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EDITORIAL

As We See It

In one degree or another the operations of the
Federal government, not only its forms of organ-
ization and efficiency but its spheres of action,
have been brought to the attention of the general
public during the past few weeks by various re-
ports of the so-called Hoover Commission and its
“task forces.” A large set of these documents have
been released to the public of late, and more are
to come, so we are told. Mr. Hoover himself has

WHAT DO YOU THINK?

In the adjoining column, author Frank Rising dis-
cusses the Guaranteed Annual°Wage demand of the
United Auto Workers ‘'of “America and discusses the
adverse effect any such plan, if adopted, would have
not only on the automobile industry but on the
nation’s entire economy. The issue, in the opinion of
the “Chronicle,” is of such vital importance as to
warrant the utmost consideration by everyone inter-
ested in the objective of maintaining a continuous
high Jlevel of employment and economic activity
throughout the nation. For this reason, the “Chroni-
cle” will be happy to accommodate in'its columns
any comments whether pro or con, on the Guaranteed
Annual Wage principle. Letters should be addressed to
Editor, Commercial and Financial Chromcle 25 Park |

Place, New York 7, N. Y

been on two public platforms to make pleas for
the proposals contained or to be contained in the
findings of his Commission.

This, of course, is the second time that the
former President has ‘essayed this role, but this
time his work should attract wider-and more seri-
ous attention than in the former case. This is true
for the reason that he has now been charged not
merely with studying the forms of government

Continued on page 29

SECURITIES NOW IN REGISTRATION — Underwriters, dealers and investors in cor-
porate secyrities are afforded a complete picture of issues now registered with the SEC
and potential undertakings in our “Securities in Registration” Section, starting on page 38.

Guaranteed Annual Wage—
Blue Sky and Brass Tacks

By FRANK RISING*

General Manager,
Automotive - Parts - Manufacturers Association

Picturing the drive for a guaranteed annual wage in the
auto industry as of such magnitude, affecting all indus-
try, as to render an early solution very improbable,
Mr. Rising points out not only the manufacturer, but:
every individual has a stake in its solution. Says it is the
consumer, the average citizen, who must support the
plan. Scores the “implacable and intransigent position of
the UAW,” and says its proposed demands will break the
American tradition of confidence, risk-taking and steady
progress. . Scores payment. to men when not working. ~
The drive for the Guaranteed Annual Wage by the

UAW-CIO presents not only the automobile industry, but
all America, with a prdblem of such magnitude, and of

such complexity and intricate nature, as to render an °

early solution wvery improbable,

Even - though last-minute com-
promise may avoid ‘a great strike—
and compromise . always is possible
—we will not have solved the prob-
lem. We will confront. the question
again and again. This is only the
first test of a great question, only
the beginning.

Time passes—it is now some seven
- weeks since negotiations began—and
there is no feeling that progress has
been made, that the union has done
more than say, in its truculent way:
“This is what we demand and this is
the way we think it can be paid for.”
The union has stated that it rejects
proposals made by management and

Frank Rising

is taking a strike vote. All America—not only the manu-

facturer but everyone—has a stake in this. And I am
afraid that the nature of the problem is not well under-

*An address by Mr.

Rising before the
Washington, D. C.,

National Press Club,
May 18, 1955,
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Banking Conditions and
Interest Rate Prospects

By ROY L. REIERSON*

Vice-President and Economist,
Bankers Trust Company, New York

Dr. Reierson discusses various aspects of the current
“flexible credit policy” and its relation to the expansion
of economic: activity under way since mid-1954. Sees
current business strength as a basis for rising interest
rates. Forecasts some further credit restraint and a more
restrictive Federal Reserve policy than has been the rule
in recent months. Points out, however, the credit ‘author-
ities' will furnish large, reserves to the banking system
in the latter part of the year, and proceed in their credit
tightening in an orderly manner.

For almost a year now, interest rates have been in a
generally rising trend.! This behavior is an expected con-
comitant of the expansion of economic activity under
way since around mid-1954. Indeed, one of the more

remarkable features of recent bond
. and money market developments has

been: the close conformity of money
rate  movements to the anticipations
of | most financial observers. With
business advancing and demands for
bank credit rising, most short-term -
rates-" have firmed substantially.

Bond yields have also moved upward

in recent months, although the rise

in long-term yields has been more
gradual and more moderate than was
generally anticipated earlier in the
year. Throughout, the tightening of
credit has proceeded in an orderly
fashion and without disturbance or
unsettlement in the market place.
This good record reflects, by and
large, the flexnbxhty of current credit policy, the absence
of market uneasiness with respect to future action by
the Treasury and the Federal Reserve, and the fact that
credit and investment funds have been readily available

Continued on page 18
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The Secunly 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.)

CIIARLES V. CAMPBELL

President, Campbell, Henderson &
Company
Investment Counsel, Dallas, Tex.

Gulf Insurance Co.

It is an ingrained habit of pro-
fessional investment advisers to
evaluate their advice. lir line with
this idea, we decided to take a
second look
at Gulf In- |
surance Com-
pany, our
September,
1951 choice of
“The Security
I Like Best.,”
The purpose
of the calcu-
lations is not
to prove, “I
told you so,”
but rather
represents a
review of
what has hap-
pened to the
investment during the past three
and one-half years.

We stated in September, 1951,
that an investor would fare better
by buying Gulf Insurance Com-
pany than he would by purchas-
ing the general run of market
stocks. Since that time, the Dow-
Jones Industrial Average has risen
from 274 to 416 in May, 1955, a
gain of 142 points, or 51.8% dur-
ing the period. Gulf Insurance
Company, selling at 49 in Septem-
ber, 1951, has since sold shares to
its shareholders at attractive
prices three. times and has paid
two stock dividends. Another
stock dividend of one new share
for each nine held is being paid
currently, but is disregarded here
as it was not effective at the year-
end. Allowing for these capital
changes, a present owner of shares

Charles V. Campbpeil

. acquired three and one-half years

ago would have a cost of 401% per
share. At the recent price of 87%,
he would have had. a gain of 47
points, or 116.7% on his invest-
ment during the period.

The real question is whether or
not the improvement can be ex-
pecled to continue, What of the
future? -

It is believed that the Gulf will
continue to grow, and that the
patient shareholder will be well
rewarded in the future years as
he has been in the past. The com-
pany is still “small” at $38 mil-
lion of assets, although it is now
the largest stock fire and casualty
company in the South, indeed,
there is none larger in that vast

territory lying West: of Pennsyl- °

vania, South of Chicago and East
of Cahforma Management is ag-

gressive and highly regarded

within the industry.” Also, the
management has proven - itself

-capable of coping with a variety

l

‘of operating problems during re-

cent years.

The quality of the investment
portfolio has been maintained.
Investment income, growing stead-
ily, rose to $4.57 per share in 1954.
Less than one-half of such earn-
ings were needed to pay the $2.00
per share cash dividend. In addi-
tion to the investment income, an
underwriting gain of $3.33-and a

$1.42 gain in premium reserves'

brought total per share earnings
to $9.32, excluding gain or loss on
securities and market fluctuations.

Market appreciation alone
amounted to more tham $27 per
share in 1954, and this figure is
2.7 times the entire capital stock
of the company. While last year
was an exceptional one, it is of
interest to note that Gulf has had
an annual gain in market values

for many years, The performance
is made possible by the inclusion
of many carefully selected issues
from the Southwest and the will-
ingness of the investment com-
mittee to buy issues which fill
particular requirements. 3

A word about competition. It
is fierce! But the industry'has
been very competitive for years,
and the going has never been easy
for this young, small company.
In spite of small size and stiff
competition, the Gulf has grown
in assets from $5% million;in 1941
to $38 million in 1954. It is diffi-
cult to see how competitive con-
ditions can worsen for a company
which is not and never has been
“on Easy Street” as far as getting
new business is concerned. The
policy of the management has
been to keep working as hard as
possible.

As business is written in only
14 states, it is obvious that new
territory can be entered in case
the need arises. Many of the states
now being served are among those
which are enjoying better than
average growth, and it is likely
that the territory will be more in-
tensivelv cultivated each year.

A new casualty department, be-
ing expanded as fast as personnel
and resources will permit, will
soon merchandise a full line of
casualty policies over much of the
territory. This development, re-
sulting in a broader coverage of-
fered, would unfold new avenues
of growth prospects.

If one is reasonably optimistic
about the outlook for general
business in the United States,
there is little reason to worry
about the availability of new pre-
mium income for insurance com-
panies. The high level of produc-
tion at favorable prices will con-
tinue to create a tremendous po-
tential of insurable values. The
limiting factor, over the longer
term, may w)\ell be the ability of
the insurance 1ndustry to absorb
such a heavy increase in business.
Assuming that there will be
enough insurance premiums to
provide a satisfactory rate  of
growth for comnanies like the
Gulf Insurance Company, an in-
vestor can ignore periodic unfa-
vorable news for the ultimate re-
ward should be large enough to
justify his patience and faith in
the company. The stock is traded
in the Over-the-Counter Market.

PAUL DYSART

Investment Advisor =
Trendway Stock Market Service :
_Louis‘sville, Kentucky :

Koppers Company

It is never easy, in security
analysis, to put your finger on the
exact reason why- one stock -will
seize the public’s fancy and ‘an-
other will not,
except to say
that stock
preferences
are “faddy.”
Fads for stocks .
pass from
group to group
and stock to
stock. Koppers
stock, for some
unknown rea-
son, has never
been in the
faddy lime-
light, although
several of its
principal ac-
tivities, such as chemicals and
plastics, have. But perhaps this

Paul Dysart

very fact is fortunate for the in--

vestor c0ntemp1atmg Koppers
common; for here is a stock which
has basic similarities to such com-
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.panions as Monsanto, Dow Chem-

ical, and duPont, but which has
never obtained their degree of re-
spect in investment circles.
can hardly imagine a great com-
pany like Koppers conducting the
numerous pilot plant operations,
as noted elsewhere, without gain-
ing tremendous assets in “know-
how” experience, as well as broad-
ened procuct areas and sales ex-
pansion. In short, I feel that an
investment .in Koppers common
offers the investor an opportunity
to buy into a true blue-chiov with-
out paying the usual fad premium
tariff exacted as when buying into
other stocks whose business and
nature are basically similar. The
buyer of Koppers today pays
for no long-custained appreciation
curve like he would were he to
buy Dow, American Cyanamid or
Monsanto. Furthermore, he buys
at a price (at recent levels of near
46 on New York Stock Exchange)
which actually represents a dis-
count[6f 10% from current book
value,

Koppers Co, is Mellon domi-
nated and may be considered to
be a member of that fabulous fam-
ily of other Mellon - controlled
companies, such as: Gulf Qil, Al-
coa, The Mellon National Bank.
That the same cross currents of
management that have made these
other “Mellon” comr panies soectac-
ular financial successes will com-
pletely by-pass Koppers, seems in-
c¢redible. Up to his death, recently,
General Brehon Somervell, head
of the Army Service Forces dur-
ing World War II, was Chairma
and Chief Executive -Officer. W. F
Munnikhuvsen, long time Execu-
tive Vice-President. has since be-
come Chief Executive Officer. A
more aggressive and less cautious
expansion policy, combined with
the - usual Mellon acumen, may
confidently be looked for.

Business

Koppers is world’s largest pro-
ducer of coal tar products and
chemicals and plastic derivatives,
such as creosote, pitch and a long
line of related products. It oper-
ates many other producing anc
service facilities through its seven
operating divisions, a short de-
scription of each of which follows:

(1) Tar Products Division—Pro-
duces road - kuildirg materials,
roofing and water resistant coat-
ings ‘of all sorts, industrial tars
and pitches, creosote oil, crude and
refined coal-tar chemicals, .and
moth and insect preventatives.

(2) - Chemical Division — Pro-
duces chemicals from coal tar,
petro chemicals. plastics and plas-

tic materials, adhesives, résins and’

synthetic organic chemicals for
use in industries and pharmaceu-
ticals. Began producing polyethy-
lene, the raw material from which
flexible squeeze bottles and tubes
are made, in 1954.

(3) Wood Preserving Division— |
" Chemically processes forest prod-
"ucts for protection against decay.
‘marine borers, termites, fire, acid

and mechanical damage; ov)erates

fabricating and wood-working fa-

cilities. Serves railroads, utility,
mining and construction indus-
tries, and farms.

(4) Gas and Coke  Division—
Produces coke, gas, tar, ammonium
sulphate, and light oils. Customers
include public utilities, which buy
both manufactured gas and coke
for making gas, and the general
public in northern New Jersey,
Staten Island, and Long Island.

.. which are serviced through retail
_distribution yards.

(5) Engineering aqnd Construc-
tion—Engaged in the business of
designing and constructing com-
plete by-products coke plants;
plants for the manufacture and
purification of gas; coal and coke
handling equipment; chemical
plants. and other types of indus-
trial structures; blast furnaces and
open - hearth furnaces for steel
mills; sintering machines and

Continued on page 16
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(Page 2)
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ville, Ky. (Page 2)
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National Strength
Through World Trade

By DAVID ROCKEFELLER*

Executive Vice-President,
The Chase Man}!attan Bank in New York

Picturing the Russian threat as meaning the ration can no
longer afford to live by itself, prominent New York bank execu-
tive cites reasons why our world trade should be expanded.
Points out the economic principles of world trade, and lauds : -
the accomplishments of the Marshall Plan. Holds U. S. is -
pursuing an enlightened trade policy, and, although we have
not achieved our ultimate objectives that there should be no
S discrimination against goods. of any one country, present pol- .
.~ icy should be continued with greater efforts. Urges U. 5. join
Organization for Trade Cooperation.

"World trade is important to each
©f us as a means for raising our.
'standard of living. Still more, it
is essential to the continuzd
strength and
‘independence
©f the United
States as a
free nation,
both because
it provides us
increasingly
with indis-
pensable raw
amaterials and
because it
thrings greater
wwconomic

i :strength and
‘political sta-
bility to our
.allies in the
free world. 1n the arguments that
-one hears pro and con about trade
practices and - policies, I do not
believe that these considerations
.are given sufficient weight. So, I
:should like to speak to you chiefly
:about the relation of world trade
4o the strength of tae United
‘States as a free nation.

I doubt if it is necessary to re-

wcall to this audience the great
«changes that have occurred.in the

, ‘position of the United States in
“its relationship to other nations in
+the ‘short space of the past 20
-years. Perhaps the change is re-
vealed most vividly by pointing
‘to the fact that only two decades
:ago we could relax in the knowl-
«edge that despite wars in other
parts of the world, our own
‘homeland was virtually impervi-
ous to foreign attack. Today the
atom and the airplane have
whanged all’ that. City-busters
can now be delivered to our
mainland which, with their poi-
sonous after effects, are capable
«of devastating vast areas. As my
:associate, John. MeCloy, has so
;graphically put it, the atom and
ithe airplane have even changed
the shape of the world as we used
to think of it. We can no longer
:afford to use the old maps with
:a Mercator projection that spread
continents flat on a plane and
give the illusion of great distances
at the poles. The fact is.that the
world is as round at-the poles as
at the equator, and the shortest
distance to rour -heartland ‘from
homber bases in Russia is by way
of the ice masses to the north. The
Russians already have high-speed

David Rockefeller

*An address by Mr. Rockefeller at the
Anternational Dinner Ball of the Dallas
Council on World Affairs, Dallas, Texas,
May 19, 1955.

bombers which, if they can break
through, are' reported capable of
dropping hydrogen bombs in any
part of the United States. With
the Intercontinental Ballistic Mis-:
sile likely before long to be a
matter of practical reality, the
case with which an attack could

‘be made- even on the great State

of Texas would be greatly ‘en-
hanced. ‘

These are grim words and grim
thoughts. Yet they are the facts
with which ‘we live in this Mid-
Twentieth Century. And they are
a basic reason why this nation

can no longer afford to live by it-
self. On' the contrary, when we’

consider that-the Communist
world now embraces nearly 800
million people, or a third of -the
world’s population, it is evident
that we need tne friendly support
as well as-the resources of other
nations if we are to continue to
stand them off. The 330 millions
of Free Europe, the more than 700
millions -along the arc of Free
Asia, and the 180 millions who
are our neighbors in Latin-Amer-
ica and Canada can benefit us
greatly if they are friendly or

even neutral, but would be a se-,

rious: threat in Communist hands.

Economic Bases of World Trade

What has all this to do with
world trade? A very great deal.
For it is only through trade —

through an exchange of goods’

which makes possible in each
country the most efficient use of
labor and resources — that the
economies of the free world can

grow strong. Thus, they will gain-

that sense of unity and common
purpose which are essential if the

free nations are -to present an un-’

broken front to would-be aggres-

sors, . And. in any calculation of’ .
trade, the position and policies’
adopted by the United States are

of crucial impertance.

The hard truth of these -facts
runs -through the history of the,
postwar years. - Consider only one’
example, although an -important .

one — the story of recovery in
Western Europe. since 1947. In
1947 Western Europe was flat on
its back, still* prostrate from the
crippling- effects of the most dev-

astating war in history. Produc- .

tion per’ person-was ' then only

three-fourths of the prewar level;,

living standards were so low tnat
large masses of the people were
turning in despair to the strong

persuasions of Communism. Trade-
Continued on page 32
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Wheels for Lanes and Lawns

+«* By IRA U. COBLEIGIL

Enterprise Economist

Some current notes on a distingnished 35-year old company
rolling up some excellent earnings results this year—Motor
Wheel Corporation,

If the invention of the wheel
marked a milestone in the civili-
zation of man, then Motor Wheel
Corporation must be credited with
doing a whale
of a job of
civilizing all
of us; for,
since 1920,
this company
has turned out
tens of mil-
lions of
wheels. You
ride on them,
on many
makes of cars;
you see them
rolling on city
streets, and
highway
lanes; and you
watch them power gliding across
verdant lawns at a merry clip.
(No pun intended.) Motor Wheel
is a vital enterprise, diverse, well
directed ' and definitely to be
looked into by stock buyers, not
averse to a 6'2% current yield on
an equity of merit.

Motor Wheel Corp., as its name
reveals, started out -making
wheels for passenger cars 35 years
ago. It has done such a good
job at it that, today, it supplies
about 30% of the industry’s re-
quirements, and is turning out
wheels and drum and hub assem-
blies at a pace above a million
a month. Clients include Chrysler
Corp. (Plymouth, DeSoto and
Chrysler), General Motors Corp.
(Buick, Oldsmobile and Pontiac)
and among the independents,
Hudson, Nash, Packard and Wil-
lys. Until quite recently, motor
wheels were riveted. Mbotor
Wheel, however, pioneered in the
_production of welded wheels. in
volume and its present Electro-~
fuse welded wheels represent a
big step forward in style, per-
formance and design. Moreover,
they are perfectly adapted for
the use of tubeless tires, which
as you've noticed are standard
delivery on many of the 1955
models, Fifteen million Electro-
fuse welded wheels have already
been produced. Auto wheels,
brake drums and hubs together
aclcm'mt for some 50% of MRW
sales.

But MRW must not be regarded
solely as a specialist in wheels.
The depression period (1932-34),
the only years since 1920 in which
cash dividends were not paid)
pointed up the need for product
diversification; and a program to
that end has now evolved a far
broader base for earning power.

Defense work has been fairly
important, although tapering
down from 26% of sales in 1953

" to 7% last year. Principal prod-
uct here is shell casings for the
106mm. Army recoilless rifle be-
ing turned out in a new 76,000
sq. ft. factory, now running in
three shifts,

Then there’s the Appliance
Division which has now been de-
veloped to produce items salable
every month in the year. The
Duo-Therm products and appli-
ances include oil and gas space
heaters, gas fired incinerators,
water heaters and roof mounted
air conditioners for trailers; and
beginning last year the Duo-
Trim line of lawn mowers was
introduced consisting of six reel
and rotary models. The heaters
above mentioned sell best in fall
and winter; so Motor Wheel Corp.,
to smooth out year round sale:
has entered heavily into th
power mower trade which does
its best selling in the alternate
seasons — Spring and Summer.
.This seems like a logical program
and it is working ouf well.” ~ - -

As a matter of fact, power lawn

Ira U. Cobleign

are selling sensa-
tionally. In 1946, only 164,000
power mowers were sold; last
year 1,350,000, and the prospect
this year is still brighter with a
$150 million sales total indicated.
To meet this powerful demand
MRW offers not only its own de-
signed Duo Trim models (afore-
mentioned) but, by outright pur-
chase for cash last fall, it acquired
the Lawn Mower Division of Reo
Motors, Inc. (right in the home
town of Mbotor Wheel, Lansing,
Mich.). The Reo line is the most
widely - distributed home ' power
lawn mower in the world, over a
million units having been pro-
duced since the war. Reo’s 11
models  (both electric and gas)

mowers

will be distributed by 150 Reo |

distributors and 5,000 dealers in
U. S. and Canada; while the Duo-
Trim units will be handled by the
broad selling organization of the
Duo-Therm division—102 exclu-
sive distributors and 15,000
dealers. So effective has been
this lawn mower market entry,
that power mower sales accounted

for 12% of total sales for the first

quarter of 1955.

From the foregoing you can
perceive that Motor Wheel is
progressive. This is due not only
to effective corporate leadership
under the guidance of Mr. M. F.
Cates, President and General
Manager, but to eager and loyal
echelons of junior executives and
some 4,600 employees, many of
whom have been with the com-
pany over 20 years. Labor rela-
tions are good and employee
benefits include retirement annui-
ties and group life and hospitali-
zation 'coverage. The set retire-
ment age is 68—optional at 65. The
last. plant wide strike at MRW
occurred 18 years ago,

Now let’s turn to finances. Last
year was not a particularly good
one, with sales dipping to $53.8
million from $84.2 million in 1953.
Withal, however, 1954 per share
earnings were $2.04 — coverage,
albeit thin, for the $2 dividend.
This year things are looking bet-
ter. First quarter gross was up
40% to $20 million and net profits
worked out to $1 a share. The
second quarter is going along
equally as well.,

Balance sheet position (1954
year-end) was good with above
$14 million in net current assets,
even after cash purchase of Reo
Lawn Mower Division in the Fall
of 1954, Capitalization could
hardly be simpler, consisting of
merely 854,752 common shares
listed N.Y.SE. and now selling
at 31, Book value (3/31/55) stood
at $32.46. Eighty-five hundred
stockholders will be watching the
progress of 1955 earnings of
MRW, having in mind the com-
pany history of paying out, on
the average, around 60% of net.
Assuming possible 1955 per share
results of $4, a cash dividend pay-
out of 60% would suggest a $2.40
declaration — but remember this
calculation is only guesswork. It
is not, however, illogical to as-
sume larger dividends out of
larger earnings.

