workers’ incomes would be
better sustained and that this de-
velopment, in turn, would act to
hold up consumer demand and
thus to limit the magnitude of the
reeession. - Parenthetically, -one

All I.can do -
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for some people to ride the GAW
horse 'and the consumer purchas-
ing power horse at the same time
since they may tend to move in
opposite directions during the
boom.

This states the case in its sim-
plest terms. Actually, the situa-
tion is much more complicated
and there would be a number of
other developments which would
have to be considered. During the
boom the money paid into the re-
serve fund would represent sav-
ings which presumably would be
invested and in turn lead to the
creation of more purchasing
power. The total volume of pur-
chasing power would be little dif-
ferent, although there might be
differences in the structure of pro-
duction -rwith = greater,,.emphasis
upon capital goods. Whether this
would lead to a rate of new capi-
tal investment which could not be
sustained, is an interesting ques-
tion. If it did, such a situation
could very well*aggravate . the
subsequent decline in economic
activity.

During the recession, on the
other hand, the reserve fund would
pay out money on balance. This
would curtail the funds available
to finance new capital investment
with the consequent reduction in
activity in that area of the econ-
omy. New capital investment has
been one of the most volatile ele-
ments in our economy. Any ac-
tions which would tend to accen-
tuate the swings in this segment
of the economy could very well
aggravate, rather than moderate,
the business cycle. I recognize, of
course, that the incentive for new
capital investment might be damp-
ened during a boom if consumer
demand were held down, and that
incentives might be sustained
during a recession if a collapse in
consumer demand appears to be
avoidable. I do not pretend to
know how these forces will bal-
ance out. I am calling them to
your attention so that you can see
that there is no sure or simple
blueprint of the impact of the re-
serve fund on the economy.

It is also important to note that
there are significant differences
between the built-in stabilizers to
which I referred earlier, and the
GAW. The U.C., income tax,
OASI, farm program and other
built-in stabilizers operate through
their impact on the net flow of
funds to or from the government.
The government contributes a flow °
of funds to the purchasing power
stream through these devices dur-
ing a period of recession and with-
draws some purchasing power
from the private economy during
periods of expansion or boom. In
contrast, the proposed reserve
funds would operate.solely within
the private economy. While the
subject needs additional explora-
tion, I am inclined to believe that
the proposed GAW reserve fund
will not have the same built-in
stabilizer effect as the programs
which involve a flow of funds
into and out of the private econ-
omy.

There are many other facets of
this same problem. The signifi-
cance of any impact cbviously will
depend upon the magnitude of

the funds involved. It will also.

depend upon the type of limita-
tions included in these programs.
For example, where eligibility
for benefits is limited to those
workers who have two or three
years seniority, as has been pro-
posed by some unions, then the
workers who are laid off earliest
would not receive any benefits
from the reserve fund. This low
seniority group, which would vary
in relative importance among
companies, would not receive an
offsetting benefit to its loss of

wonders: where the .establishmept. Wage income.. At the same time,
of such 'a- reserve fund? woulds manﬁwwkers who 'continued to:

leave those unions which. have
been contending ‘for years«that:

booms. end. because of an inade-
quacy of consumer ' purchasing

power. It is going to be difficult.

hold- their -jobs would :lose over-

timé pay. The net result could be-

a substantial cut in wage incomes
which would not be offset by any
payments from the reserve fund.
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Under these conditions, the re-
serve fund would have little in-
fluence during the early stage of
a recession. On the other hand,
during this period a small contri-
bution to personal incomes would
be made by unemployment' com-
pensation. This contribution could
be increased if the present U.C.
programs were- liberalized.

In light of these factors, I.am
inclined to believe that the con-
tribution which can be made to
economic stability by the GAW
through the purchasing power
route;” has been con51derably ex-
aggerated

The Investment of GAW
Reserve Funds

The manner in which the GAW
reserve 'funds are investedmust
also be given careful considera-
tion. Will these reserves be in-
vested in government or munici-
pal bonds? Will they follow the
pattern of the pension funds and
be invested in stocks and bonds?
Or will the probable fluctuations
in the resources of these funds
dictate that they be kept to a large
extent in the form of cash or in-
vested in the shortest term gov-
ernment securities? Inisetting up
an investment program for these
funds, it is important to keep in
mind that they differ significantly
from the pension funds which are
much longer term in their objec-
tives. The GAW . reserve funds
would have to be more liquid,
particularly since, in general, they
would be making net payments
at times when economic- act1v1ty
was declining.

Unlike the OASI and UC funds
which are confined to investment
in government securities, the GAW
reserve funds could be invested
to some extent in a diversified
list of stocks and bonds. If this
were done, then in prosperous
times these reserve funds are
likely to add to their holdings ‘of
securities, while in a recession,
they would have to liquidate some
of these securities. These gyra-
tions in buying and selling could
have some influence on the secu=
rities market. If they operated to
accentuate advances and declines
in the general level of stock prices,
the reserve funds could be an un-
stabilizing factor.

Institutional investors are be-
coming increasingly more impor-
tant as a market influence, and
.this trend could be accentuated by
the "operations of the GAW re-
serve funds. Only it is more cer-
tain that there will be occasions
when the GAW reserve funds will
have to sell securities than has
been the case for most of the pen-
sion funds up to this time.

These dangers can be reduced
if the funds are invested in-short-
term government securities. How-

-ever, even this type of investment

would have effects which: must
be .evaluated. The effect would
depend upon who was selling or
buying the government securities.
For example, if the govemment
bonds are bought from the com-.
mercial banks, as is likely'in latge
measure, the banks will be in a
better position to finance" in-
ventory accumulation, consumer
credit, stock market credit, and
other types of credit expansion
during the boom. The sale of bonds
by the banks would act to reduce
total deposits while the ‘new loans
would result in the creation of
new deposits. In effect, there
would be a transfer of deposits
from those who bought the bonds
to those who were making the new
loans. While the net effect would
probably be lxttlevch”ange in the

total supply of deposit money, the

.new loan deposits are certain to

be more dynamic than those which
they replace. .. . .-t

{ed

This development would act to

accentuate- the.boom, which, to a =

large extent, is usually based upon-
a large increase in the extension of
credit. Greater instability, rather
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than stability, could be an impor-
tant consequence.

-On the other hand, if the bonds
were bought from the Federal Re-
serve system, the effect would be
a narrowing of the credit base and
this would act to place a damper
on.-the boom. The effects of the
purchase of bonds held by indi-
viduals would depend on what
they did with the funds. For ex-
ample, if they used the proceeds
to finance new capital investment,
there would be a stimulus to the
boom. Their use to repay debts
or to reduce the need for new
borrowing would operate 'in the
other direction. To the extent that
Ionger term government securities
are acquired by the GAW reserve
funds, the impact of their pur-
.«chase and sale upon the bond mar-
ket must be considered. During
prosperous times, these reserve
funds would be competing to buy
the securities, jwhile in a reces-
sionary period. there would be
<competitive-sales. In contrast, the
U.C. funds--are -administered by
the Federal Government. Acqui-
sition and disposal of government
bonds can be more orderly and
with less impact on the market

than the.uncoordinated actions of

private reserve funds.

-In any event, the problem of
how these funds are to be invested
and the effects of these invest-
ments, requires much more study
than it has received to date.

The GAW and Mobility of
. Resources

It has been charged that the
GAW will restrict the mobility of
some factors of production. Par-
ticular emphasis has been given
to possible immobility of labor.
In this connection, an interesting
situation should be noted. From
the point of view of a company,
low labor turnover is valuable,
while from the point of view of
the entire economy, the shift of
‘workers among jobs may be de-
,sirable., \Will the adoption of a
guaranteed annual wage plan re-
duce the mobility of labor? Some

factors which operate in this di-.

rection are already in operatlon,
namely,..seniority provisions and
the interest which many workers
now have, in pension plans. The
combination of a pension program,
seniority, and a guaranteed annual
wage plan, could provide a strong
incentive to a worker not to
change his job. Any tendency to-
ward a reduction in the mobility
_.of labor is certainly not in the
direction of the best allocation of
labor. In the past, it has been
considered desirable for labor. to
flow into those industries which
are expanding and for the supply
of labor to contract in declining
industries.

The danger of reduction in mo-
bility is''sometimes dismissed on
the ground that when there .is
mass unemployment there are few
opportunities to shift jobs. ‘This
is probably true to some extent,
‘although some shifting of jobs
‘vbect)mes possible as employment
onportumtles begin to .expand.
Howeéver, there are other times
when mobility is possible. It is
't e reduction in willingness to
shift JObS when they are available
which’ 1s of importance in the ef-
,fectlve qperat:on of an expanding
-€conomy,

Jn .addition, periods of war
f-emergent:y require large scale mo-
bility of Jabor. This would be im-
peded by the GAW. The result
.could, he a necessily to allocate
workers if the required goods and
services. are to be obtained.

Moreover, the GAW may act to,

limit mobility of plants. Often it
is ‘desirable to shift onerations to
another section of the . country.
The GAW mady have as one effect
the establishment of another bar-
rier to such shifts. This may be
a desirable barrier from the point
of view of the community which
fs losing’ the plant. -However, it
" fs.not desireble for -the. economy

tolose this flexikility. 1f the coip- |

pany has assumed the responsibil-
ity of the GAW, it may find that
the cost of such a shift is exces-
sive. Alternatively, the reserve
fund might be exhausted from
paying benefits to the newly dis-
placed employees and hence pro-
vide no protection for those who
are still on the payroll in other
areas. Possibly some integration
of severance pay and the GAW
might be arranged to overcome
the problems which arise under
these circumstances.

Some Congcluding Observations

I should like to conclude with
some general observations. The
GAW involves many complex

problems. There can be no quarrel
with the goal of giving some pro-

tection 'to- those who ' loseé their-

jobs and their income through no

fault of their own. The unem-
ployment insurance program was
designed to provide some such
protection. Unfortunately, the ben-
efits paid under U.C. have failed
to keep pace with the rise 'in
wages we have experienced in the
past 15 years. There is consider-
able agreement that a revision of
these laws, in order to increase
maximum benefits, is long over-
due. The fact that there has been
unwarranted delay in increasing
the maximum benefits under these
laws does not prove that some-
thing less desirable should be
adopted.

U.C. was designed to provide
for basic necessities and at the
same time to encourage the un-
employed. to seek employment;
the  GAW, on the other hand,

would discourage the seeking of
new jobs.

I must confess, too, that I can-
not understand any program which
is intended to pay those who are
unemployed substantially as much
as is paid to those who are em-
ployed. This apparently means
that wages are to be paid on the
basis of need rather than on the
basis of contribution to produc-
tion. Will the next step be. to pay
wages in terms of the number of
dependents of the worker?

May I also note parenthetically,
that the payment of full wages
would mean an increase in in-
come for the unemployed. -This
situation comes about because
no taxes would be paid on the
U. C. portiocn of the income, and

because various expenses, such
as travel, lunches, etc., would not
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be incurred. Moreover, the closer
any such ' benefits comé’ to full
time pay, the less will be the in-
centive of _the worker 1o seek
other employment. L
While there may be, Some in-
dustries in which the ptéssure of
GAW will force a stabilization of
employment, I do not believe
this will be true to anys signifi-
cant degree for» industries  with
marked seasonal or cyclical-chax~
acteristics. Muchi / hass) already
been done in this areas: 'JInabxmy
to control demand' isiithe’ major
barrier to much . furthe¥oprogress
in the elimination ' of! Seasonak
and cyclical unemployment
Where possible, it is!desirable
for industry to reducéfthe sea—
sonal swings in production.' The
ob]ectxve can be achieved -in part

"Continued on page 32

'AMPF’s 3-directional

AMERICAN MACHINE & FOUNDRY COMPANY :
Progress Report for 1954 is out today!

progress
in 1954

* progress,
report,

- Atomic Research & Defense Products. AMF was
awarded a prime contract to' build the first privately-
built- atomic reactor for research. This project is now
underway, and a second research reactor is planned
for the New York area to be owned and operated jointly
by a number of industrial concerns.

AMF has also been awarded highly classified defense
contracts for guided missile ground equipment ...

recog-

nition of high standing in'advanced engineering.

New Acquisitions

National Bowling and Billiard Corp., Chicago, Hil.
BMC Manufacturing Corporation, Binghamton, N. Y.

Potter & Brumfield Mfg. Co., Inc.,

Princeton, Ind.

The Sight Light Corporation, Deep River, Conn.

These four concerns joined AMF’s family of subsidi-
aries in 1954. The 1954 Progress Report tells in detail
how their acquisition fits in with AMF’s pattern of com-
panies serving industry, government and consumer.

The Future, In the short span of one year AMF has made
dramatic’ advances in the peacetime use of atomic
energy—one of the great industries of the future. This,
in addition to the strengthening of its industrial and con- ..
sumer goods position, tremendous acceptance of the
famous Pinspotter, and the continued recognition that
defense contracts are a permanent and integral part of
its operation—all are highly favorable factors for AN

in 1955 and in the future.

Choirman of the Eoard and President

Please send me your AMF Progress Repart fer 1954:

American Machine & Foundry Company
AMF Bldg., 261 Madison Ave., New York 16, N Y

gitized for FRASER
p:/ffraser.stlouisfed.org/
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by producirg out of season and
storing this output until needed.
However, in many industries
there is only a limited ability to
undertake such operations. Lack
of finances, uncertainty of de-
mand, style factors, bulkiness of
product with accompanying prob-
lems of storage space, etc., are
among the limiting factors.

The full effects of seasonal
fluctuations on income may be
offset by withholding part of the
earnings in the peak season for
payment in the off-season period
(e.g., Hormel plan), or by the
payment of higher rates during
the season as a partial or full
compensation for the lack of jobs
in other months of the year (e.g.,
building trades). However, it
must be emphasized that the re-
sult of the first alternative is
not a Jarger annual income, but
rather a change in the timing of
the receipt of that income. And
what is accomplished is not
stabilization of job opportunities,
but a stabilization in the rate of
flow of income. Moreover, there
is no evidence of any willingness
by the CIO wUnions to accept that
type of income stabilization.
While they indicate a desire to
have a uniform pattern of jobs
throughout the year, when this is
not possible, unioh leaders insist
upon the retention of high earn-
ings and overtime pay in the
seasonally active periods and
GAW payments to compensate for
seasonal idleness. This is truly
eating one’s cake and having it,
too.

Similarly, I do not believe that
GAW can force stability of job
opportunities upon the cyclically
unstable industry. When the rail-
roads ' curtail their buying of
locomotives or freight cars, rail-
road equipment companies can-
not provide as many jobs. They

may diversify their operations, as
some have done, but they cannot
replace the loss of large amounts
of business easily or quickly.
Moreover, the impact of changes
in volume may fall with differ-
ing impact on various companies
in an industry. It is only neces-
sary to cite the automobile in-
dustry’s experience in 1954 to

‘underscore this point. The impact

of the 1953-54 recession fell with
tremendous weight on Chrysler
and the smaller companies. It is
difficult to understand how the
existence of a GAW in these
companies would have altered
significantly the pressures which
developed in that industry. Since
these companies were fighting for
their corporate lives, they already
had every incentive to provide a
maximum number of jobs-— if
customers would buy their prod-
ucts.

Even with the most favorable
economic environment, there are
many companies which fall by
the wayside. The GAW will not
stop their decline, but it may
speed it up.

In conclusion, I do not believe
that the GAW provides a solution
to the problem of unemployment.
A better answer to this problem
ih found in other actions, particu-
larly government monetary and
fiscal policy, to limit the swings
in the business cycle and actions
by industry, to the extent pos-
sible, to moderate seasonal un-
employment. I am not impressed
either with the extreme claims
that GAW provides a solution to
the problem of unemployment or
that it will lead to the bankruptcy
of industry. At best, a limited
GAW may alleviate some of the
pain that attends unemployment
—but I believe that an adequate
U.C. can do this job better and
more effectively.

Continued from page 6

ALook Backand Ahead for Business

prevails in Western Europe, In-
dustrial production there in Sep-
tember 1954 was averaging about
10% ahead of the 1953 level, com-
pared with'a decline of 6% in this
country. Production in Western
Europe was not so heavily stimu-
lated in 1952 and 1953 by defense
expenditures as was true in this
country. As a result, their recent
improved business activity has
been based largely on peacetime
factors, and on American eco-
nomic aid of some $25 billion to
this area since 1945.

Gold and dollar balance hold-
ings of Western Europe, includ-
ing the United Kingdom and the
sterling ' area, were valued at
more than $15 billion, up $5 bil-
lion since the start of 1952, Ap-
parently there has been a de-
liberate policy to build up gold
and dollar balances from avail-
able funds rather than to increase
imports from the dollar area.
Since about one-fourth of United
States exports, excluding “special
category” materials, are sold to
Western Europe, this preference
for dollars rather than goods has
affected our exports. It should
be noted, however, that the trend
in Western Europe in recent years
has been to reduce discrimination
against purchases of dollar area
products, particularly in the
Netherlands, Italy, Sweden, Den-
mark and West Germany,

' Since the level of business ac-
tivity in Britain early in Febru-~
ary was approaching serious boom
proportions, the central bank dis-
eount rate was increased on Feb,

24 from 3.5% to 4.5%, a drastic
change in view of the increase on
Jan. 27 from 3% to 3.5%. The ef-
fect of these two discount rate in-
creases will be felt worldwide. It
probably will reduce the attrac-
tiveness of holding inventories in
Britain; it will put a damper on
consumer purchases of durable
goods on credit—or hire-purchase,
as they call it; it will weaken
the housing and construction
boom; it will support exports
and restrain imports. It seems ob-
vious, therefore, that it‘will also
tend to reduce prices of many im-
portant raw materials, for exam-
ple, copper, lead, zinc, tin, and
rubber.

It is probable that the business
rise in the fall of 1954 was not
the beginning of a sudden up-
surge in the cycle. There is dan-
ger in extending very far into the
future the rate of rise from. last
summer up to the present. Busi-
ness activity has already risen
sharply, based on the automobile,
the Housing Act of -1954, and
other construction. It probably is

.approaching the peak for 1955.

While the recent rate of rise may
not be continued, we can very
welllbe satisfied with the present
level.

