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JE DI TORJAL

- As- We See It

Once again Congress and the country are about

1o be plunged into a typical tariff controversy.

:w1th the ‘usual differences. of opinion and cften
bitterness. " The Trade Agreements Act of 1934,
‘as often amended, ‘expires ‘next June, and it is
the desireof the Administration, and of course,
of others interested in freer international trade
“that somethmg be done to prevent a return to

‘ithe schedules. of the 1930 Act, ameliorated only

. by such negotiated alterations as are now in
effect and would survive a failure of any con-
tinuation of the present law: authorizing admin-
iistrative changes in the statutory rates. In sev-
eral respects, however, the protectionists have
grown progressively dissatisfied with tariif
schedules negotiated under the Act of 1934, and

are said ‘te be prepared to put up the fight of .

‘their lives to prevent the Administration having
‘its way with a proposed new law which in broad
‘effect would continue present arrangements for
‘a number of years.

Of New Deal Origin
The Trade Agresments Act is of New Deal
origin. It was the wily Franklin Roosevelt who
came forward early in his first administration
“with the idea that -Congress might and ought to
‘be persuaded to “pass the buck” to the Admin-

/istration in this matter of reducing tariff rates, = "

and that in this way it might be possible to
‘get a-better working arrangement than could be
hoped for if each and every rate in a complicated
tariff schedule had to be debated and finally
adopted by a Congress divided, as Congresses
always -are, on the subject of protectionism and

Continued on page 96

7 DEALERS.

-U. §. Economlc Stalnhly
Key to Free World Security

By HONORAB\LE HARRY F. BYRD*
U..S. Senator From Virginia,

Senator Byrd denies he would “sacrlflce security -wor-
shipping a balanced budget” in “preaching” we should
first cut non-essential federal spending to permit neces-
sary military effort prior to contemplating deficit financ-
ing and increased taxes — short of war — with its con-
comitant- threat. to our fiscal and economic strength.

Advocates Congress -write a limitation on' expenditures,
reduce foreign economic aid and émphasize more military
assistance, and revamp defense outlays. Warns we
cannot play the Communlst game  of destmymg our-

selves by “our own extravagances.”

We are in a situation of vital concern to every one in
this nation, All of us know the tremendous events which
have occurred, one after the other, in the past three
months, since Congxess adjourned. Within a week I

have conferred with the Secretary
of Treasury on the fiscal. situation,
" attended a 3-day session of Senate
“Armed- Services - -Subcommittee on
the military ‘situation, and partici-
pated in a 5-hour White House Con-
ference with -President Eisenhower
on the legislative situation.
These meetings were all enlighten-
ing, and-conditions were explained
with the utmost frankness. Much of

what we were told was classified,

but I can say that never in my long
experience as a United States Sena-
tor have I received so much disap-
pointing information in such a short
time. From all of the bad news there
is one encouraging fact. Sputnik has
shaken us out of our complacency. Our great country
will now mowe forward, I believe, as rapidly as possible
to regain the ground we have lost. It is not my purpose

Continued on page 98

*An address by Senator Byrd before the National Association of
Manufacturers, New York City, Dec. 5, 1957.

F. Byrd

IBA CONVENTION PICTURES—Candid photos taken during the 46th Annual Convention
of the Investment Bankers Association of America at Hollywood Beach Hotel, Hollyweood,
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'l‘he lnvestment Bankers.
Association of America llolds i
46th Annual Convention

Meeting at Hollywood, Fla., Dec. 1-6, amidst. chanm :
business and : national: ‘defense cond:tnns, -hears - al-:. i
dresses by incoming. President William C. Jackson, Jr.; !
outgoing President Robert H. Craft; Canadian Finance :

" Minister. Donald M. Fleming; Rxluﬂl S. Reynolds; Ed-:

ward N. Gadsby; John H. Stambaugh, ‘and George:S. i

Trimble, Jr. : Text .of these- addresses; also- Committee

Reports - and - - other
"presented in this issue.

The Investment Bankers Association of Ameri-
ca held its 46th Annual Convention at Hollywood,
Fla., from Dec. 1-6. William C. Jackson, " Jr.,
Pre51dent First - Southwest Company,. Dallas,
Texas, was elected 'President of the Assocmmon
for the forthcoming year. He suc- ;
ceeds Robert H. Craft, Presi-
dent, Chase International- In-.
vestment - Corporation, wholly-
owned foreign financing subsid-
iary of The Chase Manhattan
Bank, New York. The Associa-
tion. also elected five vice-presi-
dents: William M. Adams, Braun,
Bosworth & Company, Detroit;
J. Earle Jardine, Jr., William R.
Staats & Co., Los Angeles; Wil-
liam D. Kerr, Bacon, Whipple &
Co:, Chicago; W. Carroll-Mead,
Mead, Miller & Co., Baltimore; William H. Mor~
ton, W, H. Morton & Co., Incorporated, New York.

THE NEW PRESIDENT

Except for three and one-half years with the
U. S. Navy during World War II, Mr. Jackson has

Continued on pege 86
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The Security I Like Best

A continuous forum in which, each week, a different group of experts

fn the investment and advisory fie
participate and give their reasons

Id from all sections of the country
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.)

WARREN E. BUFFEIT
Manager—Several Private Investmeut
Groups
Omabha, Nebr,

HOME PROTECTIVE CO.
(A Life Insurance Stock)

Home Protective Co. probably
represents the last “undiscovered”
equity security of a major life in-
surance company. This lack of in-
vestor aware-
ness causes the
security to sell
at less than
half of the
lowest price -
earnings ratio
placed oncom-=
parable com=
panies. Home
Protective is
currently sell-
ing at less than
four times
earnings. Any ;
education of (
investors to
the facts con-
cerning the company should result
in a substantially higher appraisal.

Home Protective has only 61,463
shares of stock outstanding. The
company owns 982 % of the out-
standing stock of the Home Life
Insurance Co. of America, a lead-
ing Pennsylvania insurer with
over 400,000 policyholders. After
allowing for inter-company items,
Home Protective has very little in
the way of other assets and liabil-
ities. As a practical matter, with
only 115 9% of the stock of Home
Life held by others, Home Protec-
tive Co. is the Home Life Insur-
ance Co. of America from a
stockhelder standpoint.

Whereas some years back the
company had a very dubious fi-
nancial position, strict adherence
to the highest standards of invest-
ment in the placement of new
funds plus utilization of retained
earnings in very - substantial
charges against over-valued assets
have given Home a very strong
financial picture.- While in 1946
government-guaranteed mortgages
only accounted for about 13% of
assets, they now represent over
509 of assets which is greatly
above the industry average. Dur-
ing the same period the average
rate earned on assets has increased
from 2.04% to 3.60%. This gain
based on present assets of $1,100
per share amounts to over $16 per
share annually.

Home's business i§entirely non-
participating.  The stockholder
need make no guesses as to what
belongs to him and what really
belongs to the policyholder. Cur-
rently Home has close to $300 mil-
lion of insurance in force with
practically no low-profit group.
The business is almost entirely
ordinary and industrial with the
latter fully as profitable as the
The lapse ratio of the
company has been very low indi-
cating well-seasoned business ai@b
experienced mortality has beet
excellent.

Dividends have been small while
the company has been writing
down assets to realistic values and
the 50-cent annual rate will prob-
ably be continued for some years
while the capital base is enlarged
in line with the amount of busi-
ness on the books. However, the
earnings power has been main-
taining a steady march upward
and with a continuation of higher
yields, low lapsation and favorable
mortality, a greater base of busi-
ness should create further in-
creases in earnings. With each
share of Home Protective repre-
senting $1,100 in assets, a % of 1%
change in interest rates represents

3.
Warren E. Buffett

a $5.50 per share change in earn-
ing power. While it takes consid-
erable time to be fully effective,
we have witnessed such a change

within the past year and-it has.

not yet been reflected in Home’s
earnings. )
The company possesses an addi-
tional “kicker” in large holdings
of contiguous undeveloped land on
the Main Line in Philadelphia.
Given proper zoning such holdings
can have substantially greater
value, particularly when related
to only 61,463 shares outstanding.
Adjusting for changes in insur-
ance in force at conservative rates;
the following earnings are indi-
cated for the past six years:
Adjusted

Earnings
per Share
. %9,92
B b b
- 1225
15.08
18.42
. 22.82

Year

A continuation of such increases
which appears likely added to
greater investor recognition should
provide substantial capital gains

to today’s buyer at the 85 level in’

the Over-the-Counter market.

G. SHELBY FRIEDRICIIS
Partner: Howard, Weil, Labouisse,
Friedrichs & Co., New Orleans, La,

Members, New Orleans Stock Exchange
and Midwest Stock Exchange

Southdown Sugars, Inc.

The security I like best offers
stability, high intrinsic value and
built-in - growth of income which
should have appeal during this
time of unset-
tled market
conditions,
generally.

Southdown
Sugars, Inec.,
owns in fee
over 46,000
acres of land
located in the
most attrac-
tive on-shore
area for the
exploration of
oil and gas in
the United
States — south

R G. Shelby Friedrich
Louisiana, Al- ey Friedricas

though operating a stable and.

profitable cane sugar business, the
mineral income, after taxes, from
acreage leased to major oil com-
panies last year exceeded net in-
come from sugar operati011s, and
will increase materially over the
coming years. Southdown Sugars
enjoys the advantages of partici-
pation in the results of production
operations on its fee acreage with-
out assuming any of the attendant
~isks. In addition, the land value
of much of Southdown’s property
for industrial, commercial and
residential purposes, adds sub-
stantially to the intrinsic value of
the stock. i

The company is basically a com-
pletely integrated producer and
refiner of cane sugar, operating
three raw sugar factories and one
refinery. Southdown has approxi-
mately 18,000 acres of cultivable
land and purchases cane from
other growers to supply the ca-
pacity requirements of its sugar
factories. The company also im-
ports Cuban raw sugar to fill re-
finery requirements. Income from

This Week’s
Forum Participants .and
Their Selections -

Home Protective Company—War-
ren E. Buffett, Manager — Sev-
eral Private Investment Groups,
Omaha, Neb. (Page 2).

Southdown Sugars, Inc. — G.
Shelby Friedrichs, Partner,
‘Howard, Weil, Labouisse, Fried-
richs & Co.,, New Orleans, La.
(Page 2).

—————  —————————
this operation has: been in' the
neighorhood of $1,500,000 per an-
num, before taxes. T o

The exploration for oil and gas
in south Louisiana, dating back to
the early 1930s, has had a marked

effect on the company. Nearly all
of the 46,000 acres of fee land
have. been under lease to major
0il companies in recent years, and
Southdown has bheen receiving
royalty income since the discovery
of the Gibson Field in Terrebonune
Parish in 1937. Lease and royalty
income has increased from $550,500
10 $1,275,000 (before taxes) in the
last five years (average 26% pcr
annum) ‘and gives every indica-
tion of continuing to increase al
approximately this rate.

The development of the oil and
gaé industry, combined with the
discovery of substantial sulphur
deporits, plus large reserves of
salt' and an ample supply of fresh
water, - have combined to make
south Louisiana a center for the
petro-chemical industry. Plansgs
have .been announced. by. such
companies as Dow Chemical, W. R.
Grace,  Kaiser Aluminum, Olin
revere and duPont for the invest-
ment of more than $250 million in
plants located along the Missis-
sippi River between New Orleanz

~and Baton Rouge. Additions to the
.world’s largest
‘Esso’s Baton Rouge plant—to the
# Shell plant at Norco and to Stand-
? ard -Oil of Indiana’s refinery at
f Destrehan have also served to fur-
| ther industrialize this area.
¢ discovery of oil and gas ‘in -the
.Gulf of Mexico,.off the Louisiana

oil refinery —

The

coast, has also served to intensify
activity in this area and has
brought considerable expansion in
oil field equipment and allied in-
dustries. 7

The result of all of this has been
to bring about much improvement
in land values, particularly those
situated along strategic waterways,

such; as the Mississippi River, the .

Intra-Coastal Canal, etc., and the
major - highways. This influx of
industry has also brought sub-
stantial increases in the popula-
tion of the area, adding to the
values of land for residential pur-
poses. Approximately 13,000 acres
of Southdown’s land is located on
the Mississippi River and all of
the remainder is traversed by
either main highways or other
waterways, or both.

In an attempt to measure the
intrinsic values that have thus
been created, my firm (after con-
sultation with oil geologists and
land men and real estate experts)
has made the accompanying ap-
praisal of Southdown’s properties.
The values attributed are of the
“horse-back variety and take into
consideration mineral values as
well as surface values. In my

Continued on page 119
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'l‘he Onllook for the 1958 Market

‘By SHELBY CULLOM DAVIS*

Managmg Partner, Shelby Cullom Davis & Co.
Members New York Stock Exchange |

Mr. Davis maintains two basic bullish factors are the market’ :
healthier atmosphere * with “improved - technical - position; and !
prospective high , economic : activity .stemming from . current

- threats to nation’s defense and scientific ‘status. Holds present
unfavorable conditions have been largely discounted by mar-'
ket’s :100-point drop; and coming-industrial revival will ‘simi-

- larly be anticipated. marketwise, ‘Favors chemical, oil, motor,
and life and casualty insurance groips for 1958; with general
market: laying groundwork ‘for. resumptlon of bull market’s -

advance to new highs by 1959.

I approach this- -subject “with

f proper humility. It is obvious that
 I'am neither a prophet nor the

©.an . expert in
the -mechanics

son of aprophet.” Neither am"1I

! of the stock
market, the

" the steel

business cycle,
in-

dustry, the

--automobile

mdustxy, for-

. eign ‘affairs,

domestie poh-

;. tics—or any of

s ene to'talk ™

the attain-
ments which .
might seem to >
qualify ‘'some- -
Shelby ‘Cullom Davis
aboutthe e

-~ stock market.

There is only one consolation, I

;- know of no one who is an expert

. in all these -fields.
. impossible in- today’s changing"

1t is. simply

. world. to know everything about
- everything. Was it not Dr. Faust
i.in Goethe’s drama who  incurred

- the wrath of the Gods for his at--;

tempt -at - macrocosm (universal ,

- knowledge)—and had to content

himself : “with- microcosm" (the
world in miniature)? Instead of a

-~ world’s .eye view, he had to take
- aworm’s eye view.

“ Somust I, who have made what-
eyer reputation I may have as an
expert in ‘the field -of insurance
stocks, view ~the complex stock

r market in 1958 from the worm’s
“ eye viewof my own specialty, and
.~ through .the microcosm, achieve
“ . the world view or macrocosm,

- Frankly I am glad to be talking
to you today rather than just after

* LabhorDay. And in this I am quite

_ unlike . the  farmer

who .was trying -to direct the
stranger who was lost. As a mat-
ter of fact, this particular stranger
was a motorist who got lost in the

- hills of- Kentucky while on his

way to Louisville to see the Derby.
He stopped at a crossroads cabin

‘and asked this farmer, who was

an ancient- native, *the direction
and the road to Louisville. “Well,”
said the old 'man, “Louisville is

. that -away.” You could: go down
that there road, but it runs plumb

up again, the mountain. You could
take this here road but it ends up
at the river. There i¢ another road
going in. the' right direction but
it ends smack up in Okey Wilker-
son's pasture. Mister,” said the
o0ld man, scratching his head in

! perplexity,- “if - I were ‘agoin’ - to

gitizeq

‘#An addréss by Mr. Davis before the
Dean’s Day Homecoming, New York Uni-
versity, Dec. 7, 1957,

in the story.

Lovlsvﬂle, I wouldn’t stalt from :

here!”:

TH0n’t ‘feel that way - Thé paths"

way ' to the’stoek market future
seems better marked. Let us start

. -with-what. we know—~two 1unda- ‘

mental pomts

Two Fundamental Pomts

1 (1) The stock market, as meas- .
: ured by the Dow-Jones Industrlal

" Averages,. has 'suffered ‘a. decline =+
of-'100 points.  This: decline  ranks - -

Listorically with the great declines
n,the past” which seem to occur
about; every. décade—in 11946, in
1937, in 1929;in 1917, in 1907. .The
plesent declme has acoomphshed
two vb]ecnves

a resultmg ‘decline in corporate
profits, “and it has created’ a
stronger. technical market position
by coriverting potential sellers (at

July’s high 'prices): inte potential

buyérs (at.the “low. prices of No-
vember).-
the highest since 1932. The week-

end “cocktail set” is now talking. -

about how low the market is go-
ing ather:than how. hxgh-—always
a good,sign. -
(2):The. startlmg developments
of Soviet'science have brought us
to the brink of an arins race which

may well turn into a struggle for -

survival, At Jeast it -is~difficult
to read the statements of eminent
scientists . such: as Dr. Edward
Teller and believe otherwise. . If
the.nation is in-mortal peril, as in
1942, is' it - reasonable ‘to. expect

that ‘170 “million 'Americans will..

allow: themselves to . slip quietly
into "a“deep recession: in: business
and ‘economic activity? 'Is it rea=
sonable to suppose that we shall
w1111ngly allow our /decreased eco-
nomic aclivity and consequently

lower -imports to draw our friends.
in the rest .of the free world intg -

a depression of magnitude? If we
are in'mortal peril, will we allow
a man-made depression to cost
us our- opportunity to maintain
friendly and close relations with
important ‘members of ithe Middle
East and African regions? Will we
allow Soviet Russia to move into
a vacuum created by .our own
economic meputude’ d

Given the present world situa-
tion, which is etched in bold relief

so thal he who runs.may read, 1 -

do -not belieye that-these things
will ‘be allowed {o happen.- Some

- Short-Run‘Interest Rate Dutlook-=Edward E. Brown
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months ago the talk was of dis-

armament and a possible rap-
prochement © with. Soviet Russia.
Seveéral ‘times the market had a
bad case .of jitters on this score.
But there are few today who will

- Continued on page 97
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A Time for Vision
i By CLIFFORD ‘F, HOOD*
President, United States Steel Corporation

Leveling-off periods are nothing to be unduly alarmed about,
U. S. Steel head declares in affirming principal aim of business
to cause the nation’s economic resources to maintain their
upward climb. Though confident the years to come will con-
stitute one of the most remarkable eras of progress we have
ever seen, Mr. Hood warns of cr?ﬁcal decisions facing us in
answering “grim” fairy tales being told about America’s eco-
nomic system. Alarmed at profit and tax-cost squeeze, the
industrialist states we ‘must understand the natural laws of

economics and “keep our feet on the ground if we are to

assume’ . . . -gigantic tasks .and responsibilities” that is

being asked

The eyes of the world, of course,
are focused upon American in-
dustry, wondering about our plans
for the immediate and long-range

tuture. It is

too early to
know what
the final re-
sults will. be
for .this year,
cand it'is a lit=
tle. too - soon
. for. the " eco=
nomic : prog=-
.nostications

‘which ‘are al«

ways. forth-
/eoming in’ the
. last few weeks

‘of this month. -

To say the

least, this lack
of statistical guides is somewhat
of a handicap in one’s efforts to
judge the future by the immediate
past.

I am reminded, however, that
the principal stumbling block for
many who have sought to use eco-
nomic history as a means of pre-
dicting the future of our economy
has been their failure to under-
stand one cardinal fact. One of
the primary motivations of the
American economy is our impa-
tience with yesterday’s rate of
progress. Charles Steinmetz
referred to this quality as “Divine
Discontent,” and I agree with him
that it is this characteristic -of

never being. satisfied ' 'with the
achievements ‘of the past which
motivates us to go:forward. .

With . this in mind, I shall not
rely so much on statistics in an-
alyzing. the -economic climate of
America, but rather, on the symp-
toms which exist in great profu-
sion and which point. to the fact
that we should not forecast a few
scattered economic showers as the
advent of a nation=wide ‘flood.
Perhaps we should remind our-
selves of a few of these numerous
symptoms of business advance-
ment. '

Symptoms of Advancement

For example, there is industrial
research that fertile area where
new products are created and new
industrial processes are developed
to keep our economy on the move,
The results of rising industrial in-
vestment in research are. taking
shape in the reported plans . of
American industry to introduce
more new products between now

‘Al} “Hf?“ b 'N!y. Hood hefore

State Ck
Ind.,

Clifford F. Hood

fhe

g or 1
of Commerce, Indianapolis,
9, 19567,

Dec.

of industry,

and 1960 than during any other
equal period in our history.

Another symptom is to be found
in our capacity to manufacture
consumer items. The manufactur-
ing capacity of American industry
has almost doubled since World
War II, and I need not remind you
of the impetus given to our econ=-
omy by this capital investment,
Aside from the greater efficiency
of these new production facilities,
it was pointed out in recent survey
that one-third of all manufactur-
ing firms in this nation are plan=
ning capital expenditures for the
purpose of bringing out new prod-
ucts which research has made
available.

Then there is the matter of pop=
ulation. Perhaps few Americans
realize it, but percentage-wise, we
have one of the highest rates of
population increase in the world.
It is higher than that of Japan or

.India, and it is probably_higher

than the rate of increase in Rus-
sia. The important fact, however,
is that people make markets for
the products we produce, and at
the present time, we are netting
an average gain every 24 hours of
8,000 new customers for the prod-
ucts and services of  American
business and industry. é

There is another hopeful spot
upon the horizon that bears men-

‘tioning. In my opinion, it may be

the most significant symptom of
all. ‘It is the growing concern in
many quarters about the" ever-
increasing size and cost of govern-
ment in America. It is pleasing
to know that the Indiana Chamber
of Commerce is among those or-
ganizations which have indicated
an understanding of this problem.

It is to be hoped that. this new

awareness will continue to grow
on a national scale, and soon re-
sult in some positive action.

Of course, ¥ could mention a
number. of other factors. There
are the individual plans being ex-
pressed by firms within my own
industry, in the automobile and
allied industries, in the petroleum
and .chemical industries to men-
tion only a few. .

In U. S. Steel, we have been ex-
pressing our faith in a number of
ways here in Indiana as most, of
you are aware. This is indicative,
I might add, that we believe not
only in the future of America, but
in the continuance of Indiana as
the center of a strong market area.
It is our unshakable belief that
the years to come will constitute
one of the most remarkable eras
of progress this nation has ever
seen. Our research people and
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our market and sales and engi-
neering people are already at
work preparing for this inevi-
table .job.

Not long ago, a meeting of nu-
clear scientists was held in- Las
Vegas, Nevada.
atmosphere of that community
was something new and attractive
to the attending scientists. One
fellow in particular, it is reported,
spent more time at the gambling
tables than he did discussing
atomic theories. Toward the end
of the convention, two' friends
happened to notice his compara-
tively heavy betting and one re-

* marked that he seemed to be gam-

bling as if there were to be no
tomorrow. The other scientist
thought about this for a moment,
then replied, “Perhaps he knows
something we don’t know.”

On the contrary, the future of
our nation and its industry is not
a gamble. We know where we are
going in business, and we have no
doubt whatsoever that there is go~
ing to be a tomorrow. Our efforts
in technical and commercial re-~
search are predicated on the fact
that the American economy will
continue to grow and expand. In
the same manner, the principal
aim of business management is to
cause the economic resources of
the nation to maintain their up-
ward climb.

It seems to me, however, that
those who might doubt this should
be reminded of a wise observation
attributed to Sir Richard Living-
stone of Oxford. “An eternal trait
of men,” he said, “is the need for
vision and the readiness to follow
it.” It was through our ability to
visualize the potential of the
American economic system that
we were motivated, in past years,
to develop it into the most pro-
ductive system known to man.

Most Solid Basis for Progress

We need to realize, today, that
the potential of American indus-
try resides ‘in the reservoir of
knowledge and ideas which we
have developed and our capacity
to turn them into useful products.
No economy in the history of the
world ever had a more solid basis
for progress. We may encounter
plateaus, such as the one we are
experiencing at the, moment.
There may be periads’ of.leveling-
off, but certainly, if I read the
signs correctly, such periods are
nothing to be unduly alarmed
about. Rather, they should serve
to sharpen our vision and
strengthen our determination to
perform the necessary tasks which
lie ahead.

This.is not to say that we have
left all of the complex problems
behind, us or that we shall not en-
counter  seripus obstacles as we
continue to go forward. It may
well be that some of the most
critical decisions of management
are still to be made. I visualize
decisions in the realm of capital
expansion and in our constant ef-
forts to improve employee rela-
tionships. The most perplexing
problem, however, in the entire
area of management affairs is the
matter of rising costs versus di-
minishing profits.

Now, I know you are aware that
this task of guiding the American
economy to ever-higher levels of
achievement is not as simple as

it once was. Not too many years-

ago, most everyone in this nation
believed in and practiced a few
realistic principles of economics.

The man of the house followed
his occupation, firm in the convic-
tion that his income was the prod-
uct of his ability multiplied by his
effort. The housewife was, in most
instances, the keeper of the family
purse strings with a conscious
awareness that if expenses ex-
ceeded income, the family would
soon be in dire trouble. And it
goes without saying that we taught
our children the same. economic

Continued on page 102
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This week the Federal Reserve
Board released its report on in-
dustrial production for the month
of November, and according to its
index, output declined for the
third consecutive month.

The board’s index showed a
drop of itwo points from that of
October, the figure standing at
139% of its 1947-49 average. This
represented a full eight points be-
low the record high of 147 at-
tained last December. For No-
vember, 1956 the index stood at
146%.

Some government economists,
it iis reported, look for output to
drop further, cautioning ' that
there’s “more bad news” ahead
for business. However, the offi-
cials do not see any prospect of
a depression, nor.are they in
agreement with a prediction last
week by Dr. Emerson P, Schmidt,
research director of the United
States Chamber of Commerce that
what he calls the 1958 recession
will be “at least as severe” as the
downturns of 1949 and 1954.

Some of the developments thé
board noted in its survey of busi-
ness conditions was that while in-
dustrial production continued to
decline in November, construction
activity held at record levels. It
pointed out that a reduction in
employment became widespread
and unemployment ‘increased.
Then too, business loans declined
further and total bank credit ex-
panded.

Continuing, ‘it stated thzlqt. “ac-
tivity was curtailed generallv at
both factories and mines. Steel
mill operations continued to de-
cline and in November were 6%
below October. In early Decem-
ber, mills operated at 70% of ca-
pacity and ingot capacity was
30% below a year ago. There were
additional curtailments in activ-
ity in. most producers’ equipment
lines in . November  and- further
cutbacks in the aircraft industry.

“Auto assemblies, at 579,000
units, were up sharply from the
reduced October. level, but out-
put schedules indicate some de-
cline in December. Production of
television sets and furniture was
curtailed in November.

“Output of nondurable goods,
which had edged up to a new high
in September, declined in October
and November as activity in the
textile, apparel and petroleum
refining industries fell off. Pro-
duction of bituminous coal, crude
oil .and metal ores was also cur-
tailed.”

The current employment situa-
tion shows that the number of
newly laid-off workers filing job-
less pay claims rose by 66,600 to
396,000 during the first week in
December, according to the Bu-
reau of Employment Security.

The agency noted that 44 states
reported larger volumes of un-
employment claims. It added,
seasonal curtailments in the con-
struction, apparel, textile and food
processing industries, layoffs in
metals and machinery industries
and rescheduling of claims be-
cause of the Thanksgiving holiday
in the previous week ‘accounted
for the substantial rise in initial
claims.

The largest increases in new
claims were reported by Pennsyl-
vania, 10,700; California, 7,100 and
Illinois 6,700,

For the like week last year, the
total of new claims for unemploy-
ment insurance was 269,100. In-
sured unemployment rose by 202,-
400 to 1,721,900 in the week
ended Nov. 30 this year, it further
noted. The totzal for the like week
last year was 1,132,200.

A further report on the employ-
ment. situation shows that mid-
November unemployment rose
700,000 over the previous month,
bringing the jobless ranks to the
highest level for the month since
1949, according to a joint survey
by the United States Departments
of Labor and Commerce. o

At the same time, employment
fell 1,100,000 to a total of 64,900,~
000, the lowest point since April,
1956, the above source noted.

The agencies attributed the big-
ger-than-seasonal rise in unem-
ployment, which totaled 3,200,-
000, largely to greater.non-farm
layoffs and to péople unsuccess-
fully searching for Christmas jobs.
A rise of 165,000 in"trade employ-
ment was. “comparatively 'small”
for the pre-holiday season, the re-
port said. ' : |

The latest employment level re-
flected a drop of 190,000 from a
year earlier, while the new jobless
total was an increase’ of 526,000
from mid-November last year, the

_report added. : ' 5

TFactory - employment dropped
by 230,000 during the month to a
total of 16,600,000, the agencies
revealed, pointing out that this
was “substantially more than
usual” for this time of the year.
The decline reflected cutbacks in
the metals, machinery and aircraft
industries, while employment /in
automobile plants increased ‘as
production of new models went up.

In the steel industry this week
the heavy holiday shutdowns in
steel will present a distorted pic-
ture that conflicts with the under-
lying strength of the market. Cur-
tailments from now until the end
of the year will be sharp and Jan-
‘uary and February will produce
little or no improvement, states
“The Iron Age,” national metal-
working weekly on Wednesday of
this week.

It adds, the second quarter
should show an upturn due to
improvement in automotive de-
mand and other seasonal factors.
Another bright spot is the fore-
casts for most of the major indus-
tries that buy steel call for a
slight improvement in 1958 over
1957. No drastic cutbacks are ex~
pected anywhere.

The current slump in steel is
due largely to drastic inventory
cutbacks by steel users. But this
may turn out to be a blessing in
disguise. If inventory reductions
continue at the present pace, the
inventory correction may be over
much earlier than had been ex-
pected.

Mills this month are producing
fewer tons of steel than they are
shipping. One large mill says it
will be producing 10-15% below
its shipping rate. This is a rever~
sal of the situation of several
months ago when production was
exceeding shipments.

Even one of the old standbys of
the steel market is showing signs
of wear and tear, says “The Iron
Age” This is the market for
large diameter- welded pipe, usu-
ally called linepine, But the situa~
tion is not clear-cut. It is due in

‘part to delays in obtaining Fed-
eral Power Commission approval
of natural gas pipeline projects.
Some of these are taking as much
as three years to clear FPC. An-
other factor is a proposed increase
in the tariff on United States pipe
going into Canada. :

“The Iron Age” pointz out that
linepipe is still the longest de-
livery major steel product in the
United States. All mills have or-
ders for three years ahead. But
openings are developing — with

Continued on page 106
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Observations .

= By A. WILFRED MAY,
‘'YOU—AND YOUR COMPANY *

The first precept that I want to
give you is beoth extremely impor-~
tart in scrutinizing the financial
condition’ and operating results of
your company

- and also as the'

key .to your
‘attitude to

- your. conduct:

as a-stock-"
No.
;.- matter how.

-holder...

small a share~
‘holder .you

are, you must.

always con-

duct yourself . .
-as if a part-"’ z

owner of a pri-
" vately owned

business;

) which owner-
ship status, I want you to remem-
ber, you -are in as a shareholder
in a corporation.

‘One of yeur main. functions and
jobs as a shareholder is to make
an evaluation of your management.
Get-several management. advisory
and appraisal agencics to help you
evaluate the advantages of your
different companies. For example,
you can use the American In-
stitute of Management, which is a
nonprofit ~ organization rating
managements and their boards of
. directors as a communal service.
They are not management con-
sultants but are concerned with
appraisal ratings and  over -all
management function that par-
ticular ‘managements are doing.
Their appraisals are based on an
e]_abm'ate questionnaire systecm of
a hundred.or so questions which
are sent out to over 100,000
concerns which-are then rated in
each of 10 pertinent 'categories,
including  research development,
health of earnings, etc., ete,

You can” also get impressions
of managements journalistically.
Sometimes this is done on in-
dividual: companies. via. the For-
tune Magazine profile type of
write-up. Also available are group
ratings, as by Forbes Magazine of
Business, 'which- annually evalu-
ates-the executive direction of ma-
jor companies, giving a definite
score to the intangible qualities of
management and its policies, More
informally- and irregularly, indi-
vidual volunteer representatives of
the minority stockholder, as Lewis
and- John Gilbert, express. opin-
ions about management. Follow-
ings their-indefatigable attendance
at meetings; they issue full re-
ports at'the-end of each year, their
reactions being to a great extent
concentrated: on abuses as those
surrounding -compensation, place
of meetings-alike.

