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EDITORIAL+

- As We See Ii

The Prime Minister of Britain in his recent
letter to Mr. Bulganin has made some observa-
tions which deserve special attention in these days
when so much is being said about disarmament,
discontinuance of nuclear experiments, and the
banning of nuclear weapons in the event of war.
These subjects have a large measure of popular
.appeal and there is darger in the present circum-
stances that they will get out of perspective. Let

us not forget for a moment that in the words of
‘Mr. Macmillan “the first and most important
question that faces us all” is not disarmament
agreements of any sort but “is how to dispel the
threat of war.” To Mr. Bulganin, the Briton con-
tinues with this observation: “You and I have
lived through two world wars. We have seen
their terrors. We must wish to preserve our
children and grandchildren {from the third and
perhaps final tragedy.”

“But,” he adds, “it would be disingenuous of me
not to repeat that great problems still divide us.

There is the question of Europe, where our views

are very dissimilar both about Germany and

about Hungary. There is the Middle East, in .

which we have yet to find common ground. We
have different points of view on many great is-
sues, indeed on the most fundamental basis of
life.” The Britisher then says that “these dif-
ferences ought not to prevent us from making
some kind of advance towards a more sensible
relationship between our two countries,” but it
is evident that the writer of these sentences is
fully aware, as the rest of us should be, that it

Continued on page 26
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Credit Requiremen's
And Economic Growth

By ROY L, REIERSON*
Vice-President and Economist, Bankers Trust Co.

Maintaining ‘existing monetary reserves are adequate to’
support expansion in bank’credit and the money supply
permanently, Dr. Reierson holds real problem is to keep
the vast expansive potential of our monetary base under
control. Asserts' banking system is neither overloaned
nor undercapitalized, and the credit system is still wholly
able to finance a_growing economy. Points out U. S.
Bank reserve requirements are still substantially above

the legal minimum, and considerably higher than in other -

important countries. 'Warns against continuing inflation,
and the need for checking the wage-cost-price spiral.

One of the most widely accepted convictions of our
present era is that of sustained -economic growth. Indeed,
a favorite activity not only among economists but also
among business. managements and
government. officials for some time
has been to project the expanding
output of the American economy five
or ten years ahead. Until fairly re-
cently little attention has been given
to the financial implications of eco-
nomic progress. In the past several
years, however, the high and rising:
level of capital goods spending has’
raised; with increasing insistence, the -
question 'as to whether the volume'
of new savings will be sufficient to
finance a sustained advance in pro-;
duction. But it was not until the past
12 months or so that growing pres-
sures upon liquidity positions
prompted serious ‘inquiry  into' the
adequacy of the credit supply and the prospective avail-
ability of short-term funds. There is, of course; no clear-
cut delineation between short-term credit and long-term

Continued on page 29

*An address by Dr. Reierson bhefore the 27th National Business
Conference of the Harvard Business School Association, Boston,
Mass., June 8, 1957.

Roy L. Reierson
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Public Folly, Private Greed -
And Federal Reserve System :

By ALLAN SPROUL* .
Former President, Federal Reserve Bank of New York:"
There are times, former central banker :declares, when
the Federal Reserve “has. to-validate public: folly' and '
private greed, by supporting-increased costs and ‘prices : -

- with an increased money supply, no matter how reluctant :

it may be to do so, and no matter how independent it
may be of political or private pressures.”” After describ- :
ing workings of money market, crucial role of banks and
Federal Reserve, Mr. Sproul analyzes activities of Fed-
eral Open Market Committee, and ‘opines- that, with
greater knowledge of a money economy, there might be
less need to rely so heavily on credit: policy to be
economy’s policeman. Blames cost-price spiral on union
power and managerial acquiescence, and sees Fed’s task
becoming more difficult..

The Federal Reserve System was created out of our
previous experience to provide an elastic currency, to
improve our check collection system,
to. pool our banking reserves, and to .
expedite the transfer of funds from
one part of the country to:another:.
Credit policy was supposed to take
care of itself, pretty: much, if dis-
counts at the Federal Reserve Banks
and the non-gold .backing of Fed-
eral Reserve notes’ were limited,
largely, to “self liquidating” com-~
mercial, paper. i
' The Federal' Reserve Svstem has
provided us with an elastic currency,
and improved system of check col-
lection at par, a means of pooling
bank1 reserves, :mdfa method of
rapidly transferring funds from one
place to another. Some may say that M o Sarest
the currency is too elastic, some may say that the
vagaries of “float” growing out of our check collection

Continued on page 28

*An address by Mr. Sproul before the California Bankers Asso-
ciation, May 21, 1957.
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The Security I Like Best
A continuous forum in which, each week, a different group of experts -

in the investment and advisory field from all sections of the country
participate and give their reasons for favoring a particular security.

(The articles contained in this forum are not intended to be, nor

are they to be regarded, as an off.

STEPHEN J. SANFORD
Security Analyst, Delray Beach, Fla.

Reaction Motors Inc.

Three years ago we discussed
this company in these columns,
and while the stock has advanced
approximately 300% since then,
gr owth and
progress have .
been so out-
standing that
a fresh look
appears justi-
fied at this
time. "

Since the
early history
of the com-
pany was cov-
ered rather
fully in the
previous arti-
cle (see May
27, 1954 edi-
tion of the
“Chronicle”) we will stress at this
time the more recent develop-
ments, :

Reaction Motors today stands as
the oldest, but not the largest,
rocket engine company in this
country, having been started in
1941 in New Jersey by four young
scientists. '

It has done extensive research
and development ‘work on rocket
engines propelled by liquid fuel.
RMI power plants have flown the
“Viking” missile to an altitude of
158 miles, and during its flight it
reached a speed of approximately
4,300 m.p.h.

A 6,000 1b. thrust rocket engine
sent an Air Force X-1A Bell plane
to a speed of over 1,600 m.p.h. and
an altitude of over 90,000 feet.

The capital structure of the
company is simple. At the year-
end it had outstanding only 244,-
286 shdares of capital stock pre-
ceeded by bank notes payable of
$800,000. This is a small capitali-
zation for a company whose busi-
ness is currently running at an
annual rate in excess of $20 mil-
lion. -Fifty per cent of the stock
is owned by Olin Mathieson
Chemical Corp. and another 20%
by Laurance S. Rockefeller, who

Stephen J. Sanford

| became a substantial stockholder

in the company ten years ago.
This leaves approximately 75,000
shares available for the public and
the rest of the management group.
This small floating supply often
results in rather spectacular price
swings for the stock.

Sales have advanced sharply in
recent years as may be seen from
the table below:

1954 — $4,736,699
1955 — 17,522,958
1956 — 16,193,944

My own estimate for 1957 is
sales of approximately $24 million.

Since the company is a supplier
to the Air Force and Navy, profit
margins have been on the lean
side. Only about 2.8% has been
carried through to net, and if our
sales estimate is accurate that
could mean earnings of about
$2.70 per share this year. The
stock in the past has usually sold
at a price between 20 and 30 times
annual earnings.