There seems to be a pretty well’

defined tendency for motor cars
to run on wheels. Since that is
the case and since Motor Wheel
Corp. not only serves passenger
car makers with standard and
wire wheels, but such truck
makers as GMC, White, Diamond
T and Studebaker, MRW should
continue to progress and to pros-
per. Further than that, the com-~
pany provides about 40% of the
wheels used for farm implements
and tractors, supplying such dis-
tinguished producers as Interna-
tional' ‘Harvester, Deere, Allis-
Chalmers and Massey Harris.

When these eminent corporations
want to roll, they call on Motor
Wheel!

For  those investors peering
about in the market for stocks
which have not gone crazy, price
wise, and which still provide a
generous yield, may we suggest
an inspection of Motor Wheel
common? If you seek wide market
swings, MRW is not the right
vehicle; but if you are content
to deploy your funds into a well
managed corporation with broad-
ening vistas of earning power and,
a history of sturdy balance sheets
and liberal cash dividend pay-
ments, then Motor Wheel Corpo-
ration may attract you.

Merrill Lynch Signs.
AEC Agreement

‘For the first time a financial
institution has signed an “Access
Agreement” with the Atomic En-
ery Commission. This was an=
nounced yes-
terday by
Merrill Lynch,
Pierce, Fen-.
ner & Beane,
nationwidein-
vestment
bankers and.
brokers -~ with
h e adquarters
at 70 Pine St.,
New York
City.

The “Access
A g reements”
are part of the
AEC's new
policy of per-
mitting American industry to
study and participate in the
peaceful applications of atomic
energy.. Under the agreement
signed by Merrill Lynch, a small
staff of selected personnel will be
permitted “access” to confiden-
tial AEC information in the in-
dustrial atomic energy field.

In New York, Merrill Lynch
managing partner Winthrop H.
Smith stated his firm was ‘“de-
lighted” the AEC had approved
his firm’s petition to participate
in atomic energy on a study group
basis.

Mr. Smith added: “Our firm
feels sure that in the years to
come many industrial, utility,
railroad and other companies will
want additional amounts of new
capital to invest in atomic appli-
cations. Under this new proce-
dure established by the AEC,
Merrill Lynch can continue to
provide its conventional services
in the atomic energy field as a
principal financial underwriter in
the United States.”

Mr. Smith continued: “We are
sure that when our firm has ac-
cess to information on atomic en-
ergy we can help provide the
needed capital for the develop-
ment of atomic energy for peace-
time uses.”

Gordon Scherck Jr.
With Scherck, Richier

ST. LOUIS, Mo. — Gordon
Scherck, Jr. has joined the trad-

ing department of Scherck, Rich-
ter Company, 320 North Fourth
Street, members of the Midwest
Stock Exchange. Mr. Scherck at-
tended Tulane University and has
recently been associated with
Weintraub & Associates, Inc., ad-
vertising agency.

Women’s Bond Club
To Hear Floyd Odlum

Floyd B. Odlum, President of
Atlas Corp., will be the guest
speaker at The Women’s Bond
Club of New York luncheon meet-
ing, Thursday, June 2. The sub-
ject of his talk is to be “Uranium.”

Winthrop H. Smith
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Auto Production
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Total industrial production advanced moderately in the period
ended on Wednesday of last week and was approximately 12%
higher than a year ago.

Steel producers have pushed production facilities about as far
as they can for the present and the day of reckoning is near on
maintenance. Important maintenance shutdowns. are inevitable
in the near future, and warning signals are beginning to flash,
states “The Iron Age,” national metalworking weekly this week.

Combine this with  the normal summer vacation and hot -
weather production problems and the outlook for the immediate
future is far from what steel consumers would like it to be, adds
this trade journal. ; e

Production will back off from current near capacity opera-
tions. Before the mills have disposed of maintenance and vacation
disruptions, the ingot rate will drop a few points fromt present
levels. There will be little if any letup in order volume, which is
currently running ahead of capacity. As a result, order backlogs
will continue to mount and broken delivery promises will con-
tinue to plague both producer and consumer, this trade authority
further reports.

With the third quarter already spoken fer, and the fourth
quarter filling rapidly, the maintenance-vacation bugaboo will ag-
gravate the tight demand-supply picture over balance of the year.
On some products, mills are running 30 days or more behind on
deliveries. :

The maintenance problem already is beginning to crop up in
some producing districts and- the ingot rate in those districts is
suffering. Scheduled production rates are not being maintained,
although the national pace is holding steady this week at abou
97% of capacity, unchanged from the previous week. :

‘Normal mill customers are turning more and more to higher-
priced warehouse steel to fill in tonnage gaps. As a result, ware-
house inventories are showing signs of imbalance.” Mills report
that warehouses in turn are increasing
clares this trade magazine.

The pressure for warehouse steel is as good a sign as any that

consumers generally have been unable to do any.inventory-build-

ing. Otherwise, a delay in delivery from the mills would not :*

create the emergency shortages that have forced some users to
pay warehouse prices in order to maintain their own production
schedules.

Some third quarter business is certain to carry over inte
fourth quarter, which virtually guarantees a good production rate
at the year-end. In fact, some consumers would be willing to
place business for the first quarter of 1956 if the mills would
accept, concludes “The Iron Age.” »

Last week some United States or Canadian assembly plant
rolled: out the 4,000,000th car or truck of 1955. Last year the
milestone was not reached until the week ending July 17.

Meanwhile, according to “Ward’s Automotive Reports,” United
States car and truck building the past week, pegged at 207,452,
was a slight 0.4% under the previous week’s 208,268 turnout, the
third highest yield in industry history.

Passenger car making alone, estimated at 176,489 will be
0.5% under the May 9-14 total of 177,287. Truck building, at
30,963, will nearly equal the 30,981 completed in the prior week.

Increases at General Motors Corp. and Ford Motor Co. offset
losses suffered earlier last week by American Motors due to labor
flareups at Kenosha and Milwaukee, Wis. Chrysler Corp. op-+
erations were hit by strikes last week, and the week before, in-'-
cluding a walkout early Friday at the Vernon plant in Detroit.

The statistical agency reported that Saturday operations were
on tap last week at Buick, Pontiac and all Ford Motor Co. as-
sembly plants. .

The sharp increase in scheduling by General Motors Corp.
found the company taking a big 51.5% slice of indusiry ear
output, while Ford Motor Co. will take 28% and Chrysler Corp.
16.4%. A week -earlier, these producers took 50.1%, 27.4% and
16.8%, respectively. .

Among truck builders, Chevrolet will garner a strong 37% of
last week’s construction, Ford 23.7%, General Motors Corp., 10.0%,
Internatioral, 9.2% and Dodge, 9.0%. Year-to-date truck erecting,
which until four weeks ago lagged behind 1954, is now 8%
ahead of the year-ago stage at 485,160 as against 447,667.

Car building since Jan. 1 at 3,409,560 is 46% ahead of the same
period last year which stood at 2,333,622 units and combined car-
truck production is up 40% to 3,894,720 from 2,781,289.

This week’s United States and Canadian combined car-truck
building at 220,397 is down a slight 0.7% under last week’s 221,«
746 completions. <y

Activity in the building construction field during April con-
tinued unabated, Dun & Bradstreet, Inc., states. The total valua-
tion of building permits issued in 217 cities, including New York,
during the month was $521,173,029, or an increase of 6.49, above
the April, 1954, figure of $489,388,868. Compared with the March
sum of $542,997,099, there was a drop of 4.0%.

Building plans filed in New York City during April had an
estimated valuation of $49,939,864. This was down 9.3% from
$55,063,895 in the same month last year, and 16.2% less than the
$59,577,583 in March. .

Steel Qutput the Current Week Dips
to 96.3% of Capacity

The big aim of consumers now is to get delivery of steel
scheduled for May and June-shipment. They want to get ahead
of a price rise, says “Steel,” the metalworking weekly.

Steel is billed at prices in effect at time of shipment. With
mill order books loaded on some products, there is danger that
part of the tonnage scheduled for second-quarter delivery wilk

« not get delivered until the third quarter. Early in that period a

Continued on page 35
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World Political Situation ard
The Outlook for Plastics

By A. W. ZELOMEK*
Economist and President
International Statistical Bureau, Inc.

Mr. Zelomek expects long continuation of Cold War, necessi-

tafimg our preservation of strong economic as well as military

strocture. Forecasts vigorous promotion of our international

trade. Discussing future of plastics industry, he cites two

major supply problems arising from defense needs, and
increasing demand from new uses.

No One-World Peace

I sheould like first to look at
some of the larger events, the
major trends, of the present and
the future, and then gradually to
narrow our
view down to
a considera-
tion of the
more imme-
diate prob-
lems of Amer-
ican business
and specifi-
cally the plas-
tics industry.
Let me start
out with a.
double-bar-
reled predic-
tion:

There will
be no real
peace in. international affairs—in
the next year, in the next two
years, in the next ten years. And
there will be no great war that
will engulf all nations and all
parts of the globe.

Either the idea of a “one-world

. peace” is an absolutely implau-
sible idealization or else it im-

. plies the subjection of all inde-
%pendent powers by one power.
“1Clearly, neither is possible at the
present time. A politically real-
istic kind of peace is a peace based
on a balance of power among the
great states of the world. World
War 11 dig not create the condi-
tions for such a balance of power,
and postwar developments in the
Far East have especially upset

e
A. W. Zelomek

any possibilities for a balance of

power that might have existed.
Therefore, the best we can hope
for is an armed peace continually
interrupted by cold wars and lim-
ited fighting wars.

There are some people, of
course, who believe that there are
peace parties in Moscow and
Peiping. They believe that there
are some groups who would wish
to consolidate the gains of the
Communist ruling classes in a
period cf peace, in a reign of
“mutual coexistence.”

Unfortunately, I cannot in this
short speech go deeply into po-
litical theory, into a discussion of
the dynamics of the totalitarian
state. I can only say that domes-
tic political conditions in both
Russia and China preclude the
possibility that peace parties will
come to power. The trend in these
states will continue to be toward
an extension of the states’ mili-
tary and police powers and of
new foreign aggrandizement,

. No One-World War .

If there isn’t going to be a one-
world peace, the likelihood is that
there isn’t going to be a one-
world war either. There is a pop-
ular conception that any future
war or conflict among the great
powers will immediately turn into
an engagement that will involve
all nations and probably destroy
the world. - This is a misconcep-
tion of the consequences of atomic
weapons. Just because involve-
ment in war could possibly be so
completely ‘destructive, there has
been ‘a growing trend among the
statesmen of small and medium
nations to “sit out the next one.”

*A talk by Mr. Zelomek before the

Society of the Plastics Industry Annual
Conference en board the Queen of Ber~
muda, .M‘ay 9, 1955. . .

o

~atomic weapons,

Adlai Stevenson, in his radio
address on American Far Eastern
policy, noted the reluctance of our
European allies to become in-
volved ‘in shooting wars, and
there is no doubt that our states-

“men in Washington, too, are well

aware of it. Despite internatonal
political and economic ties and
despite, or even because of,
the trend to
“neutralism” may gain strength.
I shall discuss in a few moments
the effect that European neutral-
ism may have on our foreign-
economic-aid program and our
trade with Europe. )

I believe that the trend among
our European allies will be more
and more to withdraw from Far
Eastern involvements and that
Russian policy will support this
trend. Russian policy will be to
seek decisions on the great issues
of the power struggle in the Far
East. And it is in the Far East
that Russia, together with Com-
munist - China, will concentrate
her aggressive moves. Thus, it is
quite logical to suppose that Rus-
sia will welcome peace and neu-
tralism in Europe.

Now I don’t mean to say that
Russia and China will want an
all-out war even limited to the
Far East. Their aim is not an
immediate destruction of America
as a world power—for this would
be unrealistic. Their aim is rather
a gradual attrition of America’s
international prestige and a grad-
ual expansion of the Communist
area of control. Thus, they may
provoke a clash with the United
States under geographic and po-
litical conditions unfavorable to
large-scale American interven-
tion. Or, they may so choose the
time' and the place that, if we
pick up the gauntlet, we risk be-
ing isolated and, if we do not, we
risk being humiliated.

In the case of China, we can
see quite clearly the domestic po-
litical situation that is determin-
ing her international aggressive-
ness. The Communist regime is
insecurely seated. Having a for-
eign foe helps it to cement inner
cohesiveness. And successful for-
eign adventures will demonstrate
the regime’s power to the Chinese
people as well as to the people of
neighboring countries. “Give up
all hopes for a change in regime”
~—this is the slogan of the Chinese
Communists, and to back it up
they will demonstrate their mili-
tary invincibility. They must
humiliate the United States and
reveal the alleged inferiority of
the Western powers.

No Far Eastern Cease-Fire

. What does this policy mean in:

terms of actual events in the Far
East? It means that China is sim-
ply not interested in a real cease-
fire or armistice agreement re-
garding Formosa and the islands
in the Formosan Straits. It means
that within the next few months
we shall probably see more shoot-
ing actions in the waters around
Formosa. It means that China
will begin to make preparations
for a direct attack against For-
mou.a—but such an action may be
postponed for a year or two.

1 have been talking as if only
one side made the policy and the
decisions in this ' international
conflict—as if the United States
were only an object, and not also

a subject. But of course America
acts as well as is acted upon. In
the face of this international sit-
uation—I am sure you want to
know—what will be our aim-and
policy?

United States Policy and Aims

What America really wants
would be a long-term peace set-
tlement with China and Russia,
This is what the Republicans
want, what the Democrats want,
what you want, what I want. The
conditions I have described, how-
ever, are such that no long-term
settlement is possible,

American policy would seem to
be at a crossroads, On the one
band, we cannot have a real
agreement.. On the other hand,
our allies are increasingly reluc-
tant to be the tail of an American
kite flying across the Pacific. Will
we make pledges and then have
to go it alone? Or will we make
pledges and then back down?

Back down we cannot — For-
mosa, for example, cannot be for-
saken, for American strategists
are well aware that the attempt
on Formosa is not the end, but
only the beginning. Next will
come’ Korea, Vietnam, Cambodia,
Thailand, Burma, or the Philip-
pines. And thereafter Japan, a
rich plum in the Far Eastern con-
stellation of industrial and mili-
tary powers.

Peace is not possible. But all-
out war is not necessary. The
United States may be able to sup-
port its commitments without in-
volving large forces in . ground
fighting. The Air Force, the Navy,
and limited use of atomic weap-
ons may be used to express our
strength without totally involving
us. And they may thereby facili-
tate temporary compromise solu-
tions. New peace campaigns may
bring new. international . confer-
ences, at which long-term agree-
ments will be sought. But no
long- or short-term. agreements
will eliminate the jockeying for
power, the moves and counter-
moves on the chessboard of the
world. ! i

Effects on the Domestic Economy

_ Let us now move a little closer
to our ship and see what this pic-
ture of the international scene
means in terms of the American
economy.

It means that we as individuals
are caught in a time of conflict
and tensions and that we must rec~
ognize these conflicts and tensions
in any evaluation we make of our
national position, our industry po-
sition, our personal position.

The national economy will have
to continue to sustain armaments
production at about the present
level. And, of course, we as busi-
nessmen know that the converse

is true—that armaments produc- '

tion at about the present level
helps to sustain the national ecori-
omy. But we must not overesti-
mate the economic importance'of
armaments production. Defense
expenditures. now stand at about
12.2% of the Gross National Prod-
uct. It may go down some and it
may go up some—it will continue
to fluctuate over the years of the
armed peace. It may go up some
when we need to actively demon-
strate our strength, when we need
to counter aggressive moves made
by the Communist bloc. It may go
down some when temporary agree-
ments are redached, when long-
term agreements seem to be just
around the corner. But the peace
will always be only an armed
peace, and our economy will have
to be an armed economy.

United States Must Be Strong
At Home

Two things need to be said about
the relation of defense expendi-
tures to the economy. And they
both point to the conclusion that
defense expenditures are not the
decisive factor in our economie
health. The first is that the minor

Continued on page 27
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“Observations . . .
By A. WILFRED MAY
BUREAUCRACY AT THE CROSSRCADS

-Can the relatively unorganized taxpayer ever, under the
democratic political system, prevail against the heavily entrenched
pressure groups with their self-interest vested in our spawning
political empires? Can Big Government, the great lean-to, with

the unbalanced Budget ever be curtailed? Can
we ever get rid of the implied slogan: “Econ-
omy for the other fellow”? Can the tide of
mounting taxation, debt, and public apathy,
critically threatening us as a self-governing
democracy, be reversed?

The answer to these crucial questions now
lies climactically with the future disposition,
by action of the Congress and the Executive
Branch, of the glaring ills which are now
being demonstrated by the Hoover Commission
(the Commission on Organization of the Execu-—
tive Branch of the Government). This time for
decision and crucial test is here now both be-
cause of the stupendous job done by the Com-
mission, and the unprecedented regard whica
it as well as its Chairman, our now-respected
ex-President, are eliciting from the public.

The first Hoover Commission, which used an appropria-
tion of less than $2 million, succeeded in introducing operating
economies amounting to at least $1% billion annually. The ores-
ent new Commission, in the nine reports issued thus far, indicates
potential annual savings of another $1% billion, with Mr. Hoover’s
forecast of total yearly savings of $6 billion, enough to balance
the budget in a quick jiffy—providing that all the recommenda-
tions are adopted and effected. (The law creating the present
Commission carries these teeth: “The Commission may propose
such constitutional amendments, legislative enactments and admin-
istrative actions as in its judgment are necessary to carry out its
recommenadtions.”)

Some “Birth Control” Needed

As Mr. Hoover pointed out before the National Industrial
Conference Board last week, the current investigation:operating
along functional, in lieu of departmental lines, found, for example,
that 71 agencies give medical aid; that 104 agencies devote part of
their services to the making of loans, guarantees and insurance;
and between 2,000 and 3,000 different units concurrently are in
direct competition with private enterprise. It is attempting “the
birth control of documents,” in curtailing the 4,700 different varie-
ties of questionnaires the government.is now sending each year to
the commercial world “and also to confuse plain people.”

Obstruction

Highlighting the basic difficulty of his task forces, Mr. Hoover
—in his fortunately new-found style—cites an “Aesop Fable,” as
follows: “Once upon a time the Commission on Reorganization
of the Government said some restraining words affecting one of
the 1,000 pressure groups represented in Washington. That pres-
sure group said, ‘We deeply respect your words. But it is only the -
other 999 pressure groups that are badly in need of reform and
we will help you.” They said our appropriations are very neces-
sary. Our Commission opined that they could spell the words
‘very necessary’ with less than nine ciphers attached to it. Their *
reply was, ‘Our spelling is absolutely necessary to save the Re- .
public’.” b

But it is far more than humor, wisdom, and integrity that the
Chairman has brought to his task. This veteran, himself working
on chapter and verse, has reduced 1,800 pages of the Task Force
findings to 40 concise and readable sheets. His colleagues attest,
as in THESE words of Clarence Francis, “His own example of tire-
less public service, so fully emulated by the Commission and its

‘task forces, is an example to all. Who but Herbert Hoover could
“have provided the leadership and recruited the talent which make

.the Commission’s reports so great?”
* #* "

Will this unique effort be successful? Surely the answer holds
the key to the continuation of the vitality of our free enterprise
system, to the survival of our free enterprise system, and to the
very workability of a democracy! -

Participating Distributors and Dealers in all Pacific
Coast Securities. Specializing in Inactive and
Over-the-Counter Securities. Interested in
All Mining Securities.

RAY C. MOORE—Mgr. Trading Dept.

WALDRON & COMPANY

RUSS BUILDING, SAN FRANCISCO 4
GArfield 1-2000 Teletype S.F. 752

gitized for FRASER
ko ://fraser.stlouisfed.org/




CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

NEWS ABOUT BANKS
AND BANKERS

The First National City Bank
of New York on May 23 opened
its 73rd Greater New York branch
at. Queens Boulevard and 39th
Street, Long Island City, and also
opened enlarged modern quarters
ior its Fordham branch at 2481
Creston Avenue near Fordham
Road. The Queens branch pro-
vides parking facilities for 44 cars.
Fordham branch has expanded its
1loor area two-fold to meet in-
creased demand., Manager of
Queens Boulevard-39th Street is
Stuart E. Cameron, formerly of
Peoples Trust branch, Brooklyn.
‘Thomas J. Finnegan is Manager at
the Fordham branch.

. %, % #*

Announcement is made that the
58,000 additional shares of capital
=tock of Federation Bank and
Trust Company of New York, of-
fered to the stockholders on a
one-for-five ratio at $20 a share,
was heavily oversubscribed. This,
it was indicated on May 23, makes
348,000 shares of stock issued and
outstanding, and total capital in
excess of $7,200,000. In our issue
of April 28, page 1992, the is-
zvuance and sale was announced
of an additioral 58,000 shares of
capital stock of the bank at $20
ver share, T.J. Shanahan is Pres-
ident of the bank.

# * #

Anthony Gerosa, Vice-President
of the Metxopohtan Roofing Sup-
plies Company, Inc., and Vice-
President  of Gerosa—Paladino
Corporation, has been appointed
%0 the Advisory Board, Bronx and
Upper Manhattan D1v1sron of
Manufacturers Trust Compnny of
New York, Horace C. Flanigan,
President of the Trust Company
announced on May 20. Mr. Gerosa
is a brother of Lawrence Gerosa,
Comptroller of the City of New
York.

LI S

C. William Borchers, Executive
che President of the North Side

favings Bank, Bronx Borough,
\Iew York Clty has been ap-
1 Jmted to the Advisory Board of

> Bronx and Upper Manhattan
:uVlSlOl] of Manufacturers Trust
smpany. Mr, Borchers is cur-
3.':,1tl,y serving as Chairman of the
Greater New York Fund cam-
wpaign in the Bronx

*

Arthur T. Roth Presxdent of
‘Cie Franklin szonal Bank of
-¢ranklin Square, Long Island,
N. Y., announced on May 16 the
<ompletion of the consolidation of
“he Nassau County Trust Com-
1:any of Mineola, Long Island, and
the Fraaklin National Bank of
J'ranklin Square under the name
:.'nd charter of the Franklin Na-
1'onal Bank, effective at the close
« { business on May 13. In making
ihe announcement, Mr. Roth in-
ticated that the combined re-
:ources now total approximately
390 000,600. William F. Ploch,
\'ice- Pxesment will be ir charge
(f the County Seat Office in
!lineola. He will also be Chair-
:1an of the Trust Committee and
* hairman of the Advistory Board.
he first formal “Open House”
bservance was held at the Sea
liff office on Saturday; May 21,
-t which time the public was in-
ited to inspect the modernized
uilding. The proposed consoli-
+.ation was referred to in our issue
.f Feb. 24, page 936.
% % %
__Directors of both The Peekskill
-~ational Bank and Trust. Com-
3any, Peekskill, N. Y. and The
“sunty Trust Company on May 25
)pproved a merger agreement be-
‘ween the two institutions that
‘~.ars the signatures of James
2empsey, Chairman, and David M.