In -your reaction to these man-
agement appraisals .of various
kinds, either formal or informal,

3
Wllfred' M;y

be sure not to overeémphasize the

*Transcript of one of a current serfes
of Jectures at thie’ New School for Social
Résearch, New; York Cny .,

qualitative factors, or to over-
glamorize, Don't get too far away
from .the bedrock . facts and
statistics. In this connection. be

sure to use a comparative ap-

proach,' that is to weigh the
test of relative achicvement by

‘other companies in the same in-

dustry: -For example,- you -would
certainly apply a diffcrent stand-
ard - of profit- or -success to  any
management opcratnw m a de-
pressed.industry, like coal and
‘textile, as conirasted-to -manage=
ment. in boom industries like
chemical or life insurance.

.. Appraising Appraisals
‘Actually, how. good are manage-
ment appraisals, either formal or
informal, likely to be? The cur-
rent efforts at arriving at com-
parative appraisal of management
quality admittedly have little sci-
entific validity and many short-
comings.- Nevertheless, they are
exiremely worthwhile and con-

struetive, and move in. the right .

direction, in applying tests spe-
cifically. to each company accord-
ing to some logical standard, in-
stead- of overglamorization and
dramatization following public re-
lations dictates. Most important
is it that this kind of management
appraisal - and study - encourages
the public to an investment value
approach instcad of ‘accentuating
the superficial blue chip-itis pro-
clivity to picturc managements ol
a relatively few popular compa-
nies as gods and .the others as
bums. It alsc has the advantage
of mitigating the popular tempta-
tion to emphasize short-term, and
sometimes fortuitous earnings, and
to overstress the past duration of

dividend payments. Overall, good"

hard objective appraisal has the
basically beneficial effect of
awakening the public stockholder

“from his habitual apathy toward

the affairs of the company  to
which he has entrusted his capital.

The Company Report

The primary source of specific
information ahout operations per
se and in comparison with com-
peting companies, .is the annual
report. Cognizance of your com-
pany’s statistical results in the fi-
nancial operating area is impor-
tant both for the market valuation
‘'of your stock and for arrival at

Jjudgments again about the quality

of management.

What specific information should
you dig for in your company’s
financial reports? Beyond - the
earnings data, today’'s reports can
be invaluable in informing you,
the stockholder, what your com-
pany is doing to improve its
products, how it is meeting com-
petition, of its labor - relations,
the impact of the government’s
regulations and other policies, and
a- whole host of other matters
likely to affect your investment
now and in the future.

. The Commercial and Financial Chronicle

Keep in mind that both-the fully
detailed as well as the short form
versions of tne company. annual
report- should  be carefully read

ana scrutinized with attention paid-

10 changes.indicating progress and
growth over a-goodly. intervening
per: 1ocl say 10 years. Some com=
pavues go much further back;
Bethlehem : Steel, for. example,
showing: growth of sales, assets,
earnings, etc,, for 50 ‘years. Look
at ‘the dollar sales.volume, cou-
pling the absolute: current. figure
with the past annual-trend:and
watching. out: for: increases that
may. be due to -price. inilation

rather’ than unit increase. . In this

item’ of 'sales: trend: particularly,
can. comparison ‘with other com-
panies be: made; With: companies
making . g :variety' .of: diffcrert:

- products, furnishing .a breakdown
.of sales,. cavering these products

should . be supplied ‘and. studied.
Jointly with the sales figure, there
‘may be specified, often with the
:pie type:of. illustration,.the aver-
age ‘dollar of ‘income ‘allotted to
salaries, wages, and other em-
ployee benefits, to’ material “and
services, taxes and depreciation
and finally ‘to the net income
divided ‘between cash dividends
and undistributed portion retained
in the business.

Dividend Aspects

Regarding the dividend, you
should ask yourself whethel it
represents a reasonable proportion
of the earnings, and whether it
gives you a fair return on your
capital .invested. A persistently
low dividend payout should bhe
checked with the management, as
to possibly good rcasons, betore
broadcasting complaint. Inci-
dentally, studies' show that in
most cases, -with other factors
being equal, dividend payout
tends to raise the market’s. valua-
tion, as manifested in the price-
earnings-ratio.

The Working Capital

The working capital, indicating
the company’s liquid :position, is
highly important, but its con-
sideration - must - be linked to
earning power, particularly - if
much  of- the ‘current assets is
chronically tied up.in:inventory.
Usually there are avdilable many
companies- that are “worth- more
dead: than -alive;” meaning ‘that

‘they could’ readily hqmdate to

give more than their:market price.
But since liquidation is habitually
problematical, the generous work-
ing capital should be considered
mainly a. safety . factor - backing
the earnings and dividends.

Depreciation Impact

A few words here about the
important ‘item ' of ' depreciation,
Whereas it is impossible to-mea-
sure ‘the .actual depreciatidn of a
plant -during a- single 12-month
period, nevertheless, aceepted -ac-
counting practice determines - the
depreciation charge by spreading
‘the cost of plant - facilities over
the - estimated total production
during : their youthful lives. In
recent years, particularly, swelled
by. special .provisions permitted
by te_mporary statutes, amounts
set aside for depreciation and
am}rtization have - become in-
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creasingly important in the in-
come showing.

For example, accelerated amort-
ization in excess  of normal
depreciation _to - stimulate strate-
getically needed "production has

reached very high-amounts as.in.

the chemical companies, and must
be watched for - distortion- -of
earnings results. The principal ef=
fect vis-a-vis: the investor of the
high -rates: of the .acceleratcd
depreciation ‘and -amortization .is
that while ‘they depress- current.

-earnings,’' they' represent:a source

of internally : generated :cash -for:
future needs -and build. up- plant
account - for ' increased - -future
profits. For:the lay-and uninitiated:

investor who is ‘uncertain ahout.

the 'realization and. amortization -
charges, it behooves him-to turn-
to. ‘the- security. analyst or . his

-advisor: for- expert. -interpretation

of these depreciation factors.
‘Where a holding company is in-

volved, be .sure -to- look at the.

consolidated statement with trans-
actions within the' company elim-
inated. .In the case of' companies
expanding “through merger or a
change in capitalization, conceun-
trate your attention to ‘the final
earnings per share item, bearing
in ‘mind that the-trickle-down to
the final net constitutes the simple
hard-boiled investment test.
Other items to look for' in the
company report are the amount

of unfilled ordets, as an indicator:

of the succeeding year’s volume

and earnings; and the current and.

planned expenditures - on ' plant,
measuring. management’s - .com--
mitment to growth, or techno-
logical improvement (Remember-
ing, always, that new plant must
be able to pay for its keep.)

Finally,
company reports the stockholder
can get an all-over impression,
above . and beyond the specific
items, making possible a certain
amount of “playing it by ear” ‘to
supplement or perhaps temper
but never supplant the raw valuc
factors. :

“Full Dlsclosure Available
It is still sometimes asked by the

public and worried about by the.

shareholders, ‘whether ‘company
reports are truthful, whether par-
ticularly in**bull” markets, earn-
ings are hidden or perbhaps over-
stated. The 'correct ‘and’ definite
answer to this worrisome question
whether there is truthful . dis-
closure is a direct and resounding

“yes.” With .management’s -ordi-

narily -honest ‘inclinations . but-
tressed by a:multitude of safe-
guards - imposed ‘by ‘the SEC .and
the Stock:' ‘Exchange reporting
regulations in thecase of
registered companies, *.complete
honesty -and fullness of reports

.are insured. Difficulty is not'with

the honesty of reports, but -with
awakening the shareholder out of

from his continuing’

b L
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his natural inclinatien -to:apathy
to scrutinize-the :information ‘that
is readily available to him.

Here we get to one of the main
flaws. .in..‘reporting,. which is
stimulated by’ the-desire to ‘over-
come ‘the .stockholder’s .apathy. I
refer.to-the.over-glamorization of -
the reports; -usualty~withthe aid .
‘of the public:relations: professions
to' spoon-feed :th e-.shareholder.
-There.is-a:tendency rto :oversim- -

‘plify » with charts, graphs' “and

~pretty pietures; with'the: neglect
gf lt'glevant areas. of 'the cold hard
ac

.'The : Compa'rauv& ’:Te'st sig

Again: in- your:scrutiny .of: the
results disclosed. .in.”the :Teport _

-you apply: the-comparative test— - .
In -

‘that-invaluable- yardstick.
other- words, - in.: such- things .as -
rprofit - ratios, that_is:‘percentage .
of ‘profit-to sales:and:to:plant, and. -
also in -growth. of -sales, is the
comparison between--your -com- -
pany. and, other..companies ‘in the ;
same"
factor. ,

Thc Stockholder’s Essential
. Status

Now for a word on your . status
as -a -public ..stockholder. The
stockholder -finds: himself - impo-
tent in two basic: ways. First,
he-is powerless within:his: com~ |,
pany versus his-management.'This "'
status ;stems from :the basic tech-
nique of -our: corporate  system, ,
under which' ownership is sepa-

,~rated from control, this was orig-

.inally-pointed out .25 years.ago by
‘Adolf. Berle -and-Gardner- Means
in -that- great: e p-ochal:volume
“The . -Modern:: Corporation ' and
Private ‘Property,” ‘in “‘which they
first' showed -most- vividly ‘how
ownership: which' is scattered per-
haps :through - hundreds ‘of ‘thou- -
sands - of - shareholders’ is unre-
lated. -to..control «which is
in the hands .of ‘' manhagement _
which may have-very little or no
stock. This basic.situation leads to
a ‘host of complications and bases
for abuse.

. The:-other . facet of :the public

:stockholder’s impotence .is his po-
‘gition .in . the .community where -
-he . finds  himself; 'without : power
both .versus other.:groups- as-well .
as-government .intervention. ‘This
is-in. contrast:to-other.-sectors of
the :community:represented by .
vocally effective ‘pressure ‘groups,
in.:contrast: ‘to:whemthe -share- .
holder: -without . political 'power
or. organization, remains. the' Teal
“forgotten. man.”"

. Raider or-Rescuer: R
Now.what:is being-dene to.pro-~
tect; 'you: in. this.-unfortunate po-
sition? /In. the absence of :service

.of any-large scale:trade organiza-

tion, the current :safeguarding of -
Continued-on-page 100
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Inflation

Columnist on Economic

: Cause and Prospecits

By LAWRENCE FERTIG*

Affairs, New York City

Economist insists inflation remains as main problem here and
abroad, and hence prevalent confusion about its nature should
be clarified. Cites as basic the fact that price level rise is
merely the result of currency inflation, exemplified by wartime
monetization of the debt and postwar credit inflation by busi-
ness and individuals. Asserts upward thrust of wages is impor-
" tant factor in continuing inflation. Denies possibility of a
f‘creeping inflation.” While expecting present bull market in
bonds to continue into 1958, predicts as inflationary moves
take effect, industrial activity.as well as wages and prices. will
again starf upward.

I am not a mind-reader, but I
am quite sure that some of you.
feel that this discussion is out-
dated. Some of you are probably
saying isn’t
our problem
deflation?
Isn’t this the
condition - we
face today —
hasn’t the
Federal
Reserve
Boarditself
recognized the
easing of ‘in-
flationary
pressure?
Why then talk
about infla-
tion and its
problems?
Mey I say at the start that anyone
who thinks that inflation is dead
in, this country is dangerously de-
Juding himself. Some people said
that in 1953. I recall very well the
many letters of disagreement I
received in that year when I wrote
a column entitled “Is Inflation
Dead?” and answered positively
no. Well, the dead inflation re-
vived rather quickly and became
a menace by 1955, Inflation is the
problem of our lifetime. And
while at times there is hesitation
in the upsurge, and a sudden
downdraft occurs, this is not ab-
normal historically. Even inflation
is'not a one-way street. The fact
that in this country we are now
having a recession which may be
attributed in a large measure to
ihe previous restraining action of
ihe monetary authorities during
the past year, does not in any way
alter the fact that we are living
in‘v an inflationary era which gives
every promise of continuing
despite short-term reversals in
direction from time to time.

Inflation is the long-term prob-
lem of practically every country
in-the world today. Why? Because
this process seems like an easy
way out of every national
dilemma, The idea is to give people
ihe illusion of prosperity by creat-
ing more money instead of per-
mitting the market to correct the
waste, inefficiency and bad judg-
ment. which grows cumulatively
during a lush period of inflation,
Halting inflation is more a politi-
<al problem than it is a monetary
ane. Whi}e every administration
“will pay lip-service to the stability
of the dollar, while every respon-
sible government will try to curb
some of the more vociferous signs
0{ inflation, they will all find it
difficult to grapple with the hard
core of the inflation itself. The
voters have been led to believe
that they can have prosperity
every week, every month, every
year without readjustment of any
%ind. Since the people believe,
this, their representatives will try
to give it to them. They will use
1h§ process of inflation up to the
point where it doesn’t work any
more.

Now since inflation is the great
problem of the age the first thing
‘we ought to find out is, What is
it? There seems to be a great deal
of confusion on this point, yet I

believe that basically the problem

*An address
Day H ing for
New York University, Dec.

‘Lawrence Fertig

at Dean’s
ce Alumni,
7, 1957,

by Mr. Fertig
C

.a credit for

is not nearly as complex as it
seems. I would, make the un-
qualified statement — which is
supported by the economists of
the Federal Reserve Board and
the Treasury as well as economists
in the academic world—that you
cannot have a rising price level
for any great length of time with-
out a significent increase in . the
money supply. Inflation is a
money disease. It feeds on new

money and unless that is supplied.

it will starve in time. By money

I mean bank deposits and cur- :

rency. Inflation has been defined
by the Committee on Economic
Accord, a group of more than
100 distinguished = economists, as

“a change in the volume of cir= A

culating media (that is bank de-
posits and currency) tending to
reduce the purchasing power of
the monetary unit.” This means an
increase in dollars which tends to
raise the price level, so that every

dollar buys less. Sometimes the :

price rise does not immediately
follow the inflation of the money
supply—there is a time lag—but
prices gencrally respond in due
time. It is incorrect o call the
rise in prices “inflation.” The rise
in the price level is the result of
the inflation of the currency.

Two Types of Inflation

Now how is the money supply
increased? The first way is best
exemplified by what happened
during the war. The government
needed money and printed bonds.
Some of these bonds were bought
by the public out of their savings.
The rest were sold to the com-
mercial banks who merely set up
the United States
Treasury on their books, and this
credit was converted inte cash
when the government paid- for
purchases. Thus government debt
was monetized—it became active
money coursing through the eco-
nomic  bloodstream. Before the
war there was $36 billion of de-
mand bank deposits and currency.
After the war there was $106 bil-
lion of checkbook money and eur-
rency. That was a three fold
inflation of the money supply that
inevitably had to influence all
prices—the price of labor and the
price of goods. The market ad-
justed itself to this vast inflation.
The consumer price level rose
70% between 1940 and 1950.

Now after that vast direct infla-
tion, there was no necessity in
this country for any more of it. In
due time all prices and all costs
would have adjusted themselves
properly to the new situation. But
let’s remember that. we super-
imposed a second kind of inflation
right on top of the first. The
second type is credit inflation by
business and individuals. Banking
authorities permitted the money
supply to increase substantially
not because the government
needed to finance its deficits, but
because the demand ‘of industry
and individuals was very great,
and practically everyone could get
the loans he wanted. Therefore a
vast credit expansion took place.
Bank loans inereased from $52
billion in 1950 to over $92 billion
today.

On this matter Mr. George
Humphrey, who distinguished
himself as Secretary of the Treas-

ury, made an interesting statement
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when he was Aon the stand for

14 days in July before the Senate -

Finance Committee.. He .pointed
out that if expansion of industry
is financed out of savings, there
is no inflation, but if, on the other
hand, it is financed by bank-
created credit, then inflation takes
place. As Mr. Humphrey put it,
“increased capital investment
(more tools, more factories, more

equipment) is necessary to pro- -

vide the jobs with the high wage-

levels which are paid in this coun-

try. It is the principal means by
which we can raise our living
standards. To the extent such in-
creases in capital investment are
provided by excessive bank credit
expansion, they are -inflationary.
To the extent they are financed
out of savings, they are not.”

He then pointed with pride to
the fact that from 1952 to 1955 all
forms of borrowing—both public
and private—exceeded savings by

only $10.7 billion or 7% of total .
new borrowing. This was a far -
better record than had prevailed
in the previous two -four-year.:

periods when new’ bank-created.
money formed a much larger por-

tion of total inereased borrowing. ‘B

In 1948-52 it was 12% -and .in
'1944-48 it was 25%. )

Humphrey quoted show that the
inflationary push has beéfi grow-.
ing weaker. We have been financ--
ing expansion more out of ‘savings.
nd less out af bank-créated
credit. Less ‘money has " been”
manufactured by the banks. How
does it happen then, many. people
will ask, that there was an in-
crease of about 3% in the cost of
living during the past year?

Turnover of Bank Deposits a
Factor

Well, the answer is that there is
often a time-lag between the re-
ceipt of money and its use. Often
that time-lag is one of years.
‘When money is used more active-
ly, its velocity is said to increase.
A dollar of money has more im-
pact and does more work as it
goes from bank account to bank
account, whereas a dollar lying
idle has no effect on the price
structure. So the speed with which
money is used, or its velocity,
makes a big difference, and -that
velocity has been increasing
steadily for the past few years. As
people’s confidence increases and
they find pools of idle. money,
they use it and this affects the
price structure.

You can readily see how the
velocity of bank deposits increases
by knowing how business has
handled its liquid assets. During
the past year liquid. assets_have
shrunk by about $4 billion,
bringing corporate liquidity down
to a little over 50% from a point
a little over 60%. Corporations
have been cashing in their gov-
ernment securities and using their
available cash balances for busi-
ness purposes, thus increasing the
velocity of money. It is this in-
creased velocity or turnover of
money which has increased de-
mand for goods and prices in a
period when the money supply
itself was growing at the rate of
only about 1% a year.

Currently the velocity of bank
deposits is about 4% more than
last year. But it would seem that
this increased velocity of money—
this stretch-out of bank deposits,
so to speak—is beginning to lose
momentum. It, too, is beginning
to show signs of slowing down,
The fact is that monetary policy
which econtrols -the volume . of
money will ultimately control the
velocity of money which is based.
upon a psychological factor to a
great extent. It is the control of-
the volume of money which is the
deciding factor over a period of
time. ' Inflation cannot eontinue
for long if it is starved by re-
stricting new money and credit.

Labor Policy Compels More
. Inflation

Now one of the most important
factors in the continuing inflation

Continued on page 90

Plainly the figures which Mr. |

n '_.H. V. Prochnow

. By IERBERT V; PROCHNOW*’

The Business OQutlook

Vice-President, The First National Bank of Chicago

- After analyzing broad and specific factors in_the economy,
Chicago banker forecasts for the year ahead: (1) total con-
struction equal to the $47 billion éxpected for 1957, which

- would be 29, above 1956; (2) a good auto year if sales come
~ near to equaling the approximate six million cars that may
. be sold in 1957; (3) declines in capital and inventory spend-

ing, employment, industrial production; and (4) increased-
defense expenditures.. All in all, Mr. Prochnow anticipates
some easing in’bank loan demand.

Forecasting - the futureof-busi-
ness is a precarious but necessary
occupation. Good - management
requires the most careful plan-

ning ahead.

Business must

plan pur-

chases, pro-
duction, sales,

‘inventories
“and capital

expenditures.

Plans for ex-
* pansion - must
_.often be made
. months and
even years in
cadvance, If

there is a con-
. ‘siderable . in-

terval.be-

tween . the
time raw materials are purchased
and the time they are sold as fin-
ished products, a manufacturer
may be subject to serious-hazards
in - business fluctuations. There=
fore, despite the fact that forecast-
ing is risky, it becomes an inevit-
able part of the planning of any
well-managed business enterprise.

In addition, individuals building
estates, . banks, insurance ' com-
panies, and all .institutions hand-
ling  trust and investment “funds
also must be concerned with the
fluctuations of business.. Govern-
ments, likewise, find that their
revenues and expenditures are to
a very great extent ‘dependent
upon the restless movement of the
business cycle. Fortunately there
are a number of economic forces
which can be measured, and, de-
spite the possibility of some error,
it is helpful to try to -evaluate
these economic forces and their
effect - on the future of business.

One method of forecasting is to
consider the total-output of goods
and services of the country and
the principal groups which con-
sume. or purchase these goods and
services. The total value of all'the
goods and services we produce
annually in our factories, mines,
farms and in other ways, may be

.considered as a huge economic

pie. The economist calls this total
our Gross National Product. Since
the end of World War II, this pie
has been growing larger each
year, The Gross National Product
rose from an annual rate of $429
billion in the first quarter ‘of 1957
to $439 billion in the third quar-
ter, and the third quarter was $22
billion over the same quarter last
year, There are two major rea-
sons why our Gross National
Product has been growing larger
each year. First, we have been
producing more goods and serv-
ices, and second, prices have been
rising.

There are three principal groups
who buy our Gross National Prod-
uct. First, and by far the most
important, are the consumers, ap-
proximately 171 million of them.
They purchase about two-thirds of
all the goods and services produced
in the United States each year.
Second, are the governments —
the Federal Government, the state
government and the countless mu-

nicipalities and local goyernments
across the country—who purchase

20% of the output of the nation.

Finally, the third segment, -busi-
ness, purchases the remaining 15%

*An address by Mr. Prochnow before
the Conference of Bank Correspondents,
The First Natiocnal Bank of Chicago, Dec.
2-3, 1957.

of this huge -pie. Business pur-
chases are divided into two parts
— expenditures for plant. and
equipment, and purchases of goods
for inventories,

Within this framework of refer-
erice, one may attempt to arrive at
some- judgment of the level of
future’ business 'activity by esti-
mating  the - probable volume- of
purchases by cach of these .three :
main segments of our economy—-
the consumers, governments and
husiness.

Consumer Spending
The: volume of spending by con-; - -
sumers tends to be . influenced

Jargely by two important factors. ...

One is the: consumers’ income, or .’
ability to buy, and the other is-the .

consumers’, willingness: to spend '~

this income. -Personal income has -
risen steadily .in. the entire post-:.
war period and in the third quar-. -
ter of .1957 was at a-record level, -’
51 %-above the same period last .’
year. The .number of persons '
holding jobs has remained - high,"
and despite layoffs in certain in-
dustries and areas, unemployment
has been at a low figure for most
of the postwar period. As a-con-
sequence. of the high level of em- .
ployment .and- income, consumer
expenditures  have risen: every
year since World War I, includ-;
ing the recession years of 1949 and .
1954, Although employment con-
tinues high, personal income de-
clined in September and October.

The future willingness of con-
sumers to spend their incomes,
however, is difficult to determine,"
The Federal Reserve System each *
year asks the University’of Mich-
igan to conduct a survey to deter-
mine the buying. intentions of con=
sumers. . The . last ' survey, con-
ducted some months ago, indicated
that there. was some hesitancy
among . consumers . as to . their
spending. - Retail sales rose sub-
stantially from March to August.
However, sales (estimated) were
down in October for the second
consecutive month and were the
lowest they have been since April.
Department store -sales have fol-
lowed somewhat the same pattern
and have been running a little
lower than in the corresponding
period last year. If these declines
in consumer purchases reflect the
attitude consumers will take in
the months ahead, they are of real
concern, because consumers buy
about two-thirds of our Gross Na-
tional Product.

Business and Governmental
’ Sectors i
Spending- by .the governmental -
sector of the economy, which ac~
counts for 20% of the total output
of goods and services, is well
above last year. Spending by the
TFederal Government has risen this
year and -when combined with
rising: expenditures of state and :
local governments, for such proj- -
ects. as' toll roads, schools and
water systems, -puts total spend-
ing of this sector of the economy.
10% above last year. Recent in-
ternational / developments- - also
may ‘mean some. increase in de-
fense spending in the months
ahead. This possibility, combined -
with the fact that state-and local
expenditures are likely to con=
tinue their slow upward rise,
would indicate that-the volume
of goods and services demanded.

Continued on page 92
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Meeting Deep-Seated Problems
~ With a Firm National Purpose

By NELSON A. ROCKEFELLERX*

Presxdent International Basic Economy Corporation
Former Assistant Secretary of State

Re]echng negative stance and belated response ‘usually mark-""
ing our foreign policy, Mr, Rockefeller recounts perhnacmus‘ ’
revolutionary changes facing: us, whether U..S. S. R."were
- miraculously. transformed or not, ‘which he avers requires .
knowing not only “what we are agairist,” but; also, knowing
: Advocates:’ (1) regional and functional

“what we-are for.”

groupings encompassing all free world nations; (2) incor-
porahon of existmg and new international institutions in such *:

groupings to assist in meeting functional needs; (3) a national :
training and research program and.rehabilitated defense set-

up—adequately financed with

no- economic distortions; " and -

(4) progress in our domestic social gains.

.. We are fortunate as perhaps no
other. people in.history in having
achieved -a rdegree -of material
well beingfor ‘more of- our- peo-

i ple than in

any previous

society.
. The chief

‘threat ,to this’

. security is
from abroad,
despite
that remains

. to be done at

_“honte.

It would be

easy to speak
- .about specific
- aspects of the
threats from
abroad —- the
Middle. East,
the Soviet satelhte and . mtelcon-
tinental missiles, etc.
- However, -these' threats .are
symptoms  of more deep-scated
problems, specifically of the revo-
lutionary forces that confront us
in the world today and our lack
of a clear national purpose in re-
lation to them. This makes it dif-
ficult for us to establish priorities
in our planning, to shape events
in advance and thus to avoid a
crisis ‘coming ‘upon us. Unfortu-
nately, we. often' do not know a
problem exists until it has become
a crisis.

Nelson A.v Riickefeller

" We have had a clear national

purpose in terms of our domestic
life.
The original motivatmg force

which. impelled. people into an -
unexplored continent was a belief -

in . spiritual mdependence ‘and
human_ dignity. -

. .And -ever since our whole po-
litical and -social history - has
shown the importance of the role
_of purpose. One has only to look
at the Federalist papers to see its
clear design in the minds of the
Founding Fathers which produced
a political structure at once the
“stablest and most progressive in
the world.

Negative Foreign Policy

But in foreign policy our pur-
- pose has been on the whole nega-
tive. We have. primarily wanted
to be left alone to work out our
own destiny, Our historic posi-
tion has not been too different
from that of many of the neutral

nations of today who also want -

peace without prior involvement.
When we have intervened abroad
it has usually been a belated
recognition that our security and
that of other -free nations were
directly .challenged.
* 'This was our position in two
World Wars.

This ‘was our position in con-
structive ‘programs such as the
Marshall Plan.

‘Even our notion of peace” has -

- been essentially passive. We have
considered it the absence of war;
rather than concerning ourselves

. with the concrete set of active re--

*An address by Mr. Rockefeller before
the Life Insurance Association of Ameri-
-ca’s Annual Meeting, New. York City,
Dec. 12, 1957.

-international

lationshlps among states on which
peace, ultimately . depends.
But a passive - stance
longer enough.
It always causes us to lag be-’
hind events. ‘: y

is .no’

Our" actions too often’ become 4
“haphazard :aild '-determined . by

Communist initiatives or other .

€ pressm‘es
al 1 ;

Our ‘course will become m-
creasingly defensive and, to make .
matters, worse, our .position will.
appear increasingly manipulative,

_Constantly digging oneself' out:
from -under _avalanches. started by
others hardly conveys a sense. of"
direction.
shape events we will become their:
prisoner, We need to find a new
and broader orientation—a larger
sense of purpose. Just as when a
young persoin grows' up, his focus
which- has always been centered
on himself and his family broad-
ens out to encompass the world
around him, so we as a nation
must bmadcn our awareness and
understanding - of - the wotld
around us. This involves our ac-
ceptance of the reality of the’
revolutionary forces which exist
in the world—their -character and-
inter-relationship.

Four revolutions are occurring
simultaneously:

Changes Facing Us
First, the breakup of ‘the’ old.
system - of world order through.
imperial alliances and the appear-
ance . of’ more than' 50 new
sovereign nation states.

"Second, the surge of rising .ex-
pectations ‘and population-growth.

Third, " the 'ever : accelerating
rapidity of scientific development,

Fourth, the unholy alliance of
communism and
Sino-Soviet imperialism.

With relation to these revolu-
tions -we should be clear about
two things:

We must discard the assump-
tion that our international prob-
lems would end if the Soviet
Union were somehow miraculous-
ly transformed.

And we should realize that a
negative stance with relation to
these forces is not being true to
ourselves for many of them were
inspired or produced by the
American example and Amerlcan
actions.

Let’s look back for a minute.
The American Revglution, based
on liberal 18th centiry thought in
England and Franfe, proclaimed:
a new doctrine of political
equalily and the inalienable right -
of all men to life, liberty and
happiness.

The French Revolution followed-
a decade later with its call for
Liberty, Equality and Fraternity.

This started two revolutionary
trends: -

First, the breakup of the system

of empires, which had for so long |

provided the basis of world order
and trade; and

Second, the creation of a large
number of -free sovereign nations,

first in the Western Hemisphere !

and Europe, after the Second

In short, if we do'.not’
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~-World War in Southeast Asia and

now in Africa.

At the end of the 18th century,
Simon Bolivar, the great llberatm
of “South America saw that no
new sovereign nation could be in
position to defend its own borders
nor to provide an economic level
of " life  which could satisfy. its
people without help from. the out-

.side." He was the first to advocate
the” free association of free

sover elgn nations who could work

- together in their common interest.
Thus .he was pointing the way to

a- - new basis for international

. order.

+.This leads us to the basis of the
second revolutionary force.

" Social Equality

A0 Durin_g\ the 19th century, the

doctrine . of social equality was

. added to ‘that of political equality.

This challenged the traditional
view that poverty and want were

no more to be questioned than
illness and death.

Gradually it was recognized that
underprivileged groups within a
community could not make proper
use of their right of political
participation.

a result, most governments
in the West gladually undertook
programs dedicated to social and
economic justice.

The coincidental advent of the
Industrial Revolution gave tre-
mendous impetus both to the need
for and the possibility of realizing
these objectives.

The level of the well-being of
the citizens of the West began to
rise.

The U. S. especially was suc-
cessful in translating its political
philosophy into economic and
social reality. The spectacular
material achievements and power
of our country and the extra-
ordinary rise in our standard of

(2639) %

living have had a profound effect
on the peoples of all lands, par-
ticularly of the underdeveloped
countries and newly independent
nations.

These new political 'and social
concepts, and the tremendous in-
dustrial development - have been
responsible for the surge of the
great revolutionary force of rising
expectations among the people the
world over.

People who had never known
hope before are feeling increas-
ingly that they have a chance
for a better life, -that the world
possesses the means of producing
more than the bare necessities for
survival, and that they are en=-
titled to their share,

This hope is a constructive force
and one with which we sympathize
deeply. The difficulty is that too
many don’'t understand that re-

Continued on page 117

1959

DICK & MERLE-SMITH
FREEMAN & COMPANY

December 19, 1957,

3.75% \

WM. E. POLLOCK & CO., |

$3,705,000

Northern Pacific Railway
Equipment Trust of 1958

3%% Serial Equipment Trust Certificates

(Philadelphia Plan)

To mature $247,000 annually January 9, 1959 to 1973, inclusive

Te ke guaranteed unconditionally as to payment of par value and dividend warvants by
endorsement by Northern Pacific Railway Company.

MATURITIES AND: YIELDS
(Accrued dividends to be added)

1960 3.85%

Issiance and sale of these Certificates are subject to anthorization by the Interstate Commerce Commission.
The Offering Circidar may be obtained in any State in which this announcement is circulated from only
such of the undersigned and other dealers as may lawfully offer these securities in such State.