The company owns a 23% stock
interest in Flight Refueling, Inc.
This affiliate makes equipment
for the probe-and-drogue method
of refueling jet planes- in-flignt.
Sales of Flight Refueling now ex-
ceed $5 million annually.

At the beginning of last year
employees numbered about 670.
This num.ber has now increased to
nearly 1,800. Of these 330 are

graduate engineers, so it would

er to sell the securities discussed.)

appear that the company is well
staffed for still further expansion.

Since they are connected di-
rectly with the defense effort,
practically all of the company’s

current contracts are of a classified:

nature. It is known, however, that
the company is developing  the
power plant for two new piloted
aircraft. One of these is North
American’s X-15, which has been
described as the first “semi-space
ship.,” It is estimated that this
plane will be able to reach the
fantastic altitude of 100-miles with
a speed of up to 5,000 m.p.h.

Other products include gas pres-
sure regulators and various major
valve components- for both ‘the
IRBM and ICBM systems.

In conjunction with Marquardt
Aircraft and Olin Mathieson the
company is also doing extensive
development work on high-energy
solid fuels. One of the these prob-
ably is a boron derivative.

Another contract is for produc-
ing ‘a rocket powerplant with a
500,000 1b. thrust for Air Force
test sleds.

It is difficult. to provide an
accurate appraisal of the future
price bekavior of a dynamic
growth stock like Reaction where
the floating supply of stock is so
restricted. In the past investors
seeking long-term capital gains
have . shown a willingness to
evaluate it on a very liberal price-
earnings’ ratio. Since the current
backlog ‘of unfilled orders is at a

record high of approximately $24.

million, ' still further growth ap-
pears to lie immediately ahead.

It would come as no surprise to
those who have followed the. for-
tunes of the company closely if
the shates,; currently traded in the
Over-the-Counter Market, were to
be split (probably two-for-one)
later this year, with listing on a
national exchange to follow early
next' year,

ROBERT H. STOVALL
E. I. Hutton & Co., New York City
The Coca-Cola Company

By far the largest of the soft’
Coca-Cola’

drink companies,
pushed its gallonage sales to- a
new all-time high in 1956." And,
judging from
results
achieved i n
the tirst quar-
ter of this
year, a new
sales record
will likely be
made in 1957.

Coca-Cola
presently falls
in the category
of a deflated
blue chip,hav-
ing sold as
high as 200 in
1946 and 165
“as recently as
1950. This has resulted from a
steady squeeze on the operating
profit margin since 1950, brought

. about chiefly by the relative in-
flexibility of the company’s pric-
ing and merchandising policies in
the face of an inflationary econ-
omy. This caused a steady shrink-
age of net profit up until two
years ago. There is now reason to
believe that the downward ‘trend
in profit margins has been ar-
,.rested and higher earnings are in
prospect.

In 1955, the company elected a
new president and there has been
a very noticeable change in mar-
keting technique since that time.
Earnings in 1956 improved to $6.87
per share from $6.44 the year be-
.fore despite a colder-than-average

nowert 1. Swyan

‘immediate postwar period.

" The Commercial and Financial Ch

_

This Week’s
Forum Participants and
Their Selections

Reaction Motors, Inc.—Stephen J.
Sanford, Secarity Analyst, Del-
ray Beach, Fla, (Page 2)

Coca Cola Co.—Robert H. Stovall,
of E, F. Hutton & Co., New
York City. (Page 2)

summer and it is likely that profits
will . be in the $7.25-$7.50 range
for 1957. Historically, increases in
the dividend payout have been
made in round amounts and it is
reasonable to hope for a boost to a
$6 annual rate once earnings have
advanced to a level sufficient to
sustain such a payout. It is pos-
sible that ‘such action could be
justified by this time next year
and a two-for-one split is not im-
possible. In addition, the company
has a large cash position and may
eventually use some of these funds
to diversify its activities. On this
basis, the shares, currently priced
at 107, appear to have an attrac-
tive capital gain potential with a
relatively slight downside risk.
The yield of-approximately 5% is
liberal for a quality issue.

Operating History

Coca-Cola had its inception in
May -of- 1886 when an Atlanta
pharmacist hit upon the formula
for this most popular of all soft
drinks. . The  company - was oper-
ated as a private business until it
was incorporated in.- 1919 and the
shares listed on the New York
Stock - Exchange. Coca-Cola In-

ternational, .a holding company, -

was formed in 1922 and originally
held more than 50% of the stock
-in the operating compaiy: = As
each share-‘of 'Coca-Cola: Inter-
national is convertible into eight
shares - of Coca-Cola -Company,
Coca-Cola International has been
in a process of gradual-liquida-
tion over the years and now holds
less thau 30% .of the stock of
Coca-Cola ‘Company. ’
- Gallonage sales increased sharp-
ly during the 1920’s and into- the
great depression, which had very
little effect on Coca-Cola’s prog-
ress.  Sugar restrictions imposed
during the Second World War
held down sales growth but the
upward trend was resumed in the
The
sales curve flattened out in the
first half of the present decade
but has picked up in the past two
years,

During the late 1930’s, Coca-

| Cola had about 55% of the total

soft drink market in this country.

| 'This. share of the business has
‘declined:to around 40% at present,

Aside from the emergence of ag-
gressive. competitors, the loss of
Coca-Cola’s relative position can
‘also be attributed to the company’s
‘traditionally conservative policies
‘as to merchandising, pricing and
dealer relationships. Because of
the tremendous growth in home

; ‘consumption ‘of soft drinks, bot-
¢ tled Coca-Cola has over the years

expanded at a higher rate than
fountain Coca-Cola. Nevertheless,
1956 was an all-time record year
for the fountain product.

New Management Effects
Changes
In February of 1955, a new
president, having a background in
advertising and public relations,
was appointed. In August of the
same year, the present executive
vice-president joined the firm
after many years as part of the
top management team of one of
the nation’s leading food com-
panies. Among the changes which
have been effected, perhaps the
most _far reaching but least ap-

Continued on page 47

e N
>

romicle , . , Thursday, June 20, 1957

Alabama &
Louisiana Securities
Bought—Sold—Quoted

STEINER, RoUSE & Co.

Members New York Stock Ezchange .
Members American Stock Ezchange

19 Rector St., New York 6, N. Y,
HAnover 2-0700 NY 1-1557
New Orleans, La.-Birmingham, Ala,
Mobile, Ala. :
Direct wires to our branch offices

JAPANESE
STOCKS

For current information
Call or write

Yamaichi ,
Securities Company

of New York, Inc.
Affiliate of
Yamaichi Socurities Co., Ltd, -
Tokyo, Japan
Brokers & Investment Bankers

111 Broadway. N. Y. 6 COrtlandt 7-5680 |

International Bank
of
“Washington, D. C. .

Sandy Hill Iron &
Brass Works

- Chibougamau A;bestos Ltd.

Bought — Sold — Quoted

Memorandum upon request

JOHN R. BOLAND & CO.