Barry, President, of the Peekskill
bank and Andrew Wilson, Chair-
man, and Joseph E. Hughes, Pres-
ident of The County Trust Com-
pany.

Consolidation under The County
Trust Company name and charter
is gxpected to take place in about
two months, pending approval of
the merger agreement by state
and Federal banking authorities
and stockholders of both banks.

Under terms of the agreement,
stockholders of The Peekskill Na-
tional Bank and Trust Company
will receive 10 shares of County
Trust Company stock for each of
their present shares.

Mr. Barry will be a Countv
Trust Vice-President in charge of
Peekskill operations. Upon com-
pletion of this proposed merger
and those now pending with The
Irvington National Bank and Trust
Company and The Central Na-
{ional Bank of Yonkers, The
County Trust Company will have
1,218,950 shares of stock outstand-
ing and capital funds exceeding
$20,750,000, with deposits of about
$300,000,000.

Mr. Barry said, “The employees
of the Peekskill National Bank, all
of whom are expected to remain
with the Bank, will have the same
eligibility rights as all other
County Trust employees for bene-
fits, including ‘pension, life in-
surance and profit sharing. Last
year, County Trust’s profit shar-
ing plan equalled 13.52% of each
individual’s salary.”

On April 30, 1955, The Peeks-
kill National Bank and Trust
Company had total assets of $7,-
148,047 and deposits amounting to
$6,546,368. The County Trust Com-
pany, on the same date, had total
assets of $288,644,757 and deposits
of $265,190,502. Upon completion
of its currently pending mergers,
The County Trust Companv will
bave 35 offices in 22 Westchester
coinmunities.

# *

The merger of The Irvingion
National Bank and Trust Com-
pany, Irvington, New York, with
The County Trust Company, White
Plains, N, Y., under the name and
charter of the latter institution be-
comes effective on May 26, W.
Barton Eddison, President of the
Irvington bank, announced.

Under ‘the consolidation, Mr.
Eddison will serve as Chairman of
the Associate Board of Directors,
and David J. Condon, Cashier of
the Irvington bank, will be Vice-
President in charge of the Irving-
ton oftice.

The merger will give The
County Trust Company a total of
30 offices in 21 Westchester com-
munities, .

# * *

Over 80% of the capital stock
of the Farmers National Bank &
Trust Company of Rome, N. Y.,
has been exchanged for shares of
Marine Midland Corporation
stock, according to an announce-
ment made jointly on May 19 by
Baldwin Maull, President of Ma-
rine Midland Corporation and by
Carl H. Simon, Chairman of the
Board and Charles W. Williamson,
Jr., President of the Farmers Na-
tional Bank & Trust Company of
Rome. The stock was acquired
in response to a proposal made
by Marine Midland in a pros-
pectus dated April 8, (referred to
in these columns March 24, page
1430) to exchange five shares of
its common stock for each share
of Farmers National. Total assets
of the Farmers National on April
11, 1955, were approxlmately
$12 600, 000 and deposits were in
excess o[ $11,000,000. Completion
of the transactlon brings the num-
ber of Marme Midland banks

“President,

serving New York State to 11.
These banks operate a total of
140 banking otfices in 68 New
York State communities.. Re-
sources of Marine Midland Cor-
poration, it is stated, are approxi-
mately - one and three-quarter
billion dollars.
# 14 %

" The U. S. Comptroller of the
Currency annofinces the issuance
of a merger certificate app:oving
and making effective, as of the
close of business May 6, the mer-
ger of The Athens National Bank,
of Athens, N. Y. with common
stock of $50,000, into The National
Commercial Bank & Trust Com-
pany of Albany, N. Y., with com-
mon stock of $3,000,000. The mer-
ger was effected under the char-
ter and title of the National Com-
mercial Bank & Trust Company
of Albany. At the effective date
of merger, the merged bank, it
was stated, would have a capital
stock of $3,000,000, in 150,000
shares of common stock, par value
$20 each; surplus of $7,500,000;
and undivided profits of not less
than $1,000,000. The main office
of the Athens National is to be
known as the Athens branch of
the enlarged National Commercial
Bank & Trust Co of Alkany.

“

The sale of $1 200 000 of new
stock of the Hartford National
Bank & Trust Company of Hart-
ford, Conn.,, has seryed to in-
crease the bank’s capital from $8,-
800,000 to $10,000,000. The en-
larged capital became effective
May 18. The plans to increase the
capital were noted in these col-
umns April 21, page 1838.

# #

George H. Brown, Jr has been
appointed Executlve Vlce—Presi-
dent of the Girard Trust Ccrn
Exchange Bank of Philadelpvia, it
was announced on May 18 by
Geoffrey S. Smith, President. Mr.
Brown is in charge of the banking
department. As Executive Vice-
in the absense of the
President and Chairman of the
Board, he will perform the duties
and have the authority of the
President. Mr. Brown is a veteran
of 32 years of service to the bank.
He began his career at the age of
17 as a clerk in the transfer de-
partment. In 1931 he was trans-
ferred to the real estate division
of the trust department and
served there for 10 years, being
appomted Assistant Real Estate
Officer in 1932, Real Estate Of-
ficer in 1939, and Assistant Vice-
President later that same - year.
In 1941, Mr. Brown was made
Vice-President in the trust ad-
ministrative division, end in 1949
he was placed in charge of the
entire trust department. He re-
mained head-of- the trust depart-
ment until the spring of 1954
when he assumed direction of the
banking department.

# % %
- The State Bank of Dravosburg,
at Dravosburg, Pa., with ¢common
stock of $75,000, was merged as
of March 26 with the First Na-
tional Bank of McKeespert, Pa.,
which latter had a common stock
of $1,800,000. At ‘the effective
date of consolidation, the con-
solidated bank reported a capital
of $1,893,750, in shares of 189,375

of common stock, par $10 each~
+ surplus - of $3, 106250 and un-

divided profits of not less than
$600,000.
- £ &
The First National Bank of St.
Paul, Minn., which increased its

capltal from $6,000,000 to $3,240,-

000 on April 18, by a stock d1v1—
dend of $3,240, 030 has made a
still further addition to its capi-
tal, which, as of May 12, was
enlarged to $10,000,000 by the sale
of $760,000 of new stock. The pre-
vious increase in the capital was
Egggd in our issue of May 5, page

With Smith & Co.
(Special to THE FINANCIAL CHRONICLE)
WATERVILLE, Maine — Robert
M. Tonge is now connected with
Smith & Company, 193 Main St.
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From Washingw_;z

| Ahead of the News
l.’__—_ By CARLISLE BARGERON

‘Most of the time you never know the reason for the 1nten51ty
behind political movements.in this country. They originate, get
underway -and sooner or later have our politicians beating their
breasts and swearing their undying allegiance to whatever is best
for the people, but at the same time turning
flip-flops in the manner of a circus trapeze .-
artist.

A matter of burning interest in the past
two years is the so-called Bricker Amendment -*
to the Constitution which would-proscribe the .
President in the willy-nilly making of treaties -
with foreign governments which override ex~ -
isting domestic law. Only the Senate passes .
upon treaties, not the entire Congress.

Senator Bricker of Ohio, author of the
proposed - amendment bearing his name, has
stirred up a lot of scholars and internationalists
but apparently’ I Lave been left cold, notwith-
standing thaf I am inclined to think the Sen-
ator is right.

A part of the smear campaign against the
Senator - and his amendment was the” Tecent
story by a Washington gossip columnist to the effect that the real
reason the Senator was pressing his amendment was that his duck
hunting friends in Ohio were annoyed by the migratory bird
treaty with Canada., Or, I thought it to be a part of a smear
campaign.

But a few nights ago a very vehement Ohio industrialist
solemnly assured me that the duck hunting situation in Ohio
might very well be the genesis of Senator Bricker’s proposed
amendment to the Constitution and there was a very legitimate
reason why it should be.

In my time I have talked with a lot of indignant citizens,
those who wanted to rebel under the tax load, income and cor-
porate; I have encountered their indignation in the matters of
World War II, the Korean conflict, the growth of bureaucracy, the
National Debt, the catering to labor unions, etc. But I have never
seen a citizen, a worthwhile one, a tax-paying one, quite so indig- .
nant about anything as was my industrialist friend from Ohio.on . -
the subject of ducks, the killing of .them, the rules and regulations.
regarding their being shot.

My friend asstred me that. 1t was idle talk of democracy
behind the Iron Curtain, in Indonesia, in Asia generally, when a
virtual reign of bureaucratic terror hangs over the head of the
Ohio duck hunters.

Well, what are we up against, he asked.

“We are permitted a bag of four ducks a day,” he expOStulated
“That is all right. But what happens? This bureaucrat flies over
the duck hunting country in a helicopter, and swoops down upon
you at the most unwarranted times. Maybe none of us will have
our bag of four ducks so this bureaucrat has nothing to complain
about. But the law reads that you can’t shoot a duck when it is
en route ‘to and fro’ its feeding ground. This bureacrat will drop
meal out of his pocket and swear you dropped it and it constitutes
a feeding ground.

“In Ohio where we are great duck shooting lovers we have
cottages out around tice marshes. Say you are entertaining some
of your duck hunting friends at one of these cottages over a
week-end. This- bureaucrat in Lis helicopter will swoop ‘down
upon you, declare you and your guests have been shooting illegally
and order you to go home., Well, you get ready to go home and by
way of breaking camp you throw your feed away. This bureaucrat
then charges you with throwing this feed away with a view to
enticing the cucks. Imagine that when you have been ordered to
break camp and go home.”

My friend assured me that he knew of no better evidence of
the Police State than the experience of the Ohio duck hunters.
If it can happen to us it can happen to you, he said warningly.

My friends said that the bureaucrat from whom they had
Loped they would get relief under the Eisenhower Administration
but hadn’t, bad been having a delightful time hauling duck hunters
into court and having them fined $500. The duck hunters paid the
fine, my frierd said, because they didn’t have the time, money or
{ortitude to fight it.

But finally the bureaucrat struck a determined duck hunter,
Fis 75th victim. Tris fellow did fight it out in court, cost hlm
$1,000 but he got a verdict.

Number 75 is now by way of being immortalized by t“e Ohio
cduck hunters. They've formed an association and aside from
making a hero of No. 75 tney have offered to supply a ducklet for
every cuck they kill.

My friend was dewn here, not to see about what the rest. of
us consider the problems of the . times, but about tkis proposition
of theirs, made with a view to getting out from under the “Police
State,” that exists, not the one that would come with Russia’s

Carlisle Bargeron

taking us over. Their problem does seem more immediate.

With Federated Secs.

(Special to THE FINANCIAL CHRONICLE)

BATON ROUGE, La.—Lester C.
Anderson, Roy Bartlett II, Fran-
cis C. Cox, John N. Evans, Thad-
dius Honora, Harold R. Hustead,
Charles M. Jordon. Clarence .R.
Knotts, C. V. McCollum; K. T.
Phillips, Isidore Rozeman, Roy T.
Sessums, J. A. Shepherd, and C. W.
Sherrouse, Jr. are now with Fed-

-erated cecurmes Corv., Louisiana

National Bank Bmldmﬂr

Now Stewart, Eubanks,
Meyerson & Co.

(Special to THE FINANCIAL CHRONICLE)

SAN FRANCISCO, Calif.—The
firm name of Stewart, Eubanks,
Meyerson & York, 216 Montgom-
ery Street, members of the Los
Angeles and San Francisco Stock
Exchanges, has been changed to-
Stewart, | Eubanks, Meyerson &
Co. Matook R. Nissim has recent-
ly joined the firm’s staff.
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Changing Depbsit Trends,
- Branch Banking and Mexgets

By MORRIS A. SCHAPIRO*

M. A. Scnapire & Co.,

In¢., New York City

Asserting bank mergers, subject to offictal approval, are a
healthy development, bank stock analyst points out the reasons
for recent activities in bank mergers. Says banks have been
in a squeeze, due to impact of higher costs and hizher taxation,
and cites statistics showing that earning power of commercial
banks is still low. Sees no danger of bank monopoly and

-says-dual system of banking protects the public.

Concludes,

:theugh public interest must be safeguarded, commercial.banks
-must-be allowed to make the necessary adjustments to
strengthen their future as privately owned enterprises.

_ At a time of unprecedented eco-
‘nomic activity, mergers and liqui-
dations are reducing the number
of commercial banks.: Everywhere
the question is
asked — why?
The charge of . :
monopolistic
intent. is not
.an ~acceptable
‘explanation.
Merger critics-
have empha-"
‘sized ' concen-
tration of
‘banking .re-:
‘sources.. The
‘charge was 3
‘made- that the ' i
‘100 largest
banks today
hold 48% of 5y
all ‘bank deposits. According to
the ' FDIC; -the 100 . largest com-
‘mercial banks hold: 46%- of -all
-commercial bank deposits. The
critics who use this figure should
-also state, however, that in 1940
‘the 100 largest banks held 58%.
‘In fact, despite the merger trend,
‘there is today less concentration
of deposits' than before the war.
. ‘Financidl analysts know that a
bank, like any other business,
must earn enough to attract capi-
tal. They are neither lost in the
political smog, nor beguiled by
the tradition and prestige of bank-
ing. Properly, they insist on facts.
Let us then seek the answer.

Wall Street in the Bronx

But, first, what are the most
striking signs of this merger
trend?

As all can see, throughout the
nation big banking s becoming
-neighborhood banking. In New
York - City, where this develop-
ment is perhaps ‘most arresting,
so-called “Wall Street” banks have
been moving onto “Main Street.”
- As one of many examples, in the
active trading community at East
.149th Street and Third Avenue in
the -Bronx, we find five banks
which have head offices in Wall
Street in competition with one
another: Pankers, -Chase ‘Manhat-
tan, Chemical Corn, First' National

Morris A. Schapiro

City, and Manufacturers. National -

City established its branch in 1928.
The merger trend brought the
‘other four. These five banks now
represent combined ‘capital funds
of $1,685 million. Individuals and
.their -businesses in this Bronx

tion of large capital and the con-
venience of the most up-to-date
‘banking facilities.

Let us take another -example,
‘the growing community of F'ush-
ing in the Borough of Queens.

Here we find four of these Wall-

' Street banks in competition, this
time with capital funds totaline
$1,493 million. The merger trend
brought three to Flushing.

And again, in the North Shore
Long Island -area of Bayside. as a
result of mergers. two of these
big city banks, with capital funds
of $748 million. are participating
in that community’s growth. Pay-
side is now getting metropolitan
service.

*An address by Mr. Schapiro at the
Eighth Annual Conven‘ion of the Na-
tional Federation of Financial Analysts
Societies, New York City, May 10, 1955.

T.he merger trend has released
new competitive forces through-

out the entire metropolitan area, .

bringing to people and their busi-
nesses' more banking service at

' lower. cost. . Bank customers: today,

find competition for their.patron-
age intensified.

Banks in Squeeze

How did this come about? Like:

all other. businesses, banking has

in ‘the financial ‘inflation  of “our
times. These.factors are of special
importance to ‘analysts in weigh-

ing the investment significance of’

changing deposit trends, blanch
banking, and mergers.

Industry generally has met to-
day’s costs and taxes by raising
prices. Commercial banks are un-
able to do so. The price of their
product, money and credit, is‘in-
fluenced to the greatest extent by

the decisions of the Treasury and-

the Federal Reserve authorities
whose -operations in ‘the money
market control its cost and avail-
ability. Within the limits thus set,
nearly 14,000 insured commercial

banks must compete not only with

one another but with non-bank
lenders as well, such as insurance
companies, savings banks, savings
and loan associations, pension and
other funds, and individual and
corporate lenders. The investment
markets constitute, of course, a
primary source of funds to large
borrowers. Purenthetlrally, this
vastand growing complex of non-
bank lenders would be an impos-
sible hurdle to overcome if com-
mercial banks were seeking to

‘create a morey monopoly.

Ac'ually, commercial banks are
in a squeeze. This squeeze is tighter
for those “wholesale banks” which
lend money at rates that-are most

.affected bv the regulated money

market. To work out of the
squeeze, banks are forred to in-
crease ' and diversify their bunsi-
ness, and cut costs.- To do this,
they must reach a wider public,
do retail business as. well as
wholesale, and give more service
to more people at less cost. Wider
operations make possible new ef-

“ficiercies as larger volume and’
“increased revenues justify modern
equipment 2ni, hence, ultimately ’

lower unit cos*s. Small banks. for

.examnle. cannot afford expensive
] I _electronic equipment,
community now enjoy the protec-

Branch Banking Basic | .

Tre same financial inflation
which brougrt high costs and
taxes also created the enormous
expansion of bank -d=posits. = At
t"e same ti~e. there has been a
continuous diffusion of these de-
nosits throughcut the economy.
The growth in deposit totals has
been accompanied by a shift of
funds - into new areas of industrial
activity and population expansion.

Social, political, and economic
forces have resulted in a disper-
sion of incustry and shift of pop-
ulation. Today, the distribution
of our expanding national income
is broader and this trend, too, has
been marked bv recional shifts
in income. Small cities have be-
core big ones, and, from all cities,
there is L migration to the sub-

urbs. From 1940 to 1953, the

. The Commercial and Financial Chronicle

suburban population increased
67%  compared with only 20% for
the total population.

:When ..people move, deposits
move.. Like-- other busmesses,
banks, too, must follow their cus-
tomers. Branch banking has be-
come basic in modern banking.

Mergers are an economical
means of acquiring already-estab-
lished brancnes. Mergers give -the
continuing institution broader
public -contact, ‘increased deposits,
enlarged cavltal funds, and diver-
sification in operations and in-
come. : :

Impact. of Costs

In the last ten years, . bank

mergers have been a national

phenomenon. Basically the trend
-kas reflected the changed condi-

tions under which banks -are
operating.

As financial analysts, let us ex-
amine the. impact of rising costs
on ‘the. operating .figures for the
years 1945 to 1954. First, we will
consider the 6,639 Federal Reserve
member banks outside New York
City.

"'Operating costs, exclusive of in-
come. taxes, have risen from $1,-
052 - million to $2,560 million, or

been affected by rising costs and ;143%;. deposits from $89 billion

hxgh taxation—factors ' inevitable®

to $121 billion, or 36%.

" Let us relate these facts to the
total of ‘loans and investments.
We  find that the average yield
or-rate: of interest required by
this ‘broad group of banks on their
total loans and investments, in
order to meet their operating ex-
penses and break even, has risen
from 1.03% in-1945 to 1.90%: in

1954,

Of course, this is an -average
picture.: Those banks operating in
marked- growth areas have so far
been able to do well largely be-

.cause .of their greater-than-aver-

age -increase in deposits and,
therefore, in total loans and in-

vestments. On the other hand, for
those banks with less-than-aver-

. age growth, the pressures of high

costs and high taxes have been
increasingly difficult to meet. The
fact is that even smaller banks
with strong deposit growth, doing
a retail business, have generally
done better than larger, heavily
¢apitalized -banks doing a whole-
sale business.

. Understandably then, banks
have turned to mergers as one
solution of their problems. There
have been 742 bank mergers from
1948 through 1954. Already 1955
has witnessed mergers impressive
in both’ number and size.

Realignment in New York

This development is no mor2
dramatically illustrated than here
in New York City. The impact of
costs and taxes on ‘the changing
banking situation falls hardest on
banks in old metropolitan areas.
Here in ‘New York- City, $2.8 bil-
lion, or 23%, of all member bank
capital is concentrated and held
by banks, traditionally banks of
big business.

Again, let us examine the fig-
ures. Total deposits of the .Cen-
tral Reserve member group in
New - York City which averaged
$27.7 billion in 1945 were off to
$26.6 billion in 1954. In the same
period,. operating expenses of
these banks rose from $216 mil-
lion to $428 million, or 98%. What
has been the impact on the break-
even yield of this historically
low-cost group of banks? We find
that this critical yield, the yield
required .on total loans and in-
vestments in order to meet these
expenses and break even, has
risen from 0.53% to 1.20%.

The resulting pressures forced
a major realignment of the city’s
banking structure through merg-
ers and liquidations. Manage-

(2415) 7

ments had to decide the question
of tradition versus necessity and
opportunity. They had to ask,
“Are we to remain a blue ribbon
bank'’ serving a.limited clientele
or shall we cross the tracks and
become a bank of little business
as well as big business? A Shall we
continue to operate exclusively
in the Wall Street ‘jungle’ making
large loans to few borrowers at
destructive rates or shall we
broaden our sphere through
branch operations and extend our
services to a larger public?”

The reason bank shares- were
quoted in the marketplace-at a
discount ' from book values was,
of course, their low earning power.
This - discount - intensified the
merger trend. Since merger val-
ues were higher than book val-
ues and hence much greater than
market values, shareholders found
merger proposals irresistible.

The membership in the New
York City Clearing: House Asso-
ciation has been reduced from 25
in 1946 to 15 today. The extent of
these developments can perhaps
be best visualized when we con-
sider -that the 10 which werse
merged had 177 banking offices,
$8 billion gross deposits and $702
million capital funds.

Earning Power Stlll Low

Even now, after the elimina-
tions, earning power of the con-
tinuing banks as a group is cur-
rently estimated at a rate of only
somewhat more than 7% on their
total capital funds. This com-
pares with about 6% in 1946.

Economies resulting from elim-
ination of duplications, and new
efficiencies, now possible because
of mergers, are bound to affect
future operating results favorably.
Nevertheless, the ability of -the
large metropolitan banks to in-
crease their earning power is

Continued on page 28
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Equitable Securities Corporation

This announcement is not an_offer to sell or a solicitation of an offer to buy these securities.
The offering is made only by the Prospectus,

$60,000,000
The Detroit Edison Company

General and Refunding Mortgage Bonds, Series 0, 34%
Due May 15, 1980

Price 100%

Plus accrued interest from May 15, 1955

The Prospectus may be obtained in any State in which this announcement is circulated from.only such
of the undersigned and ather dealers as may lawfully offer these securities in such State.

Blair & Co.

Incorporated

Hallgarten & Co.

L. F. Rothschild & Co. Salomon Bros. & Hutzler Schoellkopf, Hutton & Pomeroy, Inc.
Baxter, Williams & Co.
H. Hentz & Co. Hirsch & Co. The Robinson-Humphrey Company, Inc. Weeden & Co.

Bache & Co,

New York Hanseatic Corporation Wm. E. Pollock & Co., Inc. Shearson, Hammill & Co.
Courts & Co.

Stroud & Company

Incorporated

Ball, Burge & Kraus
Henry Herrman & Co.

Halsey, Stuart & Co. Inc.