HALSEY, STUART & CO. INc.
R. W. PRESSPRICH & CO.
IRA HAUPT & CO.

NC.

1961-73

McMASTER HUTCHINSON & CO.
SHEARSON, HAMMILL & CO.

3.875%

BAXTER & COMPANY

1939
1960.

; December 12, 1957

Issuance and sale of these Certificates are subject to authori
The Offering Circular may be obtained in any State in which
such of the undersigned and other dealers as may lawfully

R. W. PRESSPRICH & CO.

$1,545,000
(First instailmcnt of an aggregate of not exceeding $3,690,000)
Chicago and North Western
Railway Company
Equipment Trust of 1958

514% Equipment Trust Certificates
(Philadelphia Plan)

. To mature $103,000 annually January 1, 1959 to 1973, inclusive

To be guaranteed unconditionally as to payment of par calue and div vidends by mrlar.rtmmt by

Chicago and North Westerit Railway Company

Maturities and Yields

4.75% 1961
5.00 1962-73

HALSEY, STUART & CO. INC.
McMASTER HUTCHINSON & CO.

zation by the I nterstate Commerce Commission.,
this annowncement is circulated from only
offer these securities in such State.

5.15%
5.25
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n,ea.le‘rv-'Broker Investment
Recommendations & Literature

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

American Economy—Review—Alfred L. Vanden Breeck & Co.,
55 Liberty Street, New York 5, N. Y

Atomie Letter (No. 33)—Discussing seven additional companies
in missiles and rocket field whose shares are held by the
Fund and citing a study of world supply and demand for
uranium for power and propulsion purposes—Atomic Devel-
opment Securities Co., Inc.,, 1033 Thirtieth Street, N, W.,
Washington 7, D. C.

Burnham ’iew—Monthly investiment letter — Burnham and
Company, 15 Broad Street, New York 5, N, Y. Also avail-
able is current Foreign Letter,

Canadian Bond Market—Bulletin—James Richardson & Sons,
173 Portage Avenue, East, Winnipeg, and Royal Bank Build-
ing, Torouto, Cdnddd

Canadian Market — Year-cnd rcwew—Ross, Knowles & Co.
Ltd., 25 Adelaide Street, West, Toror.to, Ont., Canada.

Catholic Church Bonds — Circular — Keenan & Clarey, Inc.,
Pillsbury Building, Minneapolis 2, Minn.

Depressed Railroad Bonds — Analysis — Vilas & Hickey, 26
.Broadway, New York 4, N. Y.

Electric Utility Outlook—Report—Bache & Co., 26 Wall Street,
New York 5, N. Y

Fire & Casualty Insurance Company Stocks — LReport — First
Boston Corporation, 15 Broad Street, New York 5, N. Y.

Growth «Companies—Study—Hugh W. Long & (,ompany In-
corporated, Westminster at Parker, Elizabeth 3, N. J.

Guides for Buyers of Common Shares—Suggestions in diversi-
fied categories—Francis I. du Pont & Co., 1 Wall Street, New
York 5, N. Y. Also available is a list of 45 selected common
stocks available close to 1957 lows.

Investing in the Drug Industry — Analytical brochure — Har-
ris, Upham & Co., 120 Broadway, New York 5, N. Y. Also
available is a report on Standard Brands, Inc.

Japanese Stocks — Current information — Yamaichi Securities
Company of New York, Inc.,, 111 Broadway, New York 7,
New York,

Japan’s International Accounts—Discussion in current issue of
“Nomura’s Investors Beacon”—Nomura Securities Co., Ltd.,
61 Broadway, New York 6, N. Y. Also in the same issue are
discussions of the Shipbuilding and Gasochemical Industries.

Life Insurance Stocks — Analysis — Paradise Securities Com-
pany, Y477 Brighton Way, Beverly Hills, Calif.

1958 Portfolio Building—Suggested equities—Peter P. McDer-
mott & Co., 42 Broadway, New York 4, N. Y,

Over-the- Counter Index—F'older 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 Aver ages, both as to
yield and market performance over a 13-year period —
National Quotation Bureau, Inc., 46 Front Street, New York
4, N. Y.

Real Estate Bond & Stock Averages—Bulletin—Amott, Baker
& Co. Ineorporated, 150 Broadway, New York 38, N, Y,

The Russian Scientific Breakthrough ‘as It Affects the Stock
Market—Study—Parrish & Co., 40 Wall Street, New York 5,
N. Y.

306 Stalwart Stocks — Article in current issue of “The Ex-
cnange '—The Exchange Magazmn, 11 Wall Street, New York

, N. Y.—10c¢ per copy; $1 per year.

American National Insulan(e Co. —MC)noral‘dlnn~M01c.land
Brandenberger, -Johnston & Currie, Cotton E“hange Buxld—
ing, Galveston, Tex.

American. Stores—Analysis—du Pont, Homsey & Company, Jl
Milk Street,” Boston 9, Mzss.

Bank Building and Equipment, Corporation—C'lrd mcmoran-
dum—=Scherck, Richter. Cempany, 320 North Fourth St rect,
St. Louis 2, Mo,

Bankers ’I‘rust Company — DBulletin—Laird, Bissell & Meeds,
120 Broadway, New York 5, N. Y.

Bausch & Lomb—Report—-HLrert E. Stern & Co., 52 Wall
Sfrect New York §, N. Y
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Beneficial Standard Life Insuraince Company of Los Angeles—
Report—Kay and Co., Inec., 2316 South Main, Houston 2, Tex.

AL L. Bohack Co., Ine, — Analysis — Hardy & Co., 30 Broad
Strect, New York 4, N. Y.

J. I. Case Company—Analysis—Grimm & Co., 44 Wall Street,
New York 5, N. Y.

Central Hadley Corporation — Analysis — Searight, Ahalt &
O’Connor, Inc., 115 Broadway, New York 6, N, Y.

Corn Products Refining Co. — Memorandum — Paine, Webber,
Jackson & Curiis, 209 South La Salle Street, Chicago 4, 1l

Cornell Paperboard Produets €o.—Analysis in current issue of
“Business and Financial Digest”—Loewi & Co., Incorporated,

225 East Mason Street, Milwaukee 2, Wis. Also in the same

issue is an analysis of Portland General Electric Company.

Electronic Research Associates, Ine.— Ana])sls—Smgel Bean &
Mackie, Inc., 40 Exchange Flace, New York 5, N. Y.

Georgia Pacific Corporation — Analytical brochure — Blyth &
Co,, Inec., 14 Wall Street, New York 5, N. Y,

Golden Cvcle Corpora(ion——Analvcle—B E. Simpson & Co.,
California Building, Denver 2, Colo.

Hershey Chocolate Corp. —’\’Iemorandum-A. M. Kidder & Co.,
Inc.,, 1 Wall Street, New York 5, N. Y. Also availapble iz a
memorandun: on Sterling Drag Inc,

Hollinger Consolidated Gold Mines, Lid. —Analysis—McLeod,
Young, Weir & Company, Lid., 50 King Street, West,
Tmonto Ont., Canada.

Kalamazoo Vegetable Parchment Company — Analysis — Wil-
liam Blair & Company, 135 South La Salle Street, Chicago
Sq-111,

Lone Star Steel Comipany — Analysis — Shearson, Hammill &
Co., 14 Wall Street, New York 5, N. Y.

Monterey Oil (,ompam —An«lysxs_—Dean Witter & Co., 14 Wall
Street, New York 5, N, Y.

Phillips Petroleum Co. -—Mcmolandum—Hayden Stone & Co.,
25 Broad Street, New York 4, N. Y.

Robinson Aviation Inc. —Memorandum—(}oolbody & Co., 115
Broadway, New York 6, N, Y.

Ruberoid (,ompany-R"port Thomson & McKinnon, 11 Wall
Street, New York 5, N, Y.

Safeway stcres—D.zh—Joqeph Faroll & Co., 29 Broadway,
New York 6, N. Y. Also in the same bulletm are data on
Food Fair btores

Shulton—Study——Kmdcr, Peabody & Co., 17 Wall Street, New
York 5, N. Y. Also available is a study of the Flre-Cdsualty
Insurance Industry.

Texas Illinois \'atural Gas l’lpelme—Mem01andum-——~Doy]e
O’Connor & Co., 135 South La Salle Street, Chicago 3, Il

.goes with - it.

lemt‘tv Drug Store

Co.—Bulletin—De Witt Conklin Organi-

zation, 120 Broadway, New York 5, N, Y, Also available is a

report on Koehring Company.

From Washington
Ahead of the News

By CARLISLE BARGERON

It is a little early to be address-
ing a graduating class but if I
were a youngster faced with a
career of diplomacy which takes
one to forelgn
and exotic
countries. or
of being a
scientist which
might take
one to the

.moon, I would

unhesitatingly
choose the
latter ‘with all
of mathemat-
ics, geome-
try, calculus
and all that
The grades Carlisle Bargeron
are undoubt-

ly harder to make than those ) of
foreign languages which shguld
come easy once one is grounded in
Latin and every high s

uate should be,

FOREIGN INVESTORS

“Argéntine trailer
manfifacturing (;orpora-
tion seeks foreign inves-
tors. Write to, “KOLLER
S.A.C.1. — Carcarana-

Argentine Republie”.

But take life thereafter. Sup-
posing you are a diplomat or for-
eign expert for a global leading
government.. Your troubles have
just begun, or at least that is now
the 'situation with our diplomats
and foreign experts since we be-

4 came a global leader.

Take Mr, Dulles and the bright
young men surrounding him- at
NATO: Mr. Dulles spent his career
in international law as a member
of the famous law firm of Sulli-
van and Cromwell. This firm was
purported to know more about

-foreign governments than our
-State Department did. Certainly
# it dealt with them and presum—

-ably still does.

Mr,
member of the firm but he got
it into his head many years ago
that he would like to be Secretary
of State to lend his knowledge
of foreign governments to our
country, undoubtedly because an
ancestor had servcd in this capac-
ity.

Bemg the man of energy that
ke is, at his age, I doubt he has
ever regretted the day he finally
got to be Secretary of State. In
the way the doctors tell us that to

‘continue to live one must keep

up his- activities, Mr. Dulles is
here, there, issuing statements or
meeting the press every time you
can turn around.

Now, he is in Paris at the meet-
ing of NATO. You would think
this would be easy. Obviously if
we and our allies don’t stick to-

gether we will all be sunk. Per- Nov.

sonally I have my doubts that

Russia could sink anybody, but--

the prevailing minds are against

me and I intend to speak hence--

. Thursday, December 19, 1857

forth about the “Free World,” a
rather loose expression that -has
been coined by the  propagandists
because I don’t see the freedom
of some of our “Free World" al-
lies. But it sounds good and tends

‘to simplify one’s theme.

You would think that when Mr.
Dulles said to Denmark, for ex-
ample, that-we are going to estab-
lish a guided missile base in your
country, the Danish representa-
tives would say ‘h,urrdh you are
our saviour.

But are the Danes going to say
this? No, they want to talk about
their industry of making clothes
pegs and how a lot of their peo-
ple were makma a livelihood out
of making 'md experting these
clothes pegs. What do we do?

I am told by free trade propa-
gandists that what we did was to
increase the tariff on clothes pegs
to protect an industry which em-
ployed only 70 people. The Danes
feel very strongly about this, I am
told, and they intend to tell Mr.
Dulles about it when he tries to
establish a missile base in their
country.

Oh, just take Britain, our Eng-
lish spedkmg ally. Their grievance
—to hell with what we intend to
do for them militarily—deals with
our raising the tariff on. bicycles
when ‘they began to enter our
market, and Britain needs dollars
so much. Don’t think things are
so rosy with West Germany either,
Their little Volkswagens are mov-
ing in and out of our traffic with
an annoying grace. You can never
tell when one is behind or under
you. The Department of Justice
has started anti-trust proceedmffs
against them.

Now, I am told. by these foreign
propagandists that, as global lead-
ers, we have simply got to make
up our minds. Either. reduce our
tariffs or grant more foreign aid.

I don’t think Mr. Dulles can prom-
ise either one of these. “There is
an increasing movement in this
country in favor of higher tariffs
and, as of the last session of Con-
gress, there was a tremendous
feeling against foreign aid.

So I would suggest that you not
raise your son to be Secretary of
State or a foreign expert.

Dulles was an important -

COMING
EVENTS

In Envestment Field

Jan, 17, 1958 (Baltimore, Md.) - .
Baltimore Security Traders As-
sociation 23rd annual mid-
winter dinner at -the Southern
Hotel.

Jan. 27, 1958 (Chicago, I11.) :
Bond Traders Club of Chicago
annual Midwinter Dinner at the
Sheraton Hotel.

Feb. 28, 1958 (Phlladﬂphm, Pa)
Investment Traders Association
of - Philadelphia' annual Mid-
Winter Dinner at Bellevue-
Stratford Hotel.

April 23-25, 1958 (Houston, 'l‘ex.)
Texas Group Investment Bank-
ers Association annusal meetinl
at the Shamroék Hotel.

.June 9-12, 1958 (Canada)
Investment Deglers’ ‘Association
of Canada annual convention at
Manoir- Richelieu, Murray Bay.
Quebec,

Sept. 29-Oct. 3, 1938 (Colorado
Springs, Colo.) .
National Security Traders Asso-
ciation Annual Convention at
the Broadmoor.

Nov. 2-5, 1959 (Boca Raton, Fla.)
National Security Traders Asso-
ciation Annual Convention at
the Boca Raton Club.

30-Dec. 5, 1958

Beach, Fla.)
‘Investment Bankers Association
of America annual convention
at' the Americana Hotel.

(Miami

gitized for FRASER
p:/ffraser.stlouisfed.org/




)

Volume 186 Number 5700 ... The Commercial and Financial Chronicle

Gearing Economic Policy
To the Crisis Before Us

By HARRY A. BULLIS*
Chairman of the Board, General Mills, Inc,

Mr. Bullis urges bold, aggressive plans for American industry
to meet double threat of Sputnik and economic recession. De-
ploring a Maginot military stance, Mr. Bullis wants in our
defense overwhelming strength in scientific knowledge, reliance
upen private industrial enterprise, and fiscal policies dedi-
cated to economic growth. Asks business to: keep prices
stable, increase sales and promotional efforts, step up research
and development, and avoid becoming a victim of psychologi-
cal fears. Sees business higher in 1958 than this year.

In this time of world political
crisis, we in the United States
should ask ourselves a searching
question: Have we permitted the
radar warning
line, our con-
tinental radar
defense and
ourinterconti-
nental bomb-
ers to. become
a sort of Magi- |
not" line  that
has lulled ‘us |,
into a false
'sense of secu-
rity? Should
we not take.
the offensive
to regain
leadership in
science and
rocket weapons in the eyes of the
world? Is not the best defense a
position of overwhelming strength
in scientific knowledge so ad-
vanced and so far out ahead as to
give pause to any who would seek
world domination?

If our answer to these last ques-
tions be affirmative, it is again
time for the Government of the
United States to rely more heavily
than ever before onthe productive
dynamics and genius of American
industry. Our industrial produc-
tion and know-how can assist the
nation to do those things which
will continue our leadership and
will" insure our survival in this
modern age of space.

The net result of all this is that
the present business siump wiil
probably be of limited duration.
It is interesting to note the extent
to- which the “breathing period”
in our economy was misjudged
only last sumimer. In fact, as re-
cently as last month views were
expressed. that inflation was our
greatest concern. )

When World War 1I ended, about
959 . of our economists predicted
that economic recession would fol-
low the war’s end. What else could
‘happen when the' United’ States
would cut back substantially on
-its $100 billion a year spending on
the war? B
_.What were the . three factors
which brought the economy
‘through with leéss than a 1% de-
“‘cline in the: Gross National Pro-
duction? The first of these was
the wartime doubling in total -in-
‘comes. 'As a result, the women of
America  could ‘spend tiwo ‘dollars
‘where- they previously had spent
only ‘one dollar.

Next, liguid savings were 'in-
creased- by $225 billion, and thus
we were all able to buv toth out
of increased. capital and out of
increased income.

" Finally, there was the pent-un
accumulated “starved demand”
representing the long list of goods
‘the consuming public wanted. Our
-doubled incomes and our accumu-
lated savings now rushed in to fill
‘the- void . created bv the drov in
military spending. We had a busi-
ness boom instead of a recession.
Why are we today where we are?

The Pre<ent Situation

" We have not had a homneless
“creeping inflation” during the
‘entire past ten-year period. Start-

Harry A. Bullis

“An address by Mr. Bullis before the
‘ath Aarual Press Svmposium of Cham-
ter ~f Commerce of the lni*ed States,
Washingten, D, -C,, Dec. 15, 1957,

- States has ever known.

ing with the end of the postwar
1947-48 boom, which was caused
by the release of the wartime
“suppressed inflation,” we first
had a 4% decline in the consumer
price index.  This occurred from
August, 1948 to February, 1950
and has been almost forgotten.
Yet the magnitude of that price
deflation amounted to nearly
three-quarters of all the price rise
we have had in the recent period
of inflation, which was a 5% %
rise in the cost of living from
March, 1956 to September, 1957.

From 1951 to early 1956, we had
what some economists have char-
acterized as about the most stable
price level period the United
In this
entire period hourly wages rose
over 20%, but the. consumer price
index rose less than 4%. :

This 515 % peacetime rise, which
has lasted 18 months, was caused
by a plain old-fashioned business
investment boom, In 1956 and the
first ninc. months of 1957, the in-
vestment outlays by business in
new plant and equipment rose by
$815 billion. The increase was 28%.

This business investment boom
increased workers’ incomes well
ahead of any enlarged outflow of
goods from the new plants. This,
together with the fact it was
partly financed by bank credit
enlargement, produced the 5% %
price rise, which was to be ex-
pected.

The inflation is now over. The
price rises have been small in
most months and the October price
index did not rise. The boom is
ended. Business investment out-
lays in 1958 are expected 1o be
reduced bv 7%, or $2% billion
from the 1957 level.

Since last spring, the American-
economy has been on a high pla-
teau ‘and many adjustments have
been- taking place, The upward
thrust which was generated by
high expenditures by industry for
plent and equipment, together

with inereasing eonsumer demand, -

hax-lost its pushing!power. Many
peovle are now more fearful of

deflation and depression than they

are of inflation.

With- conditions as thev are and
the outlook wuncertain, how can
vconoimic policies be geared. to the
economic outlook?

Financial »nd Government
L Policies

The first step. loweving the re-
discount rate. has already been
taken by the Federal Reserve au-
thorities. In this way they have
told us that interest rates have
reached their peak and that monéy
is accumulating. Liguidation of
loans and reduced demand for
money are combining to create
easier conditions in the money
market. Easier money rates should
have a substantial effect on the
housing and construction industry
and also on the sales of consumer
durables, such as automobiles.

Control over the money supply
should be geared to the needs of
the economy and the fiscal au-
thorities should reinforce the eas-
ier monev policv by such measures
as are appropriate.

The next imvortant step lies in
the area of the Federal budeet.
Tn this budeet we have an element

nf praant strength, Jargelv hecause,

the Federal Government has pur-

sued reasonably conservative poli-
cies. ‘When the Second World War
ended, the national debt was $279
billion. Today it is $275 billion.
Yet in the interval, the gross na-
tional production of our economy
has increased from $209 billion in
1946 to $435 billion in 1957.
Furthermore, since the 1955 fis-
cal year, receipts of the Federal
budget have risen from $60.4 bil-
lion to an estimated $73.5 billion
in the present fiscal year. This
increase is largely the product of
economic growth .induced as a
resull of the $7.4 billion tax re-
duction which became effective
Jan. 1, 1954. This tax reduction
counteracted. the cut in defense
expenditures = after the Korean
truce, and brought about so strong
a recovery in the economy that
we moved from a $4.2 billion
budget deficit in 1955 to an esti-
mated $1.5 billion budget surplus
in the present fiscal year. This.is
remarkable progress.. The rise in
revenues in the budget was $13.1
billion, while the rise in budget
expenditures was only $7.4 billion.
The Federal budget is not only
an instrument for our protection
when defense and war needs arise,
but it is also an instrument for
the. protection of. our ¢conomy in
peace. As.soon as we can. deter-
mine the needs for additional
military outlays for guided mis-
siles, we shall be able to find out
which  policy is most appropriate

—an increase. in budget outlays

for defense purposes, or a de-
rrease in” budget revenues to be
induced by a cut in taxes. Either
of these two 'policies whicn is
finally adopted, or even a com-
bination of the two, will be stimu-
lating to the economy.

The increases in defense spend-
ing should be compensated as far
as possible by reductions in non-
military sections of the budget.
A balanced budget is highly de-~
sirable, but it should not be a
fetish if national security would
be threatened thereby, or eco-
nomic growth inhibited.

Clearly, economic growth rather
than financial or fiscal parsimony
is the solution now to our double
problem of increasing the base
of defense outlays for new wea-
pons and producing the econemic*
expansion which will re-create
high productive employment and

continue a balanced budget. Our,
eyes should be on economic
growth, rather than on the fiscal
outcome of the budget per se. If
we do not take the broader view,
we will be penny-wise and
pound-foolish and we could easily
lose $100 of output gain while
saving a penny in the fiscal area.

Even if tax reductions are not

posgible, there is urgent need for-

tax reform. The present tax laws
place a premium on spending in-
stead ot saving, with the result
that = econcmic development is
distorted. Tax rates should be
a_d]usted to encourage saving ana
risk taking by capital.
. The outlook for foreign trade
is not clear but there will prob-
ably pe some decline in exports,
espgzmally to. European countries
which are. not strong financially
and which have a shortage of dol-
lar exchange. Therefore, it is im-
portant. . that = foreign trade be
liberalizeq and reciprocal- trade
agreements encouraged. The Gen-
eral - Agreement -on ‘Tariffs .and
Trade (GATT) should be given
wholehearted support. ]
In the. foreign area also, our
government should be prepared
to offer appropriate financial aid
to our allies and to certain néedy
nations. To curtail such aid where
it is necessary, could easily cre-
ate - situations calling for much
heavier expenditures later on.
The -Employment- Act of 1946
requires  that the government
maintain conditions ‘of maximum
employment-and purchasing
power. If unemployment increases
materially, it is therefore incum-
bent - upon government to take
action which will stimulate em-
ployment. At the same time, it is
equally important that purchasing
power be maintained. To this end,
the government should make
every effort to check the wage
price spiral. Part of the responsi-
pility falls on the shoulders of
unions which seek wage increases
greater than average increases in
productivity and which must be
passed on in higher prices. The
recent statement of Richard T.
Gray, President of the AFL-CIO
Building and Construction Trades
Department, asking construction
workers to abandon their fight
for wage increases next year, was
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eyiqlence that some wunions. are,
giving heed to such responsibility.

-Responsibilities of Business

In a period of economic. uncer-
tainity, businessmen have definite
responsibilities. It is" important
that we do our utmost to keep
prices . stable. To' that end, we
should improve cost controls and
production techniques. We should
resist unwarranted wage demands,
We should remember that the
customer is “king” and that he is
bgcomin more- discriminating in
his purchases:.

We of the industry must not
only produce the things that the
customer needs and wants, but we
must also tell the consumer about
them, Therefore sales and pro-
motional efforts should be in-
creased. .

Although our technology has
not developed “sputniks,” it has
given the American. people the
highest standard of - living the
world has.ever.known. Industry
should -step up its research.-and
developments: programs,.so. as to
come forth with new-products and
new -procedures.. ‘We' . can  have
both rockets and new produets:. "

Most .important; businessmen -

should ‘not -permit :themselves - ta :- ;

become ' victims - of * psychological . -
fears. :We .should avoid: excessive

retrenchment in-our: buying: pro-
grams, but rather. we :should

schedule - purchases. ona reason= -

able basis. . We should continue to
carry: out our long range ‘plans
for modernizing our :plants. and
equipment  and . for- expansion - to
meet future needs of a growing
Dopulation. . We should .encourage
foreign trade and foreign invest-
ment, :
Positive Factors :
As we look - forward. to 1958,
there are a number of positive
factors which should be given
weight. I have already mentioned
easier money ' conditions ‘which
will help to stimulate home build-
ing and automobile sales.
Consumer spending is still at a
high level in the face of increased
unemployment and a shorter work
week,
Population continues to grow
and the demand for food, clothing
and other consumer goods is

bound .to increase, People are
Continued on page 104

.. NEW ISSUE

Dated December 1, 1957

$5,000,000

This announcement is under no circumstances to be construed as an offer to sell or as a solicitation
of an offer ta buy any of these securities. The offering is made only by the Prospectus.

" December 19,1957

Consolidated Cement Corporation
5%, Sinking Fund Debentures Due 1972

Due December 1, 1972

Price 1009, and Accrued Interest

v

The Prospectus may be obtained in any State in which this announce-
ment is circulated from only such of the undersigned or other dealers
or brokers as may lawfully offer these securities in such State.

Blair & Co.

Incorporated

Hornblower & Weeks

‘I.aurence M. Marks & Co.

A. G. Becker & Co.

Incorporated

Paine, Webber, Jackson & Curtis

Spencer Trask & Co.

Merrill Lynch, Pierce, Fenner & Beane

Hallgarten & Co.
Estabrook & Co.
G. H. Walker & Co.
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Economic Quilook Implications

For Interest Rates and Deposits

By J. BROOKE WILLIS*
Vice-President, Savings Banks Trust Company, New York: City

Prominent banker reviews general economic prospects and
their implications for savings deposit and interest rate trend.
Mr. Willis foresees: (1) decline in business demands for
funds being greater than net increases in housing credit or
government borrowing; (2) a decline in interest rates, should
business decline continue and easier monetary policy come into
play; (3) slower rate of deposit growth accompanying halt
in personal income rise; and (4) less intense competitive pres-
sures from commercial banks in 1958 as interest rates fall.
While unable to detect near future forces other than expanded
pubhc spending and easier money to put economy back on a
rising trend, the author sees, however, basic economic growth
factors generating, in due course, resumption of postwar

economic

The busiress boom has topped
out during the past nine months
and, judged by certain indicators,
the economy has already been ex-
periencinga
readjustment
for a consid-
erable period
of time.

The Federal
Reserve in-
dustrial pro-
duction index
reached a
peak of 147
last De-
cember and
by October
had declined-
to 142. Gross
national prod-
uct in current
prices has continued to rise reach-+
ing $439 billion in the third quar-
ter, as compared with $417 billion
a year earlier, a rise of about 5%
Per capita pelsonal mcome, after
taxes, has risen 3% in the past
year. However, rising. prices have
accounted for most of the reported
gains in the national product ac-
counts and all of the gain in in-
come per persorn,

Within . recent months the sta-
tistical evidence has increased that
the economy is experiencing some=
thing more than a “breather.” Yet
at the same time, political events
have been moving with unusual
and startling rapidity and are
imposing new influences upon
economic kehavior, The break-
through into space by the Russian
Sputnik has raised doubts about
the adequacy of our national secu-
rity, has precipitated a reappraisal

*An address by Mr. Willis before the
11th annual Mid-Year Meeting of the

National Association of Mutual Savings
Banks, New York City, Dec. 9, 1957.

J. Brooke Willis

progress.

of our Federal budget and, accord-
ing to some observers, has revived
the threat of inflation which only
recently appeared to have been
hrought under control. These and
other factors, including the Presi-
dent’s health, have greatly compli-
cated - the analyses of economic
conditions,

Nevertheless, the fact is that for
the time being business has lost
its forward momentum and en-
tered a recessionary phase at least
temporarily. The big questions are
how long and how deep?

Business Investment

The most significant economic
change now taking place and the
one having the most bearish im-
plications is the decline in busi-
ness, spending for new plant and
equipment. Business investment
in plant and equipment has been
the main dynamic expansionary
force in the economy for the past
two years. It was reinforced to
some extent by inventory accu-
mulation and by a rise in our ex-
port trade balance with foreign
countries. But these latter forces
have been waning and, except for
a probable rise in governmental
expenditures and in residential

construction, there is no new ac-

tivity calculated to take up the
slack resulting from the culmina-~
tion of the business investment
boom. The promise of expanding
retail trace, to which not a few
economists looked for a stimulus

earlier this Fall, has not yet been,

fulfilled. Although consumer ex-
penditures for nondurables showed
a further rise in the third quarter,
the prospects for automobiles and
other durables have been damp-
ened by an actual decline in cur-
rent personal income, reported by

The Commercial and Financial Chronicle . .

the Commerce Department for
September.

Since capital investment in plant
and equipment has been the key
{factor in the business situation,-it
seems appropriate to examine cur-
rent tendencies in further detail.
These outlays for 1957 will achieve
a record level of $37.2 billion, 6%.
above 1956. However, the impor-
tant fact is that whereas these ex-
penditures have been rising for,
21, years, they are now trendmg
downward.

A continuation of the downh end
in plant and equipment outlays-is
clearly indicated by a variety of
evidence including the National
Industrial Conference Board-
Newswee survey of capital ap-:
propriations, the McGraw-Hill

survey of business plans for capi=:

tal spending, and the Federal
Reserve Bank of Philadelphia
manufacturers’ capital expendi-
ture survey. Similar indications
are given by declining manufac-
turing orders, particularly oxders
for machinery.

The highlights of the McGraw-
Hill Survey released on Nov. 8 are
as follows: (This survey is based
on replies received during -late
September and early October.)

(1) That business plans to"re-‘

duce capital expenditures in 1958:
by $2.6 billion or 7% over-all as’

compared with 1957; and most
companies plan to stay at their
reduced levels in 1959.

(2) The drop in capital expendi-
tfures is concentrated in manufac-
turing where plans call for a-16%
reduction next year. In contrast,
electric and gas utilities plan an
increase of 3%.

(3) The main reason given for -
the drop in manufacturing is ex-
cess capacity ‘which, on thé Sur-"
vey date, was 82% as compared
with 909 of capacity reported on
previous surveys as the prefencd
average. Operations were at 86%
of capacity at the end of 1956 and
at 92% at-the end of 1955.

The Philadelphia Federal Re-
serve Bank’s Survey indicates that
manufacturers in that area in 1958
will spend 13% less than in 1957.
An overwhelming preponderance
of firms surveyed are reported to
be decreasing their outlays. These
intentions are contirmed by slack-
ening in the demand {for plant sites
and recent weakening in the mar-
ket for industrial real estate in
the Philadelphia area.

For some time it has been ap-
parent that the extraordinary rise

in autlays in plant and equipment

was running ahead of the probable.-
‘m a recessionary phase for about

growth requirements of the econ-
omy. Efforts by individual com-
panies to anticipate creeping in-
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flation in costs and to gain larger
shares of industry markets were
resuiting in overcapacity in more
and more industries.

© We know from experience that
fxxed capital investment
great variation historicaliy. Just

as: inventories become excessive -

-when-sales decline,.plant capacity
bécomes -excessive when produc-

tion falls. While-there need be no
long+run concern in an era of in-
vention..and rapid obsolescence
that  capital investment will dry
up, as it did in the 1930’s, there
are grounds for expectmg exten-
sive .current revisions in capital
expel_ld1tu1e programs. As matters

now stand we are in a period when

additional capital outlays are gov-
erned more and more by what
they promise in near-term econ-
omy of operation and less and less
by.the sheer need to enlarge tne
size of the facilities.

In the past, the high cost of
labor has been one factor inducing
management to substitute equip-
ment for labor. Hcowever,- when
plant is used at less than optimum
capacity, the potential gains in
})r{)ducthty appear more doubt-
u

economic. circumstances appear
more favorable.

Possible Offsets
* Many economists expect to see
in"1958 a sidewise movement in
economic: activity - at high- levels,
or “at -worst \visualize ‘1958 as_ a
shallow saucer. - They expect: the

decline 'in plant and-equipment

outlays to be guite moderate; they

belieye: that- consumer and gov- -

“ernment spending will more than
~offset -lower--business investment;
and they. have great_faith in the
twin economic stabilizers of mon-
etary and fiscal policy. Population
growth also plays an important
role in their calculations.