INCORPORATED

. Underwriters, Wholesale Distributors and
Dealers of Corporate Securities

30 BROAD STREET, NEW YORK 4, N. Y.
BOwling Green 9-0292

Troding Telephone
BO 9-3242

Teletype
NY 1-4487

OVER-THE-COUNTER - |
INDUSTRIAL STOCK INDEX

18-Year Performance of-
35 Industrial Stocks
FOLDER ON REQUEST

National Quotation Bureau '
Incorporated H
46 Frout Street New Vui 4. Y. '

S




Volume 185 Number 5648 . . . The Commercial and Financial Chronicle

 The Jencks Case

United. States Supreme : Court, .in. momentons 7-1- decision,
holds Government must permit defendant access to statements
and documents on which charge of criminal wroig-doing. is
based. In demolishing ‘Government’s contention of need for

* secrecy in instant case, high court hclds that aim of prosecu-
tion is not to win case, but to see that justice is done. Decision
reaffirms Constitutional right of accused to-defend himself
with all means at his command, a right quite frequently
breached by some quasi-administrative agencies. )

One need not be a soothsayer to prophesy that th_é-
case of Jencks v. United States of America—until recently b
No. 23 on the docket of the Supreme Court of the United

States—is destined to become a landmark in American
jurisprudence.:

Here, the Court, delivering its opinion through Mr.

Justice Brennan, said:

“We hold that- the criminal
missed when the Government, on the ground of priv-
ilege, elects not to comply with an order io.produce, for
the accused’s inspection and for admission in evidence,
relevant statements or reports in its possession of gov-

ernment witnesses touching the subject matter of their
testimony at the trial. The burden is the Government’s, .
“not to be shifted to the trial judge, to decide whether -
the public prejudice of allowing the crime to go unpun- .
ished is greater than that attendant upon the possible -
disclosure of state secrets and other confidential infor- -

mation in the Government’s possession.”
‘ p

- The alleged crime referred to in this history, making *
-pronouncement was the claimed false swearing by Jencks .
Ain an affidavit that he was not a.member of the Commu- - -

‘nist Party or affiliated with it

. . -During the trial. Harvey F. Matusow and J: W, Ford,
- Communist Party members and the Government’s princi- -
~.pal witnesses, testified that as paid investigators for. the ¢
_ F.B.I,, they made written and oral reports to that body of *
their activities in which Jencks allegedly ‘participated. * - .

The petitioner Jencks made a motion ‘to direct ‘the

" Government "to produce these reports. for inspection ‘and -
“use in cross-examining Matusow and Ford. Based.in part -
upon'the ‘error resulting from the denial of this motion in ; .
‘the lower-court, our Supreme Court was enabled to strike -

It said:

- “We now hold that the petitioner was: entitled to an < -
order directing the Government to produce for inspection

all reports of Matusow and Ford .in its possession, written
and when aorally made, as recorded by the F.B.L; touching
the. events as fo which they testified at the trial..: We hold,
-further, that the petitioner is entitled to inspect the reports

to decide whether to use them in his defense. Because only
the defense is adequately equipped to determine the effec-
tive use for purpose of discrediting the Government’s wit-
ness and thereby. furthering the accused’s defense, the '
defense must initially be entitled to see them to determine :
what use may be made of them. Justice requires no less.”
~ The Court disapproved the practice of producing Gov- -
ernment documents to the trial judge for his determination it
of relevancy and materiality, without hearing the:accused.

Despite the fact that the Government, in the Courts

. below, did not assert that the reports were privileged -

against disclosure on the grounds of national security,
confidential character, or public interest, it nevertheless,
in etfect raised this point in its brief to the Supreme Court.

Here the Court, quoting other cases, said resolutely:

“The rationale of the criminal cases is that, since -

"~ 1he Government which prosecutes an accused also has

the duty to see that justice is done, it is unconscion- .

able to allow it to undertake prosecution and there

action must be dis--

‘. an important blow in the interest of fair play-and Justice. i

‘Continued on page 24
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Observatwns XErd

By A: WILF RED MAY
SOUND INTERNATIONAL “AlDING”

WASHINGTGN—In present-day
international fmancing——thh its
loans, grants, subsidies, gweaways
disguised and” undxsguxsed gov=
ernmeéntal’and’ *
non - govern=
mental—the
World Bank
(The Interna-
tional ‘bank
for Recon=-
struction and
Development )
continues to
stand out as a’
bastion of
soundness and
freedom from
political moti-
vation.

This is-dem=
onstrated first
in the bare statistics. During the
first 11 years of its existence the
Institution has, without a default,
made 187 loans totaling over $3
billion in five continents, Reserves
in -two categories, one against
losses on loans and: guarantees,
and the .other credited to - the
; - Bank’s -Special Reserve from loan
commissions; aggregate $265 mil-
lion against the disbursed loan to-
tal of $2,242 million, And. a net
income of:about $30 million is be-
ing annually eamed.

Contnbuung Principles and
. Policies

But of  ‘evien more ‘dimportance
than . the.statistic¢al -results
- -achieved, i determining-the In-
. stitution’s long-term: aspects;: are
the prindiples and:policies which
have been reéligiously pursued. -A

+ Tundamentalwrule, generally un- .-

realized by: the publicy is: that all
- loans are‘made to private compa-
nies, and not to governmen, proj-
ects, as.a matter of, usmess effi-
ciency ‘An exceptiolf 1s comprised
in power -and‘ railroading, where
credit .18 extended--to' the public
authorities after-the private sector
has_had and turnied down a fair
chance at it.*"

Recent' loans to Utuguay and
Chile,” amounting to $40 million,
and an 80% addition to Mexico’s
power development during the
past decade, have followed this
routine, In view of the default
on her external debt, nothing has
been loaned to Greece,

Careful Lending

Typically, in the negotiations
for the Indian Railways loan, in
addition to:its own technicians the
Bank engaged the services of an
outstanding American railway-
management experts firm to sur-
vey and appraise the project. And
here, as always, the Bank will
keep a check on the charges.
- A $75 million loan to Iran, while

WRITE FOR COMPARISON
REPORT ON

DETREX
CHEMICAL
INDUSTRIES

A chemical stock selling
at about 7 times current
earnings
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umque, testifies to the Bank+<being
on the alert for. the worthy as
well as_ the eligible, Not as a de-
velopment Ioan, but ‘close “to a
commexmal-type transaction the

monies were advanced as a five=

to-six year -advance on oil revea=
nues — a loan against money=
equivalent receipts,

"General Restrictive Rules

Strict “ground rules” - for the
[‘(.Lelvlng end of credits are main-
:ained. Primarily, the project must
be set up with the right kind of
yrganization, For example, in the
-ase of the construction of ports,
Lhe Bank insists that the borrower
set up an autonomous authority,
which shall be self-supportmg.
This will likewise obtain in the
case of highway projects, along
with other sdfeguards. Credits to
power projects have been with-
held until rates shall have been
definitely fixed at adequate levels,
judged as such on the basis of
their ability to generate capital
for replacement of the investment
and/or for capital expansion.
During -the past year the inade-
guacy{'of Mexico’s power rates
as- led .to” fishy-eyed banking-
type refusals.. Depreciation cal-
culated -+on - Teplacement  value
basis is insisted ;on.
" “And"all-over scientific protec-
tion is importantly aided by the
continuing and searching scrutiny
‘of the various“surrounding eco-
nomic -facts' and " trends, as gar-
nered by'an extraordinarily able
‘group - ‘of " “econidmic’ - specialists
working on every" area.