The Outlook for 1955

What about the outlook for
1955? Any forecast today of the
business situation must be based
on some assumption :about the
outlook for war in the period
covered by the forecast. The war
situation seems to be improving,
It does not now seem likely that
World War III will break out in

\

1955, but the cold war may con-
tinue around Korea and Formosa,
Southeast Asia, the Near East, and
perhaps in other areas.

In general, | the outlook for
business in 1955 is for a year
somewhat better than 1954. To
take a specific position, let’s say
industrial production—the physi-
cal output of manufacturing and
mining — may be 5% better in

, 1955 than it was in 1954. Such a-

rise will not return business ac-
tivity to the inflated level of the
spring of 1953—inflated by the
end of the Korean buildup, by the
carryover of some demand from
the steel strike in the summer of
1952, and by substantial inventory
buildup. But it will result in
1955 showing important improve-
ment over 1954 and returning
business activity to a very at-
tractive level.

The chemical industry can ex-
pect sales in 1955 to be more than
5% better than in 1954 because of
the high growth rate in the chem-
ical industry, substantially higher
than growth in industry gener-
ally. Incidentally, that is one ap-
proach we use in evaluating our
sales forecasts. We estimate the
trend of industrial production in
the country and then estimate
that our business in areas outside
the textile industry will show a
similar, but somewhat larger,
growth. The textile business has
a shorter and sharper cycle than
general business.

The pattern for business activ-
ity this year seems likely to be
a good first half with some hesi-

tation in the second half. Cer--

tainly automobile production,
steel output, textiles, and resi-
dential construction will have a
good first half but some of the
output may show up in inventory.
That is particularly true of auto-
mobiles, textiles, and housing.
However, sales to ultimate con-
sumers in all three areas are rel-
atively high. A mild reduction in
output would bring production
into line with consumption. Inci-
dentally, the estimated level of
business activity for the full year
is approximately at the level for

“January, 1955,

Employment may rise a million
this year over last year to around
62 million, the same as in 1953.
We should concentrate more at-
tention on the total number em-
ployed—62 million, in addition to
the 3.2 million in the armed
forces—rather than on the three
millich who may be unemployed
at a particular time.

Unemployment should average
lower than last year, particularly
among the skilled normal labor
force. Since people not normally
in the labor force are attracted to
it when employmeént opportu-
nities are extremely favorable, we
shall always have a significant
number of individuals counted as
unemployed. But note that while
we estimate the number of un-
employed, we do not have a cor-
responding estimate of the num-
ber of unfilled jobs. The unem-
ployment figures are based on a
national sample of 25,000 house-
holds, distributed among 230 areas
in the country and questioned
each month by the Bureau of the
Census.. The basic questions are,
“Are you working?” and “If not,
are you looking for work?” Those
who answer “no” to the first
question but “yes” to the second,
are counted as unemployed,

Our present problem of unem-
ployment centers in. the unskilled,
the non-white, and the very
young.

Personal income after taxes
will be somewhat higher in 1955,
abqut 4%. Wage rates are still
rising, and employment is in-
creasing. Personal tax rates prob-
ably will not change significantly
in 1955. Personal saving may not
rise, partly because consumer
credit is deducted from gross say-
ing in arriving at the net figure,
and it seems very likely that per-
sonal debt will continue to rise.
It seems certain that purchasing
power: will be available to sup-

!
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port the expected rise in produc-
tion and construction, with some
help from banks, insurance com-
panies, and savings and loan as-
sociations on mortgage .credit,

Formation of new businesses will
continue high in 1955. That is a
favorable factor. The rate. has
been high since 1945, with only
slight hesitation late in 1953. It
rose sharply in 1954.

Business Tailures will probably
also remain high in 1955 because
failures are always high among
newly formed businesses. In spite
of expected improved business
activity, there will be plenty of
work for credit men in 1955.

Population will probably con-
tinue to rise as rapidly as in 1954,
Total births in the country last
year were slightly more than four
million, a new high regord. They
may reach four million again this
year. The net population increase
last year was around 2.8 million.
Continued increase at that rate
would raise the population of the
United States by an amount equal
to the population of - Canada or
New York City and suburbs
within six years. It would add a
city the size of Boston, including
suburbs, every year.

A Look at. Some Individual
Industries

Now let’s take a look at some
individual industries. Automobile
production and retail sales of
automobiles may be up at least
10% this year over last year. A
particular effort to stimulate auto-
mobile sales was made late in
1954, and it is still going on, with
a major model change introduced
somewhat earlier than other post-
war models—with a seasonal pat-
tern similar to that before 1940,
With sales in February running
more than 35% above a year ago,
it is obvious that the automobile
industry, and its supporting in-
dustries of steel, rubber, glass,
etc., has provided strong support
for the increase in business activ-
ity over the past six months,

Steel output, and ore mining,
may rise 10% this year over last
year, partly because there should
be less inventory reduction in
metal industries this year than
was true in 1954. In fact, there
may be actual inventory building
this year compared with a decline
last year.

Total construction expenditures
may be up 6% this year over last
year. Principal increases in con-
struction may occur in residential
12%, highways 20%, and
schools 15%. Note that the high
residential construction estimate
is based importantly on the gen-
erous terms of .the Housing Act
of 1954. Highway construction
and school construction are in the
field of public' construction, de-
pending on available funds, usu-
ally borrowed, rather than on the
market outlook for a product. In
other words, these latter two
types of construction do not re-
spond directly to mild changes in
business conditions. With current
public interest in road and school
construction, it seems very likely
that thesg programs will be com-
pleted in 1955.

Increases in construction, how-
ever, are not universal. Industrial
construction in 1955 will probably
be down around 5% from 1954,
as 1954 was down 10% from 1953.
Industrial construction has been
artificially stimulated since 1950
by defense demands which are no
longer so insistent as they were.

Inventories may rise slightly in
1955. Total business inventories
fell almost $4 billion in 1954, or
almost 5%. With sales rising,
and with little price change ex-
pected, there may be a rise of $1
billion in inventories during the
year.

The price outlook suggests little
change or probably some decline
on the average in non-farm prices
during the year. They were vir-
tually unchanged throughout
1954. There will be increases and

decreases, Ijke the recent rise in

i
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copper prices and the wide fluctu=
ation in rubber prices, but the
level of prices will change only
slightly. There has been little
change among these prices since
the fall of 1951, There was little
change in prices in 1954, when
manufacturing activity declined
7%, taxes were reduced signifi-
cantly and wage rates rose only
four cents per hour. It seems un-
likely that prices will decline im-
portantly in 1955 with business
activity rising, with probably no
corporate tax reduction during
the year and with wage rate and
fringe benefit increases still un-
certain in amount, but likely to
be greater than they were in
1954. Incidentally, while prices
have not declined over the past
2.5 years, personal incomes have
risen, so that “real” wages have
also risen.

In short, 1955 may be a good
competitive year, with business
volume, payrolls, and profit
somewhat higher than 1954, with
little additional support from the
Federal Government except in
the field of housing. Credit may
be only “easy,” not “actively
easy” as was the case last year.
Business activity may not reach
the boom level of the spring of
1953, but the year 1955 should
show some substantial improve-
ment over the year 1954. At any
rate, it will be a good year for
selling.

It will also be a good year to
continue to work for reduced
Federal Government spending, to
permit greater tax reduction and
debt reduction, and an increase in
private spending or in state and
local spending for roads, schools,
and public welfare. I hope and
believe it will turn out to be an-
other year of shifting from spend-
ing for war to spending for peace.

With King Merritt

(Special to Tre FINANCIAL CHRONICLE)
SPRIN&FIELD, Mo.—James T.
Rayle is now with King Merritt
& Co., Inc,, Woodruff Building.

With Remmele-Johannes
(Special to THE FINANCIAL CHRONICLE)
DAYTON, Ohio — Joseph M.
Dannaher is with Remmele-Jo=
hannes & Company, 1126 Oak-
wood Avenue,

...is the first of the seven com.
monest danger signals that
may mean cancer...but should
always mean a visit to your
doctor.

The other six danger signals
are—A lump or thickening, in
the breast or elsewhere...Un-
usual bleeding or discharge
«..Any change in a wart or
mole... Persistent indigestion
or difficulty in swallowing.,.
Persistent hoarseness or cough

«..Any change in normal bowel
habits,

For other facts about cancer
that may some day save your
life, phone the American Can-
cer Society office nearest you,
or write to “Cancer”—in care
of your local Post Office.

’

American Cancer Society
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LETTER TO THE EDITOR:

Capital Gains Tax Inequities

H. L. Sangster points out errors in the basic principles of the
Capital Gains Tax, and deplores a situation where labor is
given benefils to offset dollar depreciation while property
owners are discriminated against by the levy on capital gains
resulting from depreciated purchasing power of money.

EdztO'r Commercial and Fmanczal
Chromcle

Your ediorial “As We See It,”
of March 3, 1955 invites comment
on the propensity to address our-
selves to une sector .of a problem
at a time, to the negation of the
prOSpect of solving anything.
There is an insistent allergy to
paying any attention, ever, to the
really fundamental t’actors. This is
a characteristic carried over into
all disciplines, including sup-
posedly objective science.

How can the Fulbright Com-

- mittee hear testimony concerning

the capital gains tax, in relation
to stock market trading volume
and price level, hour after hour,
with no mentxon of the gap be-

. tween monetary practice and any

rational principle? This gap is the
cause of the base to Which the so-
called capital gains tax is applied.
It would be just as meaningless
to talk about breadth and width
without any agreement as to num-
ber theory and the specifications
of the units of measurements.
The key to knowledge has been
thrown away by the lawyers; in
such arbitrary actions as the
Supreme Court determination that
“capital gain is a gain.” Language
and money- alike must be impar-
tially administered common prop-
erty before - there can be any
meaningful exchange of informa-
tion, honest exchange of real val—

. ues, or genuine justice.

Slgmfxcantly, the cultural dlS-

] <c1p}me which designates itself as -
“information theory” pursues the

. same path of futility in'confining

. itself exclusively to the considera-

* tion of the physical aspects of

" communication systems, symbols,

and energies, studiously avoiding,
and prohibiting, any attention to
meaning. They are more intrigued
by noise and entropy than by
sense.

The alternative to communal
money is communal property, be-
cause of the confused resort to
false alternatives. Inflation facili-
tates, as well as conditions for,
socialization.

What is wrong with capital
gains taxation must be considered
according to the error in its basic
principles, not by empirical ob-
servation of the numerous par-
ticular ‘bad effects, in various
areas. Its basic error lies in a fic-
titious tax base caused by the
dereliction of Congress in a Con-
stitutional duty to regulate the
value of the money. That the ful-
fillment of this duty is difficult,
and in some respects inconvenient
is no valid excuse.

A similar. fraud operated in the
private sector would -be more ex-
cusable because the:buyer would
then be free to beware.

The- bad - example - set by the
government in its rejection of all
inhibitions in its requirements, re-
sults-in demands for. revenue so
enormous that all consideration of
equity and incentive are pushed
aside by the consideration of
revenue producing capacity. This
is freely admitted.

At this stage there is no de-
pendable measuring standard of
stability or inflation of the money.

" The opinion-weighted Consumers’

Price Index is further confused
by the frequent necessity for
change of base. Even assuming
this Index to be meaningful, its
application is arbitrarily reserved
for some economic sectors and
prohibited to others.

For example, “labor” is permit-
ted, encouraged, and assisted in

itized for FRASER
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the application of this Index for
their advantage, whereas property
is prohibited from realizing like
benefits. In the administration of
the capital gains tax we have a
particularly flagrant example of
this discrimination. Some distinc-
tion, as to hardship might be made
between the application of this

tax to capital as compared to con-

sumer property, but no such dis«
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tinction could be drawn which
would gainsay the basic immoral-
ity of this tax.

If the Consumers’ Price Index,
or some adequate index of mone-
tary meaning were applied in the
case, for example, of the sale of a
residence, almost the entire capi-
tal gains tax base would disap-
pear. In my own experience, the
sale of a residence in 1951, pur-
chased in 1941, resulted in a tax
obligation on a “gain” of $11,000,
whereas the actual gain was
$1,100. Popular belief prevails that
reinvestment cancels the obliga-
tion. This is not so.

H. L. SANGSTER -
Route 1, Box 63,
Boyds, Md.
March 18,.1955.

Florida Pow;er & Light
Common Stock Offered

Offering of 305,000 shares of no
par value common stock of Flo-
rida Power & Light Company at
$63.50 per share was made yes-
terday (March 30) by an under-
writing -group headed by Merrill
Lynch, Pierce, Fenner & Beane
and Kidder, Peabody & Co.

Net proceeds from the sale of
these shares will be used to pro-
vide additional electric and gas
facilities and for other corporate
purposes. It is estimated that the
1955-56 construction program will
approximate $77,300,000, of which
approximately $41,300,000 will be
expended in 1955,

(1525) 33

Florida Power & Light Co. sup-
plies electric service in most of
the territory along the east coasf
of Florida (except the Jackson-
ville area and five other munici~

palities ‘which have municipal
electric systems), the agricultural
area around southern and eastern
Lake Okeechobee, the lower west
coast area, and portions of cen—
tral and north central Florida.
The tourist trade is the principal
business activity in the east coast
area served. Peak demand occurs
in the period January to March.
Electric service is supplied in 447
communities. Gas service is sup~
plied in Miami, Daytona Beach,
Lakeland and Palatka and to a
few customers in Holly Hill.

Bene

eports for 1954

local level.

before.

‘Beneficial loans in 1954 continued
to provide many families with the
extra assistance they needed to over-
come temporary financial difficul-
ties, and by so doing helped them
maintain their standard of living.
These loans, to a large degree, are
used to pay bills already incurred,
thus aiding the economy at the

The continued expansion of the
Beneficial Loan System in 1955
will afford an opportunity for
Beneficial loans to help more fami-
lies in more communities than ever

R Bmeﬁafalloanis

for a beneficial purpose.

BENEFICIAL BUILDING, WILMINGTON, DELAWARE

BENEFICIAL FINANcE Co. . . . PFRSONAL FiNancE CONMPANY
WORKINGMEN'S LoaAN AssociatioN, INc.

Subsidiary Loan Companies:
CoMMONWEALTIL Loax CoMPany . ..

* further expansion of world’s largest

ficial

* more families served than ever before

system of loan offices

* 10th straight year of increased carﬁings

~

HIGHLIGEHTS

Net Income

1954
$ 15,197,593

1953
$ 14,116,311

Net Income per Common Share™®

$1.55

$1.45

Cash Dividends paid per
Common Share*

$0.96

$0.96

Amount of Loans Made

$560 524,214

$536,616,263

Number of Loans Made

1,729,161

1,666,695

Instalment Notes Receivable

$345,331,314

$323,798,894

Number of Offices

863 809

* Adjusted for the recent two and ene-half for one stock split.

The information contained herein should, be read in conjunction with the financial
statements and notes appearing in the 1954 Annual Report to Stockholders. A Copy
or te Rerort WiLL Be Furnisa®p UpoN REQUEST.
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Continued from page 12

Today’s Challenge to
Automobile Instalment Credit

entrepreneur out of our business
system. This is good and promotes
stability in our economic struc-
ture. But in dealing with the con-
sumer — the mass market con-
sumer, if you please—our industry
an obligation to provide
instalment credit on as broad a
kbase ds possible. By means of a
proper evaluation of the indi-
vidual consumer’s personal credit
standing whereby we - can as-
certain his ability and willingness
to repay his instalment obligatien,
we determine - the individual’s
right to instalment credit. Once
this right has been established,
the mass market consumer is then
entitled to the going rate for such
service. The entire philosophy of
mass production; mass distribu-
tion, and mass consumption of
goods is predicated on the basis
of providing the lowest possible
cost to all consumers and not to
restrict the market by variations
in price to selected groups. This
means that the rate established by
our industry should be based on
the eost of extending credit to the
average risk and each grantor
should finance a fair cross section
of all types of risks.

I can see how preferential rates
would be granted to a certain
select group of borrowers: who
have well established and ready
means of obtaining credit on a
basis other than for an instalment
purchase, but I fail to see why a
credit institution would, through
what amounts practically to false
and misleading advertising, infer
to the general public that this
preferred rate is available to one
and all. If a credit grantor is sin-
cere in offering what amounts to
a commercial rate to the average
borrower who applies for auto-
mobile instalment credit, I cannot
help but believe that he is either
deceiving himself as to his true
cost of operations, or he is in-
viting trouble, particularly if
there should be even a relatively
modest downswing in our national
economy,

A popular radio and TV
comedian got quite a laugh from
the following quip: “The man who
writes the advertising for the
bank is riot the same man who
makes the loan.” It is easy to
understand why this would be
funny to the public when we
read some of the come-on ads
which are used to attract pros-
pective instalment credit cus-
tomers, I have seen bank ads
which read: “Save With Our Low
Bank Rates—As Low as 4%.” In
this particular instance; the ad
certainly implies a 4% simple in-
terest rate since no mention is
made of its being a discount rate.
Another example is: “Auto Pur-
chase Financing — New Cars As
Low as 4%. Used Cars Slightly
Higher.” There are undoubtedly
some applicants who can qualify
for such preferred rates, but there
unquestionably are many who
must either pay a higher raté or
be turned down for credit alto-
gether. Such advertising, as I see
it, can only do harm to the instal-
ment sales industry by planting in
the. minds of the public- the
thought that they are entitled to
these very low rates (which past
experience proves cannot be the
case of the average instalment
purchaser) and will also lead to
poor public relations when they
apply for loans and then find out
that they are not entitled to these
low rates. A persistent use of
preferential rates to a select few
can very well have the effect of
undermining the rate structure of
the whole industry.