The important analytlcal ques-
txon is not whether an increase in
one type of spending will be
greater than a decrease in another,
but whether cor not, given a de-
cline  in capital expenditures. we
can escape ‘the secondary effects
it engenders. Economic readjust«
ment implies the correction of im-
balances, e.g..: between . capacity
and production,. the, particular as-
pect ' I have empharized,  There-

fore, it is worth .while examining

the specific areas where demand
appears most likely. to pick up:

Residential Construction
Residential construction has been

twce years. Recently, housing starts
appear to have leveled off and for
1957 as a whole will total nearly
1,000,000." Next year, could’ result
in ‘a’ modest rise in starts and.
thereforég, in expenditures on resi-
dential construction.’

The Joint Department ‘of Labor,
Department of Commerce fore-
cast,, released Nov. 15, estimated
1958 housing starts at 1,100,000.
Total new residential building,
private and public,  was expected
to rise by 8% from $17.0 billion
to $18.4 billion. This reflects. a
$675 million increase in new pri-
vate units put in place, an increase

. of ‘$335 million expenditures for

alterations and repairs and an in-
crease of $345 mwillion for new
public residential buildings.

These estimates were based on
the assumption that changes in in-
come and employment would not
Jbe great enough to affect new
construction significantly and were
made before the recent lowering
of discount- rates by the Federal
Reserve Banks. The supply of
mortgage funds was then regarded
by the estimators as the chief lim-
iting factor upon home building
next year.

Now it would seem that the
availability of-funds Wiu be im-
proved by an easier Federal Re-
serve policy but it is not clear by

shows".

This together with the high -
y cost of cap:tal and smaller profit °
marx.,ms is causmg managements .
to cut back expansion plans until .

. Thursday, December 19,1957

BlLSirieSs
Man’s
Bookshelf

Business Outlook’ for 1958—Con-"
ference Board Economic. Forum
—National IndustrialConference
- Board, Inc.,” 460 Park- Avenue,
New . York 22 N Yo (paper),
$1.50. -

Effecting Change in Large Organ- -
izations - — ' Eli * Ginzberg - and
Ewing W. Reilley. — Columbia
University Press, 2960 Broad-
way, New York 27, N, Y.—$3.50,

Electronic Computers and Busi-
ness Indicators—Julius. Shiskin
—National Bureau of Economic .
Research, " Inc., 261 Madison
Avenue; New York 16, N. Y—-r y
papt_r—$1 g

Final Declaration of the Forty_
Fourth ‘National Foreign Trade
Convention — National - -Foreign
Trade Council, Inc., 111" Broad-=
way, New' Ymk 6, N Y.—paper.

Fmancing Highways—A sympo- '
sium — Tax Institute, Incorpo~
rated; 457 Nassau St Prmce-—
ton, N.J J.—cloth—$5. $

Italian Affairs, September 1957,
containing artieles on Economlc
Balance Sheet. and the National
Income; the Customs and Ex-
cise Guards;- Italy’s Rail Com-
munications ; with Other Euro=
pean Countrles Popular Tourist
Provisions, etc. "_Italian Affairs,
56 Via~ ‘Veneto, Rome; Ttaly ~
(paper), 15c¢ per copy; $1 per
year.

Pensmn Plans \uth Speclal Fund-

. “ing—John Hancock Mutual Life
Insurance Company, 200 Berke-
ley “Street, Boston 17, Mass.—
paper.

Post War West = German - and
United Kingdom. Recovery — -
David McCord Wright—Amer=
ican - Enterprise . Association,
"Inc., 1012 -14th Street, N. W.,
;Nashington 5, D. C.—paper—

1, '

Refrigeration, Air Conditioning &
"Cold "Storage — Chilton Book . .
Division, 56th- & Chestnut Sts.; .
Philadelphia 39, Pa—$17.50.

Regulation of. Rail.- Motor . Rate
Competition — Ernest, W. Wil-
liams, Jr.—Harper. & Brothers,
49 East 33rd Street, New York
16, N. ¥Y..(cloth), $4.50.

Report By ' Superintendent  of
Banks, -Republic of Peru - for

year.-1956 — Superintendent - of .. |

Banks, Lima, Peru (paper). -

Survey of Manufacturing Activity
in Australia — Department of
Trade, Melbourne, Australia—
paper.

White Collar Jobs in Manufactur-
ing — U. S. Department of
Labor, Bureau of Labor Statis-
tics, 341 Ninth Avenue, New
York 1, N. Y. (on request).

Hayden, Stone & Co.
Will Admit Two

Hayden, £tcne & Co., 25 Broad
Street, New York City, members
of the Nevs Yoik Stock Exchange,
on Jan. 1 will admit William R.
Jones and Joseph E. Swan, Jr. to
partnership. Mr. Jones bas been
with the firm for some time.

'E.F. Huiten & Co.
To Admit Kew Pariner

E. F. Hutton & Co., 61 Broad-
way, New York City, members: of
the New York Stock Exchange, on
Jan. 1 will admit Walter V. Dixon
to partnership.
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Speclhc Labor Proposals of
Eisenhower Admuustrahon

By IION. JAMES P, MITCHELL*

Secretary of Labor

of the United States

Proposed Federal ‘labor legislation: recommended for 1958
Congressional action by the Eisenhower Administration would .
help prevent abuses in union funds, union democracy, and
‘labor-management relations. In presenting. specific proposals,
Labor_Secretary Mitchell states:' (1) basic responsibility in

these areas will remain ‘with

the ‘union, as- the  Government

wants to keep its involvement in the internal affairs of unions

‘to minimum required to eliminate abuses; (2) the Adminis-
“tration- would fight against any mational right to work law

outlawing the union shop, and (3) the, recommendations will
“include Taft-Hartley revnsmns of "secondary . boycott and

“hot-cargo’

The AFL-CIO, -with the
strength and wisdom of genera-
tions of great and true leaders is,
I am convinced, doing every-

thing 'in 18

power to cor-

rect what is
wrong, to
right what is
evil, and to
safeguard the
integrity -of
-thelabor
movement, In
thiseffort
every man of
good w il l
joins.
Strength is
the result of
challenge.

From crisis
. comes greatness. George Meany
. ‘and his fellow men of responsibil=
ity ‘have responded to the chal-

L4 ;
' James P. Mitchell

. lenge and faced the crisis, and I

believe that increased greatness
i for this organization -will surely

. follow.

It is thus mth profound confi-
dence in' the ‘AFL - CIO .that I
pledge to' you today .the sym-
.« pathetic support: of the Executive
* Branch ‘of your government ‘in
your efforts’ to maintain the in-
tegrity of the American labor
- movement. And I am glad that
here today for the first time, I
am able to announce the specific
proposals that the Administration
will make to Congress to effect
this support.

Before I tell you of these pro-
posals, however, I would like to
' set forth some general principles
which have guided and will con-
tinue to- guide the - Administra-
tion with respect' to labor-man-
agement relations.

Guiding Principles

First, it is the firm and perma-
nent policy of our government to
protect by law the right of Amer-
ican working men and women to
organize ir:to unions and to bar-
gain collectively through repre-
sentatives of their own choosing.

Second, it ‘is the policy of our
government that the proper func-
tioning of labor-management re-
lations depends on the actions and
sense of responsibility -of labor
and management themselves; and
that  vital to the strength of
American labor-management re-
lations and the trade union move-
ment is that each be free from
governmental domination. We do
not propose to depart from this
basic principle.

Thirdly, it is.the policy of our

government to provide a frame- :

work of laws to protect the basic
rights of individuals when volun-
tary processes fail to do so.

These are the principles upon
which we base our proposals for
improvement in the framework of
laws surrounding labor-manage-
ment relations.

Now I do not think there is any
question in the minds of any of
us here today that some trade

FR—

*An address by Mr. Mitchell before
the 2nd Constitutional Convention of the
AT -ClIO, Atlantic City, N. J, Dec. 5,
1957.

prachces. :

union - officials - have = woefully
abused their power and influence
at the great™ expense of many
union members; that they have
conspired with reprehensible em=
ployers or employer agents against
the best interests of many work-
ing people; and that they con-
stitute a threat not only to the
trade union movement but to the
nation.

This being the case, I-am sure
you will agree, it has become
necessary for Government to act.

In acting, however, this Ad-
ministration will not permit those
who have never approved of or-
ganized labor or collective bar-
gaining to use labor’s present
difficulties as a club to suppress
unionism.

In President * Eisenhower’s
words: “The American.labor
movement niust be free to pursue
efforts to achieve social and eco-
nomice “gains, which in the past
-have benefited the nation as a
whole.”

I promise you here today that
this Administration will not pro-
pose and in fact will vigorously
oppose any legislation designed: to
bust unions. We will not recom=
mend any. changes in the Taft-
Hartley Act having to do with the
right of a union and an employer to

enter into a voluntary agreement -
which provides for union security.-

In short, we will not recommend

a so-called national right-to-work'

law and we will oppose: such
legislation if it is proposed.
Next I come to the question of
the application of anti-trust laws
to unions. I believe that working
men - and  women who choose
volntarily to join together for the
purposes of collectivé bargaining
have inherent rights and our laws
should acknowledge -and reflect
those rights. The labor of man is
not a commodity to be bought and
sold in the market place like .a
sack of potatoes. I feel it is an
affront to. the. dignity of: the
American worker to assert that his
work-should be regulated by the
same laws which are designed to
preserve. competition in business.
I can assure you that this Admin-
istration is not proposing any
move to extend anti-trust laws to
unions, As - a maiter of fact it

should be remembered that these

laws at present cover ' instances
where a union and an employer
conspire for the purpose of con-

trolling the market. I would bhe .
against ‘the further extension of.

the anti-trust laws to unions.

This then is what theAdmin- -,

istration. will not do. Now, what
will- we do?

Administration Proposals for the
Protection of Individual Workers

In the first place, the President’s
proposals to Congress will leave
the basic responsibility for honest
and democratic trade unionism
right where it now is—with you.
They will open to public view and
mspectmn some of the ‘areas of
union and management affaxrs
which are now hidden and in
which crooks and racketeers have
operated.

In addition, the President’s pro-

posals w111 correct certain condi-

Thf Commercial and Financial Chronicle

tions which appear to have en-
couraged abuse and oppression on
the part of some people. I believe
that . these proposals avoid any
headlong rush towards remedies
which are only illusory, or which
will unnecessarily hamper the
ability of workers to organize and
bargain collectively, or which will
inject.theé Government needlessly
into the internal affairs of labor
and - management. In no way do
they endanger the integrity of the
labor movement or its component
unions.

Next month the President will
make the following proposals to
Congress for legislative action: to
protect . the: rights of :individual

- workers and their union funds:

Reporting Requirements
Employee Welfare and Pension
Plans—The public has been aware

) for some time of financial irregu-
larities in the administration of.
welfare and pension plans. We are J,

proposing aé¢tion on a recom-
mendation. which. the President
has made repeatedly since 1954 to
protect the equity which millions
of workers have in these plans.
Our proposal would require regis-
tration, reporting and public dis-
closure of the operations of all
health, welfare and pension plans
—whether they ave union fi=
nanced and operated, employer
financed and operated or jointly
financed and operated. The AFL-
CIO has already indicated its
general support for this recom-

-mendation.

Financial Reports From All
Unions—We shall propose that all

. labor organizations, local, national

and international wunions and
local, -state and regional confer-
ences and councils, file annual
financial reports with the Depart-
ment of Labor. This proposal
would require labor organizations
to keep their books and records
available to their members. It
would also require that officers
who  handle union funds and
property be held to a high degree
of responsibility- to union mem-
bers and be subject to suit by
them for failure to discharge this
responsibility.

Union Organization —I know
you agree with me that strong,
fair, democratic procedures are

the best safeguard an individual

union member can have that the
affairs of nis union will not be
taken from his hands by force or
fraud. And I must here again state
my belief that the American work-
ing man knows better than any-

body ‘else what is good for his *

union: We are going to propose,
therefore, that all labor organiza-
tiohs file annually with the De-
partment .of Labor, as' most do
now, copies of their constitutions
and by-laws and report annually
their procedures and practices with
respect to such things as qualifica-
tion for or restrictions on mem-
bership, election of officers, calling
of ‘regular and special meetmgs
levying of assessments, imposition
of fines, authorization for disburse-
ment 01’ union funds: and expul-
sion of members,

' These reports” would be made
to the Department of Labor and
would be open for inspection by
the public -and any union mem-
er.

In the same manner, we are go-
ing' to' propose that these unions
be required to show by appropri-
ate .reporting that their members
have the right and opportunity;
at intervals of not more than four
years, to elect their local officers
directly by secret vote, and their
national or other officers either
directly by secret vote, or through
delegate bodies elected directly
by the membership by secret
vote. E

Conflict of Interest —And fi-
nally, in this general area of re=
porting, we will ‘propose that em-=
ployers report annually payments
made to employee representatives;
either directly or through a third
party, which run contrary to the
rights and welfare of individual
uhion members and are plohlb-
ited by law,

And we will also proopse that
labor organizations and their of-
ficers report annually financial
dealings with employers or em-

ployers’ representatives. It is the-

intent of this proposal to bring
union-employer financial trans-
actions into the open light of day,
where conflict of interest, bribes
and collusion cannot long abide.

. The Administration will' also
propose that a new bribery sec-
tion be added to the U. S. Crim-~
inal Code to make it a felony for
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employers or employers’ repre-
sentatives or union officials or
their representatives to make or
réceive payments to influence the
actions of either.

Powers and Sanctions—Under
‘these proposals, the Secretary of
\Labor would have broad powers
to investigate the accuracy of
these reports, with the right to
subpoena witresses and evidence.

. False statements could result in
fines and jail for individual vio-
lators. . .

Embezzlement of welfare and
pension or general union funds
could lead to criminal prosecu-
tion of the individuals involved
by the Federal Government, pros-
-ecution not now authorized.

And finally, any union that wil-
fully failed to file true and ploper
reports on general funds and or-
ganization could be compelled to
forfeit its National Labor Rela-
tions Board status and its tax ex~
empt - status, This action, how-
ever, would be taken only after
the full protection of administra-
tive law and court review had
been accorded in order to pro-
tect unions agamst hasty or capri-
cious action,

A Commissioner of Labor Re-
ports—All of these reports would
be made to a Commissioner . of
Labor Reports, to be appointed by
the Prcsxden* with tne advice
and eonsent of the Senate, He
would serve directly under the
Secretary of Labor and would éx-
ercise for the Secretary his pow-
ers of investigation for accuracy
and subpoena of witnesses and
evidence, All of these reports
would be open to public inspec-
tion.

Except for the requirement of
a secret vote for the election of
officers, these reports do not in
any way dictate to unions what
they should do about their in-
ternal affairs, but they do require
that unions report accurately on
what they are doing.

Other Proposals

The second phase of the Presi-
dent’s proposals will consist of
additional amendments to the

Continued on page 104
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Challenges to Banking in 1958

By IOWARD P, PARSHALL*
President, Bank of the Commonwealth, Detroit, Mich.

Drawing upon 45 years of banking experience, Mr. Parshall
broadly reviews several items that bankers will have to con-
tend with in 1958 and offers a succinct prescription to “cure”
inflation.: The Detroit banker emphasizes that “bank earnings
have been far too low,” and suggests securance of a good profit
"margin by: lowering present high interest rates on savings
accounts, increasing service charges, and supervising govern-
ment securities more carefully, Charges Federal Reserve Board
with dealing ‘with symptoms of inflation and not the disease
itself, and notes we have had almost continuous inflation and
semi-managed economy since leaving gold in 1933.

I know a little bit about that
which happened yesterday, and
perhaps last week; but know lit~
tle or nothing concerning that
which will
happen to-
morrow. A
good illustra-
tion of this
happened on
E Thursday,
Nov.. 14 at
4:00 p.m. My
phone rang
“and a broker
friend of
mine in-
formed me
that the re-
discount rate
for banks
borrowing
from the Federal Reserve Bank
had been lowered by four banks,
namely: New York, At]anta,
Richmond and St. LOulS to 3%.
This was a move of some magni-
tude and of far reaching effects.
Yet I.venture to say not many
people knew that this actmn was
to-be taken.

H. P. Parshall

Savings Interest

Going back before the bank
holiday, in the early ’30s, the pre-
vailing rate of interest paid by
banks on savings accounts was
3%. The banks also paid interest
on many commercial accounts and
correspondent' bank accounts, the
prevailing rate being 2%. Inter-
est rates on loans were somewhat
higher than they are at the pres-
ent time. On many of the “Over-
the-Counter” loans, the rate was
6%. After the bank debacle of
the "30s, regulations were passed
limiting the interest that could be
paid on savings accounts to 2%,
eliminating entirely the payment

of " interest on commercial ac-
counts. It’s too bad that it had
to come in this fashion; a regu-
lation, but it was certainly needed
and did much good. Now, we are
.in some danger of again getting
the rates too high, as banks are
again permitted to pay as high as
3% on savings accounts, and some
banks have intimated that they
would again like to be permitted
to 'pay on commercial balances.
Our memories are so very, very
short.

‘A note of warning is in order
on the payment of savings inter-
est,  In my opinion, 3% is too
“high. Wé do believe that the pre-
vailing interest rates on mortgage
s loans, busmess loans and the yield
“on'bonds is realistic and ‘it is to
‘be hoped that these rates will
prevail for a long time. Under

. present conditions, a 2% rate on
savings would be in order, and I
might add that 43% of the stafe
and natlonal banks in this coun-
try are at present paying 2% on
savings. A couple of months ago,
.a 'survey was conducted which
showed that banks throughout the

- O ———

*An address by Mr. ﬁa}s};;li'béfore'

the Michigan Bankers Study Confer-
ence, University of Michigan, Ann Arber;;
Mich., Dec. 5, 1957. A

country are paying savings inter-
est rates as follows:

Percentage of Bks,

Rate Paid Paying Said Rate

Earnings

It has been my privilege to be
a part of banking for a period of
45 years. It is my considered
opinion that over all of that pe~
riod, or practically all of it, bank
earnings have been far too low.
We appear to apologize for being
in the business. Too many of our
services were in the past, and
some today, are free, We can no
more afford to give our services
without pay than a well run de-
partment store can afford to give
its merchandise away. We have
made considerable improvement
in these later years and the in-
terest rates we now charge, under
present conditions,
realistic. They are not too high.
Service charges should be in-
creased. The fees for transferring
money, both by wire and letter,
and the charge for drafts should
be increased. The fees should rise
as the amount of money trans-
ferred increases. It is ridiculous
to charge the same price for a $10
draft as you charge for a $100,000
draft or cashier's check. Rentals
of safe deposit boxes are entirely
too low,

‘A bank should show- sufficient
earnings to pay good salaries,
comparable with salaries in other
industries employing like skills;
pay liberal dividends to, its share-
holders—provide for losses and
make ‘additions to capital funds
for growth. Its net earnings
should be at least 1% on average
total deposxts, after payment of
income taxes and all expenses. It
is difficult to measure a bank’s
eamlngs on capital funds, due to
the various ratios of capital funds
to déposits. Our.stock in trade is
deposits—so the yardstick should
be deposits. Those banks which
are making 1% net on your de-
posits after paying good: salaries
are to be congratulated. Let's
remember this—that in order to
be of value te its community, to
its shareholders, to its depositors
and staff members, a. bank must
show good earnings Keep that

1% figure in mind, please. Do
not seek additional’ earnings by
adding to your portfolio those se-
(_uutxes with a high rate of re-
turn; for generally speaking,
when you seek rates higher than
those prevailing for the security
in mind, the intrinsic value of the
securlty declines as the rate of
return increases.

Personnel ‘

The importance of good per-
sonnel —a good staff —in our
banks cannot be over-emphasized.
We have -many- advantages over
employees in other industries, but
nothing takes the place of ade-
quate pay for services rendered.
We need more men in our' banks
—the. women, are good and thank
God for them —but due to’ the

-very nature of things, they cause

a rapid rate of turnover. There

seem 1o bhe’

The Commercial und Financial Chronicle . .

are many things that a bank can
do to improve its relations with
its . employees and secure high
grade people, Of course, I re-
peat, the main one is adequate
salaries — good working condi-
tions, the five day week, weekly
pay and of course employee train-
ing. In other words, personnel is
very important; and should be
given adequate attention. Suc-
cessors in management must and
should - be' provided. Today, as
never before, courses in banking
and economics are being offered
by many universities, and our
own american institute of bank-
ing is doing an excellent job.
Encourage your people to avail
themselves of the banking knowl-
edge that is being offered. There
are enumerable books on all
phases of banking. Encourage
dog-eared banking manuals.

New Business and Deposits

Deposits are our stock in trade
and without them we cannot ex-
ist. We are only worth our salt
if we get these deposits in. Put
them 1o work profitably and al-
ways return them to the owners
upon demand. This is. a large
size order. The acquisition of new
deposits is paramount. It is good
for the officers of a bank to be
pillars in their community, to
engage in all worthwhile com-
munity activities and to call
upon their customers. Many
banks have “specials,” men whose
sole activity is the acquiring of
new accounts, mainly commercial
but also savings business. We
have found that you should select
men who are salesmen, who like
people and who enjoy the promo-
tional effort. They are the ones
to be in your new business de-
partment. We believe that this is
a more successful procedure than
to depend on the officers to make
the calls, although both methods
are desirable. Remember, that as
long as a new businessman pro-
duces, sufficient volume that the
carnings on these new deposits

will pay all of his expenses, his

salary and produce a profit for
the bank, he is a valuable  asset
and you can multiply him many
times,
' Loans

The making of loans and buy-
ing of securities is just as impor-
tant as other activiiies of the
bank, and more important than
all activities ‘with the exception
of acquiring deposits. Here again,
every bank, large or small, must
have men of discernment and
iraining in order to make proper

‘loans. This is such a vast subject

that I will not dwell upon it. We
all have to contend with this in
ithe banking business. Here is
my definition of a good loan:

It is for the least amount of
money and for the shortest length
of time that will accomplish the
purpose intended.

Government Bonds

Since World War 1I, banking
and our whole economy have
gone through a drastic change.
Government bonds and likewise
government debt were practically
unknown prior to World War 1.
Government deht did not become
a prime factor in our economy
until°- World. War II. I will not
bore you with statistics—I didn’t
even bother to check on the
amount of government bonds
owned by our banks; but it is
many billions of dollars. We con-
sider. government bonds second-
ary reserve in banking, and I be-
lieve rightly so. Most large city
banks have a man who devotes a
considerable portion of his time
to the handling of the government
bonc portfolio—he is an expert.
Smaller banks just cannot afford
to have on their staff this kind of
an expert. They do have the
knowledge that is possessed by
their correspondent banking con-
nections to draw upon. Also, there
are some very good bank invest-
ment counselors for guidance, not
only in connection with their
government bond portfolio, but
all other investments, also good
rating agencies.
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The important thing, I believe,
is staggered maturities of gov-
erninent bonds. In my opinion, a
bank should not have very many,
if any, bonds beyond a 10-year
maturity. - In staggering your
maturities, you should attempt to
provide suff1c1ent short term
bonds to meet at one.and the
same time a fall off in deposits
with an increase in demand for
loans. Sometimes, quite often in
fact, these two conditions exist
simultaneously. Also, in connec-
tion with the larger government
bond portfolios, there are- oppor-
tunities to make capital gains by
buying and selling securities.
There are times when a bank can
and should take capital gains by
selling government bonds and
more recently, we have had
good opportunities to take losses
by sellmg government securities.
It is possible to take losses by
selling Government bond secu-
rities. and actually improve your
bank’s earmngs over ‘a period of
years. This is due entirely to the
peculiarity of.our tax laws and
especially the capital gains pro-
vision, Do not think that I am }
advocating taking losses — I am
a profit man myself; but I did
think that we should bring it: to
your attention,

Inflation ¢

Inflation and sound money:. ... .
I mention these two economic
topics together, not because they
are synonymous; but rather be-
cause they are opposites. Since
going off the gold standard- in
1933, we have had almost con-
tinuous inflation and a semi-
managed currency and economy.
We will not go into a detailed
discussion of this subject. The
writer is not equipped to do that.
We will simply mention that our
currency is very, very delicate.
Faith and confidence are what
make it effective. It seems to me
that the board of governors of

the Federal Reserve System,  in
controlling inflation, are dealing |
with the symptom and not with |
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the disease 1tself I have a cure
for inflation.’ Here it is:

_\cduce our annual budget by
$10 billion. This would leave a
bud"et of approximately $61 bil-
lion. Reduce taxes %5 or $6 bil-
lion, and do so by ehmmatmg as
far as possible the excessive
taxes in the higher brackets. In-
clude in the $61 billion budget an
item for approximately $8 billion
to pay on the principal of our
debt each year. Well, there it is
for what it is worth—simple, isn’t
it? I am. afraid not very prac-
tical for the reason that no politi-
cal party would adopt it; but I
am certain that it would be ef-
tective and in itself would curb
linflation and preserve sound
money. It deals with the disease
itself and not with a symptom.

Independent Banking

This js a vital, live issue; one
with which bankers will have to
contend, for a number of years.
‘We happen to believe strongly in
the American system of banking,
and are the only country in the
world which has so many inde-
pendently operated banks. I re-
member when a young man I was
Assistant Cashier of a small bank
in" Ligonier, Ind. "I was actually
Cashier of the bank, but had just
turned 21; and they thought me
too young for that title. I had
authority - to make loans, and
while 1 knew the businessmen of
our fown fairly well, I was not
very well acquainted with many
of.the farmers. This was the day
before credit files. I doubt if I
knew what a financial statement
was at that time.

However, here was our bank
situated on the main corner ol
the town. 'This was a  Jewish
community. Next door to us, Eli
Jacobs owned the dry goods store.
Half way down the block on the
alley, Meyer Jacobs owned a
men’s clothing store. Well, ' Sir,
when some of the farmers came
in for small loans to tide them
over until harvest time, I would
make an excuse for a delay of a
minute or two, and would go out
the back way and see either
Meyer or Eli Jacobs; and when
they told me that a loan was good
or was not good, that was excel-
lent advice, and I always followed
it and the loans turned out as
they -said.

.Now, supposing that this had
been one of a chain bank ‘with a
head - office in Indianapolis, we
will say. Well, we just know that
it.would have been physically im-
possible for a man from Indian-
apolis to get over to Ligonier in
time: to talk to Meyer or Eli
Jacobs and make that loan. It
just couldn’t be done. So ...
is one good reason for locally
owned banks operated by local
men who know the people and
the community needs. We have a
form of branch banking in Detroit

and drudgery, and many of us re-
gard it as one of God’s blessings.
Fortunate, indeed, are those who
are in. the latter classification.

Here is the first stanza of a short
poem illustrating my point:

Be brave—uwe are not here to
play, to dream, to drift, we have

hard work to do and loads to lift,

shun not the struggle, face it—tis
God’s gift.

I recently wrote a memo-
randum covering the knowledge
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and training that a‘good superin-
tendent of branch ‘banks should
possess. 1 was amazed—he has to
be almost a “superman”—and all
of the banking profession are
“supermen.”

Rutter Co to Admit
Rutter & Co., 20 Exchange
Place, New York City, members
of the New York Stock Exchange,
on Dec. 26 will admit Mildred H.
Rutter to limited partnership.

R. W. Pressprich Go.
Opens Coast Office

R. W. Pressprich &.Co., mem-=
bers of New York Stock Exchange,
have opened a San Francisco of-
fice at 605 Market Street under
the management of Thomas E.
Liebermann,  The firm also an-~
nounces that Gordon Dickinson

(2645) 13

Williams will be associated with
this new office, .

In a previous issue of the
“Chronicle,” reporting the open-
ing of the new office, it was in-
correctly indicated that Mr. Wil-
liams would be the Manager.

Form Vanguard Secs.
Vanguard Securities, Inec. . has
been ‘formed with offices at 52
Broadway, New York City, to en-
gage in a securities.business.

And you’ll find 103

savory meat dishes in cans

Meat in all its variety now the most convenient

other

SEVEN GREAT DIVISIONS
WELDED INTO ONE COMPLETE
STEEL-MAKING STRUCTURE

Great Lakes Steel Corporation ¢ Weirton
Steel Company ¢ Stran-Stecl Corporation »
Ilanna Iron Ore Company ¢ National Steel
Products C y ¢ The IL Furnace
Corporation ¢ National Mines Corporation

Of the 113 meats, meat spreads or
combinations of meats and other
dishes now available in the -all-con-

venient and sanitary “tin” can what’s. .

the top favorite?

Luncheon meats! Next: in order'
canned ham, chile con carne, beef
stew, corned beef hash.

More than 759 of American -

families today relish-these products

for their protein-packed palatability,
their meal-preparing convenience in -

the home, on outmgs. But Americans

have “gone for”” this “tinned” staple

since as far back as 1872 when the
first successful canned meat—corned
beef—was introduced.  Today,

it’s'

mealtime staple because of tin plate

cans of meat and/or meat products
are turned out annually.

The “tin” can—sanitary, unbreak-
able, easy to store and to keep—is
- actually about 999, steel, tin-coated

““for corrosion resistance.

" Vast quantities of tin plate go into
the more than 40 billion cans.pro-
duced each year: to bring you the
hundreds of products packed in cans
today. And our Welrton Steel
Company division is a major supplier
“of both electrolytic and hot-dipped
tin plate for the canning industry.

Tin plate is just one of the many
steels made by National, where our
constant goal.is to produce -better

estimated that a total of 1,270,000,000

NATIONAL STEEL

GRANT BUILDING

this 7

and I believe it is good;. and it ’

nright be at some future time
that the boundary line of
branches could be extended some-
what, due to the fact that so
much of our business and so many
of our people are moving to the
syburban areas. Let's hold fast
to our form of banking—locally
owned — lacally operated.
péndent banking for independent
people operating in an independ-
ent economy.

Conclusion

.I have touched upon some of
ihe things that will demand the
aftention. of bankers next year

Inde- :

and probably for many years, and !

there are also many other matters
such “a$ operations, bank build-
ings, protective devices. and I am
sure many- other items, including
of course our old stand-by taxes,

There-is also one other item that :

1 ‘would like to mention in detail.
This I know bankers will have to
‘contend with in 1958 — it is so

very, very important and-such.a ?
little word; only four letters. "The

word is ‘work. Some people
think of ‘their work as onerous
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The Puerto Rican at Home:
Operation Bootstrap

By EDWARD MAKRCUS

" Associate Professor of Economics
Brooklyn College, New York City

Economic Consultant, Ira Haupt & Co., New York City

The real pre-tax profit gains of American firms in Puerto Rico
compared to mainland earnings, the excellence of the local
labor force, strategic intermediate fabricator pesition between
the raw material supplying countries of South America and the

U. S. market, and prospects

for greater inlegration of the

Island’s firms in supplying the domestic market are indications,
according to Professor Marcus, of Puerto Rican business
opportunities. Products bearing a low transportation cost to
selling price constitute the Island’s strongest forte and, as the
writer points out, testifies to success of “Operation Bootstrap”
in countering population growth and succeeding in raising the

standard of living second highest,

to Venezuela, in all

Latin America.

Although the Commonwealth of
Puerto Rico is only a few hours
by air from the mainland, the
average American is as ignorant
of the Island
as he is of the
more distant
parts of the
Puacific Ocean
area, Vaguely
he is aware
that they are
citizens, for
the unrestrict-
ed immigra-
tion accom-~
panying that
status has
brought thou-
sands — in-
deed, hun-
dreds of thou-
sands—to the larger urban centers,
and, in particular, New York Cily.
Like the many waves that pre-
ceded them, these newcomers are
found mainly in the lower paid

and unskilled jobs, reflecting the
lot of the first generation immi-
grant, strange, unfamiliar, and in-
itially unsuited to the “Amerlcan
way of life”. Each day more planes
arrive from San Juan, the capital,
adding ‘still further to the housing
vroblem now faced by so many of
their brothers. It is estimated that
New York City alone has between
iwo and three times the number
of Puerto Ricans that now live in
San Juan, the Commonwealth’s

. Edward Marcus

largest city, and that there is one
Puerto Rican living in the United
States for every three in the Coin-
monwealth. One-third of all Man-

_ hattan schoolchildren up to the

junior high school levcl are Puer-

; to Ricans!