5 l‘ree}lom From Poliﬁcs‘ :

The presence of political mo-
tivation'in kindred lending insti-
totions is worthy. of note,.both by
way ofrhighlighting the contrasts
ing purity of the. World Bank, and
also - in -some- cases -in- showmﬂ
their interference with the Bank’s
politics-free  performance. Take
tihe new Development Fund now
being promulgated before com-
mittees of this Congress. As con=-
firmed in explanatory statements
by Secretary Dulles, the overall
policies would be geared to the
dictates of international political
strategy. The monetary extensions
would- be in grant.form, except
for the fact that under the coun-
try’s present mood, this will make
for it difficult sledding through
the Congress. If not in grant form,
the aid may be extended via re-
payment in local currencies, a
disguised - semi-grant - technique
which has been shunned by the
World Bank.-

In either event, the Develop-
ment Fund will probably under-
mine the sound efforts of the
World Bank in two ways: (1)
Through the injection of politics
in lending in the same locale, and
(2) in affording an ailing country
the wherewithal to desist from
putting its economic house in
order. Where repayment is not
called for in local currencies
under the contract, the country’s
dollar obligations might be unduly
swelled.

Such interference on both polit-
ical and economic grounds has
been clearly = demonstrated in
actual practice in the operations
of the Export-Import Bank. A
clear example of the practical
implications has occurred in
Brazil. Because this country’s eco-
nomic house has been out of
order, and as a weapon to spur
its being but into order, Mr.
Black’s staff and directorate have
insisted in withholding credits.
But lo and behold, the Export-
Import institution, being com-~
mitted to the furtherance of U. S.
foreign policy as well as to the

‘a “Market Meter,”

interest . of importers and ex-
porters, gave Brazil $151,400,000
in development credits (on top of
$50 million authorized earlier in
the year). Coupled with a state-

‘ment from President Eisenhower
giving its backing to the Kubit-

schek Government as “a good
friend and valuable ally,” it was
further agreed to suspend loan
repayments in case of a shortage
of ‘dollar earnings.

_“Prudence By IFC ' ‘

P——

Agém :—the ‘course of the hew

International Finance Corporation,
formally established July 25, 1956,
typifies the course of prudence and
soundness — via - the very course
for which it is, being criticized.
For public and press have been
carping at the complete absence
of lending thus far as contem-
plated under ‘its raison d’etre o.
pamclbauon in’ underdeveloped
areas with private capital and pri-

vate management, on the basis of -

debt obligation plus indirect rights
to “venture” equity interest.
Despite many applications, some

of which are still pending, not be- -
ing acceptable on an investment -
basis, the Institution, under Rob- -

ert. Garner’s Presidential direc-

tion, has completed no business’

yet, keeping its $92 million capital

resting in short-term governments. -

Under the realistic direction of
President Garner, formerly Vice-
President of the International
Bank and of General Foods, and
John G. Beavor, brought in from
a distinguished..service: as hard-
bolied managing director of Bri-
tain’s . Commonwealth .. Develop-
ment Finance Co,, Ltd., the busi-
ness offered has been revealed as
lacking investment qualifications.
The -applications have ' largely
come from the areas of mining,
timber ‘and processing. of mate- -
rials, and miscellaneous manufac-
turing; and ‘hdve involved obli-
gations, as hotels, outside .of the"
appropriate mdustrml field. Some’
have been in ‘the form of ad-
vances on agricultural - lending.
or financing import and export
contracts, Othérs have come from
small and unduly risky countries.

S0 hefe again this area pf inter-,
natjonal} “aid? is to be commended .
for it4 forbeardncel=in contrast to
all the concurrent give-awaying
and pressure for more.of it.

" £ L3

High-Level Scorekeeping—
Or Bear Signal?

A leading Stock Exchange firm
opening a new office on: New
York’s Park Avenue this week,
has installed outside its windows
a seven foot
illuminated sign facing the thor-
oughfare showing the hourly
changes in the Dow Jones indus-
trial average. Black or red num-
bers respectively signal an hour-
to-hour gain or loss. We wonder
whether this is merely giving
“the crowd” what it wants; and
if so, what will happen at World
Series time?

B. W. Pizzini & Co.
To Admit Pflugfelder

B. W. Pizzini & Co., 25 Broad
Street, New York City, members
of the New York Stock Exchange,
on June 21st will admit Frederick
J. Pflugfelder, member of the Ex-~
change to partnership in the firm.

With Hill Richards
(Special to THE FINANCIAL CHRONICLE)
LOS. ANGELES, Calif.—Donald
S. Burness is now with Hill Rich~
ards & Co., 621 South Spring St.,
members of the Pacific Coast
Stock Exchange.

To Be Hirsch Partner

Robert J.. Fraiman will acquire
a membership in the New York
Stock Exchange and on July 1
will be admitted . to partnership
in the New. York .Stock.Exchange.
firm of Hirsch. & -Co., 25 Broad
Street, New York City.

B g
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Profit from Pins and Wheels,

Atoms and

Enterprise

Automation

‘By IRA U. COBLEIGH

Economist

Giving some descnphon of and report on, the progress and
prospects of a well managed and well diversified enterpme—' i
Amencan Machme and Foundry Company.

Avxd endeavors to dlvetsﬁy the
product mix of ‘corporations have
been frequent phenomena on the
Imanc:al stage of the past decade.
We have seen
overweening
“swifties” like
Bellanca seek
diversity. by
assembling,
mainly by of-
fering their
own shares in
exchange, a
bizarre collec-
tion of corpo-
rate subsidi-
aries; we have
witnessed
some financial
indigestion in
such corporate
aggregations as U. S. Hoffman

ira U, Cobleigh

Machinery, where the blending of .

assorted ‘companies into'a func-
‘tional corporate whole has pre-
sented certain problems and, in
.contrast, we have seen others, ably
managed such as American Mari-
etta and General Dynamics merge
-their. way -to diversified -top -flight
corporate excellence. At all events
in each of the above instances:the
‘basic endeavor, successful or other-
‘wise, was to expand and sustain
.corporate earning power by more
‘diversified operations and outputs.
‘That also has been the goal .of
American Machine & Foundry Co.
-and the result, as we ghall shortly
pexcexve, may well he described
in just two words—" mlssmn ac-
complished,”. ;

American Machme & Foundry
Co., founded in-1900, devoted the
first two. score..years: of. its corpo-
«rate life specializing.in machinery
for:the tobaceo-and baking indus-
tries. Automation ‘machinery for
these trades. is: still an important
part .of the:picture- but. the most
significant forward motion in AMF
began in the .year 1946. It was
during the past decade that this
attractive enterprise really
zoomed. In that period -its assets
and earnings grew sevenfold, and
20 quite diverse, but dynamic,
companies were assimilated. So
today we find AMF, with its De-
Walt Power Tool division aiding
and abetting the “do-it-yourself”
craze. There’s a complete line of
rolling equipment for the young-
sters—juvenile wagons, cars, ve-
locipedes, 'bicycles and specially
‘designed baby strollers. And
there’s the W. J. Voit Rubber Corp.
division, a leading producer of skin
diving, football and basketball
equipment, and, most importantly,
producer of the Automatic Pin-
spotter, for bowling alleys, about
which more later.