May 25, 1955

Dick & Merle-Smith
Hornblower & Weeks

Gregory & Sons

Incorporated

Ira Haupt & Co.
R. S. Dickson & Company

Incorporated

Stern Brothers & Co.

igitized for FRASER
p://fraser.stlouisfed.org/
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Dealer-Broker Investment
Recommendations & Literature

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

Area Resources—Book on industrial opportunities—Dept.‘ M.,
Utah Power & Light Co., P. O. Box 899, Salt Lake City
10, Utah. :

Atomic Energy Review—Study—Harris, Upham & Co., 14
Wall Street, New York 5, N. Y.

Atomic Map, in four colors (revised)—Describing and locating
atomic activity of 97 different companies—Atomic Deve]op—
ment Securities Co., 1033 Thirtieth Street, N.. W., Washing=-
ton 7, D. C.

Canadian Letter—Fortnightly review of the Canadian Securi-
ties Market—Newling & Co., 21 West 44th Street, New York
36, N. Y.

Case for Bank Stocks—Including facts on 37 selected insti-
tutions—1955 Edition—Kidder, Peabody & Co., 17 Wall St.,
New York 5, N. Y. ‘Also available is a memordanum on
P. H. Glatfelter Co.

Changing Deposit Trends, Branch Banking, and Mergers —
Reprint of an address by Morris A. Schapiro at the National
Federation of Financial Analysts Societies’ convention—
M. A. Schapiro & Co.; Inc., 1 Wall Street, New York 5, N. Y.

Columbium-Ttantalum — Review — E. T. Lynch & Company,
Dominion Bank Building, Toronto, Ont., Canada.

Fire-Casualty Insurance Companies—A performance record of
50 companies and their capital stocks—brochure—Fewel &
Co., 453 South Spring Street, Los Angeles 13, Calif. y

Investment in Research—‘“Highlights” No. 30—Troster, Singer
& Co,, 74 Trinity Place, New York 6, N.. Y.

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

Japanese Petrochemical Industry—Discussion ‘in current issue
of “Monthly Stock Digest” — Nomura Securities. Co., Ltd.,
61 Broadway, New York 6, N. Y: « d f

New York City Bank' Stocks—comparative figures as of March . ~

31, 1955—The First Boston Corporation, 100 Broadway, New
York 5, N. Y. ¢ i Ry

Oil Profits—Bulletin—Peter P, McDermott & Co., 44 Wall St.,
‘New York 5, N. Y. "Also available is a bulletin on 1955 Rail-
road Profits.

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
yle,l_d and market performance over a 13-year period —
National Quotation Bureau, Inc., 46 Front Street, New
York 4, N. Y.

Railroad Shares—22 favored selections—survey—E. F. Hutton
& Company, 61 Broadway, New York 6, N. Y.

Steel—Analysis—Ross, Knowles & Co., Ltd., 25 Adelaide St.,
West, Toronto 1, Ont., Canada. ; .

Allied Stores—Data—Bruns, Nordeman & Co., 52 Wall Street,
New: York 5, N. Y. ‘Also in the same bulletin are data on
Victor Chemical Works, and West Penn Electric.

Baltimore & Ohio Railroads—Memorandum—Bache & Co., 36
Wall Street, New York 5 N. Y. :

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

Bowater Pe_lper Corp., Ltd. — Bulletin — Standard Investing
Corporation, 40 Exchange Place, New York 5, N. Y.

Chattancoga Gas Company—Analysis—Ira Haupt & Co., 111
Broadway, New York 6, N, Y..

Chespeake & Ohio Railway Co.—Analysis—Sutro Bros. & Co.,

4 120 Broadway, New Yorik 5, N. Y. .

Cleveland Trencher Company—Report—Loewi & Co., 225 East
Mason Street, Mtlwaukee 2, Wis. Also available is a memo-
randum on Pittsburgh Plate Glass Co.

Con§olidated Paper Corporation Limited — Review — James
Richardson & Sons, 173 Portage Avenue, East, Winnipeg,
Canada and Royal Bank Building, Toronto, Canada.

Crown Cork & Seal—Analysis—Boettcher and Com

) pany 105
East Pikes Peak Avenue, Colorado Springs, Colo. i

Curtis Companies, Inc.—Card memorandum—Swift, Henke &
Co., 135 South La Salle Street, Chicago 3, IIL, -

East Tennessee Natural Gas Company—Analysis—Clark, Land-

gtr%eet :]& Kirkpatrick, 315 Fourth Avenue, North, Nashville
, Tenn.
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Federation Bank & Trust Company — Bulletin — Laird, Bissell
& Meeds, 120° Broadway, New York 5, N. Y.

General Gas Corporation—Report—Cohu & Co., 1 Wall Street,
New York 5, N. Y.

General Shoe—Analysis—J. C. Bradford & Co., 418 Union St.,
Nashville 3, Tenn. !

Mead, Johnson & Company — Analysis — Amott, Baker & Co.,
Incorporated, 150 Broadway, New York 38, N. Y.

Merrill Petroleums, - Limited—Bulletin—de Witt Conklin Or-
ganization, 100 Broadway, New York 5, N. Y. ‘Also available
is a report on Holly Corporation.

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

Mitsubishi Shoji—Analysis in current issue of “Weekly Stock
Bulletin” — The Nikko Securities Co., Ltd., 6, 1-chome,
Kabuto-cho, Nihonbashi, Chuo-ku, Tokyo, Japan. Also in
‘tnhe same jssue is an analysis of Mitsui Bussan Kaisha.

New Jersey Natural Gas Company—Analysis—G. A. Saxton &
Co., Inc., 70 Pine Street, New York 5, N. Y.

Noranda—Analysis—C. M. Oliver & Company, Ltd., 82 West
Hastins Street, Vancouver 1, B, C., Canada.

Chas. Pfizer & Co., Inc.—Bulletin—Francis I. du Pont & Co.,
1 Wall Stret, New York 5, N. Y. Also available is a list of
40 stocks which have reacted. .

Riddle Airlines, Inc.—Bulletin—Eisele & King, Libaire, Stout
& Co., 50 Broadway, New York 4, N. Y.

Riverside Cement Co.—New views—Lerner & Co., 10 Post
Office Square, Boston 9, Mass. ]

Sherwin Williams Company — Report — Reynolds & Co., 120
Broadway, New York 5, N. Y.

South American Gold & Platinum Co.—Memorandum—Shear-
son, Hammill & Co., 14 Wall Street, New York 5, N. Y.

‘-Southwestern States Telephone Co.—Review—R. M. Horner &
Co., 52 Broadway, New York 4, N. Y.

‘White Eagle Oil Co. — Analysis — Hill; Richards & Co., 621

South Spring: Street, Los Angeles 14, Calif.

“years.

'HacNaugMon &0Co.
Appoints Two Officers

GRAND RAPIDS, Mich.—Mac-
Naughton, Greenawalt & Co.,
Michigan Trust Bldg., members of

R. S. Greenawalt, Jr.J. D. MacNaughton, Jr.

the Midwest and Detroit Stock
Exchanges, have just announced
the appointment of John D. Mac-
Naughton, Jr. as Treasurer and
H. Samuel Greenawalt Jr., as
Secretary of their company.

This company has been in.the
investment banking -business in
Grand Rapids for nearly 30 years
and is the oldest locally owned
firm in Western Michigan.. .

John D. MacNaughton Jr., son
of John D. MacNaughton, Presi-
dent of the company, came.wx@h
the firm in 1946 after serving im
the Armed Forces for about four
He 'is married -and - has

three children. Before ‘entering

- ... - the ‘sérvice; he' attended- Grand
‘- -Rapids. Junior College  and* .the

/University . of Michigan.: Heis-a

.. 'member of Grand Bapids-Rotary,
» 'the Knights" of the-Round ‘Table,

BOWLING DINNER JUNE 2, 1955 AT THE ANTLERS
CONTACT SIDNEY JACOBS

SECURITY TRADERS ASSOCIATION OF CONNECTICUT

The Security Traders; Association of Connecticut will hold
their annual summer outing at the Woodbridge Country Club,
Woodbridge, Conn. on Friday, June 3. Tariff will be $12 per
person. Scheduled are golf and tennis with cocktails at 5 p.m.
and dinner (steak or lobster) at 7 p.m.

Members of the Arrangements Committee are: A. Mauritz
Johnson, G. H. Walker & Co., Bridgeport, Chairman; Leslie Swan,
Chas. W. Scranton & Co., New Haven; Vfilliam Rybeck, Wm. H.
Rybeck & Co., Meriden; Thomas Melia, R. F. Griggs Co., Water-
bury; Rudolph Knablein, Hincks Bros. & -Co., Inc., Bridgeport;
John Graham, G. H. Walker & Co., Hartford; and Joseph Shure,
Bache & Co., New Haven,

June 3, 1955 (New York City)
Bond Club of New York annual
field day at the Sleepy Hollow
I(\Iro%?try Club, Scarborough,

June 3, 1955 (Baltimore, Md.)
Bond Club of Baltimore annual

May 26, 1955 (Columbus, 0.) outing at the Elkridge Club.
Columbus S.tock and Bond Club June 3, 1955 (Chicago, IIL.)
annual outing at the Brook- Bond Club of Chicago 42nd an-

COMING
EVENTS

In Investment Field

son - of the Vice-President,

side Country Club.

May 28, 1955 (Dallas, Tex.)
Dallas Security Dealers Asso-

. ciation outing at the Ridgelea
Country Club, Ft. Worth, Tex.

Juné 2, 1955 (New York City)
‘Security Traders ‘Association of
New York Bowling League din-
ner at the Antlers.

June 2, 1955 (New York City)
Women’s Bond Club of New
York luncheon meeting.

June 2-3, 1955 (Memphis, Tenn.)
Memphis Securities Dealers As-
sociation annual outing at the
Chickasaw Country Club.

nual field day at Knollwood
Club, Lake Forest, Il

June 3, 1955 (Connecticut)
Security Traders Association of
Connecticut annual summer
outing at the Woodbridge Coun-
try Club, Woodbridge, Conn.

June 3, 1955 (Philadelphia, Pa.)
Philadelphia Securities Associa-
tion annual outing at Hunting-
ton Valley Country Club, Ab-
ington, Pa.

June 6, 1955 (Philadelphia, Pa.)
Bond Club of Philadelphia

luncheon meeting at the Barclay
Hotel.

Chesapeake Industries, Inc.

$4.00 dividend Cumulative $10.00 Par
Preferred

Common — $100 Par

Inquiries Invited

TROSTER, SINGER & Co.

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

HA 2-

2400 NY 1-

376

Domura Secnxities
- @o., Ltd,

Member N.ASD
Broker and Dealer

Material and Consultation
; on
* Japanese Stocks and Bonds
without obligation
61 Broadway, New York 6, N. Y.

Tel.: BOwling Green 9-0187
Head Office Tokyo

DEPENDABLE MARKETS

DEMPSEY-TEGELER & CO.

gitized for FRASER

(York: Lodge F. & ‘A.'M., Blythe-

- .field Country Club and Par}rCon—
- . gregational  Church. ‘He is- also

very active in political and civie

~affairs. '

H. Samuel Greenawalt Jr. is tlin{e
Samuel Greenawalt. He is a grad-
uate of the Wharton School of
Finance, University of Pennsyl-
vania, Class of 1951 with B.S. de~
gree in Economics. He served as
a Ist Lieutenant with the ‘First
Marine Division in Korea, and re-
ceived the Purple Heart for
wounds received in-action near
Outpost Vegas in 1953. He came
with the company in 1953. He is
a member of the Grand Rapids
University Club, Blythefield
Country Club and Kent Country
Club, Grand Rapids Rotary Qlub,
York Lodge F. & A. M, Sigma
Chi Alumni Club, Fountain St_reet
Church and Western Michigan
Football Officials Association. He
won his Varsity football letter two
years as center on the Pennsyl-
vania football team in the years
1949 and 1950.

Bond Club Exchange -
Offer Oversuhscribed:

The Bond Club Stock Exchange
offering of 2,500 shares has. been
oversubscribed and - the books
closed, it was announced by ‘Gil-
bert H. Wehmann, White, Weld
& Co., chairman of the committee
in charge of the issue. Trading in
the shares will be'a feature of the
Bond Club of New York Field
Day at the Sleepy Hollow Country
Club on June 3. .

Bonanza Oil & Mine

Producing Quicksilvar Mine

Trading Markets Maintained

Report on request

L. D. FRIEDMAX & TU. Inc.

52 Broadway, New York City 4, N. Y,
Telephone DIgby 4-0860
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Thé ~Anétomy ‘of Bond Prices

By ELIZABETH ELLSWORTH COOK*

Publicity Manager, Hemphill,

Noyes & Co., New York City

Miss Cook discusses the various factors which influence prices
of municipal bonds. Explains the yield curve and the interplay
of short-term and long-term interest rates. Points out that
revelutionary political ideas introduced in 1933 have produced

. prefound changes in both the

demand for and the supply of

bonds, and have resulted in greater demand for bonds by insti-
tuiicns and reduced demand by individuals.: Points out tax-
_exempt bonds are demanded by a limited number of investors.
Describes the course of manicipal bond prices since 1933.

‘What fixes the price of a mu-
micipal bond? The money market?
Demand and supply? Yes, those

- six words define the area of
search,the
haystack
within which
the shining
answer may
be found. The
prices of mu-
nicipal bonds

“; are fixed by
demand and
supply within
the money
market,
And since
“credit is the

life - blood of

Elizabeth E. Cook . the economy,”

the money
market is the whole circulatory
system. Within it the market for
 tax-exempt bonds is only the last
branching off of capillaries at the
end of one artery. Nevertheless,
the funds borrowed through the
sale of bonds of local govern-
ments and Authorities contribute
to the “body-economic” in a small
but important ‘way, and their
prices are influenced to some
extent by every other use of
credit,

It is not possible to understand
. municipal bond prices at any
. particular time without consider-
ing the relation of the money sup-
ply to the demand for credit from
the Government, from farmers,
from the construction industry,
. from the automobile industry and
- all other business borrowers,
- from mortigage borrowers, from
instalment borrowers, and from
. speculators. And then it is nec-
essary tc know . whether . the
money supply is being increased
,.or decreased either by the natural
ebb or flow of business, by change
in velocity, or by official finan-

- gial or political policies.

The Yield Curve

Another most important con-
sideration is the trend of the
wyield curve, ie, the incipient
changes in the relationship be-
tween the yields of short and long
maturities. It would be unwise
ever to cverlook this price influ-
ence, but it is not necessary to
discuss it here. The subject is
covered clearly and concisely by
Robert Van Cleave, Assistant
. Vice-President of C. F. Childs &
Co., in his “Review” of April 11,
1955. Suffice it to say that some-
times short-term interest rates
are lower than long-term, some-
times they are higher. These fig-
ures from Mr. Van Cleave's ar-
ticle illustrate the point:
July
1929
%

%041

April
1946

%
1.00
0.38
0.75
2.08
246

ol

Call Money

4-6 mo. Com. paper-.._6.00
Long Treas. —ceoeeeee-o 3.64
Aaa Corp. bonds._-__.__ 477

*Average.

Before 1930 short -term rates
usually had been higher than
long-term. But the old pattern
was changed, first by the depres-
sion which reduced short-term
borrowing to the minimum, then
by a heavy influx of gold
(between 1933 and 1941) which

*Paper presented by Miss Cook to the

Municipal Analysts, New York City, April
29, 1955. 5
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swelled the money base, and fi-
nally by the war-time theory that
interest rates must be kept low
for the benefit of the Treasury.

In recent montns long-term
rates have changed very little but
short-term_ rates have been ris-
ing. For example, new Housing
Authority bonds maturing one to
40 years in the March, 1954, sale
were priced 0.75% and 0.80% to
2.45%-2.65%, but similar maturi-
ties of the recent issue, on April
13, 1955, were offered at 1.00% to
2.55%. The yield curve has flat-
tened somewhat. Possibly there
is a long-term trend toward the
old pattern.

Private Investor Demand

The revolutionary political
jdeas introduced in 1933 have pro-
duced profound changes in both
the demand for and the supply of
bonds.

1ne wish of private investors to
own bonds was first impaired by
the nullification of the gold clause,
which for two generations had
reduced the risk of such obliga-
tions to that of the solvency of
the debtor. Then, as inflation
progressed, the preference of in-
vestors swung from fixed-income,
fixed-principal debt obligations to
stocks which could at least re-
flect the waning value of the
dollar by being worth more paper
dollars. The die-hard conserva-
tives, who still wanted the “prom-
ise to pay,” were finally discour-
aged by the official low interest
policy which reduced the return
from bonds below what they
could accept.

Today, “balanced fund” inves-
tors include bonds in their port-
folios, and no doubt there still are
some private investors who buy
corporate bonds.

Relatively few persons buy
general obligation municipal
bonds for themselves, but large
amounts are bought for their
benefit by the trust departments
of banks. Many old trust instru-
ments restrict purchases to “le-
gals,” among which the trust de-
partments choose tax-exempts to
give the beneficiaries a “spend-
able” income better than they
would have left from corporate
bonds after taxes. i

The newer types of tax-exempt

revenue bonds are bought by pri- -

vate investors for income (or
speculation) because many of
them yield as much as corporate
bonds of similar grade. ‘These in-
clude turnpike and various other
let-the-user-pay issues, invented
to meet the wish of communities
to enjoy special facilities without
having to pay taxes for them or,
as in the case of School Authori-
ties, to circumvent legal limita-
tions of debt.

Institutional Demand

But, increasingly over the last
20 years, the demand for bonds of
all kinds has been from institu-
tions, which are themselves obli-
gated to pay out only fixed
amounts of dollars regardless of
their value.

Institutions take a greater pro-
portion than formerly of all new
bonds other than Governments.
Also the enormous increase in
their purchases, in dollars, has en-
abled local governments, Authori-

ties, and corporations to market -~

an annual volume of bonds, more
than four “times as great as 20
years ago. '

Increased Supply

The supply of bonds put out by
corporations has been enormously
increased: by- the Federal tax
structure. The excess profits tax
made it impossible for many
‘companies to finance by stock ‘is-
sues because they could not pay
attractive dividends. And the con-
tinuation of the high'tax on cor-
porate profits makes it advantage-
ous to secure new money from
bonds, the interest on which is
deducted before taxes.

(An issue of $10,000,000 of 4%
bonds costs a company $400,000
annually for interest charges be-
fore taxes. To take care of $10,-
000,000 of 4% preferred stock, it
must have $833,333 of profits, to
pay the 52% tax of $433,333 and
leave $400,000 for dividends.)

The large increase in the yearly
output of tax-exempt bonds can
be accounted for chiefly by the
astonishing growth of population
and the shifts of population
brought about by the wars, by the
trend toward the cities and now
away from them, and by the
‘development of new industrial
centers. ‘Also it has been aug-
mented by the number and cost
of services demanded from local
governments, now that the con-
cept of the welfare state is gen-
erally accepted. The annual crop
of Authority and other ‘“volun-
tary” issues has been fertilized
by easy money and may perhaps
be curtailed in any period of
stiffer borrowing rates.

Specialized Demand

The demand for tax-exempt
bonds comes from a limited num-
ber of investors not any of whom,
except certain public funds and
specifically restricted trust funds,
are compelled to buy municipals if
they see a better bargain in some
other form of debt paper. Every
new issue must compete with at
least a few other forms of invest-
ment — with Government and
corporate bonds, mortgages, com-
mercial paper, bank loans, or even
with stocks. And of course each
municipal- issue competes with
others of its own type in its prom-
ise of safety, return, and market-
ability. With many investors the
one distinguishing advantage,

exemption from Federal income
taxes, can be outweighed by a
larger apparent or after-tax yield
or by the prospect of a quick
profit. )

Also the demand for tax-exempt
bonds, or for certain' maturities
of them, can be ballooned or col-
lapsed by a change in otficial
policy. But the supply of state,
municipal, and Authority bonds is
arranged months in advance. Is-
sues may be withdrawn or they
may not get a bid, but they can’t
be made over to fit' a sudden
change of preference on the part
of the buyers. :

We, members of this group, can
and do talk endlessly about the
internal features which influence
the prices of municipal bonds,

_comparing their ratings, their

credit, their scarcity, their popu-
larity, the trend of their financial
strength. Then, descending from
our marble 21st floor, we look at
the other fellow’s world — steel
production, department store
sales, the willingness to borrow.
We try to guess what Congress
may do. We discuss the next
Treasury financing, and study the
weekly bank statment to see what
the Fed is doing. But, when we
have learned all we can and have
pondered what we have learned,
there still remains that unpredict-
able element of psychology, in-
separable from anything with
which human beings are con-
cerned.
What the Chart Shows

With all these intimate price
hazards in mind and remembering
the stock market crash of 1929,
the long depression, wars, infla-
tion, the cold war, and the full
employment act, it still is star-
tling to see on the chart that the
Bond Buyer’s Index of twenty 20-
year municipal bonds has ranged
from 5.69% on May 1, 1933 to
1.29% on Feb. 14, 1946 to 2.40%
on April 29, 1955. )

The path traced over the years
by the several municipal bond
averages is dramatie, but it is only
a mild reminder of what hap-
pened. The real market at any
time, the current ‘demand for ac-
tual supply, is recorded. by the
scales of the new issues as they

_(2417) 9

come along. No group would think
of basing its bid on an average.

However, since there is no feas-
ible way of charting new issue
prices, tne story has to be hung
on an average. And an average is
a listless thing to link witn the
events which have made and lost
men’s fortunes and their careers.
Where the average droops, prices
may have been slashed in desper-
ation. A slight recovery on the
chart may record a boiiing mar-
ket. And then again there are

-dull periods when the average

tells as much as there is to tell.

Following the average and re-
calling the past, it is clear that
the nature and the volume of tax-
exempt issues have been internal
determinants of price. But also
in the course of the past 25 years
municipal bond prices have been
powerfully affected by taxes, by
political ideas, and by influences,
unconnected with their intrinsic
merits, which in the aggregate can
be called the money market,

1933

On May 1, 1933 municipal bond
prices sank to their lowest level.
This gloomy event was entirely
logical and of little interest ex=
cept to those immediately con-
cerned.

The low. of stock prices had
been passed in June of the previ-
ous year. Industrial production

turned up timidly from July 1932,

Recovery was hampered by wide-
spread bank failures and the sol-
vency of all banks was finally
called into question by the bank
holiday, March 7-12, 1933, de-
clared by President Roosevelt as
one of his first official acts. By
May of 1933 industrial recovery
was beginning in its slow old-
fashion way. Companies with
courage and cred.t-worthiness
were borrowing in anticipation of
better days ahead and were pay-
ing good stiff rates. Moody’s aver-
age yield of 120 corporate bonds
from triple A to triple B was
nearly 6% %.