Yect, even the-casual visitor to
the Commonwealth must wonder

i why there is this wholesale migra-
{ tion.

It is certainly a pleasant
place to spend one’s winter vaca-

; tion, and the boom in San Juan’s
i hotel construction.is evidence that

here is a delightful place to forget
the rigors of the colder North.
Nor is this prosperity limited to
the tourist trade; all over the
Island there is an immense un-
furling of creative energies indic-
ative of a people on the move.
Only when viewed against the
tremendous problems that this
program is combatting can a
clearer picture be obtained of
these various cross-currents that
make the composite Puerto. Rico
today.
I. Operation Bootstrap

According to the 1950 Census
Puerto Rico had a population of
almost two-and-a-quarter million
living in an area of 3,435 square
miles, or almost 700 per square
mile. This overcrowding can be
illustrated by a simple compari-
son: were all the world’s peoples
to move into the present conti-
nental United States, the density

T — -

PUERTO RICO

municipal « commonwealth « revenue
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would probably be no greater than
in Puerto Rico. Moreover, less
than a tenth' of the two million
acres of agricultural land is first
grade, ‘while about 800,000 can be
considered arable. Of the latter,
sugar accounts for 35% to 45%.
Much of the country is mountain-
ous—beautiful like El Yunque, the
rain forest, but poorly suited to
support a people hard-pressed for
existence. Much of the wood is
low-grade or waste, so that effi-
cient methods cannot be used to
harvest the commercially valuable
types. Even desertland claims
some of the precious space. i

Accounting for and increasing
the population pressures is the
high- birth ‘rate, while *modern
sanitation has reduced thé death
rate sharply. In 1956-57 the birth

,rate was 32.9 per thousand popu--

lation, only some 15% below. 1940,
while the death rate was 7.0 per
thousand, or 60% below 1940.
Were it not for migration, such an
increase would double the total in
a quarter of a century.

As recently as 1950 per capita
income was estimated at $322, less
than half that of the poorest,of the
48 states, and about a sixth the
New York State average.

To mect these challenges,  the
Government of Puerto Rico: has
been trying to induce rapid in-
dustrialization through its “Opera-
tion Bootstrap”, primarily by at-
tracting mainland firms to estab-
lish plants in the Island. By fun-
neling its surplus labor into man-
ufacturing, the over-all. produc-
tivity can be raised, and with it
the standard of hvm“ "Govern-

ment-aided enterprises with the’

bright “Fomento” insignia indicat-
ing their sponsorship have sprung
up all over the Island, and now
account for about a sixth of the
Commonwealth’s income. The
Puerto Rican standard of living
has been raised to the highest in
the Caribhean, second only to oil-
rich Venezuela among the Latin
American countries.

II. Real Business Gain

To produce the magnet for the
American industrizlist, the Com-
monwealth resorted to a series of
measures designed to lessen the
tax burden on the new entrant.
For example, a corporation could
be exempt from the Common-
wealth income tax for ten years
on income earned in the Island.
Moreover, Federal individual and
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corporate income taxes are no
longer in force in the Common-

wealth (since 1950), thus ‘making
the location doubly exempt. Only/

if the corporation’s income is sub~
sequently distributed, for exam-
ple, as dividends to the mainland
parent, does it become {fully tax-
able. (Unlike dividends within the
48 states, this distribution would
not be given an 85% credit.) In
addition, Puerto Rico allows flexi-
ble depreciation at whatever an-
nual rate .the company wishes,
thus intreducing still further sav—
ings if desired. "

As a result; in part, ot the above
legislation, many -companies -have
been induced to establish units, at
first mainly.the smaller producer,
but as time passed more and .more
of. the larger: corporations—Gen-~
eral Electric, Union Carbide-—also
participated. “To date the bulk of
the additions have been in tex-
tiles, apparel, electronies, and
plastics, reflecting th e Island’s
transportation problem—only pro-
ducts with low transport-to-
finished price ratios would find
the relocations suitable.

:As would  be expected, most of
the beneficiaries have been Main-
land-financed establishments. Half
the net investment. has come from
the maintand. And the Island is
now dotted with names familiar
to the Stateside resident.

But the motivation has been
more, than just the search for a
tax haven. A recent study com-
paring pretax profit margins for

‘American firms in Puerto Rico

with all U. S. corporations indi-
cated that the former had a re-

‘turn. more than half again as high

as’ the latter (in 1955, the latest
year for which data were availa-
ble). Only four years earlier the
two had been about the same, but
with the experience gained in
these new operations, the Puerto
Rican worker slowly stepped up
productivity, and with it the mar-
gin of protit. Of course, thanks to
the tax differential, the after-tax
margin had been much greater for
the Puerto Rican-based firm in
both years, some threefold that of
the American-based company in
1955,

The quality of the labor force
has also been an asset, and has
proved more pliable than is gen-
erally expected of a rural, un-
trained area. The high birth rate,
although it has created its own
pressures, has provided a plentiful
supply of young, strong employees,
able and willing to learn the new
trade techniques, Moreover, the
typical worker—male or female—
has shown unusual manual dex-
terity coupled with precision
operation. Unlike so many of the
Mainlanders, they have shown
themselves well adapted to the
long production runs characteris-

- tic of modern industry, and show

less tendency to boredom. They
like their jobs, and understand-
ably so, since they realize that the
alternative is low -paid back -
breaking agricultural work. Even
the women reflect this feeling,
“dressing up” when they come to
work.

Nor is local labor paid sweat-
shop wages. The Commonwealth
does not wish to become a sanctu-
ary for that type of firm, and has
its own minimum wage for purely
local industries;” those selling in
interstate and foreign commerce
are subject to the Federal Fair
Labor Standards Act. These

minima, of course, are lower than”

their Stateside counterparts, but
so is the productivity. Actually,
as the latter improves, the mini-
mum is usually raised. Even fringe
benefits, usually lacking in an
area that is first ‘industrializing,
are gradually entering the local
wage  structure, though these

' probably account for no more than

5% of the total payroll.

‘That the attempt to raise wages
and productivity has not been an
empty gesture can be seen quite
plainly from the average manu-
facturing wage. During the past
five years the Puerto Rican aver-
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Mainland average has gone up
only a fifth. The former, of course,
is still lower, amounting to per-
haps only a third the latter. Al-
though he has gained relatively,
the absolute differential is still
very wide for the typical Puerto
Rican factory worker, so that the
competitive advantage has not
been lessened.

Moreover, these gains have been
eéemployed in very visible ways to
raise local living standards.
Throughout the Island homes in

the $6,000-8,000" class have sprung

up, financed -mainly by the Rock-
efeller-supported International
Basic . Economy Corporation
(“IBEC”). .A 5% downpayment
makes it accessible to thousands
who: had previously
demned- to slums and shacks. A
irip through any urban area will
reveal the widespread housing
hoom, sporting television antennae
and the numerous electrical ap-
pliances that the masses all over
yearn for. Meanwhile, as an extra
assist, the cost of distribution is
being attacked through the rapid
introduction of supermarkets, thus
enabling the newly-won dollar to .
go that much further. San Juan
alone has more than a dozen to
serve its quarter- mllllon popula- :
tion.

Furthermore, the Puerto Rican
has not gone “overboard” in his
prosperity. FHA foreclosure sta- ;
tistics indicate a rate only one-
fourth that experienced  in: the
United States itself. ‘

It might be noted that this in-
custrial progress has not: been
limited to the larger centers.” The
Government has been making
particular efforts to get new busi-
nesses to locate in the smaller .
communities, and since 1950 the
proportion of employment in the
factories promoted in these
regions has more than doubled,
while the absolute number em-
ployed there has risen almost ten-
{old.

Probably the biggest disappoint-
ment and continuing problem is
the lack of local participation in
the over-all industrialization. To
some extent this is unavoidable;
large amounts of capital are often
necessary for such undertakings
and the local markets simply do
not have the means for mobilizing
the necessary capital.

But even among the areas tra-
ditionally native-owned the rec-
crd has been unimpressive. From
1949 to 1957 employment declined
a quarter compared with almost
a 50% gain for the Government-
sponsored sector. Sugar, once the
mainstay of the coumntry’s econ-
omy, showed a severe decline.
Few Puerto Rican firms produce
{or external markets, so that they
lack the pressures or the ability
to meet the sterner competition
that brings about the increased
efficiency.

IIL. Accomphshments

What have been the results of
these attemnts to raise the Island’s
living standards primarily through
its own efforts—Operation Boot-
strap, to give its popular title?
Certainly, there has been ‘much
accomplished. From 1950-51 to
1956-57 the Commonwealth Gross
National Product rose some 55%;,
a rate higher than on the Main-
land. In the Government-spon-
sored plaats the average earnings
are now more than $1,000 per an-
num per worker, or some $2,000
per family. Had it not been for
the program, tnere is no question
that the income of the Common- -
wealth’s rapidly expanding popu- °
lation would have actually shown
a decrease. .

Construction - employment has
been the outstanding gainer, partly -
because the type of labor required
is especially suitable - for the -
former agricultural worker. The
Island’s industrialization and tour-
ist programs have made for many
new jobs in erecting buildings,
adding highways, and putting in

Continued on page 19

been con-

N age has risen about half, while the
gitized for FRASER ‘ '

p://fraser.stloyisfed.org/ .




Volume 186 Number 5700 . .

Two From Texas

By-DR. IRA U. COBLEIGH .

Enterprise Economist

A year-end look at two up-and-coming Texas companies, in
entirely unrelated fields of endeavor—Lone Star Steel- Com-
pany and Texas lnstruments lnc.

We don’t kuow ]ust how the
bracketmg for ‘today’s piece got
arranged, ‘but . we do know that
these Texz\s entries are lively
‘companies,

,foperatmg in -
expanding.:
'segments of,

-..our: economy.
‘Both should -

“makemore
money ne x.t
year than -
this; and both
should make
a genuine ap-
‘peal to inves-
‘tors seeking
growth - equi-
ties — assum-
ing of course,
that sueh
have not gone out of fashion in
the txred markets of today, .

Ira U, Cobleigh

Lone Star Steel Company '

L Lone Star Steel:has experienced

a swift risesin 001porate stature.
It was founded.in’ 1942, and now.

‘<18’ an integrated pxoducel major-

.ingZin steel’ and-cast iron pipes.
. . Starting off as; i operator of a
- Government-“built - 'and o wmn e d
'blast furnace during the war,: it
"wound up.-buying the -plant at
0 twenfv cents on the dollar. of ‘cost
in 71948, It wasn’t just‘the steel
mill”at* Lone Star,. Texas (how
Texan can you get’) but 56,000
acres of ore lands and some coal
mines in Oklahoma also went
with the deal. In 1950 a cast iron
pressure pipe foundry (80,000 ton
capacity) was built. . In 1951 Lone
Star arranged a $87 million loan
(RFC) with which funds it built,
in the next two years, an electric-
welded steel pipe mill, and related
slab and strip mills, This was a
big venture stepping up annual
ingot capacity to 550,000 tons. But
it was a smart investment,

~ When the facilities were all
built and under way, Lone Star
was ready and able to turn out
the finest oil well pipe around,
and it had the very great advan-
tage of being within 500 miles of
three-fourths of all the oil drill-
ing in the U. S. A fine product,
nearness. to customers and a big
bulge on competitors due to lower
transport costs — all these have
kept Lone Star Steel humming.
In addition, the company does a
rapldly expanding business. in cast
n'on pipes for water supply which,
in the Southwest, has become a
major long range ploblem

Lone Star has, with the excep~
tion of a strike this Fall, been
operating ' at capacity. It expects
to continue that way in 1958, in
sharp contrast with many of its
brethren in the steel business
who’ve been singing the blues
lately.

The king size indebtedness has
dictated postponement of cash
dividends even though earnings
have. been zooming ahead. But
the plowback of these earnings,
plus. heavy depreciation and de-
pletion allowances (about $1.30 a
share this year) have enabled a
Jlarge-scale debt reduction (from
$87 million to $56 million) in six
years: and still left $37 million
in net current assets as of 9/30/57.
Sales are expected to cross the
$100 million mark for the- first
time, this year.

Right now ' capitalization of
Lone Star is about $56 million in
long-term debt followed by 2,904,-
000 shares of common. The per
share earnings have risen‘ from
$1.64 in 1955 to $3.50 for .1956.
‘This year they should cross $4,
and analysis are talking about $5
for 1958.  The common trades
over the counter having ranged
in 1957 between a low of 221% and
a high of 4215, At current quotes

‘about. some negotiable®

.silicon transistors.

oI about “8 the <tock appea1s
adequately. discounted. - Here’s ‘a
dynamic ~company headed by.ia-
real “two-fisted: President, Mr.:E.
B..Germany, :who plays enthu51
asm for. Texas, and enthusiasm. for .
Lone . Star . Steel : back : to :back!”
While, steel ‘shaves are certainly’
not -the -market ' darlings “of _the -
‘moiment, . here’s ‘one.: that’s. going”
to look better’in. 1958 and p0551b1y
pay a cash dividend :for “the .first -
time. (There was 'a .25%. stock
dividend in 1949 and a 10% ‘one"
this - year.) Quite: a company,
Lone Star Steel — deep in the
hearths of Texas!

Texas Instruments, Incorporated

And now, if you can stand the
jolt, let’s sw1tch from . steel to
electronics, but sticking to -the
same .State, withal. . Let’s. . talk -
‘instru-’,

ments, .10 . wit, ‘the. secuutles of

. The Commercial and Financial Chronicle

expected to advance another 20%
in' 1948. The upward march of
net income has been equally im-
pressive. 1{ was $370,000 in 1948,
and should reach $3,500,000 this
year,

Capitalization consists of 3,200,-
000 shares of common prcceded
by $7 million in funded debt. The
stock makes absolutely no appeal
to yield-minded buyers since it
has paid no cash dividends, and
management is not particularly
-interested in commencing same.
This ,is essentially a plow-back
situation wherein net earnings

Texas Instruments, Inc,” - il
“Texas Instmments makes tran-’

sistors, a gadget ‘that" does. whdt
olectlon vacuum tubes-used-to ‘do .
~—Dhut better and in 1/100th" of. the
space. ' These -transistors, -will,s in”
due. course, find their way mto
co*‘np'utem eléctronic: guidance
angd :control systems, not -0 men-
tion-ihe most common-iapplica=-
tions in radios and-TV sets. "
"The  recent, -spate' of 'missile
launchings (and" press - releases!)
at Cape Candvual pomts up the
fact that we’re now going all-out
in rocketry. This is all to ‘the good
for Texas Instruments, Inc., since
about one-third of its business has
been the “supply of electronic
guidance systems for both manned

and unmanned aircraft and mis- -

siles. This division of company
operations seems bound to in-
crease importantly in 1958.

Related to the foregoing is the
company’s optical division. Here
are produced a wide assortment of
spherical, cylindrical and pris-
matic ‘lenses used -for strategic
mappm,,, military target location,
angd in infrared devices for detec-
tion, guidance, tracking and
photography.

Another interesting facet - of
company operations is Geophysi-
cal Service Inc. This division is a
coniractor for field exploration
for minerals of many kinds. On

shore and off shore search for oil -

is .going on all over the world.
GSI (using instruments -made by
Industrial Instrumentation Divi-
sion of the Company) makes sur-
veys and reports based on detec-
tica
record the depth, probable extent,
and character of oil and other
mineral-bearing zones within the
earth’s crust. This is a profitable
business and a rapidly expanding
one.

Texas Instruments Ine. has its
main plant at Dallas, Texas, and
its Industrial Instrumentation
Division in Houston. - The plant
has always been non-union.
Whether in spite, or hecause, of
that fact, labor relations have
been - excellent and plant effi-
ciency high.

Research at Texas Instruments
Inc. has been patient and effec-
tive and led to pioneer production
of the earliest transistors used in
radios. Later on, experiments in
silicon led to substantial produc-
tion of that element, and its ap-
plication to the manufacture of
Today Texas
Instruments. is . the © recognized
leader in- thls fleld of 51llcon
transistors.

The growth of thlS company has ~
been phenomenal. For 1948, sales
were just a shade below $5 mil-
lion, This year they should cross
the $65 million mark. Sales are

and net worth have risen with

unusual velocity, reflected by a
rise in share prices. The stock sold
at 5 in 1953. This -year it has
ranged from a low of 157 to a
high of 31%5. The stock, at the
current price of around 247 Y5, must
be somewhere near a buying level
for those interested in an animate

clectronic equity with high-volt-
age possibilities.. It’s not for
widows and orphans, however, -
.In some ways, this piece today
is'a bit on the daring side since
most-of the security savants have,
in recent’ weeks, been turning
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their backs on “growth” stocks
and plumping for prime bonds
and durable blue chips with long
records of unbroken dividend
payments. The Texas viewpoint,
however, is that if something isn’t
big and growing bigger, you
might as well throw it back into
the Gulf of Mexico. Well these
two companies are kig and grow-
ing bigger. The sustained trends
in earnings . power, in both in-
stances, is so pronounced as to
suggest rising quotations for each
stock in anything resembling a
confident security market.

Hotels and Beaches, San Juan

Significant Facts Regarding Puerto Rico’s

Tax Exempt Public Obligations
FISCAL YEAR ENDED JUNE 30, 1957

PUBLIC REVENUES
NET DEBT

DEBT SERVICE REQUIREMENTS
NET INCOME OF THE ECONOMY

devices which locate and .

RATIOS
Net debt to:
Assessed Valuation

: Appraised Valuation

COMMONWEALTH

$ 197,500,000
$ 48,600,000
$ 3,500,000

Debt Service Requirements to:

Public Revenues

Commonwealth Net Income

NET DEBT PER CAPITA

1.8%
0.3%
321

Commonwealth of Puerto Rico

MUNICIPAL
$ 33,000,000
$ 22,000,000
$ 3,500,000

~$ 1,007,000.000

GOVERNMENT DEVELOPMENT BANK FOR PUERTO RICO
SAN JUAN, PUERTO RICO ‘
New York Information Office— 37 Wall Street, New York 5, N. Y.
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“Short-Run Interest: Rate Outlook

By EDWARD E. BROWN~*
Chairman of the Board, The First National Bank of Chicago

Dean of Chicago bankers finds our recession is mild, so far;

our interest rates are low by present world experience and by

our historical standards;. and that the interest rate trend will
correlate closely with the business picture.

Barring war, interest rates during December and the first six
months of 1958 will depend almost entirely upon the level of busi-
ness. Actions' by ‘the Federal Reserve Board will have only a’
minor effect. Tae United States and most other countries of the

world are now in a mild recession., No one
can say with certainty how long the recession
will last before it turns or how much deeper
. it may go. ...
To me, il seems most unlikely that the
" present recession will end in the first six
months of '58. Assuming this to be the case,
I think that interest rates, both short- and
long-term, will certainly not increase in the
next six or seven months and probably will
decline somewhat., With a mild recession on,
businesses are not voluntarily going to increase
inventories, they are going to decrease capital

expenditures

for new plant and equipment

below the level of last year, and savings are

Edward E, brown

almost certain to increase. Savings in the past
have always increased when people generally

still had their jobs and had some worry about

the security of their jobs in the future, That is the situation now,

employment and income are still high, but people are concerned
about the future and the rate of savings is increasing,

A lessened demand for money and increased savings'can only

mean somewhat lower interest rates, both short- and long-term.

Interest Rates and Business

I do not think that any action of the Federal Reserve Board
would have much effect one way or the other. By open market
operations or reducing reserve requirements they may give the
banks more money to loan and thus slightly hasten the time of a
decrease in interest rates. But the all-decisive factor determining
interest rates during the next six or seven months will be the
development of the business picture.

Let us not forget that by historical standards the level of
business activity is still high in this country, that the recession
which we are experiencing is so far slight, and that interest rates
in' this country are still below those in most of the world and are

low except in comparison with those of the last 25 years.
cannot expect to live forever at the top of a boom period. |

We

“Remarks made by Mr. Brown at Business Outlook Conference of the First

National Bank of Chicago, Dec. 10, 1957.

Ralph Winthrop Opens

Ralph Winthrop is engaging in a
securities business from offices at
1 East 47th Street, New York City.

Joins Eastman Dillon
(Special to Tie FINANCIAL CHRONICLE)
BOSTON, Mass. — James F.
Cleary has joined the staff of
Eastman Dillon, Union Securities
& Co,, 50 State Street.

Sidney Ungar Opens
Sidney J. Ungar is engaging in

a securities business from offices
at 261 Broadway, New York City.

With Smith, La Hue
(special to THE FINANCIAL CHRONICLE)

ST. PAUL, Minn, — Harry J.
Holmes has been added to the staff
of Smith, La Hue & Co., Pioneer
Building.

COLONIAL

INCORPORATED
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. Junior Achievement |

Award Winners

The New York Stock Exchange.
whose listed companies have an
aggregate market value of $20(
billion, on Dec. 17 paid tribute to
fwo import-export executives rep-
resenting a firm with a net profit
last year of $9.95. -

The company was Trans-Oceanic
Traders of Seattle, Wash., a Junior
Achievement company whose an-
nual report has been selected from
among 3,000 Junior Achievement
companics as best in the nation in
the annual contest sponsored by
the Exchange. Junior Achieve-
ment companies are organized by
high school students who float
stock, make and sell products and
actually operate a small-scale bus-
iness as a practical program of
cconomic education.

Taking bows for their winning
report were David C. Wynstra, 11,
and 'Larry V. George, 16, Both
boys served half-year terms as
President of Trans-Oceanic.
Trans-Oceanic Traders was coun-
seled by The National Bank of
Comirerce of Seattle,

Also honored were the four
runner-up companies in the an-
nual contest. On hand to accept
second- to fifth-place honors were:
Jerry Szabo, 17, representing Del-
Ja-Co., Wilmington, Del, Del-Ja-
Co. of Wilmington was counseled
by E. I. du Pont de Nemours Co.;
Jerome Wysong, 17, of Poly Prod-
ucts, of Dayton, Ohio, which was
counseled by the Dayton Rubber
Co.: Patricia Stewart, 16, of CON-
GINCO, Birmingham, Ala., which
was counseled by Continental Gin
Co., and Rolf Houkom, 17, of Tot
Toy Products, Duluth, Minn.,
which was counseled by the West-
ern Electric Company.

The teen-age tycoons heard
Keith Funston, President of the
Exchange, M. J. Rathbone, Presi-
dent of Standard Oil Co. (N. J.)
and George Alpert, President of
N.Y.,N.H. and Hartford RR. praise
the accomplishments of Junior
Achievement and the spirit and
ability of the yvoung people”who
prepared the winning reports.

On hand for the award cere-
monies held on the trading floor
of the Exchange were over 400
teen-age members of Junior
Achievement representing the
J. A. programs in New York,
Bridgeport, New Haven, and Hart-
ford, Conn., Elizabeth, Newark,
and Passaic, N. J.; Philadelphia,
Pa.; Wilmington, Del.,, and Balti-
more, Md.

Finance and industry in the
metropolitan area joined in hon-
oring the young people with over
400 adult executives in attendance,

Prior to the award ceremonies
a reception and explanation of
Exchange operations was held on
the trading floor,

The Junior Achievement pro-
gram is currently operating in
over 200 cities with 56,000 teen-
agers enrolled.

THE MARKET . .

By WALLACE STREETE

AND YOU

Stocks continued to put
their worst foot forward this
week at a season when a rally
1s traditional to make 1t
doubly discouraging. The in-
dustrial average, far from
lending ‘encouragement, ap-
peared to be in the process of
testing the October low,

Tax selling was still a fac-
tor in the continued decline,
but Street talk laid much of
the liquidation to discouraged
investors who had expec.ca
better treatment at a year-
end but now have become
dejected.

Dipping Indices

Basic indices were no help
to either sentiment or the
market—steel operations con-
tinuing to dip, auto sales lag-
ging, layoffs spreading and
forecasts generally far from
hopeful. Predictions that the
turn for the better won’t ar-
rive until sometime in mid-
1958 are hardly calculated to
spur any action this early.

As it frequently does, the

market even ignored some of

the hopetul spots, notably the
aircraft-missile section where
continued high activity is
more or less assured. These
shares were fully as soft as
the general market when the
going was rough. United Air-
craft, in fact, was prominent
at a new 1957 low, which is
a distinctly new note in this
section.

New Lows for Steels, Motors
The heavier sections, in
tune with the economic ba-
rometers, were the steels and
motors and their strings of
appearances at new lows
were long. Chrysler was the
harder-hit item in the auto
section more times than not
while the steels were rather
universally easy. Bethlehem
and Youngstown Sheet gave
ground a bit more readily
th’an the rest.
While the Big Three of
motordom were appearing at
new lows simultaneously,
American Motors was a bit

s distinguished in that.it not

only was far trom tnreaten-
ing 'its low but even able to
show a small plus sign at
times when' general selling
was making a shambles of the
list otherwise.”

An interim report to stock-
holders from' the company
indicating that.-a“ profit ‘of
more than $3 million will re-
place the $2.9 million loss of
the first fiscal quarter last
year was largely responsible
for the above-average action.
American has put its major
effort behind the low-priced,
compact Rambler—the only
maker that hasn't been in-
volved in the race for lower,
longer and more expensive
automobiles.

The bet would seem to be
paying off for American. The
company had- rolled up an
operating loss of $31 million
in the 1956 fiscal year,
trimmed it to $101%2 million
in 1957 and for the first two
months of the new fiscal year
was able to spur a more than
507 increase in Rambler
sales to get into the black ink
category.

Aircraft-Missiles Favored
Despite their poor market
performance, the aircraft-mis-
sile shares were still highly
regarded by market analysts.
Douglas had retreated to
where the yield was around
6% for an above-average re-
turn. And the omens aren’t
at all bad for this company.
L.ast year’s earnings of
$8.96 well covered the $4
dividend and the final figure
for this year is expected to
compare favorably so the
dividend is far from being in
any jeopardy. Douglas’ civil-
ian production is expected to
account for about a third of
gross this year and this is by
far the more profitable end
of the business. Moreover, the
company has a good foothold
in the missile business and
missile sales for the first half
of this year came to $75 mil-
lion against $140 for all of
1956. The missile business,
at least, is growing and will
continue for some time ap-
parently.
The food

shares have

“FOR SALE’’

These Beautifully Bound Sets of

“CHRONICLES” 1895 to 1939—inclusive
1908 to 1928—inclusive
1914 to 1956—inclusive
1926 to 1952—inclusive .

Available for immediate sale in New York City
Subject to prior sale,

Write: Edwin L. Beek
¢/o0 Chronicle, 25 Park Place
New York 7, N. Y.

460 Supermarkets Serving
231 Communities in 11 States
East of the Mississippi

_GENERAL OFFICES: ATLANTA, GEORGIA Phone:

REctor 2-9570
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emerged as a definitely de-
fensive section when market
selling is on, and have been
among the better-acting items
at other times. It follows the
ages-old adage. that “people
have to eat” despite economic
conditions. The difference is
that this group was definitely
neglected up to here. H. J.
Heinz, which sold for 60 in
1956, has been holding all this
year in a 10-point range of
44-54. The stock offers a yield
of around 5% and a price-
‘times-earnings ratio of only
712 where others in the food
line sell around 12-times earn-
ings. The stock’s dividend his-
fory of unbroken payments is
nearing the half-century line
although it wasn’t available
publicly until less than a
dozen years ago.

Rails were being scanned
for the first time in a long

while, both because they have:

been severely depressed and
because the group on occasion
has shown an ability to re-
bound sharply from what is
apparently an oversold posi-
tion.
Speeial Situations

Special situations like
Missouri Pacific where the
possibility is for eventual
consolidation with Texas &
Pacific Railroad of which it

is the dominant stockholder:

were favored for the increase
in net income that would re-
sult from the merger. Like
others, Missouri Pacific has
suffered a dip in profit this
year but earnings are still
substantial.

Denver & Rio Grande is
one road that has been able
to boost net, the first 10
months producing $5.24 a
share against $4.44 for the
similar period last year. Even
with a slowdown in the prof-
it-making in the final two
months, the line is still pro-
jected to a record high in
earnings with the $2.50 divi-
dend well sheltered and a re-
turn of around 7' ‘offered
at recent prices. Both the
high yield and the 15-point
decline from its year’s high
have discounted the possi-
bility of lower earnings next
year.

Bright Spots

The leisure time stocks are
candidates for maintained or
even higher profits for next
year. One of them — Bruns-
wick-Balke-Collender—is be-
ing projected to earnings of
a 'dollar or better above the
final figure for thisyear when
some extraordinary charges
were incurred. The appeal
‘here is the sharp increase in
:sales of automatic pinsetters
‘for bowling alleys. At the
start of the year the company
‘had planned-on 500 pinsetters
a month as a geal but ship-

ments lately have risen to as
much as 800 of the devices.
More importantly, no sizable
dents have been made in the
backlog.

Also something of a trend-
bucker is Ruberoid which is
expected to show increased
sales despite the dip in home
building. The company has
stressed maintenance and
modernization to fill the gap.
And home building next year
is expected to show improve-
ment with easier money now
in effect. The stock has been
available at around 6% %

yield for an above-average
return.

[The wviews expressed in this
article do mot necessarily at any
time coincide with those of the
“Chronicle.” They are presented
as those of the author only.]

Joins Jerry Thomas Staff
(Special to THz FINANCIAL CiIRONTCLE)
PALM BEACH, Fla.—Nioma B.
Wiggins has joined the staff of
Jerry Thomas & Co., Inc.,, 238
Royal Palm Way.

A. M. Kidder & Co. Adds
(3pecial to Tur FrvaNciaL CHRONICLE)
SARASOTA, Fla. — Dorice T.
Sargeant is now with A. M,
Kidder & Co., Inc., 16 South Palm
Avenue.

1

America's farmers outproduce the world
in food, thanks to the tremendously effi-
cient tractors, cultivating and harvesting
equipment developed for them by the farm
machinery industry.

Shed space is often lacking in which to
store these machines; consequently they
often are exposed to the weather for
months, when not in use.

Here again, petroleum, on which the

H. W. Knepple With
Grultenden, Podesta

Cruttenden, Podesta & Co, an-
nounced that Howard W. Knepple
has been made manager of their
Municipal Bond Department in
the New York City office, 37 Wall
Street.

Mr. Knepple has been active in
the securities field for more than
30 years and was formerly man-
ager of the Municipal Department
of Bruns, Nordeman & Co. in
New York,

Singer, Deane Appoints

Edwin A. Clark has been ap-
pointed manger of the New York
office of Singer, Deane & Scribner,
120 Broadway.
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With J. B. Hanauer
(Spe-jal to THe FINANCIAL CHRONICLE)
BEVERLY HILLS, Calif.—Ron-
ald A. Zane has been added to the
staff of J.-B. Hanauer & Co., 140
South Beverly Drive.

With Cradock Securities

(Spezcial to THE FINANCIAL CHRONICLE)

LOS ANGELES, Calif.—Donald
H. Willson is' with Cradock Secu-

rities Limited, 215 West Seventh
Street.

Form Diran, Norman
Diran, Norman & Co., Ine. is
engaging in a securities business
from offices at 80 Wall Street,
New York City.

“FARM SHED
IN A BUCKET”

farmer depends for power and lubrication,
performs another vital service.

Out of a bucket comes a low-cost “farm
shed”—a rust-preventive coating that defies
the weather and protects his machinery.

Working with industry, Texaco research
has developed such coatings to fight rust,
the great destroyer . . . another way in
which Texaco research has proved itself a
vital partner in industrial nrogress.