Other major output of AMF in-
cludes a broad line of electric
motors and relays; oil well power
tools, drilling and recovery equip-
ment (whlch will account for over
$20 million in gross revenue this
year), and such automatic gadgets
for the baking industry as wrap-
pers, mixers, slicers, roll makers
and even pretzel benders. AMF is
the leading U. S. producer of ciga-
ret making machinery and provides
the very latest in the automatic
packmg machinery for cigarets
in the popular hard box contain-
ing unit. The company has for 39

" years made cigar machines, im-

proving them as the years went
by, and contmues to lease (not
sell) them to- cigar makers.

The management at AMF short-
ly after- World ‘War II perceived
the. . vital .future :importance- of
atomic energy, and for some years

has—~addresseditself to research =

and production in' this drea. nght
now AMF has contracts to build.
15 research reactors (five in the
U. S. and 10 abroad) with further
contracts for others being nego-
tiated. It is well ‘known that all
radio-active ' elements must be
completely insulated from human
contact or exposure. But they do
have to be moved' and handled
nevertheless. - Hence the Master
Slave Manipulator, a unique prod-
uct of AMF, has been w1dely ac-
claimed - and accepted. It is a
remote control robot for handling
radioactive materials and :it in-
cludes reactor rod mechanisms
that, since ‘1955, have been per-
formmg their ‘tasks: all over the
world with 'insulated efficiency.
All these various facets of cor-
porate activity have been swiftly
delineated for you but, by all
odds, the most 1mport8mt. and ex-
citing section of comparny activity
relates to its patented contribu-
tions to' the - bewling - industry.
These ‘contributions ‘are’ fourfold
—The Pmspotter which ‘sets pins
back’ up -and in place; the Pindi-
cator“which’ reports the pins left
standing, the:-Underlane ‘Ball Re-
turn, which rolls the:ball" back,
in an unseen manner, and:the
AMF Single T Ball Rack. Now if
bowling were some minor pastime
of dilettantes, then nobody ‘would
pay much attention te this:section

,of company business. But bowling

is-a very. big industry.. Over 20
million. persons now bowl in the
U. S. and .the Pinspotter should
add to the-already amazing popu-
larity of this sociable and ‘coedu-~
cational sport. This is true because
the Pinspotter (which replaces pin
boys. but .not- pin‘up.- girls) ( not
only.is far swifter than the 'at-
tendants who used to function; but
it suggests that-bowling can be
done around the clock—with no
closing down simply because pin-
boys are either unavailable, or fast
asleep.

Actually this Pinspotter deal is
a fantastic plus for AMF. Com-
pany revenue here will not (and
does not) derive from sales but
from rentals. For example, the
Pinspotter costs about $3,000 to
build. It is placed in the alley
cn a 10-year contract, based on
10¢ a game rental for the first
10,000 games with an $800 per
annum minimum rental guarantee.
By the end of 1956, 18,500 ma-
chines had been installed; and by
April 15th of this year over 20,-
000 were on location and over
8,000 machines are on order. There
is now a competitive machine but
this is sold rather than leased.
AMF " bowling equipment may
therefore be expected to continue
its wide appeal to alley owners,
because of its minimum capital
outlay requirements.

All of this brings us up to the
acid test by which corporation
results are judged—profitability.

m

MASSACHUSETTS
SECURITIES

*Trading Markets
*Retail Distribution

D
KELLER BROTHERS
acuwlies TO., INC.

ZERO COURT S,REE(, Bus u 9, MASS.
+ Telephone Richmond 2-2530
Teletype BS-630

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




Volume 183 Number’ 5648 - ..

On this count the showing of AMF

verges *on+the»remarkable, - For:.

1956 gross revenues were up 37%,
pretax earnings advanced - 94%
over 1955, and net per share rose
from $1.64 in 1955 to $3 in 1956.
Progress this year is equally: im-
pressive, with. the first: quarter
bulging total sales by 36% over
last year: and: $1.06 'earned per
share in the. period..’ For.the full
year 1937 a. gross. of around $245
.million-and a per share net-of
$3.85 seem quite predlctable

Naturally a company- growing as
fast as this..one has some -quite
heavy capital requirements. These
have been met by use of a number
of financial vehicles  from bank
loans to common stock, which pro-
vide the investor in AMF with ‘a
broad selection of securities. The
funded -debt of $80.2 million in-
cludes: two issues of convertible
debentures—the 414s of 1981, con-
vertible into. common at $31 25
through July, 1, 1966, now selling
at 123; and the 58 of 1977 con-
vertlble at $38.25 through Feb. 1,
1977 now selling at, 1111 Then
there are two issues of preferreds
—$3.90. and $5 dividend issues,
followed by 3,209,809 shares : of
common listed on NYSE and now
sell_mg at 381%. The indicated cash
dividend is $1.20 and extras in
stock have been paid in each of
the last four years. (Assuming full
conversion of debentures, common
stock would be increased by 608,-
858 shares.)

‘Balance sheet position is good,
with net working capital of $80
million on April 1, 1957,

-Although. AMF has been in-busi=

_ness.for .57 years and -has paid
continuous dividends for: 30 years, .
it, appears to be-definitely a more .
dynamic company today than at.
any time in ifs history., With:a:

number of major companies this

year. reflecting the squeeze .of ;
profit. margins, AMF" is not) only
moving. ahead swiftly - in.- gross :
sales..but . it. actually widened sits
profit margin in.1956.- By prudent-

and: profitable-diversification into
many. flelds, and. benefiting from

an engineering and reseéarch staff -
~of 1,600, . AMF {s- moving ahead. -
If -both rising earning .power. and -
bowling interest you, this:common
stock may be right - down : your.:

alley! .

W.T. llclnhre I With
R. S. Dickson & Co.

R. S. Dickson & Company, In-
corporated, announce that William
T. McIntire II has become asso-
ciated with the firm as an As-
sistant Vicé-President in the New
York office; 30 Broad Street.

Max Mamet Now With
F. L. Salomon & Co.

Max Mamet has joined the trad-
ing department of F. L. Salomon
& Co., 29 Broadway, New York
City, members of the New York
Stock Exchange. Mr. Mamet was
formerly associated with the New
York office of Arthur M. Krensky
& Co.

We Announce Thé Extension
of Our Private Wire System

through White & Company
St. Louis, Mo. to

Kramer & Co.