The money supply, i.e. all bank
deposits and currency, had de=-
clined from $55,776,000,000 at June
30, 1929 to less than $43 billion
on June 30, 1933, a drop of 23%.

Continued on page 30
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1956
1957
1958
1959
1960

2.50%
2.65
2.80
2,95
3.00

The Offering Circular may
such of the undersigned

IRA HAUPT & CO.

‘ L May 26, 1955.

To be guaranteed unconditionally as to payment of

R. W. PRESSPRICH & CO.
BAXTER, WILLIAMS & CO.
THE ILLINOIS COMPANY

$5,160,000

Northern Pacific Railway
Equipment Trust of 1955, Second Series

3% Serial Equipment Trust Certificates

(Philadelphia Plan)

To mature $344,000 annually on each June 16, 1956 to 1970, inclusive

Northern Pacific Railway Company

MATURITIES AND YIELDS
(Accrued dividends to be added)

1961 3.05%
1962 3.10
1963 3.10
1964 3.10
1965 3.10

Issuance and sale of these Certificates are subject to authorization by the Interstate
be obtained in any State in which this announcement 1s circt
and other dealers as may lawfully offer these securities in such State.

HALSEY, STUART & CO. INc.

FREEMAN & COMPANY

INCORPORATED

.;Jar value and dividends by endorsement by

L. F. ROTHSCHILD & CO.

WM. E. POLLOCK &CO., INC.
McMASTER HUTCHINSON & CO.

1966
1967
1968
1969
1970

3.1259%
3,125
3,125
3,125
3,125

Commerce Commission.
is circulated from only

GREGORY & SONS
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How to Fear Prosperity

By GEORGE W. COLEMAN*
iconomist, Mercantile Trust Company, St. Louis, Mo.

ents,

the expansionary movement is

B R

T do not know how many pro-
~ssions1 economists are in my
wdience but I am certain that
{hare 2-e a great many amateur
¢n2s, Unfortu-
nately, the
{orecast ing in-

“gvlged in by

t"e rrofes-
£icng!  econo-
ist s is al-

record, The
ixistakes
1yvhieh they
Nays €Oom=
red unfav-

1 accurate
recast which
me amateur
:s made. It should be realized
't the difference between the
>ateurs and the professionals is
t as great as the professionals
~uld like to believe. Every busi-
-nsman in this room is an
mateur economist and he uses
rtain guides to forecast the
~d of business activity in order

~ nt he can buy inventory, plan

George W. Coleman

¢ +vertising and selling programs,

A make capital expenditures.
. uses guides familiar to him.
;e people use weather cycles.
.2 of my doctor friends who is
rsychiatrist forecasts the trend
business ‘activity by noting the
. mber of his patients who are
+ »employed. He has a pretty good
; dex, according to his own judg-
.~nt, because he deals with
zrginal people who are the first
lose their jobs. The techniques
_sed by the amateurs not infre-
cmently yield extremely good re-
~ults and it is frequently possible
{n make invidious comparisons
1sith the forecasts given by pro-
{ _ssional economists. The profes-
‘onal economists normally base
';eir forecasts upon the study of
«. much larger number of statis-
{ical series, surveys, reports and
l.istorical comparisons. ’

Business Trend Extremely
Favorable

Regardless of the standards
which you may use, it must be
jndicated that the trend of busi-
ness activity at. the moment is
extremely favorable. The total
‘production of goods and services
4in the economy is undoubtedly at

.an all-time high. Unemployment’

,seems to be decreasing, although
“there are certain distressed areas,
especially in the coal fields of
"West Virginia -and southern Illi-
mois. The trend of prices is rela-
itively stable, resulting from a
balance between the decline in
=zgricultural commodities and: the
.increase in industrial commodi-
ties. Personal income is how at a
devel of $295 billion, and dispos-
able personal income — the
amount left over after taxes have
been paid—is at an annual rate
of $260.5 billion. These figures
are at all-time highs.

*The sale of automobiles to in-
dividuals is running at phenome-
mally high rates, and I have been
told that some of the economists
in the motor car industry are at-
tempting to explain not how many
cars are going to be sold, but why
they are selling so many cars.
*The stocks of cars in the hands
of dealers are probably now close
to 800,000. One reason for this is

e
*An address by Dr. Coleman before the
Rotary Club, Quincey, Ill., May 10, 1955,
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Mid-Western bank economist reviews current economic ‘situa-
tion and finds business trend is “extremely favorable at the
moment.” Points out, however, that some economic develop-
such as the decline in farm income and the rapid
arowth of indebtedness, are not altogether satisfagt';:'j.fﬂolas

likely_%y-go on for some time,

although the r2%5 or inetéase will undoubtedly diminish. Con-
¢liides situation bears watching and “in one stage of g:e busi-
ness cycle it is wise to prepare for the next.

that dealers have been required
to carry more types of cars be-

_cause buyers want to take advan-
tage of the different color com--

binations offered. Those people
who bemoaned the fact that the

v mass production industry was de-

stroying individuality should take
a new look at the color combina-
tions now selected by buyers for
new inodels. The current high
level of income would seem to

. indicate that, although sales will

be lower in the second half of the
year, we may come close to
breaking the all-time level of

f sales reached in 1950. Some peo-
_ ple believe that we may sell seven

million automobiles in the current
year, although I am somewhat
more skeptical.,

The home building program is
continuing at an extremely high
rate. There is apparently little re-
straint offered by a scarcity of
mortgage money, and it would ap-
pear that a high rate of housing
starts will be  maintained during
the remainder of the year because
the level of contract awards is so
high currently. The F. W. Dodge
Corporation indicates, for exam-
ple, that residential construction
contract awards in March
amounted to almost $1 billion
which is the highest month ever
recorded. Mortgage lenders have
made .commitments to builders
which will maintain this high
level.

There is some skepticism about
whether the housing boom can be
maintained. It has been widely
observed that new housing starts
are running at a rate almost dou-
ble the estimated rate of family
formation. It should be pointed
out that there is some danger of
a- statistical .discrepancy in. the
rate of family formation, but it is
also important to know that the
figure quoted -is for non-farm
housing starts. Inasmuch as there
is a substantial movement of fam-
ilies away from farms into the
cities, it may be that the demand
for non-farm housing units is in-
creasing. )

There are other reasons for sus-
pecting that the level of housing
starts’ may not be to6 high. In
the first place, families are in-
creasing in size.” More than four
million babies were born last
vear and statisticians indicate that
the number of children per family
is increasing. This requires big-
ger houses. It should also be
pointed out that the average fam-
ily moves three or four times and
this migration is also providing
demand for homes.

One of the most important fac-
tors in determining the trend of
husiness activity is the level of
expenditures for plant and equip-
ment which are to be made by

the business community. These -

expenditures declined last year
from.the peak reached in 1953.
The decline amounted to about
3% and. initially it had been ex-
pected that a further decline
would take place in 1955. The
vigor' of the recovery movement,
however, has brought about an
upward revision of these figures,
and it is now expected that 1955

‘will be the year in which capital

expenditures will surpass the
level reached in 1953. These ex-
penditures are important because
they reflect the anticipations and
plans of business men who make

" up the most important’ sector: of

the economy.

Some Economic Developments
Not Altogether Satisfactory

As was stated initially, the pic-
ture is indeed a rosy one, andone
has to look fairly nard to find
points of woukfiess. There are,
however,” economic developments
which are not altogether satisfac-
tory. Farm income is expected to
decline still further in the current
year, although on a per -capita
basis it may be more stable. 'r'his
decline is due in part to the fact
that farm prices are slowly de-
clining. According to available
indices, the Corn Belt is suffer-
ing relatively larger decline in
income than some other-regions
because hog prices are at lower
levels now than they were one
year earlier. It should be pointed
out, however, that the decline in
farm income will still leave the
farmers in a relatively ~sound
net worth position. ‘For those
who argue that we may have a
depression as the result of the de-
crease in farm income, it might
be well to point out that, while it
is still an important part of our
society, agriculture is not as im-
portant relatively as 'it was in
1929,

There is also another reason for
feeling some concern about the
economy, Durable goods,. non-
durable goods and houses are be-
ing sold to consumers on.the basis
of “so much down and so much
per month.” The debts are all to
be amortized; the consumer is
mortgaging his future income.
Some idea of the size of the con-
sumers’ debts can be gained from
the fact that instalment sales
credit now totals $23 billion. In
the month of March alone.there
was an increase of almost $425
million for automobile purchases.
Since the rate of selling has in-
creased in April, it is probable
that another increase will be re-
ported. At the end of the year,
mortgage credit on homes- was
believed to .total about $77 bil-
lion, a large part of which is being
amortized monthly. There are
people who are concerned because
these obligations represent such a
large portion of personal dispos-
able income. It is felt that buy-
ing 'will slow down in the future
while individuals liquidate their
obligations.

The experience with amortiza-
tion of outstanding consumer ob-
ligations during the Great Depres-
sion of 1929-33 was excellent, In-
deed, one authority has stated
that, in terms of loss, consumer
credit loans were safer than
money in the bank. However, as
the volume of instalment credit
increases, it may not be so safe.
This is especially true if,'in order
to make sales, individuals in the
lower income groups are being
encouraged to obligate too large
a portion of their incomes. Under
these circumstances, unemploy-
ment or even temporary seasonal
shutdowns which lead to. unem-
ployment could provoke a rash of
defaults with disastrous conse-
quences. If this were to. occur,
the next depression might be re-
ferred to as the Amortization
Crisis. .

It is not my purpose to try to
imply that such a' depression is
under way, because it seems al-
most certain that for the next six
months there will be no sharp
decline. The difficulty of saying
this with any degree of certainty,
however, is emphasized by the
-fact that -six -months ago most
analysts foresaw no increase of
the .vigor .and magnitude which
we are now experiencing. This
fact alone should give the am-
ateur .and ‘the professional alike
some hesitancy about making
even short-range forecasts. Sud-
den changes, such as the ones we
have experienced,- could reverse
themselves just as quickly.

Can the Rate of Growth Be
Sustained? .

One of the important aspects to
be considered in examining the

possibility of bjsiness. remaiaing

at this level is the fact«nat it has
grown at a rglauVely rapid rate,
in the/ ranguage of the profes-
sional “economist, this is referred
t0 as.a “sustainable rate of
growth.” Like most concepts that
are clear and obvious, this one is
difficult to define precisely pra-
doxical as this may seem. It is, I
think, obvious to all of us that the
economy .can grow at a rate over
a-short, period more rapidly than

-can,_ be: sustained over the. long

period.- More: productive capacity
can ‘be added, more facilities con-
;structed, more equipment built
than can be used under conditions
of normal growth. Normal growth
is ‘also a difficult concept to de-
fine, but studies indicate that the
economy has grown at a rate of
about 3% per year over the last
several decades.
a precise definition, it is clear that
a rate of growth of about this
figure will be required in order
to maintain and raise the stand-

ard of living for. an increasing-

number of persons. A rate of
growth substantially above this
figure over a long period of time
may result in a sharp decline in
production later. Such a rapid
rate of growth would probably be
accompanied by speculative ex-
cesses in building, inventory ac-
cumulation, new construction and
other activity.

Such a rapid increase might
very well be financed by an ex-
cessive- expansion of credit, and
the monetary authorities. of the
country have set themselves to the
task of attempting to limit a
credit expansion of that magni-
tude. It must, therefore, be real-
ized that the persons: who make
forecasts of rapidly expanding
business must take. into account
the policies being followed by the
monetary authorities. It is their
task to attempt to curb dangerous
excesses.

It is almost always possible to
criticize unfavorably and to dis-
parage the actions of the monetary
authority, which in this country is
the Federal Reserve System. It
must, however, be remembered
that it is their task to attempt to
curb inflationary excesses and this
is never popular. But the conse-
quences of speculative excesses
have never been popular either,
and it is by attempting to skim off
some of the boom that they hope
to lessen the severity of the de-
pression which normally follows.

There are, of course, critics' of
this monetary policy who say that
it canhnot be done or that there are
no men intelligent enough to at-
tempt it. It may well be that it
cannot be done perfectly, but even
an imperfect performance may be
preferable to the tremendous de-
flationary crises  which this coun-
try has suffered. A far more basic
criticism rests in the fact that
thera is a danger of over-empha-
sizing the importance of monetary

policy in maintaining a high .and’

stable rate of growth. While it is
an important factor, it is not the
only factor to be considered.

It is necessary, therefore, to
consider whether or not we are
growing at a rate that is sustain-
able and whether or not we have

reached a level that is sustainable. -

This does not mean, it should. be
emphasized, that there will be no
declines; it means simply that
there will be no severe declines.
Certainly, few people can com-

plain of the declines in ‘industrial--

activity which took place in-1948-
49 and :1953-54. It was apparent in
the 1920’s that we were growing at
much too rapid a rate. Excess
capacity was being created rapidly
and one of the consequences of
that policy was the severe depres-
sion of . the 1930’s. It may be
necessary again to examine our
current rates of ‘growth to deter-
mine whether they are sustainable.

About Severe Depressions
Finally, a word or two about

'severe depressions may be in

order. I do not know whether his-
tory. repeats itself, but in the past,
great wars have been followed by

Without giving:

\
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severé depressions. 'As yet we -

‘have undergone no severe post-

World. War II 'depression. -Our
economy  has' been sustained . by
the “pent-up” demand from con-
sumers and by the Korean. War.
It is -relatively ‘clear that the
“pent-up” demand has been sat-
isfied -and ‘Federal expenditures
are declining from the level
reached in the Korean War. We
have spent tens. of billions of dol-
lars in adding new equipment to
our factories in the last 10 years
and we may be coming to the end
of ‘that process of expansion. The
conditions for the traditional post-
war depression could exist at al-

-most.-any time, but that is not to

say that I am forecasting any such
decline. What I am attempting to
do is to remind all of us that they
have occurred in the past and they
may occur again.

Great store is set by the fact
that we have developed built-in
stabilizers to curb depressions and
it must be admitted that they hayve
been remarkably successful in the
two postwar recessions. Unem-
ployment - insurance, tax relief,

‘public works, monetary: policy all

work together to maintain aggre-
gate demand in the face of de-
clining employment and industriak
activity. The record of success in
the two postwar recessions is one

-of which this country can be

proud. It is, however, equally im-
portant to remember that these
techniques have not been tried in
the case of a severe business de-
pression and how effective they
will be in such cases remains to
be seen. Theoretically, they should
work relatively well — but much
remains to be seen,

There is one point which I think
should be emphasized in this dis-
cussion and that is the factor of
population growth. Much has been
said about the fact that the con-
tinued growth-of the- population
will be an important factor im
maintaining a high level of busi-
ness activity. It should be em-
phasized, however, that this will
be true only if per capita real in-
come -is maintained or increased,
and this does not follow auto-
matically from an . expansion im
the population. If it did Asia with
its population of hundreds of mil-
lions would be substantially more-
wealthy than the. rest of the
world. As you know, they live just
above the starvation level.

Summary

In summarizing this speech, it
would appear that emphasis has:
been given in this period of pros-
perity to the factors that might
cause ‘business to turn down. It
might well be regarded as a short:
course in how to fear prosperity.
Emphasis has been given to the:
factors which might lead to a,‘
decline because the amateur and
professional alike, who attempt to:
forecast -business activity, must
watch any one stage of the busi-
ness cycle .for the appearance of
those factors which are likely to:
lead to the next stage of the busi-
ness cycle. 1t is, in fact, a way of
taking * stock about what might
occur. :

To reiterate, .immediately the
outlook remains favorable; ap-
parently the expansionary move=
ment is likely to go on for some
time, 2lthough the rate of increase
will undoubtedly ~diminish. To
have stressed, as I have, some of
the weaknesses which may ap=
pear is not to exhibit any less
confidence in the business picture.
It is just an effort to hold the
economy in perspective. There is
a maxim in military science that
“in {imes of peace prepare for
war.” While the science of eco-
nomics has few maxims, one might
well.be coined: “In one stage of
the business cycle it-is wise to
prepare for the next.”

'
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 Economic Expanéion Through A

Saving and Capital Formation

By ARTHUR

R. UPGREN*

Dean, Amos Tuck School ‘of Business Administration
Dartmouth College, Hanover, N. H.

Dean Upgren points out that because . of rise in individual
incomes, American families not -only spend more but also

have been enabled to ‘maintain sustained savings programs,
thus. increasing -funds for :capital formation.: Calls consumer

credit a “savings plan starting

holds, if there ‘is to be economic ‘expansion;there is going to
be debt expansion. ..

The rema'rkable"diffetence be-

. tween our modernindustr ial

economy of today and the econo-

mies of the preceding 40 centuries
o X

is that we
have placed
-an abundance,
. of tools,equip-
men'tand
‘horse-power
in the hands
_of the work-
ing man,
greatly en-
larging his
output, pro-
ductivity-and
standard of
living.
From that
enlarged out-
put we also

Arthur R. upgren

) secure a margin of income above
~ subsistence. That margin is sav-

ings and this is always the theme

. of these meetings of the National
_ Association of Mutual Savings

able book by the editors

Banks. ‘
We recently read in a remark-

of.
“Fortune” magazine that we have

" millions of ‘American families who
. -have marched across the:$4,000

family. income level in the ‘past
10 years and there is now a rising
tide marching across the $5,000 in-

. come’level. Only two weeks ago
- in another-excellent probing of
our economic future, the Twen-

tieth Century Fund told us that
by 1960 averagé ‘family incomes
will be well in excess of $6,000.

Beginning - with passage -across

- the $4,000 incomelevel,-American

families begin to experience- for
the first time the joys of “discre=
tionary spending” and ‘the .ability

_ to. ‘have -sustained savings pro-

[Woitized for
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grams. The discretionary spending
by families involves the’ purchase
of durable goods, and ofcourse; it
carries . with it the potential for
inducing .great - economic -expan=-
sion and likewise Tfor causing
great economic contractions.

-.The capacity to save 'in the
United "States *has ‘been remark-
able ‘despite great progress even
toward an absolute equality of in-
come distribution. I think a word
of caution should be sounded here.
In reporting a few years ago to
the National .Bureau for Eco-
nomic Research, its Chairman, Dr.

. ‘Arthur Burns' (now ‘Chairman ot

the President’s Economic Advisory
Council) showed that from 1929
to 1947 we in the United States
had moved 55% of the way
toward. absolute equality. of in-
comes. It is in the United States,
not in Russia or other Communist
countries, that we have seen the
greatest “social revolution of all.”
1t is this process of progressive
income tax, low interest rates, and
for a while, rent control, which
sheared off most high incomes
like the $23 million untaxed in-
come of Andrew Carnegie in the
year 1900. The shearing-off proc-
ess actually lowered, in the 20-
year period after 1929, the average
incomes of the richest 5% from
$13,500 to $8,994. :

This leveling of incomes‘ has
given us the massive markets in
the United States which have
made our business system and our
business performance in the last

*An address by Dr. Upgren before the
35th Annual Conference of the National
Association - of Mutual Savings Banks,
Atlantic City, N. J.,, May 16, 1955. ~
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from a negative position,” and

10 yéars ‘the envy of all the world
and the ‘greatest guardian of the.
freedom of the western ‘world.

"From it we have won a wide
distribution of the ownership of
the good things of life.

Despite this leveling of income,’
the savings of the American peo-
ple -have been - extremely well
sustained; They have also become
increasingly institutionally-
directed. Probably today at least
two-thirds of all personal savings’
is in conformity with some family
or worker plan for saving in-
volving such things as payroll
deduction, repayments of debts,
purchase of investment securities,
particularly stocks on ‘either
monthly investment plans or by
purchase of investment trust se-
curities. ‘In addition to. these,
there should be included savings
represented by old-age pension
reserves. Perhaps soon we shall
have reserves accumulated in the
annual fund—the trust fund accu-
mulated for this purpose—to pay
whatever proportion of the ‘guar-
ranteed .annual wage which may
be agreed to in future collective
bargaining contracts. I put this
matter ‘in this way because while
we certainly .cannot expect to
have any fully guaranteed annual
wage for major industries, we
probably ‘shall have :some devel-
opment of ‘increases in labor com-
pensation flowing into funds to
begin a modicum of - payments,
over and above unemployment

- compensations, to meet such pay-

ments as such funds only can
make along the lines of an agreed
beginning of a modified guar-
anteed annual wage program.

I have given these details of the
way in which the American peo-
ple choose to save today. This was
recently comprehended by a

large eastern bank which ‘devel- -

oped a system of borrowing rather
akin to a revolving credit for the
consumer wholly comparable to
revolving-credit for a business. -

It was in Denmark that the na-
ture <of such use of consumer
credit -was best -explained to me.

The Danes, who are  thoroughly .-

conversant ‘with our plans, which
are not in effect in-, Denmark,
proved ' to me ‘that.isavings ‘are
higher with a -consumer; credit
plan than without one. In fact, a
plan for the use of consumer
credit is really a ‘“savings plan

starting from a negative position.” -

Such a savings plan is purposeful
because it is tied.to the purchase
of goods. .

Economic Expansion

When we. now turn to economic
expansion, such expansion in-
volves a larger development of all
kinds of goods and services. Sev-
eral estimations have recently
been made of the possibility of
such ‘economic - expansion in’ the
next 10 years. The most widely-
known and respected estimate is
that of President Eisenhower
which was first made in a public
address delivered on Oct. 27 of
last year. This estimate President
Eisenhower repeated in ‘his Eco-
nomic Report of the President
made to the Conhgress in January
of this year. In .that address he
said: “Our country can within a
decade increase its ‘production
from a current annual level of
about $360 billion to $500 billion
or more, with the figures express-

ed in dollars of the same buying

- 'power.” Then in words well re-

flecting .the. character of the
President, he added “. .. A glori-
ous ‘economic future may be ours
but it is not vouchsafed to us. We
shall :achieve .it only by wise

- management of our national

household.”
Such a rate of expansion, as-a

- matter of fact, -is only equal to

the rate we have énjoyed in the

- Jast 10-years, even after boiling

out the price advance-contained

" . in the total dollar amount of our
. economic- ‘expansion since 1945.

Again ‘boiling out price advances

. since ;1948 ‘(when they have been

of a-minimum character) we have
had -economic expansion at the
annual :rate of $17 billion for th
last ‘six-year period. |

I ‘do:not need to explain to
bankers that such -expansion must
be financed. The financing can
come :either’ from savings of ‘a

positive character or from what I-
like to- call:savings by a savings.

plan that starts from a negative

position. The latter is a pleasant.

description of debt. In ' other
words, all of our expansion must

be financed either by first saving.
money ’(the less popular way), or.

by borrowing money (the more

popular way) which someone else.

has saved. But the savings of
“someone else” can be the savings
represented - by - amortized - pay-.

ments on -a previously incurred

debt made by someone else.