The Major Problem—Maintaining-

Sound Credit Terms

The major problem which faces
our industry today is that of

/

maintaining sound credit terms.
We have all heard it said that the
reason there are so few elephants
in this country is that they have
not been sold for a dollar dowyn
and a dollar a week. While Q’%t
was certainly meant to be a jest,
there nevertheless is a great deal
of truth in it. When you employ
instalment credit to merchandise
a product which has such a high
degree of popularity as does the
automobile, when you deliberately
attempt to qualify as large a per-
centage of the population as pos-
sible — reaching into marginal
credit groups as well as the select
anticipating and expecting
credit losseés on such a cross-sec-
tion selection, all of which are
contemplated in our basic eco-
nomic function, the matter of
down-payment, length of term,
and credit standing of the pur-
chaser becomes extremely sensi-
tive and is of critical importance
to the credit grantor. When you
further enhance the desire of the
average American -fo own an
automobile, particularly a new
automobile, with such fabulous
and concerted sales promotion ef-
forts as are now being put forth
by the automobile manufacturers,
we have a situation which de-
mands the utmost management
skill and judgment on the part of
instalment credit institutions to
keep terms of credit under con-
trol. I need not emphasize at all
the effect which the current com-
petitive baltle among the auto-
mobile manufacturers has on our
industry through the pressures
that are being exerted daily to
ever broaden the base of available
car buyers through unprecedented
liberalization of terms. We in this
industry are all too painfully
aware of this situation and of the
extra efforts which are demanded
of us to keep within the frame-
work of time-tested credit policies.

One of the most fundamental
premises on which the extension
of instalment credit rests is for
the purchaser to have an equity—
a true cash equity, if you please—
in his automobile, In spite of the
legal right of the holder of the
instalment sales obligation in
most jurisdictions to follow for a
deficiency, many car buyers con-
sider their liability as being re-
lated only to the automobile which
they are acquiring and that their
debt can be satisfied at any time
by surrendering possession of the
automobile. Experience has shown
that many people have an en-
tirely different philosophy toward
credit obtained at the retail store
in connection with an instalment
purchase and the credit which
they obtain when sitting across a
desk from an officer of a lending
institution, even though such
credit is-in turn used for the same
purchasq of consumer goods. It is
certainly a disservice to the in-

dividual buyer, to say nothing.-of-

the  repercussions against the
automobile. dealer, the. financial
institution, and even the manu-
facturer, to permit any purchaser
to acquire ownership of an auto-
mobile with an equity that is in-
sufficient. to absorb the loss in
actual resale value which auto-
matically comes about when he
closes the deal. This is especially
true in the case of new-car trans-
actions where the immediate drop
in value is substantial.

Not only must the buyer’s
equity at the time he assumes his
instalment sales obligation be
considered; but the rate of repay-
ment, which is of course governed
by the length of term of the con-
tract, must be such as to maintain
and preferably build up the
purchaser’s equity in his automo-
bile. I pose this question to the
automobile industry, manufac-
turers and dealers alike—“What
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is the effect on their future mar-
ket when they attempt to sell cars
today on terms which after two
full years will leave the customer
owing a balance in excess of the
real value of the automobile?” This
is happening all too frequently
today. Many grantors take a will-
ing part in such irregular deals—
even encouraging them without
seeming to fully realize what they
are doing to themselves and the
industry.

Remember that when an auto-
mobile is financed over a 36-
month period, we are in effect
amortizing the depreciation on
that automobile over 36 equal in-
stalments. In the case of a new
car, depending on the actual
make, of course, the depreciation
amounts to 30 to 40% in its first
year, another 15 to 20% in its
second year, and 10 to 15 in its
third year. With this fact alone;
unless the purchaser enters the
contract with a sufficiently large
equity in his automobile, the
heavier real depreciation which
he must absorb during the early
part of his contract will be
greater than his monthly instal-
ment, It is such conditions as
these which can only lead. to in-
creased repossessions and result-
ant loss not only to the financial
institution but -also to all con-
nected with the rtransaction—
purchaser, dealer, and manufac-
turer alike.

Of course, we as grantors of in-
stalment credit with a financial
stake in each individual trans-
action will continually strive to
keep our -contracts on a sound
financial basis. Fortunately, we
are protected by the proven and
demonstrated willingness of the
great majority of our citizens to
meet their individual obligations
in accordance with azreed terms
—but in times of cconomic stress,
an instalment credit institution
will not find much strength in
those accounts wherein the pur-
chaser does not have a bona fide
equity.

Threat of Government
Intervention and Control

Overshadowing this entire ques-
tion of terms and'credit policies
lies the threat of government in-
tervention and control. In this
respect, our industry is some-
what in the position of being in
between the devil and the deep
blue sea. If in the judgment of
those in authority the credit ex-
tension woolicies of the industry
are felt to be too loose or there
is building up total outstanding
credit which might be considered
dangerous in the economy, or in
the event of an emergency, there
is thought to be a need for so-
called “indirect control” of pro-
duction through the control of
consumer credit, the government
may well step in with regulation
on terms and downrpayments. On
the other hand, should we as an
industry be reluctant to provide
all the credit which the consum-

-ing-public- is entitled to or which

the manufacturers and dealers
{eel they myst have to move their
merchandis¢, we may very well
see agitation for  government

lending or guaranties of consumer -

credit obligations. . Instalment
credit is such an essential part of
the nation’s,economy, we must be
wary of government control and
intervention. I- for one would
very much dislike seeing,our in-
dustry shackled  with government
controls on terms and rates or

confronted. with ‘direct  competi--

tion from government lending
agencies. We certainly should be
able to manage this rather com-
plex and technical business far
better than any group of govern-
ment bureaucrats.

Points in Steering a Sound Course

It very definitely appears to me
that our entire industry has ar-
rived at a very crucial point to-
day: The highest type of leader-.
ship is demanded .of those whe

are managing the affairs of this

industry in order to cope success-
fully with the pressures which
have been brought to bear. Just
what is it that can be done to
successfully steer a sound course
through this period? May I offer
these suggestions:

(1) Remember that we are in
this business to make a fair
profit. This is nothing to be
ashamed of. The incentive to
make a fair profit is and should
be the primary motivating force
in the American system of busi-
ness.

(2) Let us as an industry prop-
erly fulfill our responsibility of
providing instalment credit to all
qualified purchasers thereby
maintaining the essential link be-
tween mass production and mass
consumption of consumer goods,
particularly the automobile in
our case. To do this we must pro-
vide a sufficiently broad credit
base so that the average pur-
chaser can avail himself of our
service. To this end, let us estab-
lish a-rate structure which will
handle this broad market and not
gear our facilities only to that se-
lected group who have a  high
personal credit standing. "Let--us
use discretion and common sense
in our advertisements to the con-
sumer public. Let us not under-
mine the rate structure oftthe en-
tire industry by unwarranted
publicity on preferential rates
for a restricted group of superior
credit risks. )

(3) Let us strive to continue to
preserve the time-tested princi-
ples of sound credit extension.
Let us insist that each individual
purchaser has a true and bona
fide equity in his purchase and
that his schedule of payments will
be such as to maintain that
equity. Let us as an industry not
be too easily stampeded into un-
warranted relaxation of - these
vital credit terms through pres-
sure ‘exerted by manufacturers
and dealers to sell their product
or through competition exerted
by credit agencies closely tied in
with manufacturers whose pri-
mary interest lies in merchan-
dising their product and obtain-
ing a merchandising profit
thereon. :

(4) Let us honestly face the
competition between individual
grantors of instalment credit.” Let
us do it through providing a
better service to our customers—
let us do it by improving the
efficiency of our own operations
so that we can cut costs which
can be passed on to the public—
let us do it on a basis which will
insure the continued soundness
and integrity of this industry
through preserving those credit
policies and terms which have
faced the test of time.

. (5) This instalment credit busi-
ness is different from the bank-
ing - business —let us recognize
these unique -qualities and tread
cautiously refore setting; a new
pattern -of operations. Remember
this is a fast moving business

which -makes it mandatary- for .

management to give it careful in-

dividual-detailed attention. Know-

‘your business—run it well.
In conclusion, let me:empha-

size. the fact that the challenge:

which today we face together as

an industry. can be met only by.

the sincere and forthright efforts
of each individual grantor to con-
duct the affairs.of his own con-
cern on a.sound financial basis.
Stop. placing the blame on the
other .fellow for “forcing” you to
buy paper not as you would like
or know by experience that you
should. Yes, I have heard it's the
sales finance companies that are
“throwing caution to the winds
in their mad rush for business,”
making it impossible for the local
bank and other credit grantors to
compete on a sound basis, But let
me assure you that I have also
heard and been deluged with spe-

cific examples where the local
bank is buying automobile -paper.

at rates and «on terms which to say

the least are ridiculous. Let us
recognize the fundamental sound
principles of credit extension
and abide by them in the con-
duct of our own business. If each
of us does this, there can be no
question but that the automobile
instalment credit industry will
continue to show the same de-
gree of successful progress as in
its past history and will continue
to serve adequately the instal-
ment credit needs of all the na-
tion’s consumers. There is noth-
ing wrong with the automobile
instalment finance business in
this country that a little realis

won’t cure. y

Induction Motors -
Stock Offered

C. E. Unterberg, Towbin Co.,
New York City, are offering 12,-
500 shares of Induction Motors
Corp. common stock at a-price iof
$6.75 per share. In addition 7,500
shares have been purchased for
investment by American Research
& Development Corp. of Boston,
Mass.

Induction Motors Corp., with its
plant and offices located in West-
bury, Long Island, N. Y., is en-
gaged in the design, development
and manufacture of precision sub-
fractional horsepower motors of
servo, induction, synchronous and
hysteresis' types. These motors
have a wide range.of application.
In the airborne instrument field
they are used as actuators in elec-
tronic controls, automatic devices,
fire control instruments and servo
mechanisms, as well as in aircraft
cameras and guided missiles. In-
duction Motors Corp. also supplies
high quality motors for television
cameras, disc and tape recording
equipment, fascimile equipment,
timing devices and many other
uses where precision and quality
are required.

Giving effect to the current fi-
nancing, outstanding capitaliza-
tion of the company will consist
of 127,500 shares of common stock
and 785 shares of preferred stock.

H. E. Moseley Cpens

(Special to Tre FINANCIAL CITONICLE)
DENVER, Colo. — Heyward E.
Moseley has opened offices in the
Kittredge Building tn engage in a
securities business. He was form-
erly associated with J. W. Hicks
& Co.

Kirk C. Dunbar Opens
(Special to THE FINANCIAL CHIi:ONICLE)

SCOTTSDALE, Ariz—Kirk C.
Dunbar is engaging in a securi-
ties business from offices on East
Lincoln Drive under the firm
name of Kirk C. Dunbar & Com-
pany. Mr. Dunbar was formerly
with Kenneth Ellis & Co. and
William R. Staats & Co.

R. A. Gorrell Opens :

(Special to THe FINANCIAL CHRONICLE) |
ASHLAND, Ky.—R. A. Gorrell
Corporation has been formed with
offices on the: Belefonte-Princess
Road, to. engage in a securities
bweiness; " R. A. Gorrell is Presi- -
dent. ‘

Forms Morgan And Ca. -

SALT LAKE CITY, Utah—John
H. Morgan, Jr., has formed Mor-
gan and Co. with offices in the
Philips Petroleum Building to en-
gage in a securities business.

Casper Brokerage Officers
SALT LAKE CITY, . Utah—
Henry W. Stead has become presi-
dent of the Casper Brokerage
Company, Inc., of Casper, Wyom-
ing and Salt Lake City. DeWayne
C: Anderson is Vice-President; Is-
‘rael Snyder, Treasurer; and Frank
M. Turner, Secretary. Salt Lake
City office is in the Cpntinen_tal
Bank Building.
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As We See It

the then current situation really was, and later possibly
registered in an exaggerated manner the true underlying
conditions existing prior to and concurrent with the col-
lapse of October, 1929.

Troubles Elsewhere

The real troubles in that fateful year lay elsewhere;
any basic weaknesses in our situation today lie elsewhere.
And there are facets of the current state of affairs which
require careful watching — watching not by meddling
politicians whose chief interest is votes but by leading
businessmen and, so far as current difficulties are the re-

as consumer credit. All sorts of “durables,” automobiles,
television sets, electrical appliances of many varieties,
home modernization and the like, and many other items
of consumption are now being acquired in record quanti-
ties with small down payments and on terms that run up
to 42 months and even-in some instances to four years if
what appear to be trustworthy current reports are to be
accepted. What is more, compared with 1929, this type of

paper is being very extensively “monetized” either di-
rectly or indirectly. We: do not mean to condemn con-
sumer credit when kept within reasonable limits. It ap-
pears to be part and parcel of a revolution in banking
ideas and banking concepts which has been under way in
this country for several decades. Maybe it is sound; maybe
it is not. Certainly reason should rule even in this area.

(1527) 35

Allen & Co. Offers
Guban 4% Bonds

Allen & Co., New York, on
March 29 offered $2,500,000 of Re-
public of Cuba Veterans, Courts
and Public Works Bonds, 4%, due
1983 (pdyable in U. S. dollars) at
98% and accrued interest.

The bonds offered are presently
outstanding and offered on behalf
of Romenpower Electra Construc-
tion Co. which received the bonds
from the Republic of Cuba or one
or more of its agencies in payment
for construction work, chiefly on
highways and streets in or near
Havana.

sult of foolish legislation and unfortunate: public policy, The bonds are general obliga-

by the statesmen among the political powers that be.
These elements of weakness today, moreover, are not al- - .
ways wholly unlike those of the later "Twenties which _OF boomlet to divert our attention.
brought on both the depression commonly thought of as :

the 1929 depressio d the stock ket coll f that
Sedr: ke bl Sa e e e OLIN MATHIESON CHEMICAL CORPORATION

First of all there is the agricultural situation, which
in its way is really a continuation of the rural state of
affairs which emerged after World War I. Farmers have
always been a politically favored element in the Ameri-
can scene. Various favors to them long antedate the out-
break of war in 1914. The Wilson regime had extended
them prior to our entry into that conflict in 1917. When
extraordinary need for foodstuffs and other products of
the farms of the country arose as a result of the conduct
of this world military struggle “inducements” were ;

-, readily granted to farmers. They resulted in developments ' 1954 1953
which were not consonant with normal peacetime years
following the end of the war in 1918. Farmers of the
country were soon in difficulties which had wide reper-
cussions throughout the length and breadth of the-eco-
nomic system. Basically, the need was for a transfer of : .
productive energies from agriculture, where production Per common share 5.41 6.35
tended definitely toward unwanted surpluses, to other 5 >
pursuits where d};mand was not so gearlypsatecf. ¢ FEDERAL AND FOREIGN INCOMETAXES | 26,262,000 37,566,000

The solution of such a problem—the undoing of the . y 2.39 3.58
mischief ‘war and.mistaken: public policies had wrought - -
—was not and is not easy. It could hardly be painless. In 34,292,000 30,093,000
any event no effort was made-to find and apply any real y
selution. It was definitely: hot-*good ‘polities:*’ Palliatives 3.02 2.717
were preferred - which at ~times Telieved “the outward ™"

+ symptions but which often-tended to make the underlying
conditions worse instead ‘of better. When the New Deal
came .into power it greatly accelerated the pace of this
economic- folly.  The -Eisenhower -Administration has. at
times appeared to recognize the hazards of such a situation
at least in some part. It has, however, at most done no
more than halt for the time being a monstrous growth-in
this malignant tumor-which still plagues the economy of
this country.

Yes, there are real problems confronting us, and we tions of the Republic of Cuba and,

: : in addition, are secured by the
should be foolish to permit the development of any boom ledee -of cortatn onds, Arposts

and revenues.

SUMMARY OF CONSOLIDATED RESULTS

Includes only Domestic and Canadian operations

Pro-Forma

$470,108,000 | $464,605,000
60,554,000

="

PRE-TAX PROFIT.......... T 67,659,000

B

i

|
'%

—

PREFERRED DIVIDENDS 1,010,000. 988,000_
COMMON DIVIDENDS. ... 1901 8,000 | 15,992,000
TOTAL DIVIDENDS. . . eveveeeeen e 20,028,000 | 16,980,000 "

(S

10,495,599

o ————
i B

- COMMON SHARES OUTSTANDING AT fe = ‘
" YEAR-END " 11,006,365

Number of common stockholders... .- 36,000 33,000

[4

That Farm Problem

This agricultural problem is still with us. It will not
be removed or even ameliorated by a further application
of a hair of the dog that did the-biting as is now being
suggested in some quarters. To. add several billions to the
subsidies now being paid to our farmers to produce vari- 4
ous things far in excess of any quantity which can be dis- CELLOPHAN
posed of at prices that cover costs would be, of course,
merely to continue and to aggravate the conditions com-
plained of. It could do no more at most than to postpone
the evil day when a real solution would have to be found
and applied. Let those who are inclined to grow too ex-
pansive in their thought of boom times to come bear such
facts as these in mind.

Another situation which-had got badly out of hand
in the late 'Twenties was found in real estate. The state
of affairs now existing in that field is in some respects
quite different from that which had so much to do with
our post-1929 difficulties. It is nonetheless a situation to
be concerned about. What we have now is a vast boom in
the construction of individual dwellings on very liberal
credit. It appears certain that the degree in which these

WINCHESTER WORKING CAPITAL AT YEAR-END.... | 174,794,000 | 146,121,000

Ratio of current assets to current - .
*liabilities 4.2 34 .

LANT AND EQUIPMENT AT

DECEMBER 31 345,433,000 | 325,709,000

] TOTAL ASSETS AT DECEMBER 31 619,867,000 | 562,890,000

EMPLOYEES, INCLUDING OVERSEAS,
AT DECEMBER 31 35,600 36,800

For a copy of the complete annual report
for 1954, address the Office of the Assistant
Secretary, Olin Mathieson Chemical Corpo-
ration, 12 Light Street, Baltimore 3, Maryland.

mortgages have been “monetized” was not dreamed of in
the earlier period. What is possibly even more disturbing
is the fact that, thanks to encouragement from Washing-
ton, the rate at which these liens are being written and
going into the commercial banks. is abating not one whit.

Still another facet of the current situation requires
attention. That is the extent to which consumers are:ac-
quiring goods.by means of what has come to be known

OLIN MATHIESON CHEMICAL CORPORATION
New York, N. Y. . Baltimore, Md. . East Alton, lil.