Houston, Texas

Tradmg Dept., L. A. Gibbs, Manager

. Laird, Bissell & Meeds

Members New York Stock Exchange
120 BROADWAY, NEW YORK 5, N. Y,
- Telephone: BArclay: 7-3500
" Bell Tolctypo—-NY 1-1248-49
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‘sonal cutbacks of jobs in a number of industries,

“enjoying*-a - $9,

The Commercial ‘and Financial Chronicle

WIve sl g

The i
State of Trade
and Industry

Steel Production'
Electric Output_
Carloadings

' Retail Trade
Commodity Price Index
Food Price Index
Auto Production
Business Failures

Over-all industrial production in the past week' suffered from
spottiness  with - automotive:- productionlosing” ground - after . its

,gains following the Memorial Day holiday week;-steel output too

held to lower levels and, according to .“Steel’ magazine this week,
“Business will continue- its sidewise ‘movement’ for -at least two
or three months-in spite of the current flurry of new orders
reported by many companies.”

Reports also note that lead and ‘zinc producers are experi-
encing slow domestic sales during a period of world-wide over-
supplyv.

Claims for. unemployment insurance by newly laid-off work-
ers rose by--13,300 to axtotal of 218.100 during the week ended

June 8, the Bureau of Employment Security of the United States ° »

Department of Labor currently reports.

The increase in new elaims, the agency states reflected sea-
including clothing
and textile plants, Initial qlalms for the like vyeek of last year
totaled 211,300.

Insured employment. ended the downward trend that started

last February, increasing by 40,900 to a total of 1,237,700 during ;

the week ended June 1, A year earlier the totél was 1 264,000,

In the steel industry metalworkers are facmg up to the
second half of 1957 with optimism, states “The Iron Age,” national
metalworking weekly, this week. Few companies expect their
business to soften and most look for a plckup or, -at worst, a
leveling off.

In its mid-year check of the metalworking mdustrv “The
Iron Age” found that in spite of a few weak spots the general

outlook for the balance of 1957 is encouraging. Even ‘automotive
and appliances,-currently- dlaggmg thcn feet, are loohmg ‘abead
. 10 a seasonal revival.

“Iron Age” editors found indusfry cxecutnes concerned about
tight - money' and the continuing  {rend, toward. higher prices.
Metalworkers “are finding ‘it hard to; fihance. théir own necds. for
new: equipment and- feel. that: their” customers would buy. more
if money.were cheaper to come by.’ :

;. The coming steel price increase is wWorr ymg many ‘companices,

'thts trade weekly observed, but few if any outfits intend to.absorb

higher costs.  They say they will -pass along as much of the in-
crease as they ‘can, competition-permitting, - -
In.a check ‘on the’outlook: for major metalworkmg -indusfries,

this: trade: magazine - states: that 1957 ;automotive ‘output. will”
roughly parallel that-of 1956 with ‘the. summer: mon’chsk slow,ftbut .
ireraft is:.

new-model. ‘surge’ will - pick:up-some; ‘of . the . slack.
0,000,000 anilitary. and commelclal ;backlog,. up
from last-year’s'$8,000,000,000; employmeént 'is-up; 73 000 from a

year' ago- and: the -highest " since: ‘end. of World. ‘War, I, Machine
tools shipments; it notes; will- continue at:a high: level probably .
- $850,000,000 for the:year avith backlogs’ down, but builders cheered:
by a trend tc a high* peace-time plateau.. Electrical' apparatus:
backlogs, both ' industrial’ and ‘atomic are :at. a .record :level and.

with appliances,: some’ compames expect this . year’s volume ‘to
‘equal that of 1956.

. “The: Iron Age" survey supports the  growing .belief that
steel demand 'will make a strong comeback in-the fourth quarter.
Some steel mills are warning -their customers against ‘going too
far ‘overboard on' inventory cutbacks.: A -sudden upsurge; they
say, could leave some steel users in the lurch.

Some of the factors that will contribute to a stronger steel

market later in the year are an expected revival of auto sales
with new-model production and a reversal of user inventory policy
from reduction to buildup. A continued high level of spending
for new plant and equipment; heavy freight car backlogs; oil
and gas activity; a strengthening export market and fall seasonal
influences,. declares this trade paper.

Steel producers are worried about the public’s reaction to
the expected steel price boost in. July and they are sounding
out company and outside sources on public sentiment. This con-
cern may work toward minimizing the amount of the increase
after steel labor gets its wage boost. Such companies are beating
the drums for as much as $10 a ton, but the actual increase
probably will be closer to $6, concludes “The Iron Age.”

Industrial production declined slightly in May for the third
straight month, the Federal Reserve Board reported.

Taking seasonal factors into account, the board said American
industries produced at 143% of the 1947-49 average; or one per-
centage point below April output, but two points above a year
earlier.

Summarizing business conditions as of early June the board

Continued on page 34
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Chenucal Research’s Essenhahl

To Good Prohtalullly_

By THEODORE T. MILLER*

Prcsident, l’olymer Chemlcals Division, W, R. Grace & Co.

Chemical official and Director. of Boston l"und recommends -
inyesting in- chemicals for: long. range: dividends rather: than
immediate return; attributes ‘and ‘sees research: continuing’ ti '
provide the 3 to 1 margin of growth advantage: as against tlle
nation’s average; and-shows how. retained earnings are-com-

pounded by helping to pay for

the costly research which. pro- :

motes not only new product growth but also helps lower costs - -
on older: products—-keepmg them competitive. Mr.. Miller
submits criteria investors should consider in judging investment
potenhals, and cites data indicating chemical capital ‘expendi-
tures in 1957 will be 31%: over 1956—$1.9 billion. Notes

short supply conditions generally na longer exist but is confi- |
dent that . chemical stocks belong in any well managed

mvestment portfolio,

When discussing what research
has done for the chemical indus-
try, one is tempted to describe it
with the Air Forces old term—
‘CAVU —ceil--
ing and visi-
bility un-
limited.. In-~
deed, the
danger of
talking about -
research’s
part in chem-
ical growth is
that I, like
Icarus, may
soar so  high.
that the sun
will ‘melt: the
wax on my
wings — a’l-.
ﬂmuah nowa=:
days’ the chemical: mdustry could
surely provide Icarus with-an"ir-
radiated polyethylene hinge that

Lo B3 uaner -

_perhaps not even’the sun could

melt! Nonetheless;'I'll try to give

‘a-sound examination of why I be-
:lieve researcly is the key:to.sound--
.investients in chemical: stocks.-. |

My subgect matter. combines a-.
note of optimism with one of cans
‘tion. To sound the optimistic note,
any industry that enjoys the high-

.growth-rate of the~chemical+ in~
“dustry présents appealing reasons

for investing inits future. On the -
side -of caution, remeémber: that-
chemical research in the. past:25..4
years - has . produced so many
“miracles” that people may have
become generally blase. in what
they expect of it—much as they
would if Don Larsen pitched a
perfect no-hit game every time he
took his turn on the mound,

Describes Characteristics

The chemical industry is so
complex as to defy precise de-

—_—

*An address by Mr. Miller before The
Vance, Sanders & Co. Seminar, Los An-
geles, Calif.,, May 29, 1957.

scription; but it can‘belcharacter-
ized by three words: basie, ubiq-.
uitous,  dynamic. It is basie be-
cause it supplies products to every
other industry in:.the- United
States.;-There are; 72 -industrial
classifications in the Department
of - Commerce - statistical, -tables.
The chemical industry is, for all
practical purposes, the only one
which 'supplies products to every

other classification. It is ubiqui- -

tous because, at some stage of
productlon chemistry. is employed

in the manufacture, of. almost .
‘every end product.whether 'it.be -

- destined for industry or the home.