COMPANY

TEXACO Progress . . . at your service
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Guarded Oplimism on British |

- Fight Against

Wage-Price Rise

By PAUL EINZIG

Impressed by British Government’s genuine determination to
carry its deflationary policy to a successful conclusion and to
‘resist demands for higher wages, Dr. Einzig admits this runs
counter to his misgiving previously held. Expects private firms
to reduce their profit margins to help check wage-price infla-
tion. Failure to hold wages may lead, the writer opines, to

further credit squeeze

LONDON, Eng.—At present it
would be premature to try to ex-
press an opinion about the effec-
tiveness of the British disintla-

X tionary policy
inaugurated
with the in-
crease . of the
bank rate to
7% on Sept.
19. There are,
however, a
few indica-
tions which
justify some
degree of

guarded opti-

mism. The
most hopeful
sign is the
Government’s
own attitude
towards wage demands in Govern-
ment departments and in indus-
tries controlled by the Govern-
ment. In addition to the recent
rejection of the claims put for-
ward by National Health Service
employees, the claims of the em-
ployees of the nationalized Brit-
ish Railways and of the British
Broadcasting Corporation have
been flatly rejected.

At the same time the Govern-
ment has embarked upon a cam-
paign of exhortation to induce in-
dustrial firms to lower their prices
or at any rate to abstain from
raising them. Both the Prime
Minister, Mr. Macmillan, and the
Chancellor of the Exchequer, Mr.
Thorneycroft, have been making
speech after speech emphasizing
the imperative need for passing on
to the consumer the benefits of
technological improvements in-
stead of dividing them between
employees and shareholders. It
remains to be seen whether this
campaign will produce the desired
effects, But judging by past ex-
perience employers are much more
likely to be influenced by ofticial
exhortations of this kind than
employees.

In all probability the first step
towards effective disinflation -in
Britain will be a disinflation of
profits. Under the influence of
pressure by the Government many
firms are likely to cut their profit

~margins in order to contribute
their share towards the effort to
check the wage - price inflation.
Whether the Trade Unions will be
inclined to follow this example
seems highly doubtful, judeging by
past experience, Although they al-
ways insist on higher wages when-
ever there is an increase in prof-
its, they would be most indignant
if anyone dared to suggest a low-
ering of wages following on a de-
cline of profits. The most that can
be hoped for would be that they
might moderate their wage de-
mands.

Profit disinflation may result in
all-round disinflation, not so much
through the willingness of Trade
Unions to follow the employees’
example as through the effect of
lower dividends on snending, Al-
ready there are indications of a
more cautious spirit among the
higher-income groups. The luxury
hotels of London are not nearly as
crowded as they have been in re-
cent years. There is a noticeable
decline in the activities of yarious
qu}xry trades. This is the result of
dividend cuts by a limited number
of companies. !

The actual totals involved in
these cuts are not sufficiently

Paut Einzig

gitizleacf ¢ tapake-an appreciable dif-
p://fraser.stlouisfed.org/

to check consumption.

ference in the volume of spend-
ing. They. have produced, how-
ever, a psychological effect far in
excess of their material effect.
Whenever a firm reduces its divi-
dend shareholders of many other
firms regard it as a warning that
this is liable to happen also in re-
spect of their incomes. So the evi-
dence of lower dividends, and even
of lower profits, tends to discour-
age expenditure by many people
whose incomes have not as yet
been affected. .

The direct effect of this new
trend on the cost of living is ad-
mitiedly negligible, It only affects
the demand for articles which play
a very subordinat® part in the cost
of living index. On the other hand,
the fall in demand of the higher-
income groups is likely to produce
widespread effect through the op-
eration of the “multiplier.” There
is spending by employees engaged
in luxury trades and by those who
in turn depend on the spendings
of the employees.
likely tc be a decline of capital
expenditure in luxury trades. It
may take a little time before this
indirect effect becomes evident.
But its operation may become, in
due course, an influence of some
importance.

It remains to be seen whether
these symptoms are in themselves
¢ufficient to discourage industrial
firms from conceding wage de-
mands. For the present there is as
yet no indication of any decline in
the spendings by the lower-in-
come groups. Christmas trade in
districts catering to these con-
sumers is brisker than ever. Pos-
sibly under the influence of their
mass demand employers will feel
justified in continuing to grant
wage increases, on the assumption
that they will have no difficulty
in adding the extra cost to the
prices of their goods. If this should
be so in respect of the large ma-
jority of firms, the Government’s
existing disinflationary measures
would be doomed to failure.

In that case the Government
will have to reinforce the exist-
ing measures of credit saueeze in
order to ensure a reduction of de-
mand. Having tackled the prob-
lem from the production end with-
out success, it will have to at-
tempt to deal with the situation
from the consumption end. This
would mean a reinforcement of
restrictions on instalment selling,
and an increase in Purchase Tax.
Possibly it may mean budgeting
for a surplus to mop up purchas-
ing power. It may also mean the
accentuation of the economv drive
in Government departments. This,
together with a lowering in the
official ceiling fixed for the vol-
ume of credit, may produce the
desired results. g

It is gratifying to note that the
Government now displays genuine
determination to carry its disin-
flationary policy to successfil con-
clusion. Swvch is its unvooularvity
in the countrv that it stands to
lose verv little wpolitically by
adopting further un»ooular meas-
ures. Its ultimate political fate de-
nends on the success of its disin-
flatinary policy, so that it is a
auestion of life or death to en-
sure success. And in anv cace, if
worse eame to the worst, Minis-
ters may feel that they mi¢ht as
well be hanged for a sheen gag
for a lamb: or, to use a different
metavhor. they feel that if they
must go down they might as well

go down fighting for a good cause.

There is also -
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BOND TKADERS CLUE OF CHICAGO

The following have peen selected toserve as officers for the -

Bend Traders Club of Chicago, Ine, for'the year:1953. (Effective
March 1, 1958, name will .be  Seeurity. Traders Association: of
Chicago, Inc.) g e : ani W T

Adolph C. Egner, Jr. Orville: H. Strong Donald D. Schubert

President; Adolph C. Egier, Shearson, Hammill and Company.

Vice-President: Orville -H, - Strong, . First National Bank ol
Chicago. R : :
Secretary: Donald D. Schubert, Dempsey-Tegeler and- Com-
pany. . )

Treasurer: Williara J. Gratza, Hornblower and Weeks.

I :
TIE SECURITY TRADERS ASSOCIATION OF NEW YORK, I‘NC.

The Security Traders Association-of New York, having . just
completed its 21st Anniversary, has-eleciad. the following mem-
bers to hold office for the year 1958:

John F. McLaughlin Bernard J. Conlon

>

{

Barney Nieman

Salvatore” J. Rappa Wilbur Krisam

President: John F. McLaughlin, McLaughlin, Cryan & Co.

First Vice-President: Bernard J. Conlon, P. F. Fox & Co.

Second Vice-President: Barney Nieman, Carl Marks & Co., Inc.

Secretary: Salvatore J. Rappa, F. S. Moseley & Co.

Treasurer: Wilbur Krisam, John C. Legg & Co.

Directors (Two-year Term): Joseph H. Billings, Cowan & Co.;
Walter H. Filkins, Troster, Singer & Co.; John D. Ohlandt, Jr.,

lgcevcv York Hanseatic Corp.; Arnold J. Wechsler, Ogden, Wechsler
0. ;

Trustees of Gratuity Fund (Two-year Term): G. Harold Noke..

Francis I. du Pont & Co.; Joseph D. Krasowich, Gregory & Sons.

National Committeemen: Samuel F, Colwell, W. E. Hutton &
Co.; Stanley L. Roggenburg, Roggenburg & Co.

National Committeemen Alternates: Harry. L. Arnold, Gold-
man, Sachs & Co.; Joseph R.'Dorsey,.Bache & Co.; Walter F.
Saunders, Dominion Securities Corp.; Stanley M. Waldron, Merrill
%yrhc{h, Pierce, Fenner & Beane; Graham Walker, McManus &

alker, :

Nominating Committee: Harry L. Arnold, Goldman, Sachs &
Co.; George L. Collins, American Securities Corp.; Joseph C.
Eagan. Frank C. Masterson & Co.; Raymond C. Forbes, Shearson,
Hammill & Co. | ’

INVESTMENT TRADERS ASSOCIATION. OF PHILADELPHIA

The Investment Traders Association of Philadelphia will hold
their Annual Mid-Winter Dinner on Feb. 28, 1958 at the Bellevue-
Stratford Hotel at 7 p.m. with a luncheon and reception to be
held at 12 noon. .

" Tight Money

And Faith

By ROGER W, BABSON
Popular “shibboleths- concerning
tight money ‘ and ~antidotes ‘to . :
depression are exposed by Mr.
Babson. who finds a very high
“correlation between “material and
spiritual” - growth,. and - declares -
true “Faith” is: the “answer: to
tight money and other present- "

day: difficulties.

. The difficulty today is not “tight .

- money.” Money rates are like the

temperature recording of-a-ther-
mometer or the air pressure read-
ing by a ba- ¢
rometer.

“Tight mon-

ey” -is not: a

cause, but only

aneffect of ’

some underly-

~ing wrong.

" We hear
much about
the population
growtn ahead
cf us. This i3
an . -optimistic
factor: but
many oriental
nations now
have big pop-
ulations and are living in poverty.
To . benefit from a large popula< "
tion, the peonle must have a sane
education and a. cane ' religious,
faith.

Our-democratic government is a
basic reason for optimism. The,
“American Way cf Life,” with
{freedom of enterprise and equal
opportunities for all; must con-
tinue. However, Rome, Greece,
and other nations also ‘had de-
mocracies. But- the people- lost
interest in exercising their pre-
cious right to vote; they discarded
their religions; they deteriorated
gpiritually and collapsed- ¥ e

Roger W. Babson ' .

Great Funds 'Spent Upon
- Research

Many financial experts .today
consider the large appropriations
being spent upon research as in-
surance against depressions. I be-
lieve  research spending is now
approaching $10,000,000,000. per
year. This; hcwever, will not have
us. The development of printing,
the scientific work of Sir Isaac
Newton, the discovery of America,
the harnessing of steam by Watt,
and the electrical age by Edison
gave great periods of prosperity.
However, their effectiveness
weakened because they were not
used for spiritual advancement.

I might add other causes of so-
called prosperity,” such as the
growth of instalment selling, radio
znd TV advertising, high wages
without a corresponding increase
in production.. All these things
may have their usefulness, but
they lead to inflation and higher
living costs. Inflation is like stim-
ulation by liquor. The habit of
depending upon either becomes
slowly destructive.| We need only

. look at Europe to realize the curse

of slow inflation. To try to remedy
“tight money” by issuing more
money is suicidal. s

Can We Depend Upon Legislation
To Prevert Depressions?

History shows clearly that all
such legislative attempts have
been useless. Several have been
suicidal. The . fixing of prices,
wages, and rents has been tried
many times during preceding cen-
turies. All have failed. So will
our attempts to fix or subsidize
farm price likewise fail. Unem-
ployment insurance and pensions
seem to be worthy legislation, but
they have not worked. They
were tried in Rome, France, Eng-
land, and even in Germany before
World War L.

Such legislation was usually
blamed on “tight-money,” as was
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the ' socialist ‘movement led’ by.
William Jennings Bryan -in the
early 'Nineties. -They were backed-
by selfish groups. seeking “feather-
bedding” without regard for the
-good of the nation as a whole.

- Manufacturers fought for tariffs;.

home builders for 95% loans; while

< labor unions succeeded in remain-
"' ing . exempt - from - anti-monopoly
“legislation: - Frankly,* these false
:movements were .due to’'lack of
-real : religion,. ‘which ' caused  the.
“tight money” of those days.

Material vs. Spiritual Growth-

.“History  proves”that ;these two’
imust progress together. When a*

. inationis actuated by sane reli-

« gious growth -based upon the Ten
Commandments, it. enjoys :-.con-~
~tinued- material ' growth.” On the
other hand, when material growth
. exceeds spiritual growth, then de-

pression follows with its falling’

prices, unemployment, and busi-
ness failures. The real reason why
, money is “tight” today is because

.most people have gone haywire’ 2

materially seeking money, enter-
tainment, and more gadgets,. in-
cluding stylish clothes, autos, TV.
" sets, and all the other things their
_neighbors have.

Church leaders quote statistics
~on church attendance, but church
attendance ‘is largely the “frota”
of religion. The best barometers

of -the true religious state of this

"nation are Sunday Observanee,

" Family Prayers, Temperance, De-
voted "Families, Respect for Law,
Civic Interest, Honesty, Industry,

-and the Practice of the Golden:

Rule. Truly spiritually minded
“people always have Faith—in God,
their country, their . fellowmen,
and themselves. Such Faith. is
what America needs today. It will
provide the only relief from so-
called “Tight Money.”

L

Continued from page 14

Puerto Rican at Home:
Operation Bootstrap

the associated Government serv-
ices such as sewer pipes.
Moreover, although the overall

‘employment figures do not show

a very sharp rise, part time un-

employment has been reduced

markedly. More and more peo-
ple are putting in a complete
workweek, with the accompany-
ing increase in annual take-home
pay.
But more important is the mo-
mentum generated by these forces.
* The largest obstacle is to get the
plan going — to get it off the

ground, so to speak. It is as a

catalyst, multiplying the impact

of each dollar expended for new
plant and investment, that the

Government’s efforts can be ex-

pected to pay off. It is estimated
* that every dollar so spent gen-
erates at least three-to-four ad-
ditional dollars of income, with
the accompanying aid to increased
employment.

Thanks to its location Puerto
Rico offers the maufacturer many
* advantages. Situated between the
" booming South American markets
and the United States mainland,
the Island could serve as an in-
termediate fabricator, drawing on
. the raw materials of each to feed
finished products to the other.
Already the petroleum industry
has moved in, and Venezuelan
crude oil is refined for sale in
. this country. This role would be

especially important where the
weight of the products involved
bears a low transportation cost
relative to the selling price, so
that carrying charges would not
bulk large in total costs.

With further development
should come a greater integra-
tion of the Island’s various indus-
 trial components, For example,
the petrochemical industry could

Rican:market: moreﬂattractwe, SO ¢

that firms could sell both within
the Island and on the Mainland,
thus achieving longer and more
economical, production runs. And,
finally, there is always the possi-
bility that atomic power will be
employed' to supplement the Is-
land’s hmlted ‘sourees - ot electnc
powel e vkt

How far .can.the Commo awealth

go’ No one -can’ make a trust-.
worthy guess, but its present Gov--

. The Commercial and Financial Chronicle

achieve  the industrial expansion
necessary to meet such a chal-
lenge. If American industry were
to -put only one-half of one per-
cent of its normal expansion ex-
penditures into the Common-
wealth, 'the rasulting impact on
local living standards would be
as “beneficially explosive as any
witnessed in- modern - industrial
p10g1e<s It would indeed speed
‘up the rate of “Puerto Rico on the
march 2

ernor, Luis Munoz. Marin, has ‘set -

as hls goal A standard-of hvmg by: *
1975 that is the .equal’of the:aver-:
;ageé"Mainlander today.: Since’: 1950

per capita personal-incomes. in the
*Island have been rising. at ‘a ‘rate
faster ‘than  that. enjoyed:by -any
‘statein the: Union.
can be-maintained, ‘it. would cer-
tainly  make that goal attainable.

Moreover, it° would ' not” take

excessive amounts of capital . to,

If this' rate.

Wlth Estabrook & Co.

, (Shecial to THE FINANCIAL CHRONICLE,
BOSTON, Mass. — Robert A.
"Witbeck has become associated
‘with Estabrook & Co., 15 State
Street, members of the New York
-and Boston Stock Exchanges. Mr.
Witbeck was previously with
Rockland Atlas National Bank of
Boston.

Watling, Lerchen to
Admit Three Pariners

DETROIT, Mich. — Watling,
Lerchen & Co., Ford, Building,
members of the New Yoxk and
Detroit Stock Exchanges, on Jan
1 will admit Guy L. Ireland, Al-
fred B. Moran and Paul D. Rich-
mond to partnership. ‘Mr. Ireland
and’ Mr. Richmond were formerly
with Merrill Lynch; Pierce, Fen-
ner‘& Beane. ]

On Dec. 31 John H. Savage, a
general partner in the firm, will
become a limited: partner,- and
William G. Lerchen will cease to
be a general partner, but will re-

- main a limited partner.
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Joins Butler, Wick-

(Special to THE FINANCIAL CHRONICLE)
~YOUNGSTOWN, Ohio—Joseph
A. Scarsella is'now affiliated with,*
Butler, Wick & Co., Union Na-
tional Bank Building, members of
the New York and Midwest Stock

Exchanges.

Joins Walston Staff

(Special to Tnﬁ FINANCIAL CHRONICLE)
PORTLAND, . Oreg. —John H.
Foster is now with Walston & Co.,
901 Southwest Washington Street.
He was formerly with Foster &
Marshall.

“A.G. Curtxs Opens

BROOKLYN, N. Y.— Alan G.

_Curtis is engaging in a securities

business from offices at 1414 East’
12th Street.’

%

CREATIVE INVESTMENT
‘at home and abroad

oy Symbol of Service Throughout the World

How W. R. Grace & Co. is participating in the
development of basic industries in 23 countries.

The diversified interests of W, R. Grace & Co. involve many indus-
tries. in many .countries.
industry, tradeand transportation, the 103-year-old Grace organization
conducts operations in the Unjfed States, Latin America, Canada,

Europe, and Australia.,

Diversified both industrially and geographically, these far-flung
Grace enterprises have in common an aggressive, forward-looking
policy of management. Through local production for local consump-
tion, Grace capital and know-how participate in basic national

industries that expand with the economic development of the country.

In 23 countries Grace subsidiaries and affiliates are- sharing in

the growth of such industries as chemicals, transportation, paper,

paints, textiles, mer chandlsm" mining and foodstufls.

By plowing back carnings, investing new money and moving into
countries where it has not been active previously, Grace is rapidly

Active in chemicals and international

turing . . .

W. R. GRACE-& CO., backed by more
than a century of experience in business
and industry, continues to move ahead
—in chemical processing and manufac-
in basic industries throughout
Latin America ...
portation and finance.

in world trade, trans-

CRYOVAC COMPANY DIVISION

DAVISON CHEMICAL COMPANY DIVISION
DEWEY AND AU[V)I[YVFHEMICAL COMPANY

SION

DEWEY AND ALM(/OVERS_EAS COMPANY
DIVI

SION

FOSTER AND KLEISER COMPANY
DIVISION ‘

GRACE CHEMICAL COMPANY DIVISION
GRACE LINE INC.
GRACE NATIONAL BANK OF NEW YORK
GRACE RESEARCH AND DEVELOPMENT
DIVISION

LATIN AMERICAN PAPER AND CHEMICAL
GROUP

expanding in creative investments basic to national economic

development hoth at home and abroad.

PACIFIC COAST DIVISION
POLYMER CHEMICALS DIVISION
SOUTH AMERICAN GROUP

W. R. GRACE & €o.

Executive Offices: 7 Hanover Square, New York 5

serve as a feeder of synthetics to
local textile, apparel, and plastics
industries. Expa-ding local in-
comes would make the Puerto

gitized for FRASER.
kp://fraser’stlouisfed.org/
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Effect of Recent

Eventis on

Realty and Mortgage Markets

By HUGO STEINER
President, Ilugo Steiner, Inc., New York City

Through doubtful Faderal Reserve will return to the easy
money policy first abandoned ten years ago this' month,- mort-
gage banker expects recent events may spell easier credit con-

ditions to support a ‘“guns”

and not a “butter” economy.

Mr. Steiner explains, however, why easier credit sbi.ft should
not be construed as an endorsement of renewed widespread

activity in the realty and m

The 24th day of December 1957
will be the Tenth Amnniversary of
the date when the Federal Reserve
Board took its initial step in
abandoning its
easy money
policy. It was
on that day in
1947 that the
Board an- , ;
nounced a 2- § ]
point reduc-
tion in the
pegged buying

price of the
2Y%s of 1972~
1967.

Induced by
political con-
siderations
(influenced by
the Keynédsian
theory) and the necessity of fi-
nancing the heavy burden of
World War 1I, successive waves of
refinancing had caused a long bull
market in fixed obligations. Long-~’
term U. S. Bonds, which in 1933
carried a 4% % coupon, sold at a
substantial discount; in 1947, the
213 of 1972-67, a war .born issue,
were pegged at 103. Prior to this
the issue had traded at better than
an 11 point premium or on a yield
basis of approximately 2.12%. A
comparable pattern manifested it-
self in the corporate market and
mortgage field. The Union Pacific
Railroad, for example, was able to
float a debenture issue with a
215 % coupon — virtually unheard
of in railroad financing. While the
pegged price -of the U. S, 215s was
lowered on Dec, 24, 147 to 101, it
was not until March 1951 that
they cracked the par (100) level.

In this interval, residential own-
ers were widely wooed by gen-
erous offers from lending institu-
tions to refinance their outstanding
5, 5% and 6% mortgages; mort-
gagees even absorbed the cost of
such refinancing. Keen competi-
tion for Federally underwritten
mortgages produced liberal pre-
miums of four to 5% points for
large scale housing under Section
608; in instances where originators
retained a servicing fee of %% or
1% somewhat lower prices pre-
vailed. Generous premiums werc
also paid for. residential housing
loans, under other Sections of the
National Housing Act. Gradual
liberalization of lending laws gov-
erning savings banks in the East-
ern States permitted these institu-
tions to range nationwide in their
quest for FHA insured and VA
guaranteed mortgages. The pres-
sure of funds seeking investment
at one time was so strong that VA
guaranteed mortgages were ab-
sorbed with closing costs included
in the mortgage. This period co-
incided with the peak of the easy
money market in the housing seg-
ment of the economy.

Hugo Steiner

Mortgages First Casualty

Conversely, the first casualty of
hard money rates was the mort-
gage market. The extrordinary
demand for capital to finance the
business boom of 1955-56 and
early 1957 was not only absorbing
the normal savings of the country
but also straining all lending fa-
cilities. Of itself this brought
about high interest rates.

The surprise action of the Fed-
eral Reserve, in reducing the re-
discount rate, had an immediate
electrifying effect on the bond
market. The day f{ollowing the

ortgage markets at this time.

announcement, the Government
Bond market scored the largest
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NEWS ABOUT BANKS
AND BANKERS

CONSOLIDATIONS
NEW BRANCHES
NEW OFFICERS, ETC.
REVISED
CAPITALIZATIONS

R. Penfield Brown and Donald
D, Miner have been elected Vice-
Presidents of Chemical Corn
Exchange Bank, New York, it was

price advance ever recordegl_in a &
single trading session. Additional §

gains have been posted indicating

the powerful reversal of trend, §
Further casing of the market has

been hinted by high official
sources. This may come about as
a result of further purchases of
Treasury bills or even possibly
another reduction in the redis-
count rate in the months ahead.

¥ Nd Compete Return
This observer, however,; does not

~-believe that we will return to the
i edsy .money period witnessed in
-the ©1933-1947 era or- as recently
cas 1953-54.

It must be remem-
bered that the Federal Reserve
Banks, in the various districts,
have the privilege of choosing the
discountable assets that the Mem-
ber Banks present for borrowing
at the “Fed” window. This is the
point where the flow of funds is
really turned on and off.

The need to prepare for a great-
cr defense effort to counteract the
dramatic Russian successes of re-
cent weeks and to increase our
striking power in the air and via
the submarine route, coupled with
the general decline in business
now underway, suggest a con-
tinuation of further favorable ac-
tion toward easier credit condi-
tions by the monetary authorities.
It would not be surprising to see
the national debt ceiling lifted to
the $300 billion mark when Con-
gress reconvenes. A ‘“guns” instead
of “butter” economy will have a
vastly different impact upon our

general economy. In this writer’s’

opinion a less stringent money
policy should not be viewed as a
blanket endorsement of renewed
widespread activity in the realty
and mortgage markets at this time.
Given a continuation of cold war
activity, we will not return to the
generally easy credit era of
recent memory. Rather we can
expect an adequate . supply of

money, al somewhat lower inter-.

est levels, to facilitate. the “guns”
instead of “butter” era directly
before us.

Schneider, Bernet Hickman

In New Location

DALLAS, Tex. — Schneider,
Bernet & Hickman, Inc., members
of the New York Stock Exchange,
announce the removal of their of-
fices to new and enlarged quarters
in the Dallas Federal Savings
Building, 1505 Elm. The firm is
celebrating its twenty - fifth an-
niversary this year.

Form Palmbrook Inv.
MT. VERNON, N. Y.—John A.
Severino and Manlio S. Severino
have formed Palmbrook Investing
Company with offices at 22 West

First Street to engage in a securi-~

ties business.

Charles S. McCain

Charles Simonton McCain
passed away Dec. 13 at the age of
73 following a long illness. Mr,
McCain was President of Dillon,
Read & Co. Ine., from 1939 to 1951
and retired as a director of that
firm in 1956. He was also a former
President and former Chairman of
the board of the Chase National
Bank (now Chase Manhattan
Bank).

R. Penfield Brown Donald D. Miner

announced on Dec. 17 by Harold

H. Helm, Chairman. ~Both are-

with the bank’s investment divi-
sion at 30 Broad Street, Mr,
Brown, joined Chemical in 1946
and became Assistant Vice-Presi-
dent in 1953. Mr. Miner joined
Chemical in 1935 and became As-
sistant Vice~President in 1955.

Trederick - Sikes, Jr. a former
Assistant Vice-President of the
First National City Bank of New
York, which he had served in
Russia and Belgium, died Dec. 5
at the age of 64. He retired in
1940,

Edward A. Klug, an investment
officer in the Chase Manhattan
Bank’s trust department died Dec.
4 at the age of 51.

The appointment of Dirck H.
Post as an Assistant Treasurer of
Manufacturers Trust Company,
New York was announced by
Horace C. Flanigan, Chairman of
the Board on Dec. 17.

Mr. Post joined Manufacturers

Trust Company’s central credit
department training program in
1954, :
At present he is with the Do-
mestic: Department at the bank’s
main offlice, 55 Broad Street, and
is assigned to the division which
serves its business in the Mid-
West.

Richard M. Rogers, Trust Offi-
cer of J. P. Morgan & Co., Inc.,
New York, died Dec. 4. His age
was -60. “

Thomas. .J. Deegan, Jr., Vice-
President and a director of the
Alleghany Corp., was elected a
director of the Industrial Bank of
Commerce, New York.

Commercial State Bank and
Trust Company of New York was
given approval by the New York
State Banking Department to in-
.crease ifs capital stock from $2,-
188,300, consisting of 87,532 shares
of the par- value of $25 cach, to
$2,232,075, consisting of 89,283
shares of the same par value.

The Grace National Bank of
New York announced on Dec, 17
the promotion of Albert E. Peri-
gone, Henry E. Bergmann, and
David T, Sanger, to the office of
Assistant  Vice-President.. Ail
three were previously 'Assistant
Cashiers.

Mr. Périgone has been with the
bank for 29 years and has worked
in all departments. He became
Assistant Cashier in 1954.

During his 20 years’ service, Mr.
Bergmann became an Assistant
Manager of the Foreign Depart-
ment in 1951 and an Assistant
Cashier in 1954.

Mr. Sanger has 23 years of ex-
perience in various departments
of the bank and in recent years

has specialized

in the Loan De-
partment. 5

£ i %

Fortune Pope was elected a di-
rector of Sterling National Bank
& Trust Company, New York, it
was announced on Dec. 12 by
Samuel H. Golding, Chairman of
the Board.

Charles Simonton McCdin for-
mer President and Board Chair-
man of the Chase National Bank
of N. Y. (now Chase Manhattan
Bank) died Dec. 13 at the age of
73. “Mr. McCain started in the
banking husiness by organizing a
small bank in McGehee, Ark.,
and later became Cashier of the
Bank of Prescott, Ark. He was
also an organizer and President
of the Bankers Trust Company of
Little Rock. Mr. McCain came to
New York as Vice-President of
the National Park Bank, N, Y.,
and upon its merger with Chase
National he was elected President,

P EA s

At a meeting of the board of
trustzes of The Bank of New
York, Albert C. Simmonds, Jr.,
President since 1948, was elected
Chairman of the Board and con-
tinues as Chief Executive Olficer.
Donald M. Elliman was electled to
succeed him as President.

Mr. Simmonds succeeded Mr.
John C. Traphagen, who became
President of The Bank of New
York in 1931, and has been Chair-
man since 1948, Mr. John 1.

Downey, who served as President

of the Fifth Avenue Bank from
1941 until its merger with The
Jank of New  York, retired as
vice-Chairman of the Board. Both
Mr. Traphagen and Mr. Downey
will continue as Trustees of the
bank and members of its standing
committee,

Mr. Elliman, who will be the
27th President of New York’s first
bank; “founded in 1784, was also
clecled to the %oard of Trustees.

Mr, Elliman joined the staff of
the Corn Exchange Bank in 1933,
where he rose to the position of
Vice-President and Senior Officer
in charge of the Commercial and
Bank Relations Department,

Mr., Elliman joined The Bank

New York in 1956 as Vice-
in its Fifth Avenue

ol
President

"Bank Office. He was appointed

executive Vice-President in 1957,
in charge of the bank’s midtown
offices. :

Mr. -Joseph A. Hannan, Jr.,
Vice-President, succeeds Mr, Elli-
man in those duties and will head
the Fifth Avenue Bank Office,
£

Directors of Trade Bank and
Trust Company, New York City,
declared the usual quarterly divi-
dend of 20c per share, plus an
extra dividend of 2% -in stock.
Henry L. Schenk, President, said
both the regular and extra divi-
dends will be payable Feb. 17, to
shareholders of record on Feb. 1.

The cash dividend will be paid
only on the persent outstanding
shares. The stock dividend will
incregse the number of shares
cutstanding {from 280,500 to 236,-
110.

) E
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Edward George Stocker, 70, a
former Assistant Vice-President
of the Marine Midland Trust Co.
of N. Y., died Dec. 13. He retired
in 1954,

Ed B &

Election of four.-Vice-Presidents
of J. P. Morgan & Co. Incorpo-
rated, New York was announced
Dec. 19 by Henry C. Alexander,
Chairman. They are Samuel R.
Callaway, Harrison V. Smith and
Peter H. Vermilye, all in the
Bank’s investments department;

and Alfred H. von Klemperer, of
the foreign department.

Daniel P. Davison was elected
Secretary, succeeding in that of-
fice J. Delafield DuBois, who will
continue as a Vice-President with
enlarged responsibilities in the
general banking field. Also an-
nounced were the appointments
of Robert H. Gaunt, Jr., as cor-
porate trust officer and LeRoy A.
Martella as an Assistant Treasurer
in the loan department. .

Mr. Callaway has been with the
Morgan Bank since 1936. He has
been a member of the investments
department since 1942. He was
named an investment officer in
1949 and an Assistant Vice-Presi-
dent in 1953. ;

Mr. Smith joined Morgan’s. in
1946. He became an investment
officer in 1951 and an Assistant
Vice-President in 1954.

Mr. Vermilye was employed by
J. P. Morgan & Co. in 1941 in the
investments department, since
1950, he was appointed an invest-
ment officer in 1951 and an As-
sistant Vice-President in 1954. - -

Mr. von Klemperer started work
in the foreign department of the
Morgan bank in 1951 and was ap-
pointed an Assistant - Vice-Presi-
dent in 1953. His principal field
of specialization has been South
America,

Mr. Davison was appointed an
Assistant Secretary of J. P, Mor-
gan & Co. in January 1956.

* b3

Richard B. Loomis, was elected
President of South Brooklyn Sav-
ings Bank, Brooklyn, N. Y. effec-
tive Jan. 1. Mr. Loomis has been a
Trustee of the Bank since 1952.
He wil succeed Rodney C. Ward,
who will retire as President on
Jan. 1, but who will continue as
a membher of the Board.

%

Fred E. Goldmann, First Vice-
President of The County. Trust
Company, White Plains, N, Y.
announced on Dec. 18 that he will
retire on Dec, 31, of this year. He
will continue his affiliation with
the bank as a member of the
Mount Vernon advisory board.