Economic Expansion Means
Debt Expansion
All this may be clumsily said,
but I hope it proves that if there

is to be economic expansion there’

is going to be. debt expansion. It

is true we have a choice as to’

where we may have the debt ex-

pansion take place. In fact, we’
have chosen since 1945 to have’

our  own - publicly - held .Federal

debt actually diminish and our-
 such partial payments may be

private debt greatly increase.

In fact, we have an instrument’

of automatic built-in flexibility
really to assure that one or the

“other of these forms of debt—pub-~'
lic or private debt—is certain to
grow. That instrument of built—inv

flexibility in the American econo-
my is our income tax struéture.
That income tax structure assures
that, as there is forward ecoriomic
expansion and ‘the -national in-
come thus rises, tax revenues will
grow more than apace fo produce
a fully balanced Federal budget.
In fact, since 1945, we have had
more years:of surplus in our na-
tional budget than years of deficit
in it. The total budget surpluses
have exceeded the total budget
deficits in that 10-year period.
But should there be economic
decline instead.of expansion, total
tax revenues: will fall far ‘more
rapidly than the total Federal
expenditures, thus enlarging the
Federal ‘debt. In addition, the
economic . decline may bring a
cessation to the increase in private
debt. In fact, the economic decline
may be characterized by ‘some net

. repayment of debt as the late Will

Rogers described the great de-

pression of the 1930’s: “A period
of time in which American people’
were paying up their debts and’

not liking it.”

Thus the moral I would draw iis_
that an expanding economy re-.
quires expanding debt. The rate:
of expansion I.am told by econo-’
in

mists * for large, businesses
America, must be about 4% a

year. We prefer this expansion in’
private debt in order to minimize
the role of government and as-°
sure the efficient utilization of

resources which the private enter-
prise system gives us. But are
those who sustain the private
enterprise system prepared to ex-
plore an intelligent approach to-
debt expansion or do they have
the inconsistency of urging |pri-
vate economic expansion of pro-
duction -and- at’ the same time
urging total debt repayment? Of

course,; debts are going to be re-’
paid by different individuals but”
there are going to be more in-

dividuals incurring more debt as

made. Only in this ‘way can the
standard of living rise in the next
decade 'when President Eisen-
hower declares we can have a
$150 billion "gainin' output and
the standard of living. -
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Thus the first conclusion I
reaci is that those in the finan-
cial community must educate the
American people to a system of
wise debt management. It is wise
management - that can assure an
enlarged volume of saving.

‘The second conclusion I would
reach is that this educational job
must include an explanation of
how to relate productivity and
liquid assets to debt in such a

‘way as to get a thoroughly man-

ageable debt. Despite the work
required of our Treasury officials
in Washington the Federal debf
has been well managed. This
management has retained for us a
great bank liquidity which:is the
most important structural change
assuring us that our economy can
finance an economic expansion
which is the natural objective of
both political parties for the next
10 years, " 5
Can we now so manage further
private debt expansion that we
finance the growth of American
production, which will free us
from the greatest domestic eco-
nomic- evil—the evil of concen-
trated doses of unemployment?

Bond Club of L. A.
Annual Field Day

1.0OS ANGELES, Calif. — The
Annual Field Day of The Bond

- Club of Los Angeles will be held

June 10 ‘at the Riveria Country
Club, Pacific Palisades, Bond Club
{President Joseph I. Ryons, of
Lester, Ryons & Co. announced.
Wm, D. Witherspoon, of ‘Wither-
spoon & Company, Inc., has been
appointed Field Day 'Chairman.
Members of the Field Day Com-
mittee include John L. Herrick
and Deeb E. Peter; of Blyth & Co..
Inc.; Robert L. Lindstrom, of
American Funds Distributors, Inec.;
Albert W. McCready, Jr., of Revel
Miller & Co.; Norman S. Pearson,
of Bateman, Eichler & Co., and
David C. Pearson, of Bingham,
Walter & Hurry, Inc. =~ y

able warrants,

Dillon, Read
Alex. Brown & Sons

Ferris & Company
Mackall & Coe

shates at the price set forth below,

Copies of the prospectus may be oblained Jrom su
the underwrilers nanied in the prospeclits !
these securdics under applicable securilies laws.

Robinson and Lukens

: This announcemenl is nol an offer of securilies for sale or a solicilation of an offer to buy securilies.

| 5’11,660'Shares ._
Potomac Electric Power Company

Common Stock
" Par Value $10 per Share

The Company is issuing to holders of its outstanding Common Stock transfer-
expiring June 7, 1955, evidencing rights to subscribe for these
all as more fully set forth in the prospectus.
Common Stock may be offered by the underwriters as set forth in the prospectus.

Subscription Price to Warrant Holders

$19.50 per share

& Co. Inc.

Jones, Kreeger & Hewitt
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Responsibilities

of

Investment Advisers

By J. SINCLAIR ARMSTRONG*
Commissioner, Securities and Exchange Commission

Commissioner Armstrong calls upon all groups who partici-

pate in the securities industry
and responsibilities under the

to assume their specified roles
law. Outlines obligations and

responsibilities of investment advisers under the terms of the
Investment Advisers Act, and praises provisions in the code of
ethics set up by the Investment Counsel Association of America.
Says some of the advertisements of securities are unsound and
either the industry or the SEC “are going to have to fake
prompt steps to correct this situation.” Wants all investment
advisers to join the Investment Counsel Association and to
adhere to its rules.

A few days ago I read the con-
cise statement of functions and
principles of the Investment
Counsel Association of America.
You call it
-your “Code of
Ethics.” Itis
encouraging
to find a
group of peo-
ple engaged
in giving in-
vestment ad-
vice to the
public as
aware of their
status as fi-
duciaries and
of their ob-
ligations and
responsibili-
ties as your
Code of Ethics shows your mem-
bers are.

I noticed that some of your
principles take cognizance of spe-
cific provisions of the Federal In-
vestment Advisers Act. For ex-
ample, there is a statement that
no assignment of a contract should
be made without the consent of
the client. There is a statement
that a partnership should notify
the client of any change in the
members of the partnership. These
two. statements closely follow the
provisions of Sections 205(2) and
(3) of the Act. The principle that
compensation should consist of di-
rect charges for services rendered
and should not be contingent upon
profits recognizes and supple-
ments the provisions of Section
205(1) of the Act.

Most encouraging is the em-
phasis placed in your statement of
tunctions and principles on ability
to render unbiased investment
advice, confidential relationship,
competence, and, above all, on in-
tegrity. These are all appealing
to a person who has responsibility
for administering the Federal se-
curities laws.

Many people have some general
“ information about the provisions
of the Federal securities laws, but
too few remember that these Acts
which the Securities and Exchange
Commission administers allocate
responsibility to various groups.
Responsibility is imposed by the
Acts on issuers of securities and
their officers, directors and con-
trolling persons. Responsibility is
imposed on underwriters of se-
curities. Responsibility is placed
on brokers, and dealers in securi-
ties on national securities ex-
changes and associations, on in-
vestment advisers and others.
Responsibility is placed on, and
great advantages are given to,
investors—the investing public—
by these laws. Fulfillment of the
aims of the Federal securities
laws depends in great part upon
the cooperative efforts of all per-
sons who are expected under the
statutorv ‘scheme, to assume re-
sponsibility, - Pl

Responsibilities of the SEC

-We ‘at the Securities and E%-
change Commission have many re-
sponsibilities under the Acts. We
— 5

*An address by Commissioner Arm-
Btrong before the Investment Counsel

Association of America, New York City,
May 12, 1955,

J. Sinclair Armstrong
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have various legal powers to help
us meet these responsibilities. In
addition, the Acts provide for
sanctions against persons who vio-
late the laws or who violate the
rules and regulations of the Com-
mission adopted under the laws.
A registered broker-dealer who
knowingly makes misrepresenta-
tions of material facts to cus-
tomers in connection with the
purchase or sale of securities may
forfeit his registration and thus.
be unable to conduct his business.
Under certain circumstances he
may -even find that he is sub-
jected to possible criminal pen-
alties. Similarly, a registered
investment adviser who engages
in any transaction, practice or
course. of business which operates
as a fraud or deceit upon any cli-
ent or prospective client may sub-
ject himself to penalties and
sanctions, ;

However, while these penalties
and sanctions are necessary to
make the Acts effective, it is not
the penalties and sanctions stand-
ing alone which' determine the
value or the effectiveness of the
law. The fact that a law has teeth
in it does not mecessarily mean
that it will furnish economic
nourishment to a community. The
community can benefit from a law
only if it works. It can work only
if all the different groups who
participate in activities under the
law—that is government, indus-
try, securities business and in-
vesting public—assume their spec-
ified roles and responsibilities
under the law.

Under the Investment Advisers
Act, particularly, this means that
investment advisers must accept
their responsibilities. If they hold
themselves out as able to render
investment advice they must be
competent to give unbiased in-
vestment advice. They must
maintain the organization and
facilities needed to get and evalu-
ate the facts on which unbiased
investment advice can be based.
If they are selling investment ad-
visory services in the nature of
bulletins, analyses, or reports they
must be sure that the factual
statements made and the advice
given are clear and accurate so
that the client understands not
only what is being recommended
but why. The basis of compensa-
tion of investment advisers should
be fair and reasonable and should
be related to the service rendered.
Since an investment adviser is a
fiduciary, he should avoid situa-
tions which create conflicts. of
interest,

I know from reading the state-
ment of principles which I men-
tioned a moment ago that the
members . of . your Association
should not have any difficulty in
assuming their responsibility and
meeting their obligations under
‘the law. .

The Investment Advisers Act

As you know, the Investment
Advisers Act provides that any
investment adviser who has not
been convicted of certain types of
criminal acts, who is not subject
to a court order enjoining him
from engaging in certain activi-

ties, and who files an accurate
and complete application is eli-
gible to become registered as an
investment adviser. While the
Act requires the applicant to dis-
close certain information about
his background, it does mot re-
quire him to meet any particular
standards of competency. While
it prohibits fraudulent and decep-
tive practices, it does not require
the applicant to follow any gen-
eral code of ethics, ;
Laws which have to be admin-
istered by the Federal Govern-
ment must - have: definite stand-
ards, particularly where they con-
tain’ such drastic and punitive

-provisions as make it possible for’

the. administrative agency - en-
forcing the .law to put a person
out of business. The standards to
be applied in determining whether
an applicant is eligible for a li-
cense or registration must be defi-
nite and certain, so that it can be
clear to everyone what constitutes
a disqualification. The laws must

be suchthat they can be fairly.

and objectively applied, and also
understood by those who are sub-
ject to them.

On the other hand, there are
other factors that are extremely
important in the practice of any
profession, even though they may
frequently be less definite and
certain and more difficult to ap-
ply. I have in mind the concepts
generally expressed in such words
as “character,”. “ethics,” “moral-
ity,” integrity.”

Generally speaking, the stand-
ards of ethics, morality and integ-
rity which a man applies in his
own business depend pretty much
on his own conscience, his train-
ing and background, and the
standards generally followed by
other. people engaged in a similar
activity and in competition with
him. In any business, and par-
ticularly in any profession, where
the standards of ethics, morality
and integrity are high, the public
—that is the clients, the customers
—understand and recognize the
existence of these factors, This
gives the publie confidence in the
people they deal with and who
deal with them, and in the long
run the persons practicing the
particular profession, or engaging
in the particular business, who ad-
here to high standards, gain the
confidence of their clients and
customers and reap the material
rewards which come from this,

In the almost two years in
which I have been a member of
the Securities and Exchange Com-
mission I have had an opportunity
to realize more than ever before
the important contribution which
the securities industry and certain
professional organizations can
make to the accomplishment of

.the purposes and aims of the laws

which the Commission adminis-
ters in the public interest. As a
practicing lawyer and an active
participant in bar association ac-
tivities, of course I had some real-
ization of this before, but seeing it
from the government side gives
me a better rounded, a more com-
prehensive, view. Any organized
group with the same or similar
business or professional interests
can help to further the purposes
and aims of such laws as the Fed-
eral Securities Acts. I believe
that if the cooperative efforts of
such organized groups in the se-
curities industry are sincere and
continuous they can reduce, in
part at least, the necessity for and
the extent of government regula-
tion.

Two Practical Applications

Let me stress just for a moment
two practical applications of the
reduction of governmental regu-
lation, one of which is working
well, and one of which is having
to be modified. When those of us
whose appointments derived from
the new national administration
joined the Commission in 1953,
we found the Congress, the Com-
mission and the public ready for a
program of simplification and
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streamlining of the Acts and the
Commission’s rules and forms. Of
course this was not to be in any
way which would reduce investor
protection. Industry - groups
and the Commission cooperated
with the Congress in legislation,
which passed unanimously and
became law on Oct. 10, 1954, elim-
inating certain complex and un-
necessary provisions of the Acts
and providing better means for
disseminating information about
new securities to be sold. to the
public. The cooperation of indus-
try groups and their recognition
of their responsibilities under the
securities laws made- - possible
these, very. long. needed revisions
of the Federal regulatory scheme.

"Also the Commission has been
hard ‘at ‘work for the past two
years on a program of revision
and clarification of its rules, regu-
lations and forms, to keep pace
with changing practices and new
developments. The primary ob-
jective is to eliminate duplica-
tion and encourage conciseness
without . sacrifice of any . safe-
guards necessary for the protec-
tion of investors. This program
continues as fast as our staff,
which has been reduced in num-
ber, can. work on it. Industry
members and groups, including
your association, are to be com-
mended for suggestions you have
submitted. We of Government so-
licit your continued  cooperation
and assistance in the rule and
form revision program. Your goal
as investment advisers and ours
as administrators of the securities
Acts should be parallel—seeking
presentation to the public of ade-
quate information in form suit-
able to intelligent investment de-
cisions whether ‘to buy, sell or
hold securities.

But one action the Commission
took reducing Federal regulation
is being modified. In part because
of Commijssion staff reduction, in
part because of its inherent in-
firmities, in 1953 we rescinded
the requirement (known as Form
9-K) of the quarterly reports of
gross sales of listed companies.
Investment advisers and finanecial
analysts groups have been ham-
mering at us constantly ever since
to reinstate the requirement. We
have worked out with you, the
accounting profession and indus-
try generally what we think is a
far preferable requirement for
semi-annual reports both of sales
and net operating results. But I
ask you, has industry assumed its
proper responsibility in this field?
The New York Stock Exchange
can be commended for its listing
requirements under which a vast
majority of its listed companies
publish quarterly reports of sales
or net profit or both. Why should
the expensive and heavy hand of
the Federal Government be need-
ed to rope-in the stragglers who
do not; make. interim reports to
the New, York Stock Exchange or
are not. even asked to make in-
terim reports by the other ex-
changes? It seems to me your
profession could bring great in-
fluence to bear on non-reporting
companies. Most progressive man-
agements are sensitive to your
views.

Advertising of Securities

Let me also mention one area
where at the present time neither
government regulation nor indus-
try self-regulation are adequate.
This is the advertising of securi-
ties. I am sure you are aware that
some of the advertising of securi-
ties which is presently being dis-
tributed by the securities indus-
try is unsound, both from the
standpoint of the industry and the
American investor, for whose pro-
tection the Federal Securities and
Exchange Commission was estab-
lished by the Congress. Either the
Commission or the industry, and
perhaps both, are going to have
to take prompt steps to correct
this situation. Conceivably, efféc-
tive Federal policing of the ad-
vertising of securities could be a
cure. There is some official polic-
ing of advertising now in connec-
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tion with new issues publicly of-
fered and with respect to securi-
ties of investment companies, but
by and large the Commission does
not, as a matter of routine, super-
vise securities advertising gener-
ally. I ask you, should the Secu-~
rities and Exchange Commission
request the Congress for vastly
increased appropriations sq as to
inspect all advertising for' possi-
ble violations of the anti-fraud
provisions of the statutes, so ag
to eliminate or control the allure-
ments presently being held out to
the public in the financial pages
of .newspapers, broadeast ‘on the
-air- waves, ‘or sent through the
mail? That would be one alter-
native. e
Or should the self-regulating
organizations of the -securities
business undertake to prescribe
and enforce standards which take
the flamboyance and the “come-
on” techniques out of securities
advertising? The National Asso-
ciation of Securities Dealers and
at least one of the national secu-
rities ‘exchanges, the New York
Stock Exchange, have programs
for self-policing of advertising by
their members. It would be an
act of wisdom in the public inter-
est for them, the other exchanges,
and other associations in the busi-
ness to give additional emphasis
to. this problem. Your association,
with its high’standards of busi-
ness conduct, might appropriate-
ly be a leader in this area. Fajl-
ure by the securities industry it~
self to take effective steps in the
face of wdiespread, justified crit-
icism of undesirable practices
indulged in by a minority of the
business is an invitation' to gov-
ernment to use the Federal power

to:stamp out abuses of-which the

securities industry is aware but

-against ' 'which . .it - has - net yet

moved with cohesiveness and de-
termination. In the long run, the
public interest in fair advertising
of securities will have to be
served, whether it be by the flex-
ible and relatively inexpensive
process of industry self-regulation
or by the more rigid and expen-
sive process of Federal regulation.

Americans have alawys been
interested in freedom, and I am
sure we shall become more and
more interested in it. - One im-
portant characteristic of a free sa-
ciety is its ability to establish its
own standards in the: public in-
terest. This is true in economic
as well as in political and social
matters.

You know that many provisions
of the Federal securities laws,
particularly provisions of the Se-
curities Act and the Securities
Exchange Act, resulted primari-
ly from the fact that -during the
roaring twenties many-people, in-
cluding those -in the - securities
industry, had failed. to recegnize
their responsibilities to the. peo-
ple they dealt with and to the
public generally.

Cooperative Self-Regulation in
the Securities Industry

After the Exchange Aet had
been in effect for severat years,
organized groups in the. industry
came to realize it was in their
own interest as well as the public
interest to supplement Federal
regulation by a kind of cooper—
ative regulation of their .own in-
dustry. The national securities
exchanges reorganized their gov-
erning boards to give more recog-
nition and representation to
groups dealing directly ‘with the
public, and, in some cases, to the
public directly. Many of you are
familiar with the organization of
the National Association of Secu-
rities Dealers, Inc., the “NASD,”
and the fine work it has done and
is doing in maintaining ethical
standards among brokers and
dealers doing business in the
over-the-counter markets. The
NASD, as you know, was organ-
ized pursuant to amendments to
the Exchange Act adooted sev-
eral years after the original Act
went into effect. To-the extent
that any such organization can
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maintain high standards accept-
able to-the majority of its mem-
bers and enforceable against all,
it_ not only inspires confidence
among the customers of its mem-
bers, ’qut it thereby reduces the
Ppotential impact and scope of gov-
ernment regulation,

1 wonder why an organization
such as yours, with so admirable
a statemeg:t of principles, is not
more active in expanding its
membership, and thus inducing
eligible investment advisers to
accept the responsibility of ad-
hering to the high standards
which you set for yourselves. I
realize, of course, that not every
Investment adviser is eligible to
Join an association limited to “in-
vestment counsel”; that only those
advisers primarily engaged in the
bt_xsmess of giving continuous ad-
vice based on the individual needs
of each client would meet that
specification. However, more than
350 of the investment advisers
who have filed Form ADV (the
new simplified registration form
which. we adopted at the Com-
mission in 1954) have indicated
that they are primarily engaged
in this business, and so qualify as
invesiment counsel. I feel reason-
ably sure that many of them could
be convinced that it is not only
in the public interest but also in
their own interest to belong to an
organization such as yours. And it
would seem to me that it would
be in the interest of you who are
already members to get these in-
vestment advisers into your or-
ganization.

You might also give serious
thopght to finding some way by
which you can bring more vividly
to the attention of the public, par-
ticularly to prospective invest-
ment-advisory clients, knowledge
of the standards that should be
applicable to persons who render
investment advice. It would be
helpful to persons who intend to
gmploy, or are now employing
investment advisers if they under-
stood the qualifications which a
competent. investment adviser
should have, the amount which
competent ‘investment advice
s}lould reasonably cost, and, par-
ticularly, the obligations which
arise from the fiduciary relation-
ship between the investment ad-
viser and his client.

If the investing public could be
made {o realize that the standards
of competence and integrity of
investment advisers must be high
and the cost of the service must
be reasonable for the client to get
the full benefit of the service
for which he is paying, each client
and prospective client would
come to expect and eventually re-
quire his investment adviser to
meet these standards. This de-
mand by the people who buy and
pay for the service would then
have to be met by investment ad-
visers who expect to conduct
their business successfully.

You investment counselors who
can solve the many complicated
problems involved in laying out
investment programs for different
individuals under many different
circumstances should have very
little difficulty in carrying for-
ward an-educational program to
create a demand for the high
standards which your association
espouses, which I. am sure the
public would want, and which
will be of benefit not only to in-
vestment advisers but to the pub-
lic as a whole. :

Joins Walston & Co.

“PHILADELPHIA, Pa—Walston

& Co.; members of leading stock .

exchanges;, announce- that Robin
B. Stiles has become associated
with them as a registered repre-
séntative in their Philadelphia of-
fice, 1420 Walnut Street.

- With Palmer, Pollachi

(Special to THE FINANCIAL CHRONICLE)
-BOSTON, Mass.—Leslie K. Mull
is now with Palmer, Pollachi &
Co., 84 State Street.

)
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.'l'ax Problems of Corporations
Operating Abroad

By ROBERT P. KOENIG*
President, Cerro de Pasco Corporation

‘Head of prominent mining concern operating in a foreign land
calls attention to tax problems of U. S. corporations doing
business abroad. Says present laws covering this situation
require revision, and endorses solution proposed by President

Eisenhower in his message to Congress of Jan. 10, 1955.

Perhaps you would be inter-
ested in learning something about
taxes and tax problems which
confront corporations operating
overseas and
in this hemi-

. sphere. I can
at least prom-
ise you that
what I will
say will not
besimplya
repetition of
what you will
have heard
frommany
other corpora-
tionpresi-
dents because
corporations
such as ours
find them-
selves in a situation which is not
a common one.

Any corporation formed under
the laws of the United States is
considered a citizen of the United
States, so to speak, for Federal
income tax purposes. However,
when substantially all of a corpo-
ration’s business is done outside
of the U. S., the country in which
it operates quite rightly feels en-
titled to levy taxes on substan-
tially all of the corporation’s in-
come. This means that such a
corporation is subject to “inter-
national double taxation.”

The United States allows such
corporations domng business
abroad. a credit ~against. Federal
income taxes for income taxes
paid locally, whichever of the two
countries imposes the higher tax.
It works out that such corpora-
tions end up paying the amount
of that higher tax, whether paid
in the country in which they op-
erate or to the United States, or
part to one and part to the other.