¢ And it is dynamic because .it .is :
constantly genetatmg new. prod- -
ucts, and it is constantly generat- :
ing whole new industries. Do ‘you -
know- that'some-50,000 new.com- |
pounds: are prepared:and studied .
by , chemists every. year?” Natu- -

rally, most of them: remain. labo- -

ratory  curiosgities, but. many.. be~

‘come: the, raw material -of . :new .

products;. they - create.'new. mar- .- -

-kets; they. arethé.cornerstones of

brand’ new-, industries.Look . at * -

polyethylene plastics, for-example.

o e

'1‘welve years:-aga. theylwere un- ¢

known to “tfie* éonsumiing ‘publc.

Now"*we have squeezable-bettles,

‘noiseless: garbage cans,. nON-cor- ,

rosive piping;- practically. perfect

electrical - insulation; tough pack- -
aging ' films - and usefu.l house-
wares, all made of this.versatile -

resin,

. Thousands - of. our- fellow -

men are employed-in- this new '
and expanding field of polyethy- -
lene plastics. And it is only one

example of many which. might be
cited.

Of course, research is a projec-
tion of the past into the future,
and before we can project our-

Continued on page 25
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New Steps to Strengthen

~ The Rights

of Stockholders

By G. KEITH FUNSTON*
President, New York Stock Exchange

Specific proposals to strengthen stockholders’ rights in proxy
contests and-to provide shareholders in all ‘publicly-owned
companies—whether traded on a national stock exchange or

over-the-counter markets—the

benefits of full disclosure, are -

recommended by New York Stock Exchange head. The rational |
behind the over-all recommendations, according to Mr. Funston, :
is to facilitate future corporate financing requirements and :
bring about “‘economic democracy” or “People’s Capitalism.” -

While the recommended new

safeguards are not construed

as an automatic cure-all, the former college president believes :
the placing of new responsibilities on shareholders. permits
them to keep our corporate machinery responsive to their will, -
and should encourage more shareholding since it provides:
(1) the right to vote; (2) securance of a proxy; (3) fair and
honest proxy contest; (4) adequate and timely information; '
and (5) extension of this protection to listed and unlisted
publicly-owned firms. Supports Fulbright Bill which is not,
however, as comprehensive as N. Y. S. E. disclosure standards.

There is a woman in Dallas,
Texas, and a man in Galloway,
Ohio—two people I have never
met — who really suggested the
text for most
of myre=
marks,

Not long ago
I received
brief notes
from each of
them, The
Texas - letter
proclaimed
that the Stock
Exchange’s
effort to
broaden the
ownership - of
business was
helping to
create a new
dimension for America’s economy
and for its people. The Ohio let-
ter was somewhat more personal.
The writer had purchased shares
in a small appliance company
several years ago. He noted that
he had neither heard from the
company nor had he been able to
obtain, any information about. it,
He wondered how he could rem-
edy this.

-In these two letters, it seems to
me, we can trace some of the'
enormous progress we have made
—and some of the real problems
we have fallen heir to—as corpor-
ate ownership-has expanded. - My
Texas correspondent reflects the
attitude of millions of people who
are coming to a new understand-
ing of our remarkable economic
system. But today, it is- the man
from Galloway who concerns me
most. ' For "he symbolizes the
problems some investors still face,
even despite our great progress,
Those problems, briefly, concern
the rights of stockholders . . . the
matter of full disclosure . .. and

the question of proxies and proxy
contests,

G, Keith Funston

* *An address by Mr.

the TCnernt Funston bhefore

Management Conferen
American Management Associati v
York City, June 4, 1957, e Dew

In any given month we are apt
to receive, at the Stock Exchange,
several letters that have a dis-
turbing sameness to them. They
pose questions that go something
like this: “Why wasn’t I allowed
to vote?” “Why didn’t I receive
a proxy?” “Why can’t I get more
information about my company?”’

It is small comfort to reply that
these safeguards have been large-
ly provided for investors only
when the securities they own are
listed on the New York Stock Ex-

i change, For the basic questions

remain. After all, of the many
thousands of publicly-held com-
panies, only 1,100 are listed on
our Exchange. And I have asked
myself often—why, indeed, can’t
all stockholders vote? Why isn’t
more financial data available to

the owners of all securities, and .

not just to those listed on a na-
tional exchange?

These issues are as timely as
this morning’s newspapers, And
they form the basis of several
.proposals I am anxious to explore
with you — proposals which, if
adopted, can strengthen immeas-
ur:ably our system of free enter-
prise.

That system, I might add, has
attained its great strength because
we have managed to keep it free,
It has made its greatest strides as
we have struggled to make it
more ' democratic. Indeed at the
present time, I am convinced that
our form of democratic capital-
ism is undergoing one of its more
dramatic tests. That test, very
simply, is whether . the rights,
'privileges and duties of a nation
of shareowners can be developed
properly and safeguarded.

-Middle Income Millions Have As-
sumed Key Role in Economy:
Their Dollars Invested in Owi-

ership Will Be Needed to
*  Meet Future Goals
Let’s look for a moment at just
two of the economic changes since
World War II' that bring this
prolplem into focus.
First, it is apparent that not the
few, bqt the millions, enjoy 'an

“FOR
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astonishingly high standard of
living. The nation’s families, with
greater funds| at their disposal
than ever: before, are not only
living better teday, but they-are
saving, investing and planning for
tomorrow.

This ‘has led to .a second vital
development. Shareownership
has ‘mushroomed. Through insti-
tutionalized savings, about 110
million Americans now are indi-
rect owners of business.
important, over 8.6 million peo-~
ple.are. direct shareowners in our
puhlicly - held businesses, This
represents a sharp 33% increase
over 1952. And .the single most
important fact we .have learned
about the mnation’s  shareowners

stresses both the appeal and the .

spread of ownership: two-thirds
of our stockholder family have
incomes under $7,500 a year. .

At the Stock. Exchange we be-
lieve with some justifiable pride
that our concerted and careful
education program in recent years
has done much to encourage such
shareownership on a sound basis,
But” we are well aware that “in
the. coming decade corporations
will need extraordinary amounts
of growth money to meet their
future needs.