THE PRICELESS INGREDIENT OF EVERY PRODUCT IS THE HONOR AND INTEGRITY OF ITS MAKER

Mathieson industrial and agricultural chemicals * Squibb pharmaceuticals ¢ Super
Pyro and U. S.1. Permanent anti-freezes « Lentheric cosmetics ¢ Olin cellophane and P.°|Y.'
ethylene packaging films, industrial explosives, electriccl. products * Ecusta fine .specmlty
papers s Western Brass non-ferrous alloys and fub.ncqled me.k?l parts ¢ Winchester
sporfing firearms -»  Western and Winchester sporting ammunition Fr?n G?l.den
Pine and hardwood lumber « Ramset powder-actuated fastening tools ¢ Powell insecticides
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Magnitude of Our Stake in
Latin America

First, let me take a moment to
. et into focus the magnitude of
eur  economic stake in Latin
America, which, since at least
1397, has been the most important
- 2rea for United States direct pri-
wate foreign investment. At the
«nd of 1953 such investment abroad
=ipod at $16.3 billion, of which
46 billion was located in Latin
America. -

When people think of United
Ztates companies operating in
I.atin America, they usually think
%#st of mining companies in Chile
sed Peru, or oil companies in
Venezuela, {ruit companies in
Central America, or sugar com-
ponies in Cuba.

This picture of Latin America
i« certainly understandable. Tra-
ditionally, Latin America has been
sur leading supplier of raw mate-
rials and foodstuffs. The impor-
tance  of this fact is clearly
brought out when you consider
that during World War II Latin
America supplied 75% of the
crude foocstuffs and 40% of the
riaw materials and semi-manufac-
tired goods. which our country
irnported. In addition, approxi-
ately 30 of the 77 items cn our
stockpile list of strategic materials
sve imported from this area.

However, the Latin American
teople will not be satisfied with
@ raw material economy, nor with
ils corollary, a one-crop cconomy.
“They want to produce goods which
will raise their standards of liv-
ing. More and more of them want
Letler homes to live in, bettar

clothes to wear, better food to eat, »

ketter medicine for their children
tnd familjes.

It is this great and powerful
drive—it is these aspirations—on
the part of the Latin American
people for a  better life which
zives their countries the very
&ynemic quality which they have
today.

I believe almost every visitor
who goes down to Latin America
comes back with a vivid aware-
ness of this drive.

It was true of Senator Capehart
znd his mission.

It was true of Dr. Milton Eisen-
Lower.

It was true of Vice-President
Nixon.

On the business front—a year
<10 ‘we took 35 leading U. S. {in-
w«iciers on a visit to four Latin
Arrerican nations. These men rep-
icsented U. S. institutions with
i9tal assets of over $40 billion.
"They, tco, came back with ex-
sctly the same impression and
some of them have put their
t4eir thoughts into investment ac-
tion.

kecently one of these financiers
yemarked (o me that the rising
Latin American standard of living
aud the accelerated puce of its
indastriatization—wbich he saw
a1 the {rip—reminded him of
Inoking at a speeded-up, fast-mo-
ticn plcture of the last 100 ycars
of ovr own development in North
Anrerica.

Of ecourse, a major indicator of

] arcas vitality is its birth rate.
a' elicve you alt kn0w thai Latin
Alrerica’s population increase of
abrut 2¥2% a vear is greater than
udhat of any other major area of
t' e world, In the United States
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Tne combination ¢f this tremen-
deus cemand for self-improve-
ment and an expleding nwopulation
provides a ready-made market. It
is this condition that prompted a
leading U, S. businessman to state
the other day that*one thing an
investor in a new business in Latin
America did not have to worry
cbout . was a constantly growing
market for his goods. The market
is there--ready for him and grow-
ing- continuously,

Per capita consumption in Latin
America increased 26% from 1945
to 1953. It has been projected to
increase by almost 50% from the
present level by the mid-1970s.

nore

The Major Latin-American
Markets

major markets in Latin
Ancerica are in the cities and the
cities are growing almost twice
s rapidly as the total population.
For ecxample, between 1940 and
1950 the population of 23 of the
largest cities in Latin America
roce 457, compared to 25% for the
entire area.

This increasing urbanization
coupled with rising living stand-
ards is leading towards the emer-
gence of a middle class in the cit-
ies of Latin-America.

There ere tourists who come
back from Latin America with the
obhservation that there is no
middle class—that there are only
the very rich and the very poor.

Gentlemen, every flav this state-
ment becomes /a

Apartment lquso.s and subur-
hen developments, heretofore un-
kkrown, are ncw the coming thing
in Latin American cities. A greater

erket is developine for washing:
:m('hil\('s ra:‘i:s. television sets,
elrigerators, and dish washers.
1 additior—an-1 this is a very
Ivportant point (o bear in mind—
tho development of a middle class
s bound to produce greater eco-
romic and politi stebility which
in turn strerglhens the basis for
invesiments.

For instance, when Secrs, Roe-
buck started looking at estimates
cf effective buyirg power in Mex-
ico Citv, the first of seven cities
in Mexico in which Sears now has
steres. some people thought that
rotential customers wou'd be lim-
ited to the upper 5 or 10% of the
city’s population. Actually. the
customers that Sears has devel-
oped row represent a fair cross
section of at least the upper 50%
of the economic grouns of Mexico
City, and the penetration of Sears’
sales throughout all income levels
can be gauged by the fact that
morea than one-third are made on
credit.

When Sears entered Mexico, it
ciscovered that.one of its princi-
nal problems was to teach many
¢mall suppliers the requirements
cf deing a real production job,
The success of its efforts is brought
cut by the fact that Sears now
works with over 1,300 Mexican
suppliers ranging in size from a
two-man craft shop to a modern
factory employing more than 1 ,000
people,

Wherees Scars crieinally esfi-
mnied that it would import dbO‘lt
"0 of its merchandise from the
United States, it now is ahle to
buy in Mexico 809 of what it sells
thme most of which conforms to
U. S. styles and standards.

Typical of what a great com-
pany like Sears has been able to
do in Latin America is the case

e

r

e met them . j

of Acros, a Mexican firm making
stoves and hot water heaters.
Lince coming to Mexico, Sears has
worked very closely with Acros.
a resuly of tiks close tzam-
work, Acros Las grown from a 40-
m;m Coil 1 to an expanded aud
Lirin anploying

In }1 A/U‘
Colombiy,
many ol i

it did in M ;
will be hue of

Lima, Peru, sch r.-((uud
this fall.

As most of you know, one of the
scerets of General Wood’s amazing
marketing success has becn his
attention to population move-
ments and birth rates and his con-
fidence in Latin' America is,
therefore, most significant.

e in
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The “Casa Grace”

I feel, of course, somewhat in-
hibited in this talk in mentioning
our own company. However, I do
feel that, having: paid tribute to
the contributions of Sears in the
Latin American field, I might be
permitted to quote briefly on one
phase of our operations from the
National Planning Association’s
report, published just last fall, on
“Casa Grace in Peru.”

“Casa Grace’s contribution to
expanded Peruvian markets for
textiles has been a long series of
‘firsts’ through the introduction of
new textures, finishes, designs, and
colors. It was the first in Peru to
make bleached and finished cotton
gooas berore World War I; pure
indigo-dyed denim in 1927;
printed cottons in 1936; mercer-
ized cloth in 1942; combed cottons
in 1947; spun rayon and other
synthetic textiles and their print-
ing by the silk screen process in
1948; and Everglaze cottons and
its own roller engraving plant in
early 1954.”

For those of you interested in
an objective analysis of our poli-
cies, our philosophy, and the
growth of our business in Peru,
all of which are typical of our
affairs in other Latin American
countrics, I refer you to this NPA
report.

Our company is evidence of the
fact that the Latin American mar-
ket is growing continuously. One
example is our own paint” busi-
ness. Just before the war, we had
only one paint plant in operation
in South America. Since the war,
however, we have found the mar-
ket for quality paint so greatly
expanded thatsdoday we are in the
paint business in an important
way in Chile, Peru, Colombia, and
Argentina.

The Latin Americans essentially
are very much like ourselves.
Once one man paints his house,
his neighbor’'s wife - wants her
husband to paint his. In business,
if one storekeeper paints his stou:
and makes it more attractive
looking, his competitor down the
street will soon do likewise.

In Peru, we have had a similar
experience in our paper business.
In the late 1930s, we developed
what has become known as the
Grace process for making paper
out of bagasse, or waste sugar
cane fibre, Prior to this, Peru had
to import all its paper regquire-
ments but the starting of a local
paper industry, capable of makmg
all types of paper from wrasping

naper, kraft paper, and cardboard
to specialty papers, has changed
the retailing, merchandising, and
packaging habits of the country.
We developed the initial use in
the country of corrugated boxes
which previously lad kecen un-
known. We replaced cotton bags
with multiwall bags in the bag-
ging of cement, su~ar, and many
other products We made the
coumry paper and package con-
scious with the result that, from
an initial capacity of 3,000 tons,
we have expanded the capacity of
our paper plant to over 20,000
tons and before the year is out it
will reach 30,000 tons.
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Recent Economic Growth
Getting back to our general
topic, an interesting comparison
showing, the dynamic nalure - of
the Latin Amecican scene is be-
iween the recent growtn of Sao
Paulo -and Chicago--two leading
industrial and transporiation
centers,
Between 1949 and 1953 the pop-
ulation of Sao Paulo increased
Chicago's population - 1n-

S crcased 12%.

In the same period, the numbaor
of airplane passengers - passing
through Sao Paulo increased 22
times compared to 11 times for
Chicago.

Also, the number of telephones
in use in Sao Paulo increased by
270% compared to 56% in
Chicago.

This amazing growth
limited to Sao Paulo.

Telephones in use for Latin
America as a whole more than
doubled from 1940 to 1954 as did
automobiles.

Truck and bus registrations
tripled and the number of tractors
on farms rose five times.

In the postwar period, Latin
America’s gross product — meas-
aured in constant prices—has in-
creased from $27.3 billion to $41.6
billion, or by 52%. In this same
period, the United States’ gross
product increased from $263 bil-
lion to $307 billion, also measured
in- constant ‘prices, or by 17%.
Thus, it may be seen that Latin
America’s productivity in the
postwar period is growing at a
faster rate than that of the United
States.

Whereas today Latin America’s
gross product amounts to a little
over $40 billion, by 1975 it is esti-
mated to increase to $100 billion—
almost 2% times the present level.

The Paley Report estimates that
the U. S. gross product will only
double in this same period.

This progress can be grasped
more readily by the following ex-
amples:

U. S. cement production went
from 24 million tons in 1939 to
47 million tons in 1932—~an in-
crease of 96%.

In the same period, cement pro-
duction in Venezuela increased
from 43,000 tons to 941,000 tons;
in Colombia, from 180,000 tons to
784,000 tons, increases of 2088%
and 336%, respectively.

Crude steel production in. the
U. S. between 1939 and 1952 in-
creased from 54 million tons to
95 million tons, or by 76%.

At the same time, crude steel
production in Brazil rose from
128,000 tons to 1,000,000 tons, or
by 681%.

Electrical erergy production in
the U. S. during this same period
increased from 146 billion kilo-
watt hours to 464 billion kilowatt
hours, or by 218%.

In Colombia, electrical energy
production increased 353% from
186 million kilowatt hours to 842
million kilowatt hours.

I hesitate to talk again about
our own company but it is hard
for me to discuss Latin America
without mentioning our own ex-
perience. With the end of World
War II, we naturally were anxious
to push the development of our
industrial businesses in this area.
At that time we produced textiles,
paper, paint, cement, flour, vege-
table oil, and other basic items.

However, it was clear then that
the highest rates of return were
going to be made in the more
specialized and complex manu-
facturing operations, just as is the
case in the United States.

Thus, if our company was. go-
ing to continue its role of leader-
ship, we saw that we would have
to develop research and engineer-
ing know-how comparable to that
required in this country.

Moreover, in many of our Latin
American industries we have im-
portant local partners. They have
looked to us—as their North
American associates—for continu-
ing contributions of highly spe-
cialized know-how.

is not

LC,

an| 1mp0rlant stakc' in

technical field 4n  the* Umtcd,
States. We chose the chemical in-
dustry as this field 'was closest 1o
our own industries —textiles,-
paper, paint, sugar, food products
—which, in turn, are chemical
process industries.

As a result of this decision, in
the last few years we have pl.aced
$130 million in the U. S. chemieal
industry and our annual research
expenditures amount to over $3
million a year.

With the new rcsmr(h and spe-
cialized knowledge acquired, we
have greatly strengthened our po-
sition for future progress in our
Latin American industries. ' Not
only can we now accelerate the
development of our already es-
tablished activities,
a’so.in a better position to broaden
our' participation in the expand-
ing. chemical ‘industry in Latin .
America. An -example of this is
our new chemical project in Bra-
zil; a joint venture with the lead-
ing . German .chemical company, -
Farbwerke Hoechst,” which . will
manufacture DDT, monochloro-
benzene, caustic soda, chlorine,
solvents, and textile auxiliaries.
The total investmient of this proj-
ect is in eéxcess of $6 million.

I bring this out because it has
occurred to me that some of you
may he wondering if there is any
inconsistency between my enthu-
siasm ' for. investment in Latin
America and the heavy -invest-
ment W. R. Grace & Co. has re-
cently been making in the United
States chemical industry.’ .

I think you will see from what
I have told you that we have the
greatest faith in fatin America.
Since the end of World War II we
have invested between $25 and $30
million there, including commit-
ments and invesiments in two
countries in which w~= have not
previcuslv been identified indus-
trially. These are Brazil and Ar-
gentina, in both of which coun-
tries we have tremendous faith.

In addition, we have now on the
drawing board industrial nrojects.
in Latin America which will add
another $15 to $20 million to our
steke in that area within the nex!
ithree years.

Thus we have actually stepped
up our pace of investment in Latin
America while moving into the
field of U. S. chemicals in.a man-
ner which we frankly hope will
develop into a hemispheric chemi-
cal operation.

Still a,;Long Way to Go

Although Latin America has
made tremendous strides in the
postwar period, it has a long way
to go.

The status of Latin Awerica’s
development today is roughly par-
allel to the United States 50 years
ago.

This conntrv’s expvansion was
greatly stimulated by Furopean
bankers whose foresightedness and
courage supnlied a large portion
of the capital that helped develop
the United States.

Frankly. I think that vou in-
vestment bankers have a tremen=
dous opportunity 1o get in on the
ground floor of this new ecar of
expansion in Latin Amecica .and
cdo a real pioneering ish. When
vou consider the fact that irvest-
ment banking as we know it here
is practically nonexistent in Latin
America, vou can see that the door
is wide open.

Of course, in any discussion of
foreign investments, the auvestion
of what rate of return the United
States investor can exnect inevi-
tably arices. There is no nat an-
swer to this question as it cenends
to large extent unon fhe type of
investment and the wisdem with
which it is made.

However, we all I:now thet a
U. S. investor is not going to place
his capital in a foreizn country
ur'ecs he ran reasonaklv expect
a higher rate of retura than that
obtainable at home. Such a situa-

but we are .
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tion is not new. Capital has al-
ways sought the areas of highest
return. This reflects the age-old
economic law. that those countries
with a large demand ior new cap-
ital—but a limited supply of their
own—offer a higher return than
countries rich in capital such as
the United States today.

That this condition exists clearly
shows up in the price one has to
pay for commercial bank  credit
in Latin America.

Lalin-American Interest Rates

Present rates of interest for
commercial bank borrowing in
certain countries are;

Brazil __

Peru
Venezuela
Mexico
Uruguay

. Compared to the present prime
- commercial bank rate of 3% in
the..United. States; you can see
that credit is from about three'to
four times as expensive in Latm
America."

The businessman in Latin Amer-
ica is able to pay such high inter-
est charges on bank borrowings
for the simple reason that business
is much more profitable in Latin
America than in the United States.
High profit margins are the natu-
‘ral outcome of a growing-demand
for goods, reflecting the rising
standard of living...Only in highly
developed industrial nations,
where capital has been accumu-
lated: over a considerable_period
of time, and where well organized
capital markets exist, are profit
margins low and still decreasing.

‘The fact that several times dur-
ing the last few years profit mar-
gmns in this country were high,
due to the inflated demard ior
goods generated by war scares, has
not changed the basic long-term
trend of a declining return on
capital in the United States. The
average return for all industries
on net worth has already declined
in the United States from 13.4%
to 10.5% between 1950 and 1953,
and in Canada from 14% to 9.8%
in the same period. Freliminary
figures which I have seen indicate
that the rate of return in the
United States in 1954 might drop
to below 10%. As you know, many
of the older and more mature in-
dustries have even lower profit
margins than these averages would
indicate,

These same .conditions do not
exist in Latin America, as many
industries there are still in ‘heir
infancy. Although the Western
World has the ability to produce
increasing amounts of goods,
keener competitive conditions are
developing in the world markets.
In view of this situation, I expect
profit margins in the more indus-
trialized countries to shrink still
further, while prolit margins in
Latin America should be well
maintained in view of its rapidly
expanding markets. Herein, Gen-
tlemen, lies the future of invest-
ing in Latin America!

Today in Latin America there

are many signs of an improving
investment climate. Our govern-
ment is taking an increasing in-
terest in the economic well-being
of this area—and for good practi-
cal reasons.
+ Just recently, Peru and Costa
Rica have joined our country’s in-
vestment guaranty program. Cuba
is negotiating a tax treaty with
the United States. Brazil and Ar-
gentina are easing their laws with
regard to foreign investment.

I have enlarged, many of you
perhaps will say with undue en-
thusiasm, on the opporturities for
investment in Latin American
countries. I am enthusiastic about
them, but I am not at all unmind-
ful of the arguments against in-
vesting in those countries. The
usual objections which one hears
are:

(1) Risk of inconvertibiliy of
currency.

(2) The danger of expropriation
of foreign assets.

_(3) Disturbed political cendi-
tions over which the investor has
no control.

Now in the first place, I believe
that any prospective investor in
Latin America should carefully

analyze conditions in the country-

or countries in which he proposes
to invest.

In the second place, he should

- become associated with expert

managers with experience in that
field.

In the third place, he should
consider his investment as a per-
manent one, which he would build
up with plowed-back profits and

“to which he would apply long-

range management and d"velop-
ment policies, just as he would in
the case of a domestic enterprise.

Bearing these precepts in mind,
I don’t think he has much to fear.
There are countries in Latin
America which have no exchange
controls and which are operating
under a full and free economy.
There will be periods, as there are
now and as there have been in the
past, when earnings and reserves
in some countries cannot be re-
mitted.