Thus, those corporations like
Cerro de Pasco that operate
abroad have tax worries in two
countries. I will not burden you
with any generalities on the taxes
that we find abroad other than to
say that as far as Cerro is con-
cerned the taxes under the new
Mining Code of 1950 are such
that large mining investments in’
Peru have certainly been encour-
aged. )

Robert P; Koenig

Present Laws Need Revision

But how .about the.:United
States? Well, we do not consider
our present laws satisfactory bul
we have high hopes that they will
be substantially improved in the
near future. Although this coun-
try is looked to for world lead-
ership in developing the resources
of areas which need capital in-
vestments, its tax system is none
too well adopted to encourage pri-
vate investments abroad on a
large and expanding scale. In-
deed, except for one feature, the
system applicable to the taxation
by the U. S. of income derived by
corporations like Cerro de Pasco
outside .of the United States has
not - undergone ' any ' important
change since 1918.

The soundest and most forth-
right course would be to exempt
from United States’ taxation all
income derived abroad. Another
alternative would be to tax such
income at-a rate low enough to
reflect the facts that the only
basis for the tax is U. S. citizen-
ship; that the country in which
the income is earned has the bet-

*From the remarks of Mr. Koenig at
the 1955 Annual Meeting of the Stock-
holders of the Cerro de Pasco Corpora-
tion, New York City, May 10, 1955.

ter right to tax the income. How-
ever, such a change in our tax
system has ‘not been politically
feasible and apparently it is not
now. .

““To alleviate the situation some-
what and to encourage our Anier-
ican corporations in doing busi-
ness in the Western Hemisphere,”
in 1942 the Senate Finance Com-
mittee proposed -‘the Western
Hemisphere trade corporation
credit. That was done under the
leadership of Senator George,
whom I have just quoted. The
Congress adopted ‘the  proposal
and since then a corporation qual-
ifying as a.Western Hemisphere
trade corporation has paid 14 per-
centage points less tax than one
not qualifying. A Western Hemi-
sphere trade corporation pays
389% at present, as compared with
529% for corporations generally.
Against the 38%, it gets credit
for foreign income taxes paid.

AmendmentstoLaw Recommended

The Western Hemisphere trade
corporation credit has meant a
great deal to corporations like
Cerro de Pasco but qualification
under its provisions has become
complex and we look forward to
amendments of the law which will
broaden and simplity it.

A thoughtful critic, Charles R.
Carroll, Counsel to the Board of
Directors of the National Foreign
Trade Council, has said that'the
benefits of the Western Hemi-
sphere trade corporation “are re-
stricted to domestic corporations
meeting specific arithmetical tests
as to the nature and source of
their income and by excessively
narrow administrative construc-
tion of these requirements.” The
“arithmetical tests” to which Mr.
Carroll referred are complicated
so.1 won’t take time to .explain
the detailed requirements, one of
which is that all business must be
done in the Western Hemisphere.
The Senate Finance Committee
said, when sponsoring the law in
1942, “that merely incidental eco-
nomic contact” outside the West-

“The whole free world needs
capital; America is its largest
source, In that light, the flow of
capital abroad from our country
must be stimulated and in such a
manner that it results in invest-
ment largely by individuals or
private enterprises rather than by
government.

“An increased flow of United
States private investment funds
abroad, especially to the under-
developed areas, could contribute
much to the expansion of two-
way international trade. The un-
derdeveloped, countries would
thus be enabled more easily to

acquire the capital equipment so-

badly needed by them to achieve
sound economic growth and high-
er living standards. This would
do much to offset the false but
alluring promises of the  Com-
munists.

“To facilitate the investment of

caiptal abroad I recommend en--

actment of legislalion providing
for taxation of business income
from' foreign subsidiaries or
branches at a rate 14 percentage
points lower than the corporate
rate on domestic income, and a
deferral of tax on income of for-
eign branches until it is removed
from the country where it is
earned.

“I propose also to explore the
further use of tax treaties with

the possible recognition of tax
concessions made to foreign capi-
tal by other countries. Under
proper safeguards, credit could be
given for foreign income taxes
which are waived for an initial
limited period, as we now grant
credit for taxes which are im-
posed. This would give maximum
effectiveness to foreign tax laws
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designed to encourage new enter-
prises.”

We heartily endorse this pro-
gram. 'It would put tne taxauon
of foreign income on a fairer basis
and vastly simplify the tax sys-
tem. Somewhat similar proposals
ran into snags last year, but we
have high hopes that constructive
amendments of the law will not
be deferred much longer.

Administration Policy on
Tax Laws

The second requirement of any
satisfactory solution of the prob-
lems relating to the taxation by
‘the -United States of income
earned abroad is, of course, that
the law be administered in the
light of the purpose to encourage
the investment of capital abroad.
That purpose was announced in

1942 by Senator George for the-

Senate Finance Committee. It is
now an integral and important
part of the far-reaching and dy~
namic international policy of the
present Administration, which has
been forcefully proclaimed by tae
President, by Secretary. Hum~
phrey and by other leaders. In-
terpretations of the tax laws -at
the technical level should be con-
sistent with the will of Congress
and the announced policies of the
Eisenhower Administration.

This matter of taxation is of
course a serious one with us and

I feel that it is appropriate that
we should make known our views.

With Blyth & Co.

(Special to THE FINANCIAL CHRONICLE) - K
OAKLAND, Calif.—John H.
Hennings has joined the staff of
Blyth & Co., Inc., Central Bank
Building.

This is not an offering of these Debentures for sale, or an offer to buy, or a solicilalion of an offer lo
© buy, any of such Debentures. The offering is made only by the Prospecius, -

$30,000,000

Lockheed Aircraft Corporation

3%% Subordinated Debentures, due May 1, 1980

Convertible Through April 30, 1965 Unless Called
for Previous Redemption

; Price 100%
plus accrued interest from May 1, 1955

ern Hemisphere would not de- ,

prive a taxpayer of Western Hemi-
sphere trade corporation status.
Now in 1952, 10 years after the
law was passed, the Commis-
sioner of Internal Revenue issued
a ruling which has never been
published but which we under-
stand was to the effect that any
purchases outside the Western
Hemisphere, no matter. how small
or incidental, would disqualify a
corporation from the benefits of
the Act. Accordingly, it appears
probable that the Internal Rev-
enue Service will bring claims
against Cerro and many other
corporations operating in. ways
similar to ours for additional
taxes for certain prior years. We
are confident that eventually we
will not have to pay such addi-
tional taxes, because either the
ruling, the regulations, or the law
will be changed, or that if we
must litigate we will win in the
courts. However, as you can im-
agine, this experience makes us
wonder about the practical effects
of Western Hemisphere trade cor~
poration credit as a means of en-
couraging private investments
abroad. '

Two Aspects to Solution
What is the solution? We think
it has two aspects.
President Eisenhower said in
his message of Jan. 10, 1955 to the
Congress: :

Copies of the Prospectus may be obtained from any of the scveral under=
wrilers only in slates in_which such underwriters are qualificd to act as
dealers in securities and in which the Prospectus may legally be distribulcd.
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May 25, 1955.

Smith, Barney & Co.
Glore, Forgan & Co.

W. E. Hutton & Co.
Paine, Webber, Jackson & Curtis
Bear, Stearns & Co.
Hallgarten & Co.
Reynolds & Co. i

Baker, Weeks & Co.
Francis I. duPont & Co.
Tucker, Anthony & Co.

Hornblower & Weeks

White, Weld & Co.
Goldman, Sachs & Co.
Kidder, Peabody & Co.

Lee Higginson Corporation
Merrill Lynch, Pierce, Fenner & Beane
Union Securities Corporation
Drexel & Co.  Hayden, Stone & Co.
Carl M. Loeb, Rhoades & Co.
Dean Witter & Co.
A. G. Becker & Co.

Incorporated

Hemphill, Noyes & Co.

G. H. Walker & Co.
Alex. Brown & Sons
Irving Lundborg & Co.
Brush, Slocumb & Co. Inc.
Mitchum, Jones & Templeton
Schwabacher & Co. Sutro & Co.
Glement A. Evans & Company, Inc.
Kerr & Bell  Lester, Ryons & Co.
Walston & Co.
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A Very Prosperous Level of Home =

] ] B - 2 ] [ ]
Building and Home Financing
By ALBERT M. COLE*

Administrator, Housing and Home Finance Agency

In decrying the alarm regarding excessive home building,

Administrator Cole sees home
level and the housng market in

building on a very prosperous
a healthy condition. Says high

level of housing is a good thing and reflects the general high
level of prosperity in the economy. - Contends private  market
is enacting its own measure of* self-correction against dangers
of over-financing in housing. Calls attention to the Voluntary
Home Mortgage Credit Program, of which the Association of

Mutual Savings Banks

In recent months there has
been a great deal of public dis-
cussion: about housing — as there
wsually is. The home mortgage

market has
been dissected
and debated
from all an-
gles. During

my two years-

as Housing
Adminis-
trator, I have
never had so

many really-

expert opin-

ions —and so°

many differ-
ent expert
opinions — to
choose  from.
. We have
been having a very prosperous
level of homebuilding and home
financing. To some this has
seemed to be a cause of alarm
and great danger. But then, in
politics we are used to having
people “view with alarm.” Some-
times it is justified—sometimes it
=zeems just like politics.

‘So.me of these alarmists have

Yeminded me of the man who for
many weeks had been so run
doyvn, with all sorts of aches and
bains that he imagined it all to
be a sign of some serious organic
failure. Ile finally went to the
doctor for a complete check-up.
. After testing and checking him
in every way known to medical
£clence, . the doctor finally told
his patient: “There’s not a thing
Y7rong with you—you are in per-
fect health. You have nothing to
worry about.”

“Nothing to worry about!”. the
r.an exclaimed. “But if I feel this
1.:d when I'm healthy, how ‘am I
£uing to feel if I get sick?”

Something of this man’s psy-
chology seems to have infected
come of the alarmists. They can’t
tnjoy the sunshine for worrying
ehout the rain,

Now a sense of cautious con-
cern is a healthy thing. But that
is quite a different matter. We
fon’t want to kid ourselves into
‘nistaking a prosperous market for
«t. millennium. We want. to be
:eady for any showers or squalls
that lie ahead in the market.

_ We have adopted that attitude
in the Housing Agency and the
sovernment. In order to be well
“nformed on the underlying facts,
7e got out our economic stetho-
i copes, called in our specialists,
«ind, through the economic advi-
ors to the President and FHA
«nd VA field o*fices, we have re-
lewed at the national ‘level the
“ietailed facts reported on local
ousing markets throughout the

ountry. i

Our ciagnosis—not only by the

Tousing Agency, but through the
\dministration — was. that the
lousing market is in- a healthy
.-on_dxtlon. Our surveys.gave no
ndication of general overbuild-
ag. i

We found a slight surplus in a
“omparatively few localities, and
_hese were the result of special or
-ocal conditions. In most arcas

_ *An address by Mr. Cole at the Annual

-onfercnce of the National Association
i Mutual Savings Banks,
+ie J., May 17, 1955.

Albert M. Cole

Atlantic City,

itized for FRASER

is one of the spomsors.

corrective action had already been
instituted.

We concluded that the approach
to these local situations was
through local — not national —
treatment. We have worked out

close coordination between FHA -

and VA in local market areas to

follow market developments, and,’

where advisable, to cut back on
issuance of mortgage insurance
commitments and certificates of
reasonable value. We believe
these actions can put an effective
brake on speculative building ac-
tivities until local market forces
have brought supply ‘and demand’
into balance again.

We also found that, in' some
areas, private promotion of the
practice of including closing costs
in the mortgage was contributing
to a degree of overselling. Home-
seekers were being urged to
“come and get it” without even
the proverbial “dollar down.” The
use of this inducement as a
speculative building technique on
a come-one-come-all basis, en-.
courages irresponsibility by both.
buyer and seller.

To prevent the spread of this
practice, the FHA and VA an-
nounced that after April 28, clos-
ing costs would have to be paid
in cash on-loans based on com-
mitments or certificates of rea-
sonable value,

Some people wanted the gov-
ernment to go' a lot further, but
we concluded that: this was all the
action called for by the current
facts. We did not think we should
risk undermining a basically
sound national market in order to
meet a few local situations and
problems. We did not think that
government should attempt to re-
place or manipulate normal forces
operating in the private market.

In fact, we regard a high level
of housing activity in this coun-
try as a good thing. And that is
particularly true when it reflects,
as it does now, a general high
level of prosperity in the economy.

Gross national product for the
first quarter reached an annual
rate of $370 billion, just slightly
above the mid-1953 peak. The
production indéx and the employ-
ment level of 61.7 million in April
indicate that this quarter’s gross
national product will reach a new
high. The level of personal in-
come, moreover,- has risen con~
tinuously since last August to a
Few high annual rate of $292 bil-

ion,

The rate of new homebuilding
—which dropped in April to- a
rate ‘of . about - 1.3° million" units
compared to the 1.4 million rate
of preceding months—is consistent
with this general level of activity.
We would be much more seriously
concerned, in fact, if housing were
not- sharing in the general pros-
erity of the country.

This uptrend in home financing, .

moreover, is not just .a recent
happening, The liberalizations in
FHA' terms under the Housing
Act of 1954 did, to be sure, en-
able more people to enter the
housing  market—as it was in-
tended to do.

But tke commencement of the
rise in the level of homebuilding
and home financing—and the in-
creased use of FHA and VA terms

—predated the passage of that
et.

The source of the recent level
of housing activity ¢an’7be: found
.in the easier syupply of ‘mortgage
funds that developed in 1954. The
net inflow of savings continued at
.a high level, but the net demand

for other long-term investment:

fell off. Interest yields on long-
term bonds declined early in 1954,

.-and a larger supply of funds for

‘VA and FHA financing became
availabple. )

Builders were able to make ar-
rangements for advance mortgage

‘commitments at liberal terms, and
‘these commitments
-ported- much of the high. volume

‘have - sup-
of homebuilding thus far in 1955.

But it was expected that ad-
justments in the money. market

*would have to come about. I be-

lieve we are beginning . to
that now.

The Bureau of Labor Staistics
has just released its figures on
new housing starts for the month
of April. The 127,000 starts in
that month, while above last year,
are below the April peak in 1950.

The Bureau’s seasonally ad-
justed annual rate for April has
dropped to 1,309,000 compared to
1,407,000 the month before — a
figure significantly more in.line
with better informed forecasts of
the housing level throughout the
year.

While we should not attach un-
due importance to these reported
monthly rates—which represent a
highly variable benchmark at best
—the April report should relieve
some of the nervousness expressed
in some quarters by the higher
figures of recent months. I feel
it also further supports our judg-
ment that the market should be
left to self-adjustment rather than
the government controls so popu-
lar with previous Administrations.

Taken with other indications,
the April figure suggests that a
normal self-adjustment is taking
place. Although savings continue
high, other capital demands have
increased significantly also. - The
downtrend in plant and equip-
ment expenditures seems to' be
reversing itself, and business loan
volume has been rising. The vol-
ume of new corporate security is-
sues, during. the first four months
of this year, has exceeded the
comparable total for last year by
almost one-fourth. Although there
has been some decline in new
capital issues by state and .local
governments, the backlog of local
government requirements for
public facilities and improvements
is still a very large one.

As a result of money market
developments thus far, yields on
FHA and VA home financing are
a little less attractive than:they
were g year ago. Lenders are ba-
coming more selective.- Builders-
are finding it more difficult to
obtain forward' financing commit-
ments at the most liberal terms.

The private market is exerting
its own measure of self-correction
against dangers of overfinancing
in housing. Sometimes it appears
that the government has more
‘confidence in these private mar-
ket forces than some. of the pri-
vate operators themselves—those
who want the government to

see

“take prompt action.” It is always:

the poor bureaucrat who has to
“take prompt action.” '

But in a stable, healthy econ-
omy, such as we have today, gov-
ernment housing policy should
not be turned up and down like
some sort of thermostat in a con-
stant effort to adjust fractional
fluctuations to a preconceived
level of housing activity. The
government’s primary concern
should be to help maintain a sta-
ble, continuing long-range housing-
market ‘that “will ‘not be subject
to these prompt actions whieh
often result in misunderstanding.
and consequent’ violent inflation--
ary or deflationary swings.

That is what we have substan-
tially provided for under the’
President’s program in the Hous-
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ing Act of 1954. With the home
financing and community aids the
Act makes available —and with
the progressive thinking and ac-
tion of private industry—I am
confident that the economy can
absorb g high, prosperous level of
homebuilding for many years to
come. ; .

Some have questioned whether
we can do that in face of a de-
clining rate of family formation
until the 1960’s, when the large
number of postwar children come
of family age and new family
formations start to increase.

But if all this country can do
—if all that private enterprise can
and will “accomplish—is to just

‘provice homes for new families,
.we are going to go backwards—

and go backwards fast—in hous-
ing and in finance. It means we
will not meet any of the demands
of our existing families for better
homes and better living condi-
tions. It means we are going to
let our housing and living stand-
ards gradually sink lower and
lower as our usable housing in-
ventory continues to age and de-
teriorate. :

To a very large extent, today’s
housing market—and the market
of future.years—rests on the ex-
isting demand for better housing
and living environment—a de-
mand which we are only just
beginning to meet since the pas-
sage of the Housing Act of 1954,
And this Act was virtually drawn

“by you businessmen and bankers

—not by long-haired government

'planners of previous generations.

The continued high birth rate—

"4.1 million births in. 1954—has

created family pressures for larger
housing quarters. Income im-

‘provement has affected the entire
" population, including the lower-

paid occupations and groups.
Families not previously in the
housing market at all are becom-
ing homebuyers—if homes and fi-
nancing are; made available to
them.

Important among these are mi-
nority families, who for the first
time are being recognized as a
vast, ' effective market for new
and reconditioned homes.

About 20% of the nation’s fam-
ilies have been moving annually
for the past few years—from ru-
ral to metropolitan areas, from
urban centers to suburbs, from
heavily populated sections to ex-
panding areas of the country. Most
of them are seeking better oppor-
tunities, better living. They are
stimulating the market for new
housing. They even resent the
premium they have had to pay in
the past for dwelling in over-
crowded substandard neighbor-
hoods and slums. ;

At the same time, communities
are beginning to clear and re-
develop these slum and blighted
areas ona large scale. Nearly
100,000 dwelling units are sched-
uled to be eliminated in slum
clearance and urban redevelop-
ment projects now under way or
soon to start. One hundred or
more towns and cities are devel-
oping more extensive undertak-
ings under the new urban renewal
program. of the new Housing Act.

These are among our future
markets. These are your markets
—the markets of private enter-
prise. And the President’s whole
housing program is directed to-
ward helping you to meet the now
demands — to serve, and serve
adequately through private. means
—housing demands -that you have
not adequately met up to now.

. In this connection, I want to
discuss one particular phase of
this new program because of its
special importance to you and
the essential role that you play
in it. This is the new Voluntary
Home Mortgage Credit Program.

Voluntary Home Mor:gage Credit
: Program

There can be no question of
“overbuilding” in the areas in
which this program is intended to

operate. These are areas that have .
been traditionally underbuilt and -
underfinanced — traditionally un- °
served and ignored by private en- '
terprise. E

This program is designed for
two purposes.. One is to meet the
home financing needs of remote -
areas and small communities, by
seeking private lenders to.pipe- :
line money and credit for FHA-
insured and VA-guaranteed loans
into these areas. The other is to ,
make such loans available through
private lending = institutions to -
minority: groups on the same -
terms as are available to others. -

Now I want to say that this .
program offers a real test to the -
private lending field. It is a call
to you—and a call by you—for it -
is: mainly your.own program, and ’
you were sincere in formulating it
—a call on you to do a job that up
to now has been left to the gov- -
ernment, if it was to be done
at all. Either you go in, or it is
inevitable that the government
will be compelled to.

As Housing Administrator, 1
have a good deal of authority that
I haven’t used. I haven’t used it
because I want private industry
to do the job. I have leaned over
backward, gentlemen, to see that
private enterprise has—that you
have—that opportunity. ;

But this involves more than
just another business opportunity. .
You in the private industry of fi-
nance have a social, ethical, and,
yes, a political, responsibility to
consider and to serve the require-
ments of minorities. This is just
as much your responsibility as it
is. mine, and as it is that of the
President of the United States.
You cannot push the problem un-
der the bed; you are the people
who must solve the problem if
you wish to see a republican form
of government continued. Pater-
nalism is achieved by shirking
such responsibilities.

Your responsibility embraces
not just part of the market, or the
preferred market. It covers the
total market, and you have a pub-
lic obligation to service all those
who can meet sound requirements
for mortgage financing, including
minority families.

Yet the Negro has had, and still
has, difficulty in obtaining funds
to acquire a home on terms equal
to those of other citizens. Even
though he can meet private stand- -
ards of credit, he finds private
lenders in his community too
often uninterested and indifferent
to his business, or willing to lend
only on payment of a penalty not
exacted of others. ;

The Negro’s rights are equal to

.those of any other citizen, and his

housing needs are . greater. If
private enterprise will not provide
for them, then the government
proposes to assist him to get the
home financing ke needs on terms
equal to those afforded others.

This we can do through .the
authority we have to use the Fed-
cral National Mortgage Associa-
tion to support the mortgage fi-
nancing of housing upon to mi-
norities. :

I .am not using this FNMA
authority: now. I am- giving pri-
vate enterprise, through the Vol-
untary Home Mortgage Credit
Program, the opportunity to show -
what it can do—what it will do
for these families. ’ ’

But I cannot wait- indefinitely.

Your Association is one of the-
sponsors -of ‘this program.. Your
representatives on the -National
Committee that directs it are
Harry Held and Robert M. Mor-
gan. In areas where mutual sav-~
ings banks operate, you also have
representatives on the regional
committees. You therefore have a
real- opportunity to further its
success. . !

Up to now, over half of the
mutual savings banks are par-"
ticipating in this new program. I
hope more of your members will




Volume 181 Number 5432 . . . The Commercial and Financial Chronicle

Join in. However, unless you send
in the questionnaire provided you
by this Association, applications
cannot be referred to you, nor can
you be considered as participants.
1 Most mutual savings banks, I
believe, have long recognized the
equal right of a minority borrower
to equal financing terms. I want
to compliment you for realizing—
egrhe_r than some—that with the
rise in income of recent years,
many minority families are now
qualified for home ownership and
make good borrowers.

. I believe you can increase your
influence in this field. You can
be of great assistance by being
willing to make loans in areas
outside your communities to mi-
nority borrowers—or for rental or
cooperative housing open to mi-
nority occupancy. As such loans
are usually in metropolitan areas,
property inspections can be easily
handled. In many larger minority
projects, the program is placing
loans on a single project with a
small group of lending institu-
tions. I hope mutual savings banks
will be among them.

With respect to remote an
smaller communities, it would also
be very helpful if mutual sav.ngs
banks could extend the territories
in which they are willing to oper-
ate, both in their own states and
outside, in order to reach ' these
areas of inadequate mortgage
funds.