Our appraisal of the decade
ending in 1965 is that some $60
hillion in outside equity money
should be raised for new’ plants
and equipment alone., This sum
is triple the new. stock financing
in the last 10 years. It is beyond
the capacity of our financial insti-
tutions to furnish it.’ Thus, it is
clear that industry must reach out
to the mass of the American peo-
ple. It must encourage the invest-
ment habit. As this is done, we
will develop, much more than-at
present, a “People’s Capitalism.”
As the profits of the future are
distributed more widely, a new-
er, better and more productive
-order of things will' inevitably
emerge, :

But there is an important “if”
to the promise of our future, As
-our corporate form of enterprise
-develops further, it must do so
along democratic lines. It must
.be responsive to the will of addi-
tional millions of investors, And
to be responsive, I submit. that
these basic - conditions : must ‘ be
met: ;

First, shareowners must be.as-
sured of a corporate vote.  The
reason was put very simply by an
.English writer recently. He said:
,“intelligent investment is not con-
-ducted best by mutes.”

Second, shareowners must: be
given the machinery and the con-
venient opportunity to exercise
that vote. This means insisting
‘that proxies be provided, to share-

owners of all publicly - owned.

businesses. In this connection; I
might add-that -management
should be urged. to submit for
‘shareowner approval, the: vital
‘proposals affeeting a corporation’s
;future. ;

Third, because proxy -contests
for corporate control are a neces-
sary part of the democratic proc-
ess, the ground rules for fair and
honest proxy contests must  be
further developed and spelled out.

Fourth, shareowners must  be
assured of adequate and timely
information on which to base
their vote—and in a larger sensc

—on which to base their invest-

ment decisions.

Finally, investors must be: as-
sured that the basic safeguards
established “‘for their proteetion
will apply to all publicly-owned
companies, regardless of whether
their shares are traded on a na-
tional stock exchange or in the
over-the-counter markets.

It is these points I should like
to concentrate on.

Corporate Vote Must Be Extend-
ed to Shareowners of All
Public Companies: Compulsory
Proxy Solicitation Also Urged

to Ease Voting Process
At the outset let me make
clear that the Stock Exchange .is

Continued on page 43
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The Econom’c Situation
And Outlook

By WILLIAM W. TONGUE*
Economist, Jewel Tea Co., Inc.

ln_dustrial economist predicts expansion of business activity
will continue under influence of consumer expenditures, busi-

ness spending on plant and equipment, and inventory stability,

Asserts consumers have adjusted spending to current condi-
tions and will function as important support for the economy.
Maintains tax reduction should become effective only at time
of cut in Government spending; with funds from latter source

al‘so used to

The Joint Economic Committee
Staff’s appraisal of The Economic
Situation and Outlook, as out-
lined in their memorandum of
May - 23, 1957, -

seems. emi-

nently sound.

A gross na-

tional product

of $435 billion %

for 1957 im-

plies personal

disposable in-

come in ex- 4

cess of $300

billion, which "

would support

.consumer

spending of
more than
$280 billion,
These  figures
represent increases of -approxi-
mately 5%2% from 1956 and near-
ly 2% f{from rates in the first
quarter of 1957. Price increases
will deflate these gains in real
terms, but it is clear that if they
materialize 1957 will chalk up
hew records* in production and
employment.

William W. Tongue

Strengths in the Private Economy

The specific numbers one fore-
casts help to outline the general
characteristics - of the. economic
picture -one - foresees. Of equal
significance is the - confidence one
has that the picture will actually
develop as indicated — for fore-
casting "is “not: today ' an “exact
science a economists’  projec-
tions are always made: with the
knowledge that they may be up-
set by unexpected ‘developments,
I believe, we: can have a high de-
gree of confidence ‘that so- far as
the private economy is concerned

the present -level of “activity is

solidly ' based . and ' any surprises
upsetting the: forecast are more
likely to be on the upside than on
the downside. -

- First, "the’ Comierce-SEC - and
McGraw-Hill ‘surveys of intended
plant .and equipment expendi-
tures, and the most recent survey
of capital appropriations by the
National Industrial Conference
Board, offer fairly conclusive evi-
dence that business capital ex=

- penditures” will be sustained

ithroughout the year.

Second, a part of final demand
is currently being met from the
drawing down of business inven-
tories. This ‘“inventory .adjust-
ment” is so far occurring without
any weakening of final. demand
and con be expected to be com-
pleted in short order in view of
the generaliy conservative inven-
tory-sales. ratios currently . pre-
vailing. . While a strong shift.of
business sentiment in favor of in-
ventory - accumulation does not
seem a near-term probability, it
does appear that there will be lit-
tle further - depressing effect -on
production rates from inventory
cutting.

Finally, we turn. to the most
important, _and frequently the
most. ignored, group shaping the
business picture — the. consumers
of America, whose purchases of
goods and " services, -including
housing, total more than two-

*Statement by Mr. Tongue before Con-
gress cf the United States, Joint Eco-
nomic Committee Subcommittee on Fiscal
Policy, Hearings on Fiscal Policy Impli-
cations 'of the Ecomomic Outlock and
Budget Developments, June 3, 1957.

reduce debt.

thirds of the gross national prod-
uce and 85% of the privately-
produced gross national product.
Examination of consumers’ be-
havior in the recent past is reas-
suring as to their probable con-
tribution to future business levels.

1954-55 Experience shows Power
of Consumers

Consumers, ever alert to oppor-
tunities to improve their standard
of living, were quick to react to -
the substantial easing of money
rates and borrowing terms which
occurred in 1954 and continued
into 1955. Consumer spending on
goods and services, including
housing, rose from an annual rate
of $242 billion in the fourth quar~
ter of 1953 to a rate of $275
billion in the third quarter of ,
1955. The rise of $33 billion com=
pared with a total increase of .
$39  billion in gross national
product and exceeded the rise in -
disposable personal income by
$10 billion, or 44%. Consumer
spending, including housing, rose
from 97% of disposable income in -
1953 to .over 100% of disposable '
income . in the third -quarter of ’
1955, Such is the strength of the -
desire of consumers to better their .
level of living; and such is the .
power of easy money reinforced -
by tax reductions. :

. Consumers Show Good Sense
‘Consumers showed equal- good -

sense in 1956 by reducing their ' -

rate of borrowing: as interest rates
rose and credit terms tightened. -
While - total - consumer - spending *
continued- to -rise gradually *
through 1956 and thus far into
1957, it_has been brought into a
more normal ‘relationship to in-
come, By the second quarter of
1956 total spending, including
housing, : had . dropped down to
989% of disposable income. It has
continued to heold at . approxi--
mately this ratio for the past year,”
despite widely-publicized ‘warn-
ings ranging from predictions of
runaway inflation to dire depres--
sion, sometimes in the same state-
ment. This stability of consumer
behavior speaks volumes for the
solid good sense of the American
people, and the .confidence they.
have in our future. It also gives
us ground for believing that con-
sumers have adjusted their spend-
ing to current conditions and are
likely to be a support to the
economy for the visible future.
‘In summary, the three major
determinants of private business-
activity—consumer expenditures, |
business spending on - plant and
equipment, and additions to or
subtractions from inventory —
seem- very unlikely to exert a
downward push on business ac-
tivity this year, and most prob-
ably will have an expansive in-
fluence, particularly if there is a
shift to modest inventory a