There is no reason to consxder
that such conditions are perma-
nent, ‘or even more than transi-
tory, and the return on invest-
ment can and. should more than
offset the transitory inability to
remit earnings. In the meantime
the accumulated currency earn-
ings can be plowed back into the
business.

With respect to expropriation,
I feel that this “bugaboo” is a
ghost that should be laid and all
I shall say on the subject is this
—our firm has been doing busi-
ness in South America for more
than 100 years and over all that
period we have never lost a dol-
lar of our money nor a square
foot of our land through expro-
priation. v

.With respect to the third objec-
tion to Latin American invest-
ment, that is, disturbed political
conditions, it would be foolish for
me to say that the political history
of all the Latin American coun-
tries reflects political stability in
any degree comparable with that
which we have known in this
country. Again, however, I must
call on the experience of our firm
as authority for the statement that
changing political conditions in
any of the Latin American coun-
tries—unless they go completely
Red—can be -lived with by un-
swerving loyalty to a few simple
principles:

(a) Stay out of local politics—
this doesn’t mean stay partially
out—it means STAY OUT. If you
do this, you will be able to get
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only 1.8 times for the United
States.

" Qur paint production has in-
creased 1134 times, compared to
only 64% increase for the U, S.

In a century of operation, we

have built enterprises which have '~ -~

brought great benefits not only
to our stockholders but, we like
to believe, to the Latin American
countries in which we operate as
well,

We hope to see many other en-
terprises created in Latin America
with local and United States capi-
tal working in friendly coopera-
tion. The philosophy of this co-
operation was brilliantly summed
up by President Eisenhower in
his opening message to the New
Orleans Investment Conference
when he said:

. behind all pnvate plans
and plo]ects behind Government
help, behind a New Orleans Con-
ference or a K10 Coiuereuce, we-
hind the words, the dollars, and
the blueprints—there must exist
the essential ingredient of faith—
North American faith in Latin
America, and Latin American fait.
in North America.

“And if today I had to choose
only one thought to leave with
you, it is the thought of our North
American faith in the future of
Latin America—economically, cul-
turally, politically and spiritually.”

If the company which I repre-
sent stands for anything in the
field of Latin American invest-
ment, it is that word “faith.” Our
growth has been built on faith in
Latin America.

Household Finance
Dehentures Placed

The Household Finance Corp.
has placed privately $25,000,000
(Canadian) 4% % sinking fund
debentures due 1975, with a num-
ber of leading United States and
Canadian institutional purchas-
ers.

The proceeds will be used by
Household Finance Corp. to re-

fund parent company and sub-.

sidiary short term borrowings in
both the United States and Can-
ada and to provide additional
working capital.

Lee Higginson Corp. and A. E.
Ames Co., Ltd. acted as agents in
negotiating the placement.

With Investors Planning

PITTSBURGH, Pa.—William J.
Donovan, Jr., Cyril J. Ivory, Paul
Lonergan and John D. Mathewson,
Jr. are now affiliated with In-
vestors Planning Corporation of
Pennsylvania, 417 Grant Street.

along with whatever government *

is in power.
(b) Employ as the managers

0
your business able and outstand&

ing nationals wherever this lxj
practical and feasible, and kee
them out of polities, too.

(¢) Have your management, and
particularly . the Americans in
your management, closely identify
themselves with local community
life and become part of the coun-
tries in which they live.

You know, during most Latin
American revolutions, the traffic
cop still directs traffic, the post-
man still delivers mail and life

‘goes on pretty much as usual as

far as the foreigner and the for-
eign investor is concerned.

By rigid observation of these
principles, our company’s experi-
ence in Latin America has been
bighly successful .and we have
been able to grow with the ex-
panding economy of this area.

Since 1940, we -have doubled
our production of textiles, com-
pared to only a 47% increase in
textile production -in the United
States.

We have increased our paper
production 8'%; times, compared to

M. H. Blshop & Co.
Wire to Jos. McManus

M. H. Bishop & Co., North-

'westerin Bank Building have a

direct
Co.

Two With A. B. Hogan

(Special to THE FINANCIAL CHRONICLE)
HOLLYWOOD, Calif.—John H.
Grobaty, Jr. and Richard D. Har-
ris have become connected with
Arthur B. Hogan, Inc., 4757 Holly-
wood Boulevard, members of the

Los Angeles Stock Exchange.

Joins Hall & Hall
(Special to THE FINANCIAL CHRONICLE)
FRESNO, Calif—Raymond W.
Standow has become connected
with Hall & Hall, Bank of Amer-
ica Building.

wire to Joseph McManus &
in New York City.

Best Inv. Co. Formed

FRESNO, Calif—Best Invest-
ment Company is engaging in a
securities business from offices at
1577 Palm Avenue. Zadig Zadi-
gian is a principal of the firm.

(1529)

Bank and Insurance Stocks

By ARTHUR B. WALLACF

This Week — Bank Stocks

In analyzing bank stocks on a comparative basis data taken
by itself may reveal little. For example, it is not of much conse-
quence or help if we show that in 1954 Bankers Trust reported
operating earnings of $4.57, compared with those of Crase of $4.21;
or that the respective book values at Dec. 31, 1954 were $61.64
and §53.69. And even relating earnings to the stocks’ market
prices gives only one facet that is helpful. There are other factors
to be compaxed if a reasonably thorough comparative analysns is
to be made. This, then, is an attempt to bring in the tangible com-

ponents.

Several of the banks in this study will probably be merged
shortly with others (Manhattan, First National, Public), but they;
are included here for their contribution to the analysis.

Using approximately present prices of the various stocks, -

there has first been made:a calculation of the number of shares “-

of each stock that a $1,000 investment will gjve. This list foll_ow's:'

Bankers Trust.___
Bank of Manhattan._
*Bank of New York.
Chase National.
Chemical Corn Exchar
First National. i
Guaranty Tru:t .

“Hanover Bank

*Adjusted for recent two-for-one splits.

-Shares:.”
19.14  +

Irving Trust

Manutacturers Trust__

J.-P. Morgan & Co

Nalional City..

Public National __

These respective amounts of stock are then applied to the
1954 operating earnings, to the 1954 year-end book values and
invested assets; and this is followed by these ratios: Price: Earn- "
ings; Rate of Earnings on Book Value; Dividend Pay-Out; Rate
of Earnings on Invested Assets; Invested Assets per Dollar of

Market Price.

——Dec. 31, 1954——

1954 Book

Earnings Value

Bankers Trust-____ $74.77 $1,009
Bank of Manhattan 60,12
Bank of New York 67.81
Chase National__._ 69.80
Chemical Corn.___ 68.09
First National 43.92
Guaranty Trust___ 54,27
Hanover Bank ____ 71.68
Irving Trust 57.83
Manufacturers Tr.. 69.99
J. P. Morgan & Co. 55.39
Natjonal City _ 54,08
New York Tru (G4.54
Public Nationa 53.45

$9,04

9,94
10,16
3,46

7,45
8,12
7,10
7,18

12/31/54 Rate Earn.
12/31/54 12/31/54 Price Earned on
Invest, Barns,
Value Assets Ratio Book Assets

1954

Earns.
Bankers Trust __ 3
Bk, of Manhattan 13
Bk. of New York_. 4
Chase National ___ 7
Chemical Corn_._._ 10
First National ____ 9
Guaranty Trust-..
Hanover Bank..___
Irving Trust..
Manufacturers Tr. 3
J. P. Morgan & Co. 10
National City.. ... 12
New York Trust... 17
Fublic National - . 13

Book

14

Invest.
Assets

7

9,225
9,576

8
5
5

6,398
9,551
7,679
10,227

6
8
2
8

3
12

9
10

5
7

12-31-54
—-—1954 Invest.
Rate Earn. on Assets Div.
Book Invest. per$ Payout
Value Assets of Price Ratio
7.4% 0.837% $8.37

0.65 8.59

10.60
9.83
9.84
4.40

Price-
Earns.
Ratio

14.4

0.71
0.70
0.67
1.27
0.85
0.75
0.75

NN I IID 0
NhzanivasmbON

1954
Rate

12/31/54
Invest.
Assels
Per
$ of
Price

Dividend
Payout
Ratio
4 4 8 2
1 7
7 1
4
3
14
13
5
11
2
10
6
12
9

cn  Invest.

—
@ =
-

—
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e
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It is apparent in this comparison that Manufacturers Trust
has more low ratings than any of the other stocks, with Hanover,
Bankers and Bank of New York as runners-up. First National’s
position at the opposite end of the reckoning has been influenced
Ly the rise in the price of the stock since the announcement that
National City will pay off the First shareholder at the rate of

$550 ‘a share.

Nevertheless, at the price prevailing just before

the National City announcement, First National’s position would
be unchanged. The stock has for some time shown a relatively
kigh ratio of price to earnings, a low earnings rate on book value,
and a very high dividend pay-out ratio. It does, however, have a
high rate of earnings on invested as:,ets a reflection of its strong

capital-funds position.

With J. B. Hanauer Co.

(Special to THE FINANCIAL CHRONICLE)

BEVERLY HILLS, Calif.—Ed-
ward Nickel has been added to
the staff of J. B. Hanauer & Co.,
140 South Beverly Drive.

Daniel Reeves Adds

(8pecial to THE FINANCIAL CHRONICLE)

LOS ANGELES, Calif.—George
W. Gregory has become affiliated

with Daniel Reeves & Co., 398
South Beverly Drive, members of
the New York and.-Los Angeles
Stock Exchanges.

New Study on

Christiana
Securities Co.

Bulletin on Request

Laird, Bissell & Meeds

Members New York Stock Exchange
Members American Stock Exchange
120 BROADWAY, NEW YORK 5, N. Y.
Telephone: BArclay 7-3500
Bell Teletype—NY 1-1248-49
(L. A. Gibbs, Manager Trading Dept.)
Speciglists in Bank Stocks
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,. ' Continued from page 9

From Boom to Doom?

on loans on securities which are
not for the purpose of buying or
carrying securities. A bank will
lend up to 75% and perhaps more
—in contrast to the 40% limit on
purpose loans.

One other change ought to he
made. Regulation U applies only
to securities traded on registered
stock exchanges. A bank can
lend 759 or more if it wants to
on over-the-counter stocks. Here
is a grave defect. Usually, stocks
traded on registered exchanges
have much more active markets
than over-the-counter securities.
Yet we permit banks to lend less
on them than on securities which
are much less liquid,

I'd also suggest that bank ex-
aminers make spot checks of
loans — to see if borrowers are
diverting business = credit into
speculative channels. Such checks
would make banks more wary.

I'd like to suggest also that
Congress pass legislation requir-
ing companies whose stocks are
traded over-the-counter to ohey
the same disclosure rules as com-
panies whose stocks are listed on
registered cxchanges. This is a
protection needed by investors.
It doesn’t make sense to permit
some - corporations to avoid (1)
registering with the Securities &
Exchange Commission, (2) mak-
ing reports, (3) conforming to
SEC proxy regulations—just be-
cause their stocks are unlisted.
Nor should their officers, as they
are now, be cxempt from the in-
sider-trading rule.

If such companies were re-
quired to obey the rules of listed
companies, then they would prob-
ably list their stocks on an ex-
change. Their stockholders would
have the benefit of real rather
than “assembled” quotations for
their securities.

Now to another subject. Keith
Funston, President of the New

0

“bell stock,

8 WALL STREET CATCHES UP

York Stock Exchange attributed
the rise in stock prices—in part,
at least—to the shortage of stocks.
He said that many investors were
“locked in” with large profits.
They wouldn’t sell because of
capital gains taxes. He suggested
that capital gains taxes be halved.
He surmised that that would
loosen the supply.

I think this shortage will be
self-corrective. 1 think that in
1955 and 1956—as has been testi-
fied—there will be plenty of stock
coming to market. General
Motors, as has already been
noted, just floatéd $300,000,000 of
stock. That augments the supply
of G. M. shares. It sops up some
of this anxious stock-market
money. In November, the Dor-
rance estate sold $50,000,000 of
Campbell Soup Co. stock. This
was the first public sale ol Camp-
The Ford Foundation
is expected to dispose of some of
its ~shares of Ford Motor Co.
stock.

Stocks have reached a point at
which it pays a corporation, or
doeminant holder, to sell. A year
or two ago, Benjamin Fairless, of
U. S. Steel, commented that steel
shares were selling well below
thie real worth of the assets be-
hind them. Only recently, U. S,
Steel common - climbed above its
book value. At that price, the
corporation could float common
stock to raise capital without
diluting the equity of existing
shareholders, '

Potential Sources of Stock Supply

Banks “also complained that
they couldn’t afford to sell stock
because the market value was be-
low the book value. In October,
National City Bank sold $131,-
250,000 of stock to -its sharehold-
ers.

Executives, themselves, are
likely to become a source of sup-

70

Stock prices lagged behind earnings:
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ply of stocks. Corporations in re-
cent years nave been golicitous of
their executives. They’ve granted
stock options rather freely. ‘U. S.
Steel, for instance has optioned
770,000 shares to executives. at
prices of $37 and $41 a share. Re-~
cently, 19 of these executives took
up options on 45,000 shares. So,
along about June or July, these
executives will be able to sell
and get ithe benefit of the 25%
capital gains tax instead of the
regular income taxes. They might
be willing to cash in some of
these shares to diversify their in=
vestments, so as not to have all
their eggs—their jobs and their
assets —in U. S. Steel's basket.
And the same applies to execu-
tives in such companies as Colum-
bia Broadcasting, General Elec-
tric, Douglas Aircraft, C. I. T.
Financial, American Machine and
Foundry, Monsarito Chemica 1
Continental Can, R. C. A., Stand-
ard Brands, Crown Zellerbach,
Westinghouse Electric, Jones &
Laughlin Steel.

All have stock option plans, All
these plans have a single purpose
to make it possible for executives
to acquire a comfortable nest-eggz,
When prices are right, these
stocks will be cashed—distributed.,
Each advance in the market tends
to assure new sales of stock —
from the companies, themselves,
to raise capital, and from the
executives with options. We may
be in such a distribution phase
now,

I want to comment on a com-
mon impression in Wall Street,
That is that activity in the stock
market is synonymous with stabil-
ity. It ‘most decisively is not.
Naturally, brokers like activity.
It’s their bread and butter. But it
isn’t necessarily good for society.
For that reason, I would be in-
terested in reducing stock market
transactions that depend on mar-
gin buying. I see no reason why
persons should be able to borrow
on securities without a repayment
date.

We talk of stock market loans
as demand loans. Actually, they’re
semi-permanent loans, payable
at the borrower’s option. When
the borrower gets tired of holding
a stock, he sells—at a profit or
loss—and retires the debt,.

Activity and Instability

If the market should happen to
decline, then the lender may ask
for more collateral of a reduction
in the loan. That puts pressure on
the market at a time when it can
least sustain pressure. It generates
forced selling. Activity then is
synonymous with instability — on
the downside,

Loans on securities: should be
amortized — made repayable at a.
stated time, The borrower should
be required to set up a schedule
of payments which is feasible. Re-
payment should not depend on the
sale of stocks. That would make
the stock market a true capital
market., Of course, you could not
prevent a stock purchaser from
borrowing and then selling to pay
off his debt. But lenders would
quickly get wise to that type of
operation. And proper regulations
by the Federal Reserve could put
a stop to it. I'd exempt from this
rule investment dealers, brokers,
professional traders, and specu~
lators, who make their living in
the securities markets. To them,
loans on stocks would be like in-
ventory loans to a business.

T would also change the capital
gains tax. This tax, as presently
constituted, is really a transaction
tax. By holding a stock for six
months or more, the taxpayer
pays a maximum of 25% on his
profit.

Holding a security for six
months doesn’t constitute a long-
term, a capital, commitment. A
person doesn’t buy a home every
six months, or purchase a new
factory every six months. Those
are transactions that we consider
capital transactions. I'd be in
favor of raising the rate of tax on
short-term transactions. To pro-
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fessionals, profits in stocks repre-
sent income. Even to persons who
go in for occasional trading, such
profits are income — ftrips to

Bermuda, -or .a..new: car, or:.a:

diamond necklace.

I'd eliminate the tax entirely on
true capital gains — on sales of
securities held three years. When
a man has held a stock that long,
he has really invested in a com-
pany. But when he holds for only.
six months—and flits- from stock
to stock—he’s trading. Our pres-
ent law extends such traders. a
special benefit under the guise of
selling or transferring capital.

. & %

I have touched on only a few
phases of this complex subject.
The “committee may have some
questions. If so, I'd better say un-
equivocally that I don’t know all
the answers. But I will be respon-
sive.

BACKGROUND FOR CHARTS

These charts help to explain the
course of the stock market since
the depression. From the 1932-33
lows, stocks advanced with indus-
trial activity and earnings.

Then came the 1937 industrial
decline and rumblings of war.
When Hitler’s German troops be-
gan overrunning Europe, stocks

[

dropped sharply. Note the break
in June, 1940, when France fell.
Here was a threat to American
capitalism. If Hitler  won,.: we
‘might-have to fight totalifarianism
with totalitarianism. Private capi-
tal—commmon stocks—would be
endangered. Then in 1942, Wall
Street took heart—Hitler’s troops

weren’t advancing. U. S. factories

were -beginning to roll out muni-
tions, following the shock of Pearl
Harbor. Stocks began to rise. The
British victory at El Alamein in
November of that year was a
major turning point in both the
war and the stock market, Shortly
after the end of the war, prices
approached the levels of /1937.

Then came a halt, even though
earnings. per share quadrupled
between 1946 and 1950. Why?
Because of fear of a postwar set-
back. But when the collapse didn’t
come, when the 1949 recession
proved mild, stocks began to rise.
Earnings became more highly
prized.

When industry weathered the
recession of 1953-54, confidence in
earnings—in stability—rose anew.
The market price of shares in-
creased. In early 1949, one dollar
of earning power sold for less
than $6; today, one dollar of earn-
ing power sells for $13.