There are other things you can
do. Unlike life insurance com-
panies, your banks are not able
to commit themselves to loan con-
tractors in states outsiciz their
own. This makes it urgently nec-
essary for you to do two things:
First, inform your local contrac-
tors of your interest in receiving
submissions of VHMCP apolica-
tions. Second, we would like to
know tke names of your local loan
contractors, so that we will know
to whom we should send applica-

- tions for your review. Because
few of you have sent us this in-
formation, out-of-state participa-
tion by mutual savings banks has
not been nearly as effective as it
should be.

We are at a stage in this new
program where the prospects for
success are good—but where they
will be no better than the con-
tinued and expanded cooperation
of private lenders. *Over a hun-
dred loans  have - been made
through the program. In the mid-
dle of April lenders indicated an
interest in making loans in the
case of almost half of the 2,500~
applications then in the hands of
particinants. :

The United Auto

What may become the most
significant development in labor-
management relations in the post-
war period is now the subject of
negotiation
between the
United Auto
“Workers-CIO
representing
the autowork-
ers and the
management
qare presenta-

tives of the
various firms
in the auto-
mobile indus-
try. This new
dimension to
the area of
collective bar-
gaining 1s tue
demand by the UAW for a guar-
anteed annual wage for its mem-
bers. The major objectives. of the
UAW are two: First, as steady,
full-time employment the year
round for its members as is pos-
sible; second, to secure an income
for members, who because of in-
ability of the industry to stabil-
ize employment- fully, are laid off
for part of the year.

A secondary objective may’be
said to be the desire to achieve
the major objective while at the
same time minimizing the impact

. on the freedom of operations of
the firm and the economy with

raaup 'w. Lartwright

uling, expansion and the whole
area of management prerogatives.
In other words the UAW wished
.to devise a plan or set of propos-
.als which would be as palatable
as possible to management. The
plan of the UAW, consisting of a
set of principles which the union
refers to as the “specifics” of the
plan, has been set forth in a pub-
lication of the union entitled “Pre-
paring a Guaranteed Employment

The UAW Proposals
Many of you have already been AW propossis 4 esign ed 1o
giving fine support to this new ,chjeye these objectives are as
approach to some of our pressing g]lows. Every worker will be
problems. I want to urge all of y,aranteed 40 hours work or pay
you to join in, and to increase f,r 511 weeks in which he is called
that support. to work.” All workers who have
I would like to conclude this. seniority (i.e., three months’ serv-
talk by acknowledging my appre- ice) will be guaranteed an income
ciation to some of your leaders, -sufficient to maintain'normal
“such as Robert Morgan,. who"standards for those weeks in
served on the President's Advisory: which they are laid off. This
Committee, and Harry Held, for benefit payment will be guaran-
the constructive help and cooper-. teed on .the basis of one week’s
ation they have given in helping layoff pay for each two weeks
1o formulate our housing program, - worked since acquiring seniority
and in supporting it before Con- up to a maximum of 52 weeks of
gress — in helping to. put it to eligibility. This is known as the

work. I want to ask—for them as graduation of benefit rights pro-

well as for myself—the full back-. vision and is one of the two key
ing and cooperation of your mem-- features of the plan. This pro-
bership. . vision is similar to unemployment

We havé established a strong- compensation except that the
coalition of strength and purpose” Worker retains his benefit rights
in housing through common etrorg - indefinitely rather than starting
and consultation—within the goy- OVer with each benefit year. The
_ernment, betvjzen government anq amount of benefit payments
private industry, and within the would presumably be consider-
community. That, we must con-. ably larger than the present state
stantly seek to strengthen and Payments which average about
preserve. one-third the normal pay of the

The keystone of this coalition wforlggr. Tg:kdur;t;i?n?é,gayg en(t)i
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however, is private enterprise— ,oyrse, twice the 26 weeks maxi-

acting not only in behalf of its y,ym now provided under state
own self-interest, but in the na- systems.

tional interest as well. In housing, °The plan provides for financing
actions speak louder than legisla- by two methods, pay-as-you-go
tien. and reserve .financing. A charge

Let that action, first.of all, be to pay for current benefits is made
yours. . against the current payroll of the

respect to cost, production sched- -

.surance,

; Workers’ and

‘The Gnaranteed Annual Wage

By PHILIP W. CARTWRIGHT
Assistant Director; Institute of Labor Economics,
University of .Washington

In a.discussion of the negotiations of the United Auto Work-
ers with the automobile manufacturers regarding the guaran-
feed annual wage, Mr. Cartwright critically ‘examines the
proposals, and although helding that some sort of a guaranteed
wage will probably grew out of the present negotiations, he
_finds that some claims of the unions are economically unsound.

employer. In addition' a percent-
age (to be negotiated) of base pay-
roll known as the contribution rate
is charged against current pay-
roll of the employer to build up.a
reserve fund to some stated limit
(also negotiated). The sum of
these two charges is limited dur-
ing. any given period to some
maximum charge. This maximum

. charge, . which is the other key-

feature of the plan, will be a cer-
tain. percentage of  the. current
payroll, the. percentage to. be
negotiated. The charge for -cur-
rent layoif benefits is the first
obligation against .the maximum
charge. If the maximum charge
at any. time exceeds the cost of
current layoff payments, the ex-=
cess will be applied to the con-
tribution rate, If the cost of cur-
rent layoff payments exceeds the
maximum charge, such payments
shall be met by withdrawals from
the reserve fund. Thus, until the
reserve, fund is built up to its
stated limit the cost to the firm
will be the cost of paying for cur-
rent layoffs plus the contribution
rate, but the total of these cannot
exceed the maximum charge.
Once the reserve fund is estab-
lished the cost to the firm . de-
pends on the number of eligible
workers drawing layoff payments
curreritly plus any rebuilding of
the reserve fund, again not to ex-
ceed the maximum charge.

The other -essential features: of
the proposal are concerned with
reducing the impact of a guar-
anteed wage. on the freedom of
operations of .the firm and the
economy. To reduce the size- of
reserve accumulation it is pro-
posed that reserves of several or
all firms be pooled. This proposal
would also help the firm whose
sales ahd employment are rela-
tively unstable. Such a firm
might find the cost of maintain~
ing adequate reserves on its own
to be prohibitive. By pooling re-
serves it can shift part of the cost
of any heavy layoff it might ex-
perience to the other firms in the
industry. This is known as rein-
or in' some places as
“passing the buck.”

Workers who are laid off must
register and be available for suit-

able employment elsewhere. This .

is . -similar  to provisions - under

state unemployment compensation
.systems-except that suitability of

.employment would be determined
.by - a' joint board -of union and

.management. )
ably the added -incentive to the

worker to take another job, if .
‘available, since he retains his
. in suspension
“thus lengthening his period of se-:

There is presum-

guarantee rights

curity.
Finally, the proposals provide

-that - any payments received by -

the laid-off worker from state un-

.employment compensation would

be deducted from the employer’s
liability. This, of course, would
reduce the cost, if the state laws
would permit, Moreover, it pro-
vides an incentive for manage-
ment to work for improvement in
the state laws and their adminis-
tration from the standpoint of
eligibility, size and duration of
payments. In other words, man-
agement in the auto ‘industry
might thus be induced to work
toward shifting the cost of this
guarantee as far as possible to

firms in other industries who as

\

taxpayers also pay for the cost of
unemployment compensation.

No one who has read even part
of, the literature on the subject of
the guaranteed annual wage' ean
help but be impressed with the
wisdom and strategy.with which
the UAW has drawn up its pro-
posals for a guaranteed employ-
ment plan. It is obvious that a
great deal of thinking, planning,
and research has gone into the
development of the plan. This be-
comes apparent when one realizes
that no matter what charge has
been leveled against such plans,
the UAW ‘can point to what it
refers to as the" specifies of its
proposals and come up with-what
seems to be a reasonable answer.
~ If one charges that a guarantee
of an annual income for auto
workers would be too costly they
point to the provision of a maxi-
mum limitation on employers”
liability. If the charge is forced
inflexibility in business opera-
tions they point to the provision
of graduation of guarantee pay-
ments rights. If the charge is
creating immobility of the labor
force they point to the provisions
requiring laid-off employees to bé
available - for suitable employ-
ment. If the charge is increased
risk and curtailment of economic
expansion they again point to the
graduationn of * guarantee pay-
ments rights. If the charge is
heavy fixed costs they point to the
provision limiting maximum lia-
bility to a percentage of current
payroll. If the charge is that the
cost for particular firms may be
excessive the answer lies in the
provision for reinsurance. For al-
most any charge that can be made
the UAW thus has thought up a

“gimmick” which is designed to
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head off the charge even before
it is made. No one can deny the
wisdom and strategy of such an
approach to a new dimension ¢f
collective bargaining.

. Are the Goals Irreconcilable?

Unfortunately, however, no gzt
of principles, no matter how all-
encompassing they may be, can be
designed - which will achieve a
series of goals which in them=-
selves are irreconcilable. If one
examineés the socalled “specifics™
of the UAW proposals one can
{ind,one which will achieve each
goal, but if the ‘specifics” are
examined in relation to each other
they necessarily lead either to a
compromise, in terms of goals, or
to mutual incompatibility. -An
examination of a few of these
conflicts will illustrate the point.

First of all the UAW plan at-
tempts to combine the pay-as-
youi-go ‘method with the reserve:
method. Under a complete pay-
as-you-go  financing system the:
cost of maintaining income pay-
ments to those-currently laid off is -
a charge against current receipts.
This means that the cost of the -
guarantee begins with the first

decline in sales orders and pro= '~

duction and increases in the face ¢
of declining sales and . ouipuf. '
This cost impact severely handi+
caps the firm in its adjustment
to the market situation. On-the:

other hand, as the UAW points
out, focussing the cost of .the:
guarantee at the point in - times *
during which layoffs begin pro- '
vides the greatest cost incentive
to. management to prevent the:
layoff, It is thus the pay-as-you-,
go principle which is supposed to

Continued on page 37"
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This is not an offering of these shares for sale, or

an offer lo buy, or a solicilalion of an offer to ¥2%

any of such shares. The offering-is made only by the Prospectris.

Not 2 New Issue

400,00

-

0 Shares

Rheem Manufacturing Company

Common Stock '
Par Value $1 Per Share

Price $37.125 per share

Copies of the Prospectus may be oblained

from any of the seneval w%.Gora

arilers only in slales in which such underwrilers are qualified to ast a3

dealers in securilies and in which the

Rlyth & Co., Inc.
Goldman, Sachs & Ce.
Hemphill, Noyes & Ce.
" Lehman Brothess
. Stone & Webster Securities Corporation
Walston & Co.

F.S..Moseley & Co.  Paine, Webber,
William R. Staats & Co.. A. C.,Alllm ﬂgxe
J. Barth & Co.

Central Republic Company

(Incorporated)

First Californta Company
Incorporated

E. F. Hutton & Company
Mitchum, Jones & Templeton'

Tucker, Anthony & Co.

Kuhn, Loeb & Co.

Bateman, Eichler & Co.
Crowell, Weedon & Co.
Hill Richards & Co.
Lester, Ryons & Co.

Robert W.

Prospectus may legally be distribuicd,

Smith, Barney & Crz
Harrimat:ﬁiﬂgx & Ce. |
Kidder, Peabody & Co..

~ Merrill Lynch, Pierce, Ferner & Beaza
Union Securities Corporaticy
Dean Witter & Ce. S

Jackson & Curtis Schwabacher & C»,

Company American Securities Corporatic:y.
d

.G Bafle 3 Cox
Francis I, duPont & Co:
Hooker & Faz
Mason Brothezs °
Sutro & Cos

Alex. Brown & Sony

“Reynolds & Co.

Incorporated

Baird & Co.,

Incorporated

Brush, Slocumb & Co. Inc.

Davis, Skaggs & Co.

. Elworthy & Co.

Trving Lundborg & Co, Wulff, Hansen & Company Bingham, Walter & Hurry, Inz.

Blunt Ellis & Simmons Ferris &
John C. Legg & Company
Wilson, Johnson & Higgins
First of Michigan Corporation

Lawson, Levy & Williams

McCormick & Co.

Bosworth, Sullivan & Company, Inc.

Robert Garrett & Sons
McAndrew & Co.

The Iilinois Companz

Incorporated
Pacific Northwest Compaa
Fewel & Co,
Gross, Rogers & Co.
McDonnell & Ca.

"Company

Incorporated

Reinholdt & Gardner Revel Miller & Co. Morgan & Co. Newhard, Cook & Co.*

Piper, Jafiray & Hopwood  Daniel Reeves & Co.
Stephenson, Leydecker & Co.
Harbison & Henderson

Stone & Youngberg
Campbell & Robbins

Incorporated

Howard, Weil, Labouisse, Friedrichs and
Kerr & Bell Nauman, McFawn &

May 24, 1955.

Stern, Frank, Meyer & Fc
Henry F. Swift & Co.
Holt & Collina

Edward D. Jones & Co.
Yarnall, Biddle & Co.

Company
Company

‘f:}
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THE MARKET

... AND YOU

By WALLACE STREETE

All the good work gener-
ated on the upside late last
week, which resulted in giv-
ing the week a higher reading
stock market table, the first
since early April, was to no
avail. For the recovery
stopped short of retracing the
ground. given up since fresh
tops ‘were reached in April.
And interest dried up so fast
that there is left in doubt just
whither are we bound now,

Most disappointing to the
bullish element was the grow-
ing disinterest in the market
at this juncture; we have to
g0 back to Oct. 12, 1954 to
find as dull a market as was
witnessed on Tuesday. And
remember, Oct. 12 date was
the first Columbus Day holi-
day market session under the
new Exchange policy of curb-
ing shutdowns.

#* # *

While volume figures left
much to be desired, there de-
veloped in the week since last
-Wednesday some strong group
movements. Most notable was
the much heralded recovery
in the aircrafts which had
been on the skids for more
than' two months on profit-
taking from the long spectac-

ular advance.
. %

#* ]

Snap Back in Aircrafts

The snap back in the air-
crafts, effected mostly last
Wednesday, Thursday and
Friday and again on Tuesday
this week, amounted roughly
to seven points for Douglas,
McDonnell, North American
Aviation and United Aircraft.
For General Dynamics it
measured some 12 points.
Bell, Boeing, Curtiss-Wright
and Republic have come back
some five points,

% % %

Two factors are responsible
for the recovery of the air is-
sues; the' long setback has
eliminated much of the spec-
ulative runup since the 1953
lows so that aircrafts are now
more realistically priced, and
secondly, the public is a little

.better informed about re-
negotiation' moves under the
Renegotiation Act of 1951,

#* u

P

Strong Chemicals

The chemical shares con-
tinued to find favor, with
Allied chalking up the best
overall gain in the weekly
period despite a few days of
erratic movements. This issue
tacked on about five points to
its value of a week ago, while
duPont added better than
two, Monsanto about three
and Dow better than a point.

* * %*

The pharmaceutical issues,
particularly Vick Chemical
and Chas. Pfizer, were in de-

gitized for FRASER

mand, the former finding
favor on the introduction of a
new series of drugs for the
treatment and prevention of
mental illness. Pfizer is about
ready to unveil several new

items of import.-

%* #* *

Investigation by Washing-
ton into the growing shortage
of aluminum has turned in-
vestment eyes toward the
leaders in this highly impor-
tant industry. Aluminum Co.
of America and Kaiser Alumi-
num got a big play early this

week.
*

% *
Apparently a major factor
in the market’s failure to re-
cover to former top levels has
been heaviness of the steel
and motor sections in recent
sessions. Leaders in both
groups are now modestly
under the levels of a week,
although a few of the smaller
steel ‘companies ‘can -claim
some plus signf. : :

Mercantile issues held to a
buoyaut tone for the second
week running, leaders here,
including Gimbel, May, Fed-
erated, Allied and Macy add-
ing one to more than two
points to values for the peri-
od. The possibility that some
tax windfall will accrue to
some of these-on settlement of
the “lifo” recovery suits has
been the dominating factor

for growing interest on the

part of investors in this divi-
sion of the market.
* * *

Some stocks seemed to be

suffering longer than usual

from poor first quarter earn-

ings. In mind we have West- -

inghouse, Alco Products, Allis

Chalmers, Bucyrus Erie, Col-

gate and Pullman. Any im-

provement in second quarter

figures could snap these back

in good favor. :
%*

* *

The Short Position

There was
gleaned as market ammuni-
tion from the recent report,
on the short position of either
the Big Board or the Ameri-
-can Exchange market, other
than while the total dipped on
the- Stock Exchange it was
higher on the junior mart.

* * *

On the Big Board 81 of the
161 short-position issues had
larger totals than a month
ago. 77 issues showed de-
clines in their short status,
while three issues were un-
changed. The figures were
not representative in that two
issues alone provided most of
the 114,668 share reduction
for the month— Graham-

Paige dropping to 2,400 .

shares from 44,000 and Hook-
er Electrochemical dipping to
2,825 shares from 49,450.

[The views expressed in- this
article do not mecessarily at any
time coincide with those of the
Chronicle. Theu are presented as
those of the author only.]

Continued from page 2

The Security I Like Best

plants for beneficiating iron ores;
and designs and constructs com-
plete steel mills on contract, In
addition, its technical staff is con-
stantly at work developing im-
provements in the design and proc-

. esses of all such equipment.

(6) Metal Products Division—
Designs and builds large and small
gas holders for utilities and in-
dustry. Produces a self-aligning
coupling device for transmitting
power between industrial ma-
chines; - manufactures Aeromatic
Aircraft propellers and industrial
fans and blowers; makes electro-
static precipitators for removing
solids from industrial gases, smoke
and liquids.” Manufactures piston
rings for aireraft engines and
heavy duty motive power units

-and .diesel engines of all kinds.

Work for government consists -of
design and manufacture of ship-
board gun mounts, aircraft carrier
elevators, transmission units and
gun mounts for army tanks.

(7) Research and Development
—Is conducted through laborato-

KOPPERS
Capitalization, Selected Balance
1954
$

Net sales

Profit before taxes._
Funded debt

4% cum, preferred stock.__
Common stock $10 par
Earned surplus

Book value common

Earned per share common.__
Dividends common per share
Common range—High

51.24

L

Margin of Safety—
(Pre-tax profit -+~ Net sales)
Cur. assets + Cur. liabjlities

ries and pilot plants located in
Pittsburgh and Verona, Pa.; with
additional 'facilities at a number
of other locations. No less than
22 pilot plant processes are said
to be in experimental operation at
the present time, including con-
trol ‘and flow of automation for
producing a variety of chemicals,
plastics and petro chemicals; a
process and pilot operation for the
reduction and processing of titan-
ium ores and metals. In this con-
nection it has been reported that
Koppers has entered into an agree-
ment with Republic Steel to proc-
ess titanium metal from Repub-
lic’s huge new-found Mexican ti-
tanium property, said to be the
{ichest in the world.

I recommend Koppers stock at
prices near current levels and be-
lieve that the present yi/gld return
is' perfectly safe and that, with
earnings probably pointing sig-
nificantly higher for 1955, a fair
chance for an increasing dividend
is possible.

COMPANY
Sheet Items, and Operating Data
19353 1952 1951 1950

$ $ $
-~ 187,562,000 265,410,000 323,132,000 287,954,000 212,397,000
13,420,000 25,456,000
22.517.000 23,766,000
15,000,000 15,000,000
19,932,000 18,671,000
45,462,000 44,726,000

22,549,000 30,982,000 22,912,000
25,112,000 26,869,000 25,915,000
15,000,000 15,000,000 15,000,000
18,671,000 16,171,000 16,171.000
40,968,000 37,623,000 25,457,000
49.96 48.95 41.33
4.29 6.32 6.81
2.50 2.50 3.00

497 47% 37
35% 36 24%

6.98 10.76
3.02 3.16

10.79
2.70

little to be
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Agricultural Research

By ROGER W. BABSON
Asserting industrial and chemical research, and not Federal

aid, is the farmer’s best bet,

Mr. Babson tells of the work

of the National Farm Chemurgic Council. Says farmers -must

diversify their production, and also urges more research of

mineral and other wealth cradled in the oceans.

Industrial and Chemical Re-
search—not Federal Aid—is the
farmer’s best bet. Although most
American farmers appear to be

doing  pretty

well, I am
keenly aware
of the drop in
farm income
- which has oc-
curred during
the past two
years. - Despite
‘the best-in-
tentioned gov-
ernment
price - support
program — or
perhaps be-
cause  of it—
we still have

Roger W. Babson a farm prob-

lem in this country which could .

easily erupt into a serious -social
cancer.

I ‘remember well what hap~
pened to the farmer in the ’30s
and what happened-to the rest of
the economy as a result of the de-
‘cline in ‘the  farmer's economie
position: - ‘In those days, the farm
‘problem was ‘seemingly . a- more
arresting public issue than it is
today. At least, it evoked more

discussion in business and politi- -

cal circles,

How. the . Chemurgic . ecnt ‘chemical elements are found in

v : -Began,
In an’ effort. to improve the

demand ‘of that era, the National .

Farm Chemurgic Council was or-
ganized at an historic conference
held in 1935 at Dearborn, Mich.,

-under the auspices of Henry Ford

and Francis P. Garvan, President
ot the Chemical Foundation. An-
other leader in the movement was
Wheeler McMillen of “The Farm
Journal.” The idea was to encour-
age research which would lead to
an expansion of markets for
American ‘farm products to be
used as industrial raw materials.

.From the beginning, I supported
-the aims of this council.

Since then, the whole movement
of allying chemistry with agricul-
ture has grown tremendously. In
March of this year, the old Na-

‘tional Farm Chemurgic Council

was superseded by a new and
larger organization ' called the
Council for Agricultural .and
Chemurgic Research. The new or-
ganization will continue to en-
courage individual research proj-

.ects looking toward the discov-
ery of new crops and new char--
acteristig:;s,of old crops. In addi-.

tion, it will set up the machinery
to co-ordinate the various agri-
cultural-chemical research proj-

ects' which are being undertaken. -
Farmers’ sons should learn of this-

work before leaving the farm for
city employment.

Farmers Must Diversify

I hope that the activities of this
scientific farm research will have
the wholehearted support of sci-
ence, industry, and government.
It takes time to expand any re-
search facilities; it especially
takes time to co-ordinate research
activity in so large a field as ag-
riculture. This wider approach to
the problem is not being under-
taken any too soon, for there is
now a great need for American
farmers to diversify their pro-
duction and look more to indus-
trial, rather than food, consump-
tion. Such diversification should
lead to more stable economic con-
ditions.

This need for diversification of
farm products is so apparent that
the Council chose “New Crops” as
the theme of its March meetine in
Columbus, Ohio. It may seem odd

to be concentrating on new crops
when we 