Mr. Goldmann has been asso-
ciated with banking in- Mount
Vernon since 1933 when he served
The Mount Vernon Trust Com-
pany as special representative of
the Board of Directors and Vice-
President. He became President in
1942 -and 10 years later, when The
Mount Vernon Trust Company
and County Trust merged, he was
named to his present position.
Last year, Mr. Goldmann was
given the additional title of
regional Vice-President, in charge
of the four County Trust offices in
the Mount Vernon area. He will
be succeeded in this capacity by
Andrew A. Rindlaub.

Mr. Rindlaub, who has been
with The County Trust Company
since 1928, has been an officer of
the Bank since 1942 and was
elected Vice-President in 1947. He

~has been with the 2 Gramatan

Avenue, Mount Vernon office for
five years. .

The merger between the Rock-
land National Bank, Suffern, N. Y.,
and the National Bank of Haver-
straw and Trust Company, Nyack,
N. Y. has been completed. Total
resources of the Bank are $38,000,-
000. George A. Frimpter, Chair-
man of the National Bank of
Haverstraw & Trust Co., and M.
Ambrose. McCabe, President have
been elected directors.

& # £

William F. Mondadri, formerly
a Cashier, was elected a Vice-
President of the Tappan Zee Na-
tional Bank, Nyack, N. Y.

* # % .

Scarsdale National Bank and
Trust Company, Scarsdale, N. Y.,
clected E. W. Stearns, formerly
Vice-President and Cashier, an
Executive Vice-President. John J.
Link, Jr., formerly Assistant Vice-
President, was appointed a Vice-
President.

b *

Manufacturers and Traders Trust
Co., Buffalo, N. Y., elected Fred
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A, Manske, President of the Na- Newark to pay it the value ol
tional Gypsum Co., a director. stock and dividends which had
O A been unclaimed 14 years. Fidel-

Plan of merger together with ity Union purchased the assets
certificate of compliance of the and obligaticns of the Clinton
respective corporations providing Trust Company. The case was re-
for the merger of The First Na- manded to the Chancery Division
tional Bank of Silver Creek into of Superior Court for a precise
Manufacturers and Traders Trust determination of what unclaimed
Company, Buffalo, N. Y., under stock and .dividends. the state
the title Manufacturers and Trad- could take over., The state’s suit
ers Trust Company was filed with ‘was for slightly more than $50,000
the New York State Banking De- of property.

partment. h @ w o oa

. £l 0 Provident ‘Tradesmen’s Bank
.Approval was given to increase gand Trust Company, Philadelphia,

the -capital.stock of the Manu-  Pa, announces tire promotion of -

facturers.and Traders Trust Com- .Aygyst F..Seemet from Assistant

pany, Buffalo, N. Y. from $9,429,- -Treasurer to Assistant.Vice-Presi-
490 consisting of 1,885,898 shares -qent, Mr. ‘Seemet wil] be‘in charge

of the par value of $5.00 each, to
$9,481,990 " consisting of 1,896,393
shares of ‘the same par.value.

of Provident - Tradesmen’s’ 6th
‘and Spring ‘Garden Streets office.
' The bank also announces that
At a meeting in January, the — T T
stockholders will be asked to ap-

prove a proposed merger: of tne

Madison County Trust' Company,

Oneida, ‘N, Y., into ‘the -Lincoln

National Bank and Trust Com-

pany; Syracuse, N, Y. Holders of

the Madison County Trust Com-

pany would receive $55 a- share

under the terms of the agreement.

A total of 16,000 is outstanding.

The New Canaan Bank, New
Canaan, Conn. and officials of the
Stamford Trust Co., Stamford,
Conn, announced that the First
National Bank and Trust Co. plans
in March to join with three other
banks that are merging Jan. 1 to
form the Fairfield County Trust
Company. The new trust company
will have total resources of more
than $125,000,000, and total de-
posits will exceed $114,000,000.

Stockholders of Montelair Trust
Co., Montclair, N. J., and the
First National Bank of Montclair,
Monteclair, N. J., approved plans
for a merger. If approval is given
by the Controller of the Currency,
it will become effective Dec. 2.

The National State Bank of
Newark, N. J. Dec. 12 announced
that it would pay a 19,000 sharc
stock dividend on Jan. 24 to hold-
ers of ‘record Jan. 14 subject to
the approval -of its sharcholders
and the Comptroller of the Cur-
rency. The¢. dividend .will be at
the rate of one new share for.cach
23 held.

The stock dividend will result
in increasing the bank’s capitali-
zation to- 456,000 shares from
437,000 and raise the capital of
the bank to $5,700,000 from $5,-
462,500. Shareholders will vote at
the Annual Meeting on Jan. 14.

The bank states that after pay-
ment of the stock dividend it an-
ticipates continuation of a regular
annual: dividend of $2.20 a share
on the larger capitalization.

A regular quarterly dividend of
55 cents plus 10 cents extra on-
the present shares was also voted
for payment Jan. 2 to stockhold-
ers of record Dec. 20.

The Boardwalk National Bank
of Atlantic City, N. J., with com-

Erwin Weber, Assistant Vice-
President, will be in charge of its
Foreign Department, succeeding
A. F. Hauck, Vice-President, who
retired Dec, 1, S

& W

Jonathan S. Raymond, Senior
Vice-President of Mellon National

Bank and Trust Company, Pitts-

burgh, Pa.,, has been clected to
the . Board of Directors. of the
bank, -according to an announce-
ment by Richard K. Mellon,
Chairman of the Board. The elec~
tion took place at the board’s reg-
ular monthly meeting on Dec. 9.

Mr: Raymond -started his bank-
ing career in 1924 with the First

National Bank of Boston and sub-
sequently became Manager of -the

he ‘was appeinted Manager- of the
Forcign Department of Lee Hig-

ginson & Company in Boston and
later. became Manager of the
firm’s Banking Department, = In
1937, he joined Mellon: National
Bank as Vice-President. When
the bank merged with Union

Trust Company, Mr, Raymond be-*

came Vice-President in charge of
the Banking Dcpartment, He was
dppointed * Senior Vice-President
of Mellon Bank in 1953.
e o 5

Girard Trust Corn Exchange
Bank, Philadelphia, Pa., opened
its 26th office on Dec, 9. The new

_branch is located on. 63rd" Street -
near Girard Avenue.- * "

Hans. A.. Jungels, Assistant

“Treasurer of-thé bank, will'man-
g € ; ) . age.the new office, with John W.
bank’s credit department: In- 1928,

Fox, as’ Assistant’ Manager.-

LUREEE - I B

Chaflest..'K'insey was elected a

(2653) 21

Vice-President, Raymond F. Ehr-
hart and Gerald T. Burger Assist-
ant 'Vice-Presidents of the Union
Trust Company of Maryland, Bal-
timore.
ORI

.The appointment of Russell H.
Metzner as.Investment Officer of
Central National Bank of Cleve- .
land, Ohio, has been "announced °
by J. M. Killpack, Executive Vice-
President. Metzner, who is a Vice- |
President, will continue to serve .
as the bank’s Economist, a.- posi-
tion he ‘has held since 1951. |

,As Investment. Officer of the
bank, - Metzner. will “assume . the ;
‘management. of the bank’s invest- |

‘nient  portfolio, formerly admin- :

istered by.C. M. Colyer whose re- :
tirement has.bgeen. announced, i
‘He joined: Central National: in !

Continued on page 108 '
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RE INDIU

;makes airplane engine bearings 3 ways better

mon stock of $1,800,000; and The
Ventnor City National
Ventnor City, N. J., with common
stock of $200,000, merged effec-
tive as of Dec. 3. The consolida-
tion was effected under the char-
ter and title of The Boardwalk
Nztional Bank of Atlantic City.
At the effective date of consoli-
dation the consolidated bank wilil
have capital stock of $2,000,000,
divided into 20,000 shares of com-
men stock of the par value of
$100 each; surplus of $2,900.000;
and undivided profits of not less
than $795,673.
e £ P

The New Jersey Supreme Court
on Dec. 9 ruled that the state
could take over unclaimed stock
and dividends of the Clinton Trust
Company, Newark, N. J. The court
held :the state could -require the
Fidelity Union Trust Company- of

Bank, .

You'll probably be hearing more about
indium. Among the good reasons why
are the properties this metal demon-
strates in aireraft bearings. Indium in-
creases the strength of bearings to begin
with. Besides, it provides high resistance
to corrosion. And it imparts to bearings
a remarkable capacity to retain their
protective oil film.’

Indium is also used in dental alloys,
in making transistors, for bonding glass-
to-glass and glass-to-metal. As a gasoline

additive, indium steps up efficiency and

gives a cooler-running engine.

As recently as 1924, the entire world -

supply of indium was a matter of grams.
Indium is not found in a native mineral
Ty v ] 8 e

state, but must be recovered from
chemical and metallurgical residues. In
this recovery Anaconda has been a
pioneer. And thanks in great measure
to its patented process for extracting
indium from zine plant residues, produc-
tion of this relatively rare and versatile
metal has gone up—while the price has
come down.

This leadership in indium research

_exemplifies Anaconda’s role throughout

the whole non-ferrous metal field. Ana-
conda offers industry the world’s broad-
est combination of non-ferrous metals
and metal products —and the most ad-
vanced technical help in using them
more effectively.

Greene C

The

ANACONDA

Company

The American Brass ‘Comp_ony:

Anaconda Wire & Coble Compuny“

Andes Copper Mining Company
Chile. Copper: Company.
Copper Company -
Anaconda Aluminum Company ...
A da_Sales Comp .y..
. International Smelting ond
... Refining Compony .. .
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Current Economic Situation and Prospective Fiscal Policies

Nineteen hundred fifty ~seven
has been a year of transition—
atransition from a boom economy
to a period of readjustment.

By ROBERT II. CRAFT*

Retiring President, Investment Bankers Association of America
President, Chase International lnvestmcnt Corporation

A year ago

the domestic
economy was
operating al-
most at full
tilt, This was
manifest in
the levels of
employment,
disposable
personal in-
come, gross
national prod-
uct and the
general stand-
ard of living
we were then
i experiencing.
in December of last year the Fed-
eral Reserve Board index rose to
its high of 147, But even in the
lush economy of a year ago, there
‘were some storm signals being
hoisted. It was obvious at that
time that the capital spending
boom was beginning to produce
excess capacity. Profit margins of
‘business had been undergoing
a squeeze, wage increases were
butrunning productivity, We had
known that private debt had been
rising for some time and that {oo
large a proportion of personal in-
come was being spent rather than
being channeled into savings. Be-
cause of the heavy and persistent
demands for loans on the banking
system, a condition was develop-
ing in which some limitation on
durther expansion of the bank
credit appeared inevitable.

Robert H. Craft

*An address by Mr. Craft before step=
ping down as President of the IBA at
the Association’s 46th Annual Conven-
tion, Hollywood Beach, Fla., Dec. 2, 1957,

Imposition of additional taxes rather than fiscal deficits is recommended by re- '
tiring IBA President in pointing out that though we can afford ‘any necessary -
defense costs we cannot afford to finance such costs through slzable deflcnt
financing, Mr. Craft holds the latter would undermine our domestic economy .
and achieve Kruschev’s objective of peacefully destroymg private capltallsm.
Defends Federal Reserve policies, expresses awareness of : credit policy’s hm-
itations, warns of inflation’s return if we succumb. to unwise political . pres-
sures, and presents list of encouraging factors providing strength in the econ-
omy. The banker opines the current adjustment can be held within reasonable
bounds and that the long-term growth picture is “‘as bright as it has ever been.”

Illusion and Reality

As the year wore on these
sources of potential difficulty be-
came more obvious, although they
were somewhat camouflaged by
the continuous and accelerated
rise in prices. The price rise in
fact created the illusion that the
economy was still moving for-
ward; whereas in fact the physical
volume of production was show-
ing little change. The increase in
the gross national product re-
flected almost solely a rise in
prices. In brief, the economy was
being supported increasingly by
forces acting to sap part of its
underlying strength and the boom
was bheginning to live on bor-
rowed time. Last month the Fed-
eral Reserve Board index .de-

clined to 142, but a principal
change in the business situation
became more apparent early in
the year in a reduced level of in~
ventory spending by business.

During most of 1956 business had
been adding to its inventories at
the annual rate of about $5 billion.
In the first quarter of 1957 in-
ventories were liquidated to a
small extent and while some ac-
cumulation took place in subse-
quent months it was not great.
The persistent weakness in prices
of nonferrous metals, the more
recent drop in carloadings, and
the reduction in the operaling
rate in the steel industry to 78%
of capacitly indicate that business
has again moved toward liquidat-
ing inventories, and probably at
a somewhat accelerated pace.
While retail sales remain high
they also have leveled out, and
currently neither government nor
business expenditures are' provid-
ing the impetus for a further ad-
vance in the economy generally.

" Now the question arises as'to

how far the slide which has be-.

gun will carry and how long it

will last. The answer to these
questions . depends in part upon
the manner in which management
and labor face up to their respec-

tive responsibilities,. but the an-.

swer, also -depends -heavily upon
the manner in which we conduct
our national affairs, particularly
on the monetary and f{iscal front.

In gauging the outlook for the
private sector two factors should
be borne in mind. These are first,
that business has been going
through an almost uninterrupted
advance since the end of World
War II, and second, for the first
time in a long while there is over-
capacity in industry coming at a
time wken consumer pipelines
have been pretty well filled by
the heavy consumer buying of the
last three years. In addition, the
rest of the world for various rea-
‘sons, " principally
shortage of dollars, is not clamor-
ing for our goods to the same de-

because of a-

gree as has been the case for the
past few years,

Calls for Cool Appraisal .
The events of the last, several
months have unfolded with .such -
rapidity that it is difficult to ap-

‘praise- their . short run ‘economic

effects. There 'is no question. that -
business .psychology. has ‘under-

‘gone a Shalp change,’ and probf
‘ably it. has been ‘heavily -influ= .

enced by the action-of-the stock :
mearket. The launching of the Rus-

sian Satellites created atemporary ;
state of Jltters in“the markets as L

.was. apparent” from, the; fact that * -

each piece of minor news seemed
to produce dlspl oportionately
wide swings in prices. If this truly
reflects the state of mind of the
llnanual and business community
it is not a healthy situation. I
would like. to suggest .that this:is
no time for panie, nor is it a time
for burying our heads in the sand.
Rather this is a time for a cool
appraisal of our present position,
A time to stand-off and take a
good hard look at such deficien-
cies as' may exist and to set out
in an orderly manner to correct
them.

Certainly Sputnik has had the
effect of shaking us out.of our
complacency. But to jump to the .
snap conclusion that we are ir-
retrievably behind in the field of
missiles would be a serious error.
Ungquestionably the Russians have
won a race but the irack meet is
not yet over. The Russians have
scored first, but we have come
from behind before and there is
no reason to believe that we will
not do so again. In fact, through-
out history thjs} has been the ex-
perience of democracies.. We
{found ourselves.in the 'same situa-

tion at the outbreak of both 'World
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Wars, but in looking at.our pres-
ent position we should have in
mind. that the mere spending of
money does not.necessarily . guar-
antee the results we are seeking.
This country can afford any cost
of - defense . that . may be required

-to preserve our security, but .we.
cannot afford to finance that cest
through sizable Federal budgetary
deficits and in the process.under-

» mine . the domestic economy. -The
Soviet objective could be just as:

- effectively achieved. economically
as it. could militarily. Kruschev,'
as a matter of fact, is on record

¢ that his objective is not military
conquest but rather, destruction of .
the capitalistic :and free enter-

. prise system. Collective security
is_essential to our survival, but
collective security cannot be sus-
tained without a sound domestic
-economy.

f The Administration is conscious
‘of the inherent dangers of un-
balanced budgets and . deficit  fi-
nancing. In his Oklahoma City

“ speech the President made this
quite clear when he indicated that
‘whatever additional expenditures
‘may be called for to catch up and

-surpass the Russians in the mis-

~sile field must.  come .in" large
measure from - cutbacks in- other

‘phases -of the military ‘program
-and in -nonessential domestic

‘spending. --He -pointed out- that -

" some domestic programs ‘while
. desirable .are not absolutely es-
-sential, and these ‘the President

said must be deferred to a times
when the-budget will stand them,"
de- -
Jmands are not as crucial to our -

and to a time when . other

survival. The President. said
further that this will. be one-of
.the hardest and most-.distastetul

tasks that the coming sessions of
Congress must face and pressure -

.. groups will .wail in anguish. .I
need not tell this gathering that
.he base of the 1939-1957 inflation
which cut the purchasing power

of the dollar in half was estab- -

lished by additions to the money
‘'supply through the deficits of
. World War 1I and in the post war
years. Once rationing was aban-
donea and price controls were re-
moved activation of that money
supply was.the cause of the sub-
sequent postwar inflation. As I
have indicated in my recent talks,
during a period of full employ-
ment additions to the money sup-
ply do not create additional goods:
Creation of additional money in
an economy operating at capacity
simply intensities thé demand for
goods and the more money that
is created the. greater the rise in
prices. ]

During a period of -as high
economic activity -as that which
we have experienced during the
past several years substantial
Federal budget surpluses should
have been provided for debt re-
duction and for much needed tax
reform and tax relief, With the
negligible progress that has been
made in reducing the debt, how-
ever, we cannot afford-to run the
risk of unbalanced budgets. Adop-
tion of this expedient during a
period of high national income
simply would lay the basis for
rekindling the smoldering fires of
inflation.

Favors Heavier Taxes

The Administration needs the
active ‘support of all of us in its
efforts to provide the: funds for
* missilz purposes and for whatever
else is . required for defense
through the elimination: of unes-
sential expendltures in all other
programs. In passing, I might add
that the holding of Federal ex-
penditures within reasonable
bounds is not going to be an easy
accomplishment during ‘an elec-
tion year. Nevertheless,. I sincere-
ly believe that the majority of the
people still are heavily in favor
of economy in government, as was
made clear to the Congress dur-
ing the Easter recess this year. Of
course, the difficulty now lies in
again persuading the Congress of
this fact. In the crucial times

ahead we must -redouble. our ef-
forts if- we are to achieve the
sound objective of avoiding un-
balanced budgets. As.a matter, of

fact, harsh .as’it may -sound;=it:
seems to me that with an economy -
operating ‘at even the level prob--

able for next year, whatever addi-

tional funds the government needs.
because ‘of increased.defense

should come not from deficits but,
if necessary, through the imposi=
tion ‘of ‘additional taxes. We have

a ch01ce ‘here of -paying as ‘we go"
later.
through ‘depreciation of-the cur-.

or *paying ~more heavily

rency, and-if this is.the alterna-
.tive the choice should be clear; to
all of us.

< Now it. may.sound mcongruous
to talk ‘about.the dangers .of:a,

revival - of -inflationary ..pressures
during a period when -the domes-
tic economy is experiencing some
reduction in activity—when as a
matter of fact deflationary forces

. The Commercial and Financial Chronicle

and not inflationary forces are in
the -ascendency for the moment.

These deflationary forces, how-

ever;. could be'very short lived if
political pressures result in dis-
proportionate -expenditures for
defense without compensating
cuts, in_other phases of the mili-
tary~ and domestic programs.

+In ithe circumstances that pre-

-vailed up until a month or so ago

it ‘'seems to me that the Federal
Reserve System had no practical

.alternative but to pursue the re-

strictive credit policies to which
they had adhered during the past

.two years. The solution to our re-

cent economic and financial prob-

¢ lems.was not to be found in the
encouragement of more borrowing

and the spending of newly created

money by the consumer, industry,

or by Federal, state and local
governments. The solution lay
rather ‘in restraint of credit, and
in'the channeling of a higher pro-

tive or

portion of our personal income
into savings and investment.

Defends Federal Reserve

Of course, all during the period
in which the Federal Reserve
System pursued the so-called tight
money policy, it is interesting to
note that reserves in the banking
system did not actually contract.
As a matter of fact reserves in
the banking system this year re-
mained at about the same level
as they were in 1956. What the
system endeavored to do was to
provide enough money to finance
sound expansion, without creating
an excessive amount of credit that
would haye encouraged specula-
inflationary, - expansion.
Moreover, it is significant that
the restrictive monetary policy
did not prevent the floatation of
a record breaking total of new

corporate issues, and close to a

(2655) 23

record of state and: municipal
financings.

In defending the policies of the
Federal Reserve System I am
quite aware of the limitations of
credit policy. Credit policy cannot
directly offset wage increases that

outstrip gains in productivity, but

when inflationary pressures from
other sources are as heavy as they
have been 'during the past year,

-a proper credit policy can and has
prevented a much sharper rise in
prices than the one we actually

experienced. Similarly, too much
should not be expected from a

reversal of credit policy. Easy

money will not necessarily stem

an economic decline. Easy money

provides no guarantee that money
will be borrowed by business, uns
less business can put that money
to productive use and unless busi=
ness sees a reasonable chance for

Continued -on page’ 29
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Financing Problems of Small Business

Surely it is unnecessary for me
to explain to such a group as this
the breadth and depth of our
mutual interest in the financial
health of this
country. You,
because of en-
lightened
self-interest
andstrong
feelings of

" good citizen-
ship, and we,
because of of-
ficial respon-
sibility, all
realize the
importance of
a strong sys-
tem of private
finance. And
we know that
such strength depends on public
confidence, and public confidence

. depends on fundamental fairness
and honesty. With so much com-
mon concern, it is imperative that
we keep in close touch with each
other,

Of the many problems that con-
cern us all, one of long standing
has recently come back into
prominence, and I have a sugges-
tion for joint action to urge upon
you. I refer to the financing prob-
lems of small business.

SEC Criticized
In late September - there was
held in Washington- a meeting
called “The President’s Confer-
ence on Technical and Distribu-
tion  Research for the Benefit of

Small Business.” Out of this con-
ference came a resolution that the
Small Business Administration
appoint an appropriate panel of

‘Edmud N. Gadsby

*An address by:Mr. Gadsby before the
46th Annual Convention of the Invest-
ment Bankers Association of America,
Hollywood, Fla., Dec. 2, 1957.

By EDWARD N. GADSBY*

Chairman, Securities and Exchange Commission

SEC head blames small businessman’s and investment banker’s unfamiliarity
with what laws and regulations require for small business’ public financing
troubles. Chairman Gadsby denies h's agency places undue restraints, and
calls for investment bankers’ participation in an educational campaign to over-
come small businessman’s reluctance to “get mixed up” with SEC.

private citizens to study whether
“The Securities and Exchange
Commission is placing excessive
restraint on long-term {inancing
by small business and is exceed-
ing the intent of Congress.” This
resolution implied a serious criti~
cism of the Commission, As I hope
you all know, it has never been
the Commission’s intention to im-
pose any more restraint upon fi-
nancing by small or large husiness
than is required by the statutes
which it is our responsibility to
administer. And we would be sur-
prised and disappointed if in-
formed ‘and reasonable persons
should conclude that we were im=~
posing excessive restraints or that
we were not doing our job so as
to carry out the intent of the
Congress.

In response to this resolution,
Mr. Wendell Barnes, the Small
Business Administrator, called a
meeting in Washington on Nov.
25, which was attended by Com-
missioner Patterson  and myself,
certain members of our staff, and
about 15 investment bankers,
lawyers, and executives in private
industry. Among them was Mr,
Yost Fulton, Chairman of your
Smdll Business Committee. Vari-

ous suggestions arose from this
meeting, but T am pleased to say
that no one present seemed to be-
lieve that our Commission was in
fact imposing excessive restraints
on small business financing. It
was rather the consensus of the
group that the plight of small
business . arises from problems of
economics and communication.

Core of Problem

At the meeting, I suggested that
at least a large part of small busi-
ness’s trouble in public financing
comes not from what our laws
and regulations in fact require,
but from lack of familiarity of the
small businessman and even per-
haps the investment bankers. with
the requirements, and what might
be deemed the foreboding appear-
ance of our regulations. These
factors do create a reluctance on
the businessman’s part to ‘“get
mixed up” with the SEC. I sug-
gested further that to the extent
that lack of familiarity and
knowledge was the difficulty,
much could be done by embark-
ing on a joint educational pro-
gram to inform small businessmen
and their .legal and -financial
\ counsc]lors of 0u1 laws and regu-

lations and procedures. Specif-
ically, I suggest that we might
organize conferences on a local
basis of small businessmen, law-
yers, and investment bankers
dealing at this level, at which
members of the Commission’s
staff, and any other persons whose
advise might be helpful, could ex-
plain in detail what our laws and
regulations require and how one
goes about meeting these require-
ments in-a practical way. We
could also answer questions as to
our
the laws and regulations. We at

the SEC cannot remove the real
obstacles to financing small busi-
ness, but with a vigorous educa-
tional program we should be able
to lift the dark curtain of mis-
understanding that presents un-
real obstacles erected by the
imagination.

Requests Aid of IBA

Such' a program, however, re-
quires your enthusiastic coopera-
tion for real success. It is my hope
that your association, through the
appropriate national and regional
committees, will take the initia-
tive in organizing such confer-

ences. If you will do your part in

practices and policies under

ihis organizational work, the SEC
will readily and fully cooperatc.
I am glad to say that those mem-
bérs of your association who hap-
pened to be present at the Wach-
mgton meeting seemed to agree
that such meetings or conferefices
could be very beneficial, and 1
hope that we can look forward to
action in this direction during the
coming winter.

Nothing would give me and my
fellow Commigsioners more pleas-
ure than to work out such an ed-
ucational  program with your as-
sociation. I think it is the sort of
endeavor that would go far to-
ward demonstrating the possibil-
ity and benefits of intelligent co-
operation between the responsibie .
elements of private industry and
governmental agencies.

Murphey & Marseilles
Admit

On Jan! 1 Welles Murphey, Jr.,
member of the New York Stock
Exchange, will become a partner
in Murphey & Marseilles, 65
Broadway, New York City, mem-
bers of the New York Stock Ex-
change.

With Scherck, Richter

(Special to THE FINANCIAL CERONICLE)

ST. LOUIS, Mo.— Edward C,
Maue is now with Scherck; Rich-
ter Company, 320 North Fourth
Street, members of . the Midwest
Stock Exchange. He was previ-
ously with Fusz-Schmelzle & Co.

Davis & Davis Branch

FALL RIVER, Mass.—Davis &
Davis has opened a branch office
at 10 Purchase Street under the
management of Bernard A. G.
Taradash.

Offices in:

' ynolds & Co.

M MAIN OFFICE: 120 Broadway, New York 5, N. Y.

i
e MWM

(® Underwriters and Distributors of Corporate Securities

‘@ Underwriters and Distributors of State, Municipal
‘ and Revenue Bonds

e

Primary Markets in Many Unlisted Securities

Brokers in Securities and Commodities

Investment Advisory Service

NEW YORK
BROOKLYN
ROCHESTER
SYRACUSE

PHILADELPHIA
ALLENTOWN
LANCASTER
SCRANTON
YORK

CHICAGO
CHICAGO HEIGHTS

MINNEAPOLIS

BOSTON

WINSTON-SALEM
CHARLOTTE
DURHAM
RALEIGH

ATLANTIC CITY
EAST ORANGE
MORRISTOWN
RIDGEWOOD
VINELAND

SAN FRANCISCO
BERKELEY
CARMEL
OAKLAND
SACRAMENTO
SALINAS

SAN MATEO
SANTA CRUZ
SANTA ROSA
STOCKTON

GENEVA SWITZERLAND

Correspondents in:

Members New York Stock Exchande American Stock Exchande,
and Other Principal Exchanges

ALEXANDRIA
BUFFALO
CHICAGO
DENVER .
DES MOINES
DETROIT
INDIANAPOLIS
KANSAS CITY
LINCOLN
MIAMI

OMAHA
PITTSBURGH
ST. LOUIS
SIOUX CITY
TORONTO

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




Volume 186 Number 5700 .

The aluminum industry, in its
brief history, has made frequent
.and substantial calls upon serv-
ices of the investment bank-
ing ' industry.
‘Inthepast
10 years
“alone, it has
come to the
“finanwcial
community
‘for-—and re-
ceived — over
“ %245 - pillion.
The vitality
-and growth
"potential of
“this industry
~strongly in-
" dicates that
“its  demands
for your serv-
ices will be cven greater in the
vears ahead.

In my opinion aluminum is on
the threshold of a new era—a
revolutionary break-through. For
the first time in the history of

“ non-ferrous metals, aluminum, I
believe, will develop from a job-
order business to a mass produc-
tion industry.

The impact of this change-
over, with its economies and ef-
ficiencies, will, in turn, affect the
structure of the aluminum indus-
try as we know il today. It will
make obsolete our present pat-
terns of thought concerning it.

This country, since the turn of
ithe century, has seen the miracle
of mass production occur again
and again in its basic industries—
in automobiles, steel, paper, and
so forth.

We are no longer astonished.
We have come to accept the

R. S. Rey.'nolds, Jr.

*An address by Mr. Reynolds befere
the Investment Bankers ~Association,
Hollywood Beach, Fla.,, Dec. 4, 1957.
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Aluminum’s New Era

By RICHARD S. REYNOLDS, JR.*

President, Reynolds Metals Company

Reynolds Metals head depicts aluminum industry as being at the threshold of
‘a “revolutionary break-through’ from a job order business to a mass produc-
tion industry. Mr. Reynolds refers to prospects for rolled sheet for such
items as aluminum cans, ships, railroad cars, tanks and other large structures;
describes automatic pipe-welding machine which permits accelerated pipe pro-
-duction for. oil, gas, and irrigation; pictures export possibilities; and expresses
' the opinion that the present over-supply is merely temporary.

a

abundance of our goods and serv-

" ices as an American blrthught It

squld not be a surprise to anyone
th nt the aluminum industry, in

turn, is on its way to industrial’

maturity.

There are some who will doubt
my assumption. Among them are
those who know, as we all do,
that today aluminum is in over-
supply. They will point to recent
stretch-outs of expansion plans,

I can assure you that the pres-
ent valley in our business activity
is neither new or unusual. We are
used to imbalance between sup-
ply and demand.

Past Prophecies

We have marched up the hill
in war, and gone down the hill in
peace—accompanied by the direst
predictions as to our future.

In September, 1945, at the close
of World War II, the Surplus
Property Board reported to Con-
garess that, with 459% of the na-
tion’s low-cost capacity idle and
I quote—“We expect markets for
primary metal to require five
years before the present private
capacity would be necessary.

Therefore, the government plants
would not be needed for at least
that period.”

The World War II government
plants, comprising 50% of U. S.
capacily, were put to use within a
vear. In three years the industiry
was again increasing its primary
canacity.

Despite prophecies such as this,
we have gone up the hill again in
peacetirne, and have discovered
that our true role in this nation’s
economy ‘foes far beyond military
nceds.

Production has jumped from
160,000 tons of aluminum 20 years
ago to 700,000 tons in 1950; and
more than double again to about
1,600,000 tons in 1957.

This spectacular growth has,
moreover, been accompanied by
steadily increasing profits ‘and
sales.

To speak of over-supply, or
over-production, in an industry
that is growing like ours is a con-
tradiction in terms. What our
critics consider a liability is, to
me, a unique asset.

This supply compels the indus-
try to sell aluminum, rather than

deliver it—as is the case in time
of shortage. This pressure to sell,

in turn, dz.celel'ues the industry’s -

progress-toward future markets.
Of course, with all primary

producers facing similar operating

and market conditions, the pro-

duction time-table is being ad--
justed to actual current consump--

tion. But this temporary lull
should not distort the basic view.

The future is a matter of per--

spective. 'There are those who
stand in the present valley of
over-supply and see nothing but
gloom around them. I suggest we
look up at the foothills and then,
look higher to the mountain
peaks beyond.

My own company’s long-range
planning department has sur-
veyed these foothills in a re-
cently-completed study  which
looks ahead to 1975.