Continued from page 14

Depression in the Textile
Industry and the Way Qut

areas in the continental United
States which are designated
“areas of very substantial labor
surplus” py the Burean of Em-
ployment Security, are textile
areas. In addition, four smaller
textile areas are classified in this
category (having 12% or more
of the labor force unemployed).
There are also. 20 textile areas
(including seven major communi-
ties) in the “substantial labor
surplus” classification, i. e., with
more thah six but less than 129
of the labor force unemployed,
(See Table II.) These communi-
ties have not prepared for this
situation with new industrial de-
velopments. The people have a
life-time investment of skills in
the textile industry.

The corcentration of textile
manufacturing in the states along
the Atlantic seaboard makes these
areas. peculiarly dependent upon
the industry. The proportion of
total manufacturing employment
accounted for by the textile in-
dustry is in excess of 50% in
North and South Carolina and
more than 25% in Rhode Island
and Georgia. In addition, substan-
tial proportions of the factory
employment in New Hampshire,
Maine, Massachusetts, Vermont,
Connecticut, Pennsylvania, New
Jersey, Virginia, Alabama.and
Tennessee are provided by the
textile industry.

The inability of these com-
munities to get out of this chronic
state is attested by the fact that
they have remained distressed for
long. periods of time. We have
kept records of such communities
as those in Massachusetts and
find that Lowell had an unem-
ployment rate of 6.16% in Febru-
ary 1951 and in September 1954,
10.2%; Lawrence had an unem-
ployment rate of 10.8% in Febru-
ary 1951 and its September 1954
rate is 23.5%. In New Bedford
the rate has risen from 2.9% to
12.0%; and in Fall River from
3.6% to 12.3%.

What this actually means is
suggested by the fact that 5,200
people were unemployed in
Lowell with only 3,613 being
paid unemployment benefits; 12;-
100 were unemployed in Law-
Tence with only 6,070 receiving
unemployment benefits; New
Bedford with 8,350 unemployed

had only 6,152 receiving, benefits;

Fall River with 7,200 unemployed
had 6,189 unemployment insur-
ance beneficiaries.

Nor do these figures fully il-
lustrate the problem since many
older persons, and particularly
older women, have been . can-
celled .out of the labor market
because their age prevents them
from finding jobs and they are
no longer considered eligible for
employment in the vast pools of
unemployad living in these areas.

The effects of such hidden un-
employment is most depressing
since they shift the burden of
support to the relatives and fami-
lies and thereby weigh heavily
upon them with unfortunate con-
sequences on their standard of
living and the children’s oppor-
tunities.

The shrinkage in cmployment
has been produced by two major
factors. First has been the.mill
closings and the other is the im-
pressive rise in man-hour pro-
ductivity within the industry. The
mill- closings, of course, have
practically completely shut out
new empioyment opportunities
for the. offected person. A survey
of textile mill closings reveals
that during the period from 1946
through 1954, 640 eastern, plants
were closed employing 168,000
persons in the major textile divi-
sions (exclusive of very small

-plants). The distribution was as

shown in Table III.

Many of these plants are lo-
cated . in isolated communities
where no other opportunities
exist. This is reflected in the fact
that for the year ending June 30,
1954, alinost 100,000 New England
workers, unable to find jobs dur-
ing the veriod covered by unem-
ployment compensation, ex-
hausted their insurance benefits.

It is also apparent that a large
proportion of those found in the
unemployment survey as having
been unemployed in excess of 26
weeks, who in December 1954
numbered 376,000 persons, in-
cluded many textile workers.

The difficulties which older
textile workers encounter in se-
curing new employment has been
told in many places. We have
made a survey of the liquidation
of the Oaks Mill in Bloomfield,
New Jersey and the liquidation
of the Esmond Mill in Esmond,
Rhode Island. The staff of the
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Committee of New England of

the National Planning Association
made siudies of the post-liqu.da-
tion experience of employees of
two New Hampshire woolen and
worsted iills. Professors Myers
and Schultz of the Massachusetts
Institute ¢f Technology made a
study of the closing of the mills
in Nashua, New Hampshire.
further study is to appear by
Professor William H. Miernyk of
Northeastern University. They all
tell the story that older persons
have difficulties in getting jobs;
younger nersons may find jobs;
textile workers seek jobs within
the -textile industry since they
find other employers reluctant to
hire them; most of these who get
jobs in other industries have to
take severe wage reductions. Most
of the textile workers are relative-
ly immobile. Professor Miernyk
concludes that “workers displaced
by the liquidation of texule milis
in New England are not being
absorbed in large numbers by the
industries which are expanding
in this area. . .. The highly aggre-
gate comparisons of recent em-
ployment trends in New Eagland
conceal the fact that industrial
growth and decline do not always
coincide in the same areas.” He
further adds that “a number of
writers have implied, while
others have explicitly stated, that
displaced textile workers are be-
ing absorbed by growth indus-
tries, notably electronics. Our
findings do not bear out these
statements. . . . Instead of em-
ploying displaced textile workers
in large numbers it appears that
the growth industries are em-
ploying new  entrants into the
labor force.” His final conclusion
is . that “there is no reason to
expect a larger proportion of dis-
placed workers to be absorbed by
other industries in the future
than thas been true in the past.”

Rising Productivity
The second major cause of the
reduction in employment in this
industry is increased man-hour
productivity. One major factor in
this rise has been the use of new

A

equipment. Since World War II,
the industrys expenditure for
modernization and expansion has
amounted to over $4 billion. The
bulk of these expenditures was
for the purchase of new equip-
ment rather than new buildings.
More innovations are impending.

But these expenditures are only
part of the cause for higher out-
put. The textile indusiry has
learned the technigques of other
American industries and has as-
siduously . applied thein during
the past several years. There are
new processes, procedures and
management techniques. In addi-
tion there are new fibres, waich
have challenged the older ones.
These changes can be found in
each division of the industry. The
combined effect of these changes
has been a rise in man-hour pro-
ductivity in excess of 5% per
annum particularly since 1948,
when the effects of the earlier
mvestments became apparent.

The nature of the problem is
illustrated by the fact that em-
ployment during the month of
November 1554 in the textile in-
dustry was 993;000 persons which
was 20% below the average em-
ployment level of 1947-49, Ac-
cording to the Federal Reserve
Board, textile mill production for
the month was actually 103% of
the base period of 1947-49.
Twenty percent less workers in
Novemebr 1954 were producing
3% more product than in the
base period of 1947-49. This rough
measure indicate an increase in
productivity of 29% in the period.

Causes For the Present Condition

Therc have been many cau
for the present state of affairs in
the industry. These hearings

cannot provide the forum for an -

adequate discussion of these
problems. We shall therefore
limit our presentation to an
enumeration of these problems.

(1) Loss of Domestic Outlets.
The industry has lost many
major outlets for textiles. These
are reflected by the loss of tex-
tiles for wrapping, packing and
bagging to paper and plastics.

TABLE 1 ’

Employment in the Textile Mill Products Industry by State
February, 1951 and October, 1954

Employment
(Wage and Salary Workers)
February, 1951 - - ©October,; 1954

United States¥____ 1,365,000

Change From
Feb., 1951 to Oct., 1954
Aggregate Percent

1,082,000 —283,000 —20.7%

New England:

New Hampshire._
Vermont
Massachusetts —__
Connecticut
Rhode Island.-..._

20,800
14,100

2,400
66,800
26,900
38.400

6,700
7,000
2,800
58,200
14,700
27,300

—24.4%
—33.2
—53.8
—46.6
—35.3
—41.6

285,100
Middle Atlantic:
New York
New Jersey
Pennsylvania ..
Delaware

96,100
65,800
141,700
3,600

169,500 —116,600 —40.8%
69,000
46,000

104,900

2,700

27,100
19,800
36,800

900

—28.2
—30.1
—26.0
—25.0

307,200
South:

Maryland
Virginia
North Carolina__
South Carolina__
Georgia
Alabama
Tennessee

11,600
42,700
244,200
139,800
114,800
55,500
39,900
10,200

222,600 84,600 —27.5%
7,600
38,400
1224300
132,400
104,100
47,900
#34,900
8,900

—34.5
—10.1
8.1
5.3
9.3
—13.7
—12.5
—12.7

4,000
4,300
19,900
7.400
10,700
7,600
5,000
1,300

658,100

Tllinois
Minnesota
Missouri

605,700 52,400 — 8.0%

—178
— 367
—162

11,100
°3,100
#3.100

2,400
1,800
600

V Far West:
California

17,300 4,800 —21.7%

6,300 1,900 —23.2

6,300 —232%

1,900

Window shades have been re-
placed by blinds. Table cloths,
aprons and curwains have lost out
to plastics. The losses have been
particularly large in “industrial
and household uses.

(2) Loss of Export Markets.

The industry has lost major ex-
port markets. From a level in
excess of 1.5 billion yards in
1947, the volume of cotton fabric
exports has dropped below 600
million yards, with every iikeli-
hood that even this level will not
be maintained.

(3) Changes in Types of Gar-
ments,

There has been a drop in the
per capita consumption of textiles
due to the diminished use of such
garments as overcoats. Casual at-
titudes and habits have reduced
consumption and turnover, par-
ticularly as clathing lasts longer.
Many significant changes in
clothing patterns such as the sub-

TABLE II

Textile Areas of Substantial
Labor Surplus

SEPTEMBER, 1954

(Major areas shown in bhold face
! type)

MAINE
“Biddeford

VERMONT
“Burlington

MASSACHUSETTS
*Fall River
‘tLawrence
*Lowell
*Milford
*New Bedford
*North Adams
+Southbridge
TWebster

RHODE ISLAND
fProvidence

NEW YORK
TAmsterdam
*Hudson
#Utica,
“*Rome

NEW JERSEY
“Paterson
PENNSYLVANIA
TAltoona
THazleton
7Mt. Carmel

“Reading
7Scranton
TShamokin
TSunbury
TWilkes-Barre
*Williamsport

MARYLAND
tCumberland

WEST VIRGINIA
*Parkersburg

GEORGIA
*Cedartown
*Rockmart
“Columbus

ALABAMA
“Alexander City
*Anniston
“Decatur
#*Gadsden
*Talladega

“Unemployment from 8 up to
12% of labor force.

7Unemployment 12% or more
of labor force.

Source: Bureau of Employment
Security, U. S. Department of
Labor.

~actual wear.

stitution of blouses and skirts for
suits and dresses for women and
the acceptance of slacks and sport
shirts instead of suits among men
have sharpiy affected total out-
put,

(4) Changing Pattern of Con-
sumer Expenditures.

The inadequacy of income, the
appeal of other expenditures, par-
ticularly consumer goods, the
heavy burden of mortgage debt,
have all contributed to a reduced
expenditure on apparel. Despite
the seeming diversity of apparel
items and .the high turnover of
style, they have not significantly
affected per capita fibre con-
sumption. Increased population
has not raised total consumption.

These conditions are reflected
in the fact that the ratio cf ap-
parel expenditures to total con-
sumer expendituies amounted to
69% in 1954 ‘as compared with
7.7% in 1951, 8.5% in 1949, 9.5%
in 1945 and 8.7% in 1939.

Per capita consurnption of tex-
tile fibres has apparently not
risen over the prewar levels.
From 27.3 pounds in the period
from 1925-29, per capita con-
sumption increased to 28.1 pounds
in 1935-39. Actually in 1937 and
1939 it reached 31 pounds. In
the year 1954, the consumption
level was 32 pounds per capita.

(5) Tardiness in Meeling New
Consumer Trends.

Apparel has been designed for
urban living despite the large
number oi people now living in
suburban areas. Peonle want
washable items. Rayon and
woolen fabrics which' have been
tardy in meeting this demand lost
markets which were not entirely
filled by other {fibres.

(6) Inter-fibre Competition Has
Discouraged Buying,

The excessive claims of the
fibre manufacturers have done
much to repel the American con-
sumer. Many apparel manufac-
turers and fabric producers put
fabrics on the markets without
proper testing for specific end
uses. Their shortcomings finally
led to their withdrawal and the
bad experience brought a revul-
sion among many consumers who
have been wary about buying un-
proven items.

The substitutions have provided
bonanzas for the ‘innovators but
later failures 'followed as the
items did not stand up under
In the meantime
demoralization has ensured and
the oldei industries such as
woolens and rayons have suf-
fered. New substitutions are
rendering obsolete even new in-
novations. In tire cord, rayon
displaced cotton. Now nylon is
battling it out with rayon. Al-
ready we hear of a non-fabric
tire.

(7) General Business Contraction

The industry has also suffered
from the contraction in over-all
business which reduced income
and therefore cut more sharply
into apparel expenditures, which
have become a residual claim on
expenditures. The drop in man-

‘ufacturing activity eliminated

much demand for industrial tex-
tiles.

(8) The Industry Has Not Devel-
oped Any Significant New
Markets.

The textile industry has inten-
sified the competition for estab-
lished markets. As traditional

TABLE III

Textile Mill Liquidations in Eastern States—1946-1954

(Includes spinning, weaving, knitting, dyeing,
finishing and carpet plants)

Total:

Plants Employees Plants Employees
124,175

1946-49 233 49,095 87

—New England— —Middle Atlantic—

South

Plants Emplo, Employees

(1531) 39

end-uses have been eliminated,
the remaining producers have
more feverishly developed the re-
maining markets. Few have ven-
tured to open up new demands
through rcsearch and intensive
surveys of possible outlets.

A much discussed new potential
market is that for conveyors
which was developed by the rub-
ber manufacturers.

There is little organized re-
search for new markets in the
industry.

(9) Many Textile Owners Iave
Abandoned Their Mills.
The textile industry has suf-
fered from unprogressive man-
agements.

In the first place many mills
have heen owned by the same
interests for several generations.
They had survived the depression
and were capitalized at very low
values.

(a) Some of these older inter-
ests sold out to other textile in-
terests, textile users or financed
speculators, during or immediately
after the war, who were prima-
rily interested in avoiding the ex-
cess profits tax. They paid high
prices, which gave the original
owners large capital gains. Tne
purchasers financed the transac-
tion with the cash accumulated in
the old business and then could
continue business with a high
capitalization and therefore pay
little or no excess profit taxes. °

(b) Others sold out to estab-
lished textile interests, particu-
larly since the carry-over provi-
sions of the corporate income
tax law have become.  more at-
tractive. They thereby profited
through a merger and acquired
the stock of the successor corpo-
ration which was generally a
non-taxable transaction. The suc-
cessor corporation has been able
to use the carry-over provision as
a means of escaping future taxes.
In some instances these tax sav-
ings have amounted to $20 to $30
million. These mergers, based on
the capitalization of the loss posi-
tion of the merged companies,
have been widespread within the
textile industry and are matters
for real public, investigation.

In the second place, a number
of interests have been unwilling
to invest to modernize their op-
erations. No mill can survive un-;
less it has the latest type of
equipment and those owners who
have been unwilling to keep
abreast of the times have often
abandoned their mills in prefer-
ence to modernizing them. This
procedure was attractive particu-
larly at times and places where
the real estate was of substantial
value and when a market existed
for the used equipment. ;

In the third place, the decline
in the market for certain products
has limited the capacity required
in them. Older managements
have in these cases been unwill-
ing to move into new product
areas and start afresh in the
competitive struggle.

We urge a thorough investiga-
tion into the effect of our tax
structure upon the process of
plant abandonment and mergers
and purchases. Our tax system
has inordinately encouraged these
movements. And the textile in-
dustry has been one of the most
important areas for the utilization
of the tax laws for personal ag-
grandizemen!{ accompanied by
widespread plant abandonment, -
(10) Imports Have Seriously Af-

fected Some Divisions of the '
- Industry.

While the textile industry as a
whole has not been particularly
affected by imports, the woolen
and worsted division has been
seriously. .injured from time to
time as the volume of imports

has risen in the face of a shrink-
ing market. These imports have
then tended to aggravate and de-

Continued on page. 40
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1950-52
1953-54

200- 50,715

68,135

30,745
36,315

*Qctober, 1954 figures are not available; figures shown

¥Data includes states not shown separately,

#October, 1954 figure is not available; figure shown is for August, 1954,
SOURCE: State Depariments of Labor and U, S. Bureau of Labor Statistics,

are for September, 1954,

Total 167,945 91,835 51,245 117
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Depression in the Textile
Industry and the Way Qut

snoralize an already difficult. sit-
uwation.. The industry must look
swith alarm at-any increase of
imports of serious proportions
since they would aggrovate what
is now a seriously disturbed con-
dition. It is an industry which
xaust be maintained. ‘

The hard and soft {ibre cordage
and twinz division has also felt
ihe impact of rising imports and
is in need of protection as an
«ssential indudtry. The threat of
4 major increase in cotton textile
imports from Japan as a result
of impending tariff negotiations is
a real one. Any action which
would compound the difficulties
nf this depressed industry must
iy avoided,

{11) Prices Have Been Set By the
ighly Efficient Mills.

In this highly competitive mar-
%et, prices have been driven to
wvery low levels. Mill margins
tave also been very low. Wilh
the industry now highly concen-
irated in a relatively few hands,
ihe major mill and selling organ-
izations have set their prices at
tevels which reflect the southern
wage scales and their high ef-
Ficiencies.” As a consequence the
tess efficient mills and those pay-
inZ more than the southern wage
scales on products predorminantly
wroduced in the South have had
wevere pressure on their income
devels,

{12) The Hizh Rate of Mereers
and Mill Purchases has Con-
centrated the Industry,

The mill mergers and pur-
chases have continued in large
swumbers since they began during
ihe last war. The movement from
1944 through 1943 has been re-
vived during the last few years
w0 that we are now in a new xe-
xiod of consolidation., This has

been stimulated by the tax laws;

ihe decline of the woolen and
worsted industry; the drive for
diversification;,and the practice
=f integration which has broucht
wroduction, selling and factoring
within the same in.erest grouping,.

{13) The Absence of a Realistic
Wage Floor Has Maintained
an Inordinate Pressure on
Union Scales,

“The intense competition and the
%high rate of unemployment have
<onabled employers to resist union
idemands for wage increases and
vesulted in the deterioration of
existing wage standards. Employ-
<rs in the northern cotton-rayon
and woolen and worsted industry

have taken the union to arbitra--

4ion and forced wage reductions
wpon the workers. Northern man-
wfacturers continue to pressure for
southern wage standards though
ihey are quite willing to maintain
Yiigher standards if wage levels
were equalized throughout the
«ountry. ’

In the South, the low-wage mills
Jhave continued to undermine the
wage structure. Some of the south-
western mills have even threat-
ened the wage levels in the south-
ecastern states. The internal south-
<rn competition has brought wage
weductions in a number of non-
wmion shops.

The injunctions which have nul-
1ified the Secretary of Lahor’s or-
ders for $1.00 prevailing minimum
wage in cotton-rayon and $1.20 in
the woolen and worsted industries
under the Walsh-Healey Public
Contracts Act have accelerated the
»;iemoralization within the indus-

ry.

{14) Local Tax and Finance Sub-
sidies Create Unfair Advan-
tages Leading to Unnecesary
Migration.

Another stimulant to disorgani-

zation and unfair competition has
been the local inducements of-
fered by communities in the form
of tax exemptions, profitable lease
arrangements and local financing
of plants and equipment. These
have encouraged companies to
abandon existing locations and
move to new properties with little
cost and investment. The result
has been an unhealthy competi-
tive situation which has called
torth protests both from labor and
management in the North and in
the South.

Proposed Courses of Action

To help deal with the problems
raised by the large scale distress
and the decline in the textile in-
dustry many approaches and pro-
grams have to be considered. Some
are designed to stimulate the in-
dustry; others to aid the victims
of change and unenterprising man-
agement; others to prevent greater
demoralization; and still others to
prevent unfair competition within
the industry.

The following are recommenda-
tions which have been offered at
various times and which are here-
with submitted for full considera-
tion by the Joint Committee:

(1) We urge a full investigation
of the problems of the textile in-
dustry and a consideration of each
of the proposals listed below. No
governmental agency in the pres-
ent Administration has been will-
ing to undertake this responsibil-
ity.

(2) As an immediate program
to help the industry, we propose
the following:

(a) Distribution of textiles to
needy nations overseas.

(b) Distribution of clothing to
the needy in our own country on
the same principles as are applied
to surplus food,

(c) Reestablishment of textile
stockpiles for our armed forces to
stimulate immediate employment.

(d) Contracts should be granted
to mills in distressed manpower
areas. The present provision is
unsatisfactory. The allocations
have been minimal and have pro-
vided little or no relief to the dis-
tressed areas.

(3) As a long-term effort to-
ward stimulating the growth and
expansion of the textile industry,
we urge a research program such
as has been conducted for the raw
cotton industry.~ It should be de-
signed primarily to study present
and potential markets, consumer
preferences and needs, and indus-
trial requirements to open up new
applications for textiles. In the
case of the woolen and worsted
industry there is a need for a wool
fabric “library” to stimulate new
design and aggressive merchan-
dising. !

(4) Unfair competition at the
expense of workers has been wide-
spread. In order to recover the
wage cuts which have been im-
posed upon the industry and to
prevent further wage cuts and un-
fair use of workers, and to estab-
lish fair competition the following
are essential:

(a) A national minimum wage
of $1.25 cents per hour. We be-
lieve that the President’s proposal
of 90 cents will be inadequate. It
will have little or no effect in the
textile industrygvhere the Secre-
tary of Labor has already found
that the prevailing minimum wage
is $1.00 for the major division
(cotton-rayon and miscellaneous
textiles) and $1.20 for the woolen
and worsted industry.

We believe that the President’s
annual economic report takes an
indefensible position in its attack
against a higher than.90-cent min-
imum, wage. It is completely con-

tradicted by the factis) report
issued a few days ago by the De-
partment of 1.abor on the effects
of thg 5-cent minimum wage of
1950. All evidence on the experi-
ence with minimum wage legisla-
tion during the past 20 years belies
the President’s fears about a higher
than 90 cents an hour statutory
wage.

The statements in the Presi-
dent’s Annual Economic Report
that a “higher minimum (than
90 cents) might well cause lower
production and substantial unem-
ployment in several industries and
. .. bring generally higher prices
in its wake” is a reiteration of a
stock argument used through the
years by the opponents of any
legislation setting fair minimum
wages. The facts are that each in-
crease in the basic minimum rate
in the past has been accompanied
by increases in production and
greater employment, Price in-
creases, where they have occurred
at all, have been so minor as to
be ingignificant.

Actually the 1950 increase from
40 to 75 cents—as demonstrated
by the current Department of La-
bor study-—was. more substantial
than the rise now recommended
by the President. In 1950 we had
an 887% increase on the 40-cent-
an-hour rate which directly af-
fected over 6% of covered employ-
ees. A 90-cent minimum would be
a 20% boost on the 75-cent rate
and would directly affect less than
5% of eligible workers.

The above report finds that the
1950 increase to 75 cents resulted
in “only minor effects other than
pay increases . . . (and) minor ef-
fects on such variables as employ-
ment, plant shut-downs, prices,
technological change, hiring and
overtime.”

The President’s message com-
pletely misses the point when he
states that “minimum wages do
not deal with the fundamental
causes of low income and pov-
erty.” The fact is that the weak
bargaining power of unorganized
workers in certain industries and
areas is a fundamental cause of
their not receiving decent wages.
The minimum wage law partly
corrects this imbalance in bar-
gaining power which is the princi-
pal cause of substandard wages.
The purpose and.actual result of
minimum wage legislation is to
enable workers who have little or
no bargaining power to achieve a
progression in wages not too far
behind the levels enjoyed by other
American workers,

The adoption of a realistic min-
imum wage in 1955 will have no-
greater consequences than those
experienced in 1950. A statutory
wage of $1.25 is justified by the
rise in living costs and the sharp
increases in man-hour productiv-
ity during the past four years. A
minimum rate of $1.25 per hour
is required to enable large num-
bers of underprivileged employees
to achieve living standards not
too much below what could be
properly described as a decent
American standard.

(b) We urge the repeal of the
Fulbright Amendment to the
Walsh-Healy Act which has frus-
trated any revision of the prevail-
ing minimum wage.

(¢) We urge a further protection
for the self-organization efforts
of workers in unorganized mills
of giant industrial corporations to
protect them from the vengeance
and unequal economic powers of
these huge economic units.

(d) We urge a full-scale study
of the 35-hour week for this in-
dustry at 40 hours’ pay during the
current period of distress.

(5) Regional and local develop-
ment are essential. The present
Administration has recommended
the expansion of its area devel-
opment program. Until now it
has been a step-child with little
support. It has largely been en-
gaged in making occasional politi-
cal forays into distressed areas. It
has sometimes captured a local
news headline, but it has few re-
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sources and means for implement-
ing a program. We welcome the
expansion of this -program but it
must be more than a Department
of Commerce undertaking. It must
have the concentrated support of
the full Administration and the
command over the facilities of
many different agencies. More-
over, in all but the distinctly local
problems, development is depend-
ent upon extensive regional and
area research and planning. Agen-
cies for such purposes do not now
exist.

More study and thought must be
provided for the stimulation of
small enterprise.

(6) Mergers and abuses of tax
system. Congress has a distinct
responsibility to study the abuses
of the tax system with particular
reference to circumstances sur-
rounding the present merger
movements in the textile industry,
Some phases which we believe
reouire searching inquiry are the
following:

(a) The disallowance for tax
purposes of the deduction of rent
from taxable income by industrial
companies which lease plants built
from the proceeds of municipal
bond issues. The ultimate aim
should be the elimination of state
and local tax exemption and other
subsidies to private enterprise
which artificially stimulate migra-
tion of plants.

(b) The elimination of the use
of the capital gains tax provisions
in our federal income tax laws
for the purpose of liquidating bus-
inesses or acquiring businesses for
the purpose of their later aban-
donment,

(c) The elimination of the use
of the carry-over provisions by
corporations . which utilize them
for the acquisition of corporations
looking to the later abandonment
of properties and operations.

(d) As an alternative the im-
position of a special tax on the
gains resulting from such use of
the capital gains tax or the carry-
over provisions for the specific
purpose of using such proceeds
for local development, worker ad-
justment programs and local pub-
lic works.

(7) Exemption of textile prod-
ucts from further tariff reduc-
tions. In view of the demoraliza-
tion of the textile industry and
the undue burden already imposed
upon the textile workers and be-
cause the increasing productivity
within the industry will reduce
costs even more sharply than they
have to date, with the consequence
that foreign producers will not be
able to maintain a permanent
foothold in our markets, we urge
that rates of duty on textile items
in the tariff schedules not be fur-
ther reduced in the negotiations
with Japan or any subsequent or
concurrent negotiations with for-
eign countries,

(8) Assistance to workers vic-
timized by the shrinkage of tex-
tiles and the wholesale abandon-
ment of plants. We endorse the
recommendation in the President’s
Economic Report for policies “to
ease the movement of people to
new areas or new occupations.”
Similarly we concur that people
should be provided for “minimum
needs, in their old age or in the
event of misfortune.” Unfortu-
nately, the definition of minimum
needs presented in the Economic
Report is grossly inadequate.

We, therefore, propose the fol-
lIowing:

(a) Liberalization of the unem-
ployment insurance provisions so
that they provide two-thirds of
the average weekly earnings to
unemployed persons. For workers
displaced by abandoned plants we

urge a longer period of qualifica--

tion for unemployment benefits,
such as two years.
(b) In case of abandoned plants

we urge consideration of the ap--

pication of the principles already
applied in the railroad industry
under the Transportation “Act of
1940, which provides that when-

. ever facilities-are coordinated ‘or

consolidated (and later defined
as including abandoned), employ-
ees are to receive displacement
and dismissal allowances, reim-
bursement for movement expenses
and wage losses if required to
move to new residences and reim-
bursement for losses incurred in
sale of home or cjncellation of
leases if required to'move.

(c) There is need of establish-
ing preferential hiring rights for
new jobs established by the same
corporation or industry for a pe-
riod of two years subsequent to
plant liquidation.

(d) Eligibility for early retire-
ment, at age 60, is necessary for
persons displaced as a result of
the abandonment of plants.

(e) Federal assistance is neces-
sary for retraining of workers dis-
placed as a result of plant aban-
donment.

Charles A. Sheedy With
Fairman & Go.

(Snecial to T4e FINANCIAL CHRONICLE)

LOS ANGELES, Calif.—Charles
A. Sheedy has become associated
with Fairman & Co. 210 West
Seventh Street, members of the
Los Angeles Stock Exchange. Mr.
Sheedy was formerly with Lester,
Ryons & Co. in the trading de-
partment. ]

Gustomers’ Brokers
Anniversary Dinner

The Association of Customers”
Brokers will hold their 16th an--
niversary dinner on April 21 at.
the Sheraton Astor Hotel.'General
reception will be held at 6 p.m.
and dinner at 7 p.m. Tickets
are $12 per person, including.
gratuities,

Davidson Adds to Staff

(Special to THE FINANCIAL CHRONICLE)
SAN FRANCISCO, Cal.—Sher--
man C. Hall has been added to the-
staff of Davidson & Co., 155 San--
some Street, members of the San
Francisco Stock Exchange.

David C. Kuh Joins
Reynolds On Coast

(Special to THE FINANCIAL CH"ONICLE)

SAN FRANCISCO, Cal.—David’
(. Kuh has become associated with
Reynolds & Co., 425 Montgomery-
Street. Mr. Kuh has recently been
with Managed Investment Pro-
grams. Prior thereto he was a
partner in Hooker & Fay.

Alston S. Patterson has also-
joined the Reynolds’ staff.

With Neal Kellogg

(Special to THE PINANCIAL CHRONICLE)
WOODLAND, Calif.— Kenneth:
H. Eckel is now affiliated with
Neal Kellogg, 18512 First. Street..

With Baxter, Williams

(Special to THE FINANCIAL CHRONICLE)

CHICAGO, Ill.—Richard A.
Erley has become associated withe
Baxter, Williams & Company, 231
South La Salle Street. Mr. Erley
was previously with the Conti-
nental Illinois National Bank andl
Trust Company.

With Federated Secs.

(Special to THE FINANCIAL CHRONICLE)

BATON ROUGE,. La.—George
R. Beatty, Joe T. Collins, Gove D.-
Davis, Malcolm L. Prater, and
William L. Senn have been added
to the staff of Federated Securi-
ties Carporation, Louisiana Na=
tional Bank Building.

Joseph F. Cullman, Jr.

Joseph F. Cullman, Jr., partner
in Cullman Brothers and a mem-
ber of the New, York Stock Ex-
change, passed away on March 18.
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The Security I Like Best

1865. Under his leadership, the
concentration upon high quality
and the policy that “the customer
is always right” were established
and have continued to this day.
Field’s has always blazed the way
in the: merchandising field with
the first basement budget floor,
the first department store restau-
rant, the first separate men’s
store, and the first personal shop-
ping service. Although the de-
velopment of suburban branches
of large. downtown department
stores has been considered prob-
ably the most significant postwar
event in the-retail field, in the
late ’20s ‘Marshall Field had al-
ready established suburban stores
at Oak Park, Evanston and Lake
Forest, Illinois, which have shown
a steady growth over the past 25
years.

‘In 1929, the company acquired
Frederick & Nelson, the largest
department store west of Chicago
and north of San Francisco. From
1946 through 1953, total capital
expenditures of about $24 million
were-made to modernize the Chi-
cago and suburban- stores and in

(

|

-

was spent. to expand the capacity
of the Frederick & Nelson store
by 50%. Because of the rapid
population growth of the Pacific
North West, the future sales po-
tential of the two Seattle stores,
including a proposed new subur-
ban store in Bellevue, Washing-
ton, looks very promising. A pro-
gram of air conditioning all sell-
ing floors of the main Chicago
store will be completed in the
spring of this year.

With the sale of the Fieldcrest
Mills on Sept. 30, 1953, the Mar-
shall Field management disposed
of its last non-department - store
enterprise and was thereby freed
to concentrate its energies on the
business it knew best. Although
sales of the Fieldcrest Mills aver-
aged $38 million annually in the
1949-1953 period, operating results
were disappointing with pre-tax

income averaging only $979,000,.

or 24 cents per share after a 52%
tax,

The management enters upon
the following schedule of new
store construction with a solid
“know-how” in suburban store

1950-1952 inclusive, $10 million- operations:

Location—
Park: Forest, Illinois

Bellevue, Wash. (suburb of Seattle)
Old Orchard (Skokie, T1l.)_____
Wauwatosa, Wisc. (suburb of Milwaukee)

We estimate that the company
can comfiortably meet the  re-
quired initial investment for these
stores out of working capital and
that these new stores should pro-
duce initial annual -sales at the
rate of $35 million., Based on an
estimated return after taxes of
314 % of . sales, earnings: would
amount - to. $1-$1.1 million. (50
cents-60 cents. per share) in the
early years of operation of the
four_stores and could reach $1.4-
$1.6 million' (70 cents-80 cents)
later on.

After a slow  start last year,
indications are that profit mar-
gins and earnings staged a strong
come-back in the second half and
results for the fiscal year con-
tinued the uptrend of 1952 and
1953. On a comparable basis, ex-
cluding Fieldcrest Mills, net sales
in the calendar year 1954 showed

" -a slight. increase, while net in-

come, it -is estimated, rose- about

-+-11%, or- from $2.61 to $2.90 per

A /

common share. It is our under-
standing that a more substantial
earnings improvement was shown
in the months: of November and
December. Present indications-are
that sales and earnings in ‘the

AR

s, Market

Price
Mar. 23,55 Jan, 31,54
“$37.16

~Marshall* Field -

.Allied..Stores
. ~Associated. Dry Goods-_
‘Federated Dept. Stores  .551%

27%

May Department Stores--36%

mi “of-Dec: 31, 1953,

This companso-n is especxally,

“pertinent in' view of ‘the-fact that
: the - company’s ‘common’ stock is
sellmg lower than the other prin-.

-!“IF— N
Marshalt Fleld
Alhed Stores

' Federatéd- Department- Stores
. Max Department:Stores

:.Despite capital. expenditures of
$24 million in the 1949-1953 pe-
riod for modernization of the Chi-
cago and Frederick & Nelson
stores, sale of the Fieldcrest Mills
on Sept. 30,1953, enabled Marshall
Field to-close:that year with an

¢ - excellent. working capital - posi-

s = sets - of . '$69.0 - million, .

tion. Qn Dec: 31,1953, current as-
‘including
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Probable
Sq. Ft. Area

75,000
100.000
285,000
275,000

fiscal year ending Jan. 31, 1956,
should continue the uptrend. The
Chicago ‘stores ‘are expected to
show moderately higher sales and
profit margins in 1955.

Reflecting the steady population
and industrial growth of the Paci-
fic North West, sales and profits
of the Frederick & Nelson store
at Seattle-should. continue to run
above the average -for the com-
pany as a whole. ‘Because the re-
lationship of durable goods lines
to non-durables favors the latter
in Marshall Field stores, the com-
pany should benefit particularly
from the present upturn in de-
mand for consumers’ non-durables
such as apparel.

Looking further ahead, we can
visualize annual sales of $225-
$240 million and net income after
taxes of $3.50-$3.75 per share. In
fact, it is quite possible that sales
and net income in the 1955-1956
fiscal year will already exceed
$200 million and $3 per share, re-
spectively.

Relative to the equities of other
major department store chains, the
common stock sells on a relatively

Estimated Date
of Opening

Mar., 1955
Fall, 1956
Fall, 1956
Fall, 1957

high yield basis but at a rela_-_.

tively low ratio to book value:

Book
Value

Mkt. Price  Estimated
% Book Dividend .
Value Rate ©Yield

922% $2.00 - 58%
1093 300 54
92.1 160 58
1535 250  45.
151.7 180 749

50.42
29.99

24.15

cipal department store- equities -
relative to the 1946 highs, whic!
in - most . cases. represented the
postwar market peaks:

Price-

Market |
'nucl 28,1955

34Y
555,
275
55 l/z
36%

57%
63%-
351
35%
35

cash and U. S. Government bonds
of $34.4 million, were equal. to
3.8 times current liabilities of

$23.5 million, leaving a net work-

ing capital of $65.5 million. It is
estimated that working capital
12 months later will have shown

'some increase. The common stock
of Marshall Field is listed on the

New. York -Stock Exchange.