They based the study upon the
most conservative and realistic
estimates; concérning themselves
only with the known uses of alu-
minum and uses already in the
development stage. We asked
them to lay aside the crystal ball;
giving us only a consensus of
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known facts and the best opinions
available. We were seeking, ‘not
predictions, but guidelines for the
years ahead.

This meeting of the Investment

.Bankers Association .is an appro-

priate forum to present, for the
first time, .many- of ‘the conclu=

.sions reached in these studies.. I
:know of no audience better

able to realize the-limitations of
our study; and at ‘the same time

appreciate its value.

We -have -attempted to model
our procedures -upen: the ‘methods
you yourselves -use in major. in-
vestment decisions. ‘We-assemble .
the facts, add our knowledge and
experience and, .with care and
caution—decide.

Study Conclusions

Our study assumned the eco-
nomic conditions commonly ac-
cepted by industry and govern-
ment; a stable and growing econ-
omy; the absence of war; a rxsmg
population; and .a steady in-
crease in production and con-
sumption. ,

Then working through our sales
division, we determined.for each
major market how far aluminum
could be expected to penetrate in
the periods covered. ‘These esti-~
mates combined the analysis of
our own market specialists with
the opmlons of experts in the
consuming industries.

In architecture and construc=
tion for example, the estimates
were concerned with roofing, sid-
lng, windows, doors, screens, awn=
ing, store fronts trim, curtain
walls and many other uses.

These estimates were - then
translated, on a- tonnage basis,
into the products we make—such

Continued on page 52
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The Return of Power to State Governments

The Joint Federal-State Action
Committee was created by the
President of the United States and
the Governors of the 48 States.
Speaking before the Conference of
Governors on intergovernmental
relations in Williamsburg, Va.,
June 24, 1957, President Dwight
‘D. Eisenhower said: “. .. I suggest
. ... that this conference join with
‘the Federal Administration in
creating a task force for action—
a joint committee charged with
three responsibilities:

“One — to designate functions
which the States are ready and
-willing to assume and {inance that
are now performed or financed
wholly or in part by the Federal
Government;

“Two—to recommend the Fed-
eral and State revenue adjust-
ments required to enable the
"States to assume such functions;
and

“Three — to identify functions
and responsibilities likely to re-
quire State or Federal attention
in the future and to recommend
"the level of State effort, or Fed-
eral effort, or both, that will be
needed to assure effective action.”

The Conference of Governors
readily accepted the President’s
‘proposal. For years it had con-
.cerned itself with problems of
Federal-State program responsi-
bilities, the division of tax revenue
sources between the Federal and
State Governments, and with
emerging problems - calling for
governmental action — Federal,
-State and local. The Conference,
‘accordingly, authorized its Chair-
man, Governor William Stratton
of Illinois, to appoint a Committee
of governors to serve with Federal
representatives chosen by the
President om the Joint Federal-
State Action Committee.

This was the first time in our
history that a President suggested
action be taken to reverse the
growing trend toward reliance on
the central authority for services

*An address by Mr. Stambaugh before
the 46th Annual Convention of the
Investment Bankers Associati~n of Amer-
ica, Hollywood Beach, Fla., Dec. 3, 1957,

By JOHN . STAMBAUGH*

Special Consultant to the President

And Vice-Chancellor, Vanderbilt University

University official and Pres. Eisenhower’s special consultant reviews unprece-

dented action undertaken by pioneering Joint Federal State Action Commit-

tee to transfer certain Federal functions and taxes to State Governments. The

admittedly limited efforts confined, so far, to vocational education, civil de-

fense, urban renewal and atomic energy, and to releasing estate-gift and cer-

tain excise taxes, are optimistically viewed by Mr. Stambaugh as an essential
step towards the battle of halting a trend.

to our people far beyond the
responsibilities originally intended
for assumption by the Federal
Government,

Areas of Agreement

The initial deliberations of the
Joint Committee developed a
number of agreed positions with
respect to approach and pro-
cedure:

The Federal system requires
strong, responsible State govern-
ments. The degree to which the
States satisfy the needs of modern
society determines in large meas-
ure the strength of the whole sys-
tem. The Committee emphasized
strongly that the diversity of local
needs requires governmental
action whenever possible at the
local level.

The Committee further empha-
sized that not all of its recom-
mendations were purely in the
area of finaricial interchange. Its
deliberations resulted in recom-
mending several means of
strengthening State and local gov-
ernment through the assumption
of functions proper to their levels.

The Committee clearly indicated
that its recommendations are mnot
intended to reduce the scope or
effectiveness of the programs con-
sidered by it. Its work is not an
exercise in program or expendi-
ture reduction.

The only consideration before
the Committee is whether a given

function can logically be assumed
completely at the State and local
level and be carried on with even

greater effectiveness than under

present arrangements. Local con-
trol and local decisions over as
many of these programs as pos-
sible is desirable and necessarv.
Many of these programs can be
enriched by the diversified ad-
ministration of State and. local
governments; can be handled more
effectively and responsively; and
the states should and can obtain

resources to finance these pro-

grams. .

Task Force for Action
As the name implies, the Joint
Federal-State Action Committee
was created to function as a “task
force for action” rather than a

study group, at the same time

recognizing the value of the many
major studies of  intergovern-
mental relations that already have
been made. These are particularly
exemplified by the Report of the
Commission on Intergovernmental
Relations, and the many reports in
specific areas by the Council of
State Governments and others.

The initial phase of this mission
is a limited one: to recommend
that action be taken to shift a
small number of governmental
functions and tax sources out of
the TFederal Government to the
States, and to define more clearly
certain responsibilities that will
continue to be shared by Federal

NEW YORK
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Members New York Stock Exchange
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and State Governments. The pur-
pose is to demonstrate that the
long-term drift of governmental
responsibility - to , Washington is
not inevitable. '
Another part of the mission is
to identify emerging problems
which are likely to require State
or -Federal ' action, or combined
action, in the future. This the
Committee has started to do, and

it will identify some of these in-
its Report, as well as presenting-

a number of recommended actions.
There . is

of ‘emerging problems. Adequate
attention now to these problems
by . States and localities may he
the best procedure for precluding
or ‘limiting Federal intervention
later on.

Looking to the future and
recognizing that small stimulative
grants tend to inject”the Federal
Government into. State and local
governmental affairs, the Commit-
tee in general agreed that: careful
selectivity is essential in consider-
ing any future proposals for Fed-
eral stimulative ' grants; no’ such
grants should be provided unless
a clear-cut Federal interest exists:
and, built-in terminal dates should
be included in such grant legis-
lation to prevent continuing op-
erating - responsibilities by . -the
Federal Government in spheres
traditionally State and local in
scope.

The Committee also agreed that,,,

each of the programs must be

‘considered on its merits and not

in: relation to any specific  tax

.source. However, in the overall

picture of functions and finances,
there should be a relationship be-
tween functions to be assumed by
the States. and amount of tax
revenues to be released by the
national government.. No specific

_b‘élance ‘sheet can be drawn; but

as additional ~functions . are as-
sumed by States and localities, a
generally related amount of tax
revenues can be relinquished
nationally.

: evidence of great’
potential value in advance review’

Recommendations for Action

The Joint Federal-State Action
Committee as a result of-its first
series of meetings made the fol-
lowing recommendations for ac-
tion by the Federal Governmen
and the States: !

The Statgs assume full responsi-
bility for continuing the programs
of vocational education and pro-
viding financial . support. The
President request the Congress tg
repeal the laws authorizing grants
for the older programs of voca-
tional education as soon as prac-
ticable. These include training in
agriculture, home economics, in-
dustrial and distributive ‘trades.
The’ Governors and the legislative
bodies of the several States de-
velop necessary means for pro-
viding the additional funds to re-
place the Federal grants.

The States assume full responsi-
bility for financial support of the
more recently developed practical
nurse ftraining program. The
Presi_dent request the Congress to
terminate Federal grants for prac-
tical nurse . training as soon 'as
practicable and no later than the -
period presently authorized. The
Governors -and the ' legislative
bodies of the several States de-
yelop necessary means for provid- -
ing the additional funds to replace
the Federal grants. ; 7t

The States concerned with- this
industry assume full responsibility
for the financial support, of -the
i;shery trades and industry voca-
tional education  program. This
program was authcrized only last:
year. The President.request the
Congress to.repeal as soon as prae-
ticable the legislation authorizing -
Federal grants for this program.

The total amount involved in all
vocational _education  grants 'is
$41,000,000, o '

The President ask.Congress to
take necessary action .to ‘discon-
tinue construction. grants for locsl
waste treatment facilities. $50,-
000,000 is authbrized annually for
this purpose. And, that the Gov-
ernors request the State legisla-
tures. to: provide such finaneial
assistance ‘for waste treatment
facilities as’ may be necessary;
strengthen as needed State water
pollution control programs as they
relate -to both municipal and.in-
dustrial wastes; and improve
municipal capacity to raise funds
to finance waste treatment works.

It was also recommended . that
the. President .take:such:steps;as
necessary -to’-put into effect''a”
schedule of State-local expendi-
tures to be made before qualifying .
for Federal aid and to guide the

Continued on page 55
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Speaking in Frankesl Terms as an Understandmg I'nend

By IIONORABLE DONALD M. FLE'\IING*

In. view . of the pressures to
. which a Minister.of Finance .is
. sub_]ect paxtlcularly ‘while Parlia-
¢ ment is in Qessmn, I can assure
.you that my
i acceptance .of
. your invita-
¢ tion is intend-
< ed ag.a recog- -
v 'nition. of - the .
flmpomaﬁce )
-which 1at-"
i“tdach:to .this
. welcome op-. . :
- portunity of
¢ discussing be-
fore you eco- ..
“‘nomic ques-
.’ tions .of.- com-~
mon interest
- to Americans
and Canadi-
- ans. I regret that ir:ose sa11e pres-
sures compel me to return to
‘Ottawa . after ~spending only this

Hon. D. M Fleming

: one :day: with “you in - this lovely:

- irsetting” where I am so much on-
* joying your*hospitality.-
The Canadian Nation .

. Canadians like to embrace every.
oppoxtumty to make their country.
© peiter known-to Americans.- We

% comxdel that weé know the people
- 'of the United States on the ‘whole
“"better than' they know ‘us.’ Prob-
¢ ably wherevei a‘very large coun-
“ try and-a country of small popu-

~ latiori are "immediate " neighbors,’

the smaller country is atways
= likely to know the larger country
better than it will be known by
the larger country. It has been
““estimated that Canadian news-
papers devote more than 25 times
as much space to news from the
- ‘United States as American news-
papers devote to news from Can-
“‘ada. Perhaps, therefore, I may
be forgiven for speaking to you
about my country. - -

As the world measures time,

Canada 'is a young nation. But
‘ninety years ago the Dominion
came into being. It was then a
confederation of only four prov-
inces; today it spans the north
half of this continent and em-
braces 10 provinces. Its march to
the west, to the north and last of
all to the east, with the accession
of Newfoundland in 1949, was not
achieved without the ‘expenditure
of blood, toil, sweat and tears. Itis
a proud record of statesmanship,
vision and courage. It compares
with any record of nation- bLIlld—
ing in history.

Two great races, Anglo-Saxon
and French, linked together their
loyalties and labours to build this
nation. Enemies of old, they have
achieved a common destiny on the

- broad, fair soil of Canada and have

*An address by Mr. Fleming before
the 46th Annual Convention of the In-
vestment Bankers Association of Amer-
ica, Hollywood Beach, Fla., Dec. 2, 1957.

Minister of Finance, Canada

Canada ploduces over 90% of the
world’s supply of nickel. We are

_blessed with tremendous resources

Speakmg candldly of room for improvement beyond the already good rela-

. tions:and mutual conﬁdence between the U.S.A. and his country, Canadian
Mlmster of - Fm“ nce directs - attention. to-the serious harm U.S. trade and

_surplus dlsposal pohcnes is creatmg for Canada. In contending America has
a speclal responslblllty not to damage Canadian export opportunities abroad”,
Ffemmg relterates the strong protest made at a recent meeting of repre-
sentatlves of ‘both: countrles in Washington, D.C. Turmng to investments
in’Canada, the Minister’ appeals for voluntary reversal of irritating and dam- -

aging" policies conducted; particularly, by U.S. parent corporations. Depicts

a bright future for Canadian economic outlook; and pledges full fnendshlp

and support to the U.S.

.,wthe unu)mparably, treaty in her own right :and her

“iwo cultures,” In=

own-name. It is said that as Sir

tol¢rance and enmity would: have'‘Robert signed that: historic docu-

deniéd” Canada this destiny; gopd-

-will triumphed over these divisive

forces,. Canada‘owes. ‘its .creation
and éxistence “as” a nation’to’ the
spirit | ol tolelance and mutual re=
speet” among men of different

tongues, cultures and creeds. Unity
and umlmmlty are not the same:

thing, and-Canadian ‘unity. is mot
and never w1[1 be based upon um—
formity.

‘When Canada in 1763 passed
from French to British rule there
were sixty thousand French Col-
onists in Canada. Two centuries
later their descendants humber al-
most five million persons. This is
one of the miracles of modern
times. Under the guarantees given
first by the British Parliament
and now by the Canadian Con-
stitution, their rights of language,
law, creed and culture have been
preserved in the fullest measure.
French is one of the two official
languages of the Canadian Parlia-
ment, of the Federal Courts and of
the Legislature and Courts of the
Province of Quebec.

With these two principal racial
strains has been mingled in more
recent times the blood of men
from many other lands. The Cana-
dian family has been strengthened
by their inclusion; the Canadian
culture has been ennched by their
contributions.

The march of Canada to full
nationhood is as notable a record
as her physical march to expand-
ing frontiers. Her assumption of
the attributes of nationhood
reached its climax when in 1919
the wartime Prime Minister, Sir

Robert Borden, signed the Treaty,

of Versailles on behalf of His Maj-
esty in the name of Canada. It
was the first time that Canada had
entered into an international
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ment, his eyes filled with tears and-
he remarked that he felt that he

was signing the treaty in the blood-

of sixty thousand young Canadians

“who'had given' their lives in the

Great- War.

From that point Canada has
gone forward to achieve an ever-

wincreasing measure of recognition
-« the eyes of the world, To this

end have contributed various fac-
tors, her resources, the part she
has played in the evolution of the
Commonwealth of Nations, . her
close relationships with the United
States of America and the fact that
historically she has had nothing to
live down. The world’s recogni-
tion has given Canada great op-
portunities. It has also brought
to her vast challenges.

Considering their relatively’

small population Canadians are
an’ outward-looking people to a
degree not exceeded by any other
nation in this hemisphere. The
fact that we are a young nation
has not meant that we are an im=
mature people, Our external pol-
icy is built upon four bases, our
memberships in the Common-
wealth of Nations, the United Na-
tions and NATO, and our very
close, almost unique, relationship

with the United States of Amer-
ica. Our attachment to these four
bases is strong.and solid. Withal
Canadians are a. sturdy, sclf-re-
liant people who- cherish their in-
dependence. - May ‘I remind -you
that these qualities of the Cana-
dian people - are - strikingly evi-
denced by the fact that almost
alone among -your allies in war
and peace we Canadians have
never accepted-any aid from the
United States, whether in the form
of lease-lend during the war or
mutual aid in these post-war
years. Indeed, like the United
States, Canada has heavily sup-
plied mutual aid to our allies in
the North Atlantic Treaty Organ-
ization.

The Canadian population today
numbers 161  million. In geo-
¢graphical extent we are the sec-
ond largest country in the world.
In our soil is a vast storehouse of
nature’s bounty. What. appeared

some years ago to be gaps in Can~'

ada’s natural endowment have
been filled in overflowing mea-
sure by the discovery in recent
years of vast deposits of oil, nat-
ural gas and iron ore. We possess
in abundance the five known
sources of energy: water power,
coal, oil, natural gas, uranium.
We are a major world supplier
of forest products and metals.

of copper, lead, zinc, asbestos,
uranium, titanium and other
much-sought metals. Nature has
been good to us. The opportunily’

" to develop - these resources is a
.- challenge to Canadians of thisg

generation and will likewise be
a ‘challenge to generations yct
unborn.

Canada-U, S. Relations
Canada and ‘the United States
probably understand each other
better than any two neighbour
nations ‘in the world. ‘There is

 still room, however, for better un-
‘. derstanding between them,  I-be-

lieve that Canadians and Ameri-
cans owe to themselves and the
world a positive duty to know
each other better.

It is one of the blessings of the
extraordinary and :cordial rela-
tions which exist between Canada
and the United States that we can
speak to each other in the most
candid terms without endanger-
ing, not to say rupturing, good re-
lations between us- and our sense
of mutual confidence. Opportuni-
ties of this kind are. given only to
those who are the best neigh-
bours in the world. Therefore; I
shall not weary you with plati~
tudes concering relations between
our two countries, rather I shall
speak to you with the utmost
{frankness.

We Canadians recognize the
position of world leadership oc-~
cupied by the United States.” We
view with admiration the way in
which the ‘American nation in
these past fifteen years has risen
to the challenge of destiny and
has assumed the exactions as well
as the responsibilities of world
leadership. The generosity of the
United States in sustaining other
nations in these post-war years is
without parallel in history. I
traversed free Europe in the eriti-
cal year 1948, What I saw there
left no room for doubt that Mar-
shall Plan aid saved Western Eu-
rope.

Canadians and Americans are
allies in NATO. Canadian forces

Continued on page 70
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 Satellites . . . the Doorway to Space

On Dec. 17, 1903 the Wright
brothers flew the first self-pro-
pelled heavier-than-air craft, thus
starting the industry which today
is the largest
employer of
people in the
USA. On Oct.
4, 1957 the
Russian gov-
ernment
launched
Sputnik: I
which, for
one reason or
another, has
created "a
great deal of
furor. We
have begun
the age of
space travel,
There are implications here for
every one of us.

The airplane has made it much
easier for us to travel about the
earth spending the minimum
amount of time on the way and
enjoying the most safety, but only
in a few isolated cases has this
machine made it possible to ex-
plore areas of the earth that we
had not already explored. The
airplane has given us whatever
accrues to man’s mastery of the
depths of the atmosphere. But the
atmosphere which he controls is
only ten miles thick, a small di-
mension even if you compare it
with the distance a man can walk
in a day. Today man is free to
move only in two dimensions,

G. S. Trimble, Jr.

Most Significant Event

History will tell us whether the
launching of Sputnik I was the
most significant event of this age,
or if it might better be classified
with the early unmanned at-
tempts at heavier-than-air flight,.
Our historians may decide that

*An address by Mr. Trimble before
the 46'h Annual Convention of the In-

t iation of Amer-
lcn, Hallywood Fla, Dec. 5, 1957,
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Viee-President — Engineering, The Martin Company

Investment bankers are advised by Martin scientist-official of crucial differences
governing investment decisions in plants of advanced technology and science
active in building missiles. Mr. Trimble outlines criteria to identify firms most
likely to succeed in this field, and points out profits come not so much from
today’s operational efficiencies as from making and keeping a head start. Ex-
presses confidence in U. S. A.’s ability to gain rocketry lead in recalling that
past experience shows those who are first are not

the first manned space trip to be
followed by a continuing growth
in accomplishment will have been
more meaningful. In either case,
men stand at the edge of space
today. Sputnik I proved fo all
what a few have known for years;
that a Satellite to earth can be
put in orbit, and that it is a useful
thing to do. For this we, at Mar-
tin, are thankful.

In the very near future man
will begin to move in three di-
mensions and, with further work;,
perhaps even in four as he leams
more about conuollmg his en-
vironment. There is a tremendous
amount of work ahead as we
move forward in the exploration
of space. First, we must send out
unmanned p)ol)cs to learn what
the environment really is. These
probes must go to the moon and
eventually to Venus and Mars, In
the early stages of reconnaissance,
these research vehicles will cir-
cumnavigate the celestial body of
interest and send back the desired
information by television and ra-
dio broadcast. Reconnaissance
flights of this type can begin very
soon, and we shall get a look at
the other side of the moon. .

While this exploratory effort is
progressing, a parallel effort will
tackle the problem of safely re-

entering earth’s atmosphere from
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CHICAGO
PHILADELPIIIA
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space with manned vehicles. It
seems likely that the early vehi-
cles will have wings and hence
resemble a high speed airplane,
They will have been launched by
a very large rocket. With the
passage of time we will learn how
to venture farther and farther
from earth, yet be assured of a
safe return. Then manned space
probe flights will be undertaken
and human reconnaissance of the

:moon will become a reality. With

but little more effort, men will
land on the moon, explore the
c;urface, and return to earth. Dur-
ing this time the earth satellite
will have deyeloped into a very
useful machine for mapping, wea-
ther predictions, and the many
other uses I am sure you are all
aware of.

Moon Key to Conquest

The existence of sputniks makes
it quite unnecessary for me to
develop a reason for the United
States to undertake this huge
task, but there has been a simple
one all along . . . the same rea-
son that compelled Hillary and
Tenzing to conquer Mount Ever-
est. Unfortunately, we in Amer-
ica do not seem to pay much at-
tention to reasons like this .
at least not on the integrated na-

‘tional scale required to proceed

with the exploration of space. I
can give you a much less abstract
reason, however. Wars have been
fought over the acquisition of
strategically important real estate.
The moon is such a piece of land.
In years gone hy, the military
commander holding the high
ground had the best chance of
winning the battle. Today, the
flying machine holds the high
ground. Tomorrow, the nation
that controls the moon will domi-
nate the earth. Here is a first
class military reason for explor-
ing and conquering space . ... a
reason any of us can understand.

With all of this work to be done,
the opportunities for those indus-
tries which ‘accept the challenge
are certainly exciting to contem-
plate. You must be wondering
how one might identify those
companies most likely to succeed
in this field and those which will
fall by the wayside. There are
many factors to be considered in
conducting such an analysis. I shall
mention only a few. From a tech-
nical standpoint, at least three
ingredients are required, First,
the company must be a leader in
things technological. Knowledge
in almost every field of science is
required as well as experience in
converting this knowledge to use-
ful devices. Second, the company
must have extensive knowledge
and practice in the specialty of
doing business with the govern-
ment, since the project is much
too large to be undertaken any
other way. Third, the company
must have started a long time ago
to define, understand and solve
the crucial problems.

Real Competitor Is Russia

It is important for you to real-
ize, in making your analysis, that
a business such as we conduct at
Martin differs in several profound
ways from the accepted pattern

always most successful.

in heated competition with other
aircraft, missile and electronic
companies, our real competitor is
Russia. We cannot obtain samples
of his products to analyze and
hence must assume that they are
as good or better than ours, This
places extreme emphasis on the
performance and suitability of our
products. We cannot afford to
compromise our design for any
reason whatever, if such action
might make our machine less than
the best in the world. We cannot
afford to build a pretty good in-
tercontinental ballistic missile. It
has to be the best. Perhaps you
can see from this why it is so dif-
ficult for us to mix military and
commercial products.

Similarly you can see that we
must embrace change in our oper-
ation. We must constantly strive
to change our product to obtain
improved performance as we
learn more from our research ef-
forts. Such a philosophy is for-
eign to the idea of mass produc-
tion of a standardized machine,
As soon as an idea for improve-
ment has been developed to the
point of probable success, we
must incorporate it in the product,
We cannot shelve it and wait to

. see what the competition will do

on next year’s model. Nor can we
conduct market surveys to see
what the customer will accept.

Because of these things, it
would be foolish for us to concen-
trate too heavily on fractional
cost cuts in detailed manufactur-
ing areas as is so often true in
the usual industrial case. Rather,
we must concentrate on tools and
processes of extreme flexibility.
For all we know, next year we
may need. to use an entirely dif-
ferent metal to obtam the best
performance.

The factors that make our oper-
ation a success and hence return
a profit are similar to the ones
you are in the habit of consider-
ing but thé balance and emphasis
are profoundly different. We do
not so much make our profit on
the little efficiencies of today's
operation as we do on the seem-
ingly unprofitable advanced ef-
forts that will lead to customer
recognition of Martin as the com-
pany best suited to produce the
world’s best performing machine
of the future. I shall illustrate
this process with an example from
the past and then show you how
we are now working for profits
in the future,

Long Versed in Rockef Work

It has been said that the reason
the United States lags the Rus-
sians in rocketry is because of a
hiatus in American Rocket Devel-
opment extending from 1945 to
1951 or thereabouts. This is not
strictly true. The Martin Com-
pany managed to retain a rocket
program of significance through-
out this period. It was a high
altitude research rocket program,
called “Viking” sponsored by the
Navy. You can read about it in a
book called “The Viking Rocket
Story” written’ by one of our
friends at the Naval Research
Laboratory, Milton Rosen. We ac-
quired a. great deal of experience
over the ten year period of
Viking’s active life. Many of our
men became trained in all phases
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of rocket work, invent%ns were
made, and new techniques were
created. More importantly, we
learned things of such abstraction
as- to be uncommunicable - to
others even now. Because of this
experience and other work we
had done, we were able to accept
the challenge of Vanguard on
July 29, 1955, when the President
‘announced that the United States
would attempt to launch an earth
satellite during the International
Geophysical year (which started
last July 1 and will end Dec. 31,

1958). The job to be accomplished’

was formidable. In two years we
were to develop a new rocket
which was necessarily compli-
cated by the high performance
required, an advanced guidance
system to assure accurate placing
of the satellite in space, and all
of this had to be done at a mini-
mum cost, permitting develop-
ment of new components only
when absolutely necessary and in
time for the IGY. This task could
not have been undertaken with-
out the background of Viking,
Similarly, Titan, the Interconti-
nental Ballistic Missile we are
designing and building at our
Denver plant, has many of its
roots in this early Viking effort.
It may interest you to know that
we made our first satellite studies
as early as 1947 and that in our
opinion a satellite could have
been launched two years before
now if we had started construc-
tion that much sooner.

‘Some time ago we established
RIAS, INC.. a wholly owned sub-
sidiary of Martin. RIAS confines
its efforts to basic scientific re-
search, Dr., Hans Trurnit, one of

texy: ytd g 1 » '

the senior members of the staff;
has been investigating for two
years “What Makes Grass Green.”
. How does a plant convert
water, carbon dioxide, and sun-
light ' into oxygen, starch, sugar
and protein? Eventually he and
his co-workers will learn how to
synthenize food and life giving
oxygen. Three months ago, very
few people could understand Mar-
tin Company interest in such
things. But this problem must be
solved to make ‘space travel a
practical thing.. I need hardly
point out other important appli-
cations of the'capability of syn-
thesizing food.

This is but one example of the
things we at Martin are doing to-
day that will have profound ef-
fects on our business of the future
. . . just as Viking helped put us
where we are today. There are
many more, some so seemingly
remote to our business of today
as to give rise to questions of our
sanity in the minds of some.

Company’s Future Plans

Our course, however, seems
quite clear to us. As we have
successfully evolved from a man-
ufacturer of aircraft to this coun-
try’s leading missile company; so
shall we cantinue to evolve as a
major contributor in future fields
of advanced technology and sci-
ence, In the immediate future we
expect to be very active in the
fields of swace exploration and
manned space flight, building the
advanced machines that are need-
ed. We believe we have prepared
well for this. At the same time
we shall continue to prepare for
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our future products, as yet unde-
finable, by exploring the fore-
fronts of knowledge in search for
new principles of science that will
assure us of a head start on our
competition in times to come.
Although Sputnik I opened the
age of space exploration (and we
at Martin would have enjoyed be-
ing first. to .do this with Van-

guard), we note that past experi-
ence shows that to be first is not
always to be most successful. We
are confident that the United
States will gain the lead in rock-
etry and all those things that it
makes possible. The Martin Com-
pany intends to make major con-
tributions to the winning of this
race.

Continued from page 23

‘Current Economic Situation and
Prospective Fiscal Policies

profit. What an easier ‘money
policy ‘can do, however, is create
a favorable climate for financing.
It can act as a stimulus to housing
and as an ‘encouragement to un-
dertake projects that were post-
poned because they could not
have been financed profitably at
a higher cost. Credit policy must
be flexible. As some one said, the
credit authorities occupy much
the same role as the “T” Quarter-
back running the option play: To
decide in the circumstances
whether to keep the ball or to
lateral off. There is no assurance
that either alternative will worl:.
Bul the choice should represent
the exercise of the best judg-
ment. in the circumstances that
prevail.

Of course, in order to be really
effective, credit policy requires
the support of fiscal policy. It re-
quires beyond that the coopera-
tion of management, labor, and
the individual consumer. The re-
cent reduction in the discount rate
takes cognizance of the fact that
upward price pressures are sub-
siding. Last month the cost of liv-
ing index failed to rise for the
first time in well over a year. For
the near term it may be that the
cost of living index will continuc
to level out, But as I intimated a
moment ago, to assume that infla-
tionary dangers are permanently
behind us would be premature in-
deed. Deficit financing of any
magnilude could quickly revive
upward price pressures.

Sees No Room for Pessimism
In concluding I do not want to

| leave, you with a gloomy impres-

sion. As a matter of fact, there-are
still many factors of sitrength in
the economy. For example, there
is as yet no indication that the
consumer has been contaminated
by the pessimism that has pre-
vailed in certain business and
financial circles. Employment is
still close to the peak and the
level of unemployment is modest.
Personal income is running at a
rate of $17 billion above that of
last year, and retail sales have
been only slightly below their all
time high. Even some of the over-
capacity in industry is not as seri-
ous a problem as appears on the

| surface, Surveys indicate that in-

dustry as a whole believes that

¢ it can operate more efficiently in
‘a range that centers around 90%

of capacity rather than 100%.

Furthermore, the prospective de-

cline in capital goods outlays in
manufacturing is not expected to
carry over to expenditures by the
utilities and the oil companies.
And spending for commercial

. building is expected to remain at

about the same level as for the
past year. The pattern of state
and local government. spending

also calls for substantial increases

in 1958. These will provide at
least a partial oifset to whatever
decline takes place in

While the immediale outlook
unguestionably is somewhat

cloudy, there is no reason to ex-

peet that the adjustment we are
now going throu'gh cannot he held
within reasonable bounds. Cer-
tainly we have needed a bhreath-

private-

ing spell for a long time, and if
in this period ahead we can
eliminate some of the maladjust-
ments that have been built up
during recent years, and in the
process relieve some of the infla-
tionary strains, the adjustment
will prove to have been all to the
good. Certainly it is far better to
have some adjustment now than
later, and for such adjustment to
proceed from the current level
rather than from an artificially
stimulated higher one.

Looking beyond this intermedi«

ate period, the prospect for long-.

term growth is just as bright as it
has' ever been, Several weeks ago
I attended the International In-
dustrial Development Conference
in .San Francisco. At that Con-
ference were some 500 bankers
and industrialists from 62 coun-
tries of the free world. I wish I
had the time to tell you about the
predictions of things to come that
were made there, to tell you about
the potential that exists in what
was described as the world wide
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population explosion and the pos-
sibilities inherent in the combina-

tion of such new fields as nuclear

energy and electronics. Indeed,

when we survey the full potential

inherent in the vast research that

is now under way, not only here

but throughout the industrial free

world, the frontiers that are open-

ing up seem endless.. Looking at

the longer run, I can find only a

solid basis for optimism. But in

the meantime we have a: pre-

liminary job to be done—to cor-

rect some of the maladjustments

that have crept into the economy. .
during three years of unprece-
dented prosperity, and- thereby
lay a solid basis  for the rerrewed
advance that is to come.

Smith, Barnkey & Co.
To Admit Four Pariners

Smith, Barney & Co., 20 Broad
St., New York City, members of
the New York Stock Exchange, on
Jan. 1 will admit William E. Fay,
Jr., Hugh Knowlton, Jr., Andrew
J. Melton, Jr. and Robert A.
Powers to partnership. Mr. Fay
has been associated with the firm
in the Chicago office. Mr. Melton
is sales manager and Mr. Powers
is in the syndicate department in
New York.

J. W. Sparks & Go. fo
Admit J. S. Wynn Jr.

PHILADELPHIA, Pa. — J. W.
Sparks & Co.,” Western Saving
Fund Building, on Jan. 