D
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CPOIIBT on Governments

@

The Government market continues to be a rather sensitive
affair, with the action of the equity market still having a noticeable
effect upon the trend of quotations of Treasury obligations. When
the pressure is on the stock market it seems to be off the Govern-
ment market, and vice versa. However, it appears as though there
will not be much more than limited rallies and sell-offs in the
Government market until there is something of a more definite

By JOHN T. CHIPPENDALL, JR.

nature coming from the monetary authorities. The market action4°

of the recently offered 3s of 1955 has given the financial com-
munity a feeling of confidence, because of the new highs which
were registered by this bond. .

The short-term issues continue to have plenty of followers in
spite of the recent tax anticipation financing by the Treasury.
Intermediate term obligations are still not doing very much, even
though there have been reports of a minor pick-up in interest in

these securities. 1
3s of 1995 in Demand

Despite the tightness which is still prevailing in the money
markets, there appears to be a growing amount of interest devel-
oping in the longest Government issue, namely the 3% due 1995.
It is indicated that quite a few “institutional investors had been
adding to their holdings of the recently offered long-term Treasury
obligation. It is reported that a substantial amount of the buying
which has come into the 3s of 1995 has been the result of switches
from corporate bonds. There are instances in which some of the
lower coupon corporate obligations have been sold and the funds
released in this operation have been reinvested in tae 19"9\ Gov-
ernment maturity. )

On the other hand, there are reports of swops being made
from higher coupon non-Government issues, with the proceeds
being put to work in the most distant Treasury bond. It is evi-
dent that more money would be invested in the Government 3s
of 1995 if the market for the securities which are being sold was
sizable enough to take care of larger offerings of these obligations.

Short-Terms Equally Favored

The short-term Government issues are still very much in
demand even though the recent offering of Treasury tax antici-
pation certificates tended to mor up a great deal of tne near-term
money which was around and seeking a place to be put to work.
It is evident that not a few of the larger commercial banks would
like to add to their holdings of the shortest Government issues,
but this is not likely to happen until the credit limiting policies
of the monetary authorities have eased off or come to an end.
For the time being, however, it seems as though the investment of
funds by public authorities in the short-term Treasury market,
along with other non-banking institutional buyers that must have
a certain amount of the most liquid Government issues, is going

to keep the shortest Treasury obligation. very much in demand.

The intermediate-term Government obligations have been
pretty much in the doldrums, even though there are reports that
some of the commercial banks have been making puxchases of
selected issues in order to fill out maturities. As agaist t.is, there
are indications that certain of the deposit banks have been sellers
of some of the middle maturities with the proceeds being put to
work in the 3s of 1995. These banks, according to advices, have
substantial amounts of savings deposits and they have been at-
tracted to the 3% of 1955 for income purposes.

The Stock and Mortgage Markets

The money market, it seems, will be concerning itself in the
foreseeable future with what is going to happen in the way of a

lessening or increasing of the credit limiting operations of the
powers that be. The publicity which has been given to the equxty
market in the Fulbright hearings appears to have done very little
to tone down the stock market. Whether this is just a rallying
phase in the equity market or will be something of a more per-
.manent nature will be told only with tbe passing of time.

y Likewi'se,a'it appears as though quite a few of those who are
important in the mortgage business are corgtinuing to sound warn-
ings about the unhealthy conditions whicn have been developing
in the building industry, Here is another case in which the pub-
hcxty factor, up.to now, seems. to have had little or no influence

- upon-what is going on in the mortgage field. It is indicated, how-

.. ever, that a ﬂowing ‘down of the rush in the stock market and in

the mortgage business will not be an unfavorable development for
the Government bond 'market. . . A ¥

n'Bank Women ﬂonvene

In N. Y. ity in Rpril -

A Joint Meeting of the Middle
Aﬂantxc and.New.England Divi-
sions ‘of the National Association
of Bank' Womén will be held at
the ‘Hotel :Biltmore, New York
City,. Friday, Saturdav and Sun-
day——Aprxl 15, 16 and 17.

It is estxmated that some 200
women banking officers {rom
Maine to Virginia will attend.
The conference will begin with
registration on Friday afternoon
at 4:30 o‘clock. The dinner meet-
ing will be presided over by Miss
Gertrud Sundlie, Regional Vice-
President of the New England Di-
vision and Assistant Branch Man-

ager of the National  Shawmut
_Bank, Boston, Mass.

Ml,ss Mabel E.Hamilton, Assist- - :

ant Branch* Manager-of -the ‘Na-
tienal . Shawmut - Bank, ' Boston,
Mass., will be the speaker at din-

ner. ‘Her subject - will- be “Sales-

manship—Our Major Tool.”

The Saturday. session .will be-
gin at 10 o’clock . with -a qpanel
discussi€n, “Banks. Are ‘People,”
moderated by Miss Jeanne Brad-
ley, Assistant Treasurer of the
Bark of New York. The subjects
that will be discussed are:

“The Bank and Its Staff” —
Miss Helen R. Feil, Personnel Di-
rector  -Book-of-the-Month+Club,
(formerly with Dime Savings
Bank of Brooklyn).

“The Bank and Its Customers”
—Miss Agnes J. Carnall, Second:
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Vice-President of The First Na-
tional Bank and Trust Company,
Ridgefield, Conn. :

“The Younger Generation”
Miss Agnes R. Martin, Assistant
Vice-President, The Philadelpbia
Saving TFund “Society, Philadel-
phia, Pa.

A special luncheon at the Park
Lane Hotel will be presided over
by Miss Pearl Gaulette, Confer-
ence Chairman and Assistant Sec-
retary of the Bank of America
(International), 40 Wall Street,
New York City. The: guest of
honor will be Mrs. Anna Arnold
Hedgeman, Assistant to the Mayor
of the City of New York. The
luncheon will be followed by a
special tour of the United Natlons
Building.

At 6 -o'clock The Bank of
America will be the host at a re-
ception for members and ‘guests.-

‘This will be. followed by the

Annual Banquet at’ which ‘Miss
Mabel F. Thompson will ‘preside.
Miss Thompson is Regional Vice-
President of the Middle -Atlantie
Division and Assistant Secretary
of The Union Dime Savings Bank,
New York City. The Banquet
speaker will be Mr. A. S. G. Hoar,
Director of Operations, Europc“ 2
Africa, and Australasia, Inter-
1lational Bank for Reconstruction
and Development, who will speak
on the subject, “The World Bank
and the Private Investor.”

Sunday, the final Conference
day, will open with a brunch
meeting with Miss Thekla I.
Burns, Arrangements Commitiee
Chairman. and Assistant Secretary
of the Chase National Bank, New
York City, presiding. The invo-
cation will be given by Miss
Catherine Pepper, Associ~te
Member (formerly with the “Na-
tional City Bank of New York).
The members will thin hear from
Miss Cora I. Blanchard, President
of the 'N.A.B.W. and Assistant
Treasurer of the Suffolk Savings
Bank for Seamen and Others,
Boston, Mass., and Miss Virginia
A. Rehme, Vice-President of the
N.A.B.W. and Assistant Vice-
President, Southern Commercial
and Savings Bank, St. Louis, Mo.
Miss Blanchard and Miss Rehme
will both report on the natiomal
activities of the Association.

The meeting will end ‘with a ~
visual demonstration of the radio
and television activities of the
Metropolitan Group members.
The presentation will be made by
Mrs. Irma S. Robins, Nattonal
publicity Chairman and Assistant
Director of Public Relations, The
Franklin National Bank, Franklin
Square, N. Y.

U.S. TREASURY
STATE, MUNICIPAL

and
PUBLIC- REVENUE
SECURITIES

AUBREY G. LANSTON
& Co.

INCORPORATED

15 BROAD ST., NEW YORK §  ~]
WHitehall 3-1200

45 Milk St.
BOSTON 9
HA 6-6463

231 So. La Salle St
CHICAGO 4
ST 29490
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Capital -gains distributions, per
share, will be paid April25, 1955 to
shareownersof record April 7,1955,
in cash or shab;;cs, as follows:

Stock Series

Speculative Series . , . .,
Preferred Stock Serias . .
Balanced Series. ......
- Bond Series
{Growth Stock Series .. . .

NATIONAL SECURITIES & RESEARCH CORP.
Established 1930
120 Broadway, New York 5, N. Y.

The geaxya
PUTNAM
FUND

a/ Seston

PutnAM FUND DisTRIBUTORS, ING.
50 State Street, Boston

[nvest i

ATOMIC SCIENCE

through a
MUTUAL FUND. .

ATOMIC DEVELOPMENT
MUTUAL FUND, Inc.

is designed to provide
& managed investment
in a variety of
companies participating
in activities resulting
from Atomic Science.

e ® o a0 B 3 o

O€T THE FACTS AND FREE PROSPECTUS

ATRMIC DEVELOPMENT SECURITIES CA.

033 THIRTIETH STREET, N. W,
WASHINGTON 7, D. C.

CANADIAN
FUND

Is 2 U. 8. mutual fund designed to pro-
vide a diversified, managed investment
in stocks selected on the basis of pos-
gible participation in Canada’s growth.
Send for a free booklet-prospectus by
mailing this advertisement to

CALVIN BULLOCK

Established 1894
ONE WALL STREET, NEW YORK 5
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CANADA GENERAL Fund (1954)

k Mutual Funds

By ROBERT R. RICH

Since the first of the year, the

M.IT. Growth
Reports Gain

The report of Massachusetts
Investors Growth Stock Fund, for
the three months ended Feb. 28,
1955, shows total net assets of

Limited, largest Canadian invest- fund moderately reduced invest- $66,388,505, a 46% increase over

ment company owned by United
States investors, reports total net
assets of $54,739,825 on Feb. 28,
1955, equal to $9.98 per share on
5,483,098 shares of outstanding
common stock. Comparable fig-
ures for previous periods are not
available as the Fund did not be-

- gin active operations until Sept.

1, 1954, following the original
public offering of its shares in
August at a price of $10.

In the current report, Henry T.
Vance, President, noted that dur-
ing the first quarter of operation
the Fund acquired, through mer-
ger, the investments held by the
former Canada General Fund, Inc.
and that during the second quar-
ter, investment of the cash result-
ing from the original offering of
shares continued at a steady rate.

Holdings of 85 Canadian stocks
in “16 industry classifications are
listed in the quarterly report as
of Feb. 28, representing a market
value of $473,810,110, with the bal-
ance of net assets in cash and re-
ceivables. Principal investments
by industries showed 13.87% in
oils, 10.86% in paper and other
forest products, 9.97% in stores,
8.28% in public utilities, 7.97% in
mining, 7.39% in finance com-
panies -and 6.32% in bank stocks.

The report states that: “As the
management of Canada General
Fund (1954) Limited is the same
as that for the former Canada
General Fund, Inc., it may be of
interest to review the record since
Canada General Fund, Inc., began
active operation on Aug. 1, 1952.

“On that date, the net asset
value for 1,000 shares of Canada
General Fund, Inc. was approxi-
mately $9,260, In 1953, a capital
gains distribution amounting to
$90 on 1,000 shares was paid. In
the merger mentioned above (on
the basis of respective net asset
values per share) a holder of 1,000
shares of the original Canada
General Fund would have re-
ceived 1,224 shares of the present
Fund, plus $6.82 ‘in cash. The
shares received, together with the
cash settlement and capital gains
distribution, would represent a
net asset value of $12,312 as of
Feb. 28, 1955; an increase of
33.0%.”

THE $418 MILLION Wellington
Fund had 67% of its resources in-
vested in common stocks on March
1, last, Walter L. Morgan, Presi-
dent, told shareholders in the
101st Dividend News and Share-
holders’ Report made public to-
day. .

The balance of resources on that
date, Mr. Morgan said, was in de-
fensive securities, about equally
divided between.Government
bonds, good grade corporate bonds,

and preferred stocks. This overall

. investment position; the Welling-

ton executive pointed out, was
about the same as at the start of

11955. ~ ¥

ment bonds and preferred stocks,
and correspondingly increased
Government bonds, The reduction
in corporate bonds, according to
the report, was principally in
longer term issues.

The principal common  stock
purchasets, the report stated, were
selected aluminum, building and
rubber stocks bought for their fa-
vorable near-term earnings pros-
pects or long-term growth.. The
principal common stock reduc-
tions were in the merchandising,
railroad, steel and textile groups.
Steel stocks were reduced moder-
ately on a rising ‘scale following
their sharp advance of recent
months.

Shareholders of Wellington to-
taled an all-time high of 142,367
on March 1, last, to rank the.fund*
among the nation’s 20 largest cor-
porations with respect.to number
of shareholders. Thése sharehold-
ers_are located in every state of

-the Union and in 37 foreign coun-

tries.

The report lists Wellington’s .

total net assets at $418,928,305 on
March 1, 1955. This compares with
$303,178,187 on the same date a
year ago.

PER SHARE value of Keystone
Income Preferred Stock Fund K-1
rose 12.3% in the 12 months end-
ing Feb. 28, 1955. According to
the Semi-Annual Report to share-
holders, this increase was due
primarily to lower interest rates
during the period, the general up-
trend in business activities, and
to the fact that convertible pre-
ferreds in the fund have benefited
from the sharp rise in common
stock prices.

The report also noted that
shareholders have enjoyed the
remarkably steady income of 44
cents per share for the last five
consecutive semi-annual distribu-
tions,

Total net assets were $41,559,-
937 on Feb. 28, 1955 compared
with $37,241,826 on Feb, 28, 1954.

As of Feb. 28, 1955, the net as-
sets of the 10 Keystone Custodian
Funds combined amounted to
$290,329,800.

A RECENT report from Distribu-
tors Group, Inc., provides a com-
plete analysis of year-end holdings
of The Common Stock Fund of
Group Securities, Inc., over the
past five years.

At the 1954 year-end, steel is-
sues represented the largest per-
centage at 11.8%, up from 5.35%
in 1952. During the same period,.
holdings in metals were increased.
from 3.56% to 10.03%; oils from:-
2.40% to 6.51%; railroad. stocks
from 6.91% to 11.05%. ‘ )

Building stocks,
246% of the portfolio in 1950,
accounted for 8.11% at Dec. 31,
1954.

Utilities, which represented-the
largest holdings in 1952 at 10.57%

v

»

INCORPORATED
INVESTORS

A mutual fund with a
diversified portfolio of
securities selected for
long-term GROWTII of '

capital and income

Please send a Prospectus on

Address.

Tue ParkErR CoRPORATION, 200 Berkeley St., Boston, Mass.
Established 1925

[[] Incorporated Income Fund

[} Incorporated Investors

INCORPORATED
INCOME FUND

A mutual fund whose
prime objective is to re-
turn as large an INCOME
as obtainable without
undue risk of principal.

representing

total assets of $45,459,212 at the
end of the corresponding period
in 1954. The net asset value per
share on Feb. 28 was $25.87. This
amount, together with a capital
gain payment in December, is
equivalent. to $26.44 compared
with a net asset value per share
of $18.30 a year ago.

The number of shares outstand-
ing at the quarter’s close had-in-
creased to 2,565,805 and the num-
ber of stockholders to 18,126
compared with 2,484,150 shares
and 17,432 stockholders last year.

The fund’s . 89th consecutive
dividend, amounting to 17 cents
per share, is being paid. March
25 to stockholders of record Feb.
28. 'A dividend of 16 cents :per
share’ was paid in the same quar-
ter last year.

.Changes in the Fund’s invest-
ments during the quarter included:

PURCHASES

Company—

Aeroquip Corporation __
Houston Oil Co. of Texa
Inter .Cellucotton Prod._
McGraw Electric Co

Nat’l Life & Accident Ins.
Republic Natural Gas Co.
Seaboard Oil Co

Sheraton Corp. of America
Texas Pac. Coal & Oil C
‘Warren Petroleum Corp

Bought

SALES
Company—

American Republics Corp
Féod Mach. & Chem. Corp._
Marathon Corporation _
Monsanto Chemical Co..
Pfizer (Chas.) & Co., In
Sprague Electric Co..
Texas Gulf Producing Co.-
Texas Pacific Land Tru
Traders Finance Ltd. ““A
TXL Oil Corporation_.____

6,000

-~ 10,000

——1 R
e

were down
1954.

Food stocks, which accounted
for 9.90% in 1953 were 4.96% at
the latest year-end. Electronics
holdings show a consistent in-
crease from a 1.57% base in 1950
to a year-end 1954 position of

0«

Over the five-year period, in-
come dividends paid by the fund
have averaged 50 cents per share
per year. Asset value rose from
$8.09 per share on Dec. 31, 1950
to $11.58 on Dec. 31, 1954.

to 3.12% at year-end

Fundamental

Reports Gains

More than $10,000,000 in new
capital has been invested in one
of the country’s large mutual
funds, Fundamental Investors,.
Inc., since the first of the year,
Wm. Gage Brady, Jr.,
board chairman said.

Speaking before the 23rd Fun-
damental Investors annual meet-
ing, Mr. Brady said that the num-
ber of shareholders increased by
2,370 in the past two months and

one-half to a new high of over -

60,000.

“Of the additional sharehold-
ers,” Mr. Brady noted, “more than
1,000 represented people who
started to accumulate shares
monthly or quarterly under our
long-range systematic investment
plan.” ]

Mr. Brady told .shareholders
that “stock - market fluétuations
over.the past.few weeks, which
made front-page headlines; had no
effect on the redemption of Fun-
damental Investors shares. ;

“We of your’board of directors
regard the lack of increase in re-
demptions as a reflection of ‘the
long-range investment objectives

of our shareholders and their feel- ~

ing of confidence in the features
of mutual funds such as Funda-
mental Investors, the strengths of
which lie in diversification of in-

i

the Fund’s f

H

vestments and continuous profes-

sional management.

“During these weeks,” Mr.
Brady said, “less than four-tenths
of 1% of total shares were re-
deemed. This is approximately
the normal rate of withdrawal of
funds.”

Mr. Brady told the annual meet-
ing that total assets for the Fund
as of March 23, were $266,115,105.
This compares with $170,327,717
for the same day of 1954. Net as-
sets for Fundamental Investors,
Inc., on Dec. 31 were $2_56,2.49,343.

“Net asset value per share at the
time of the meeting was $13.73
which compares with $10.42»on
March 23 of 1954. Net asset value
per share was $13.49 at the 1954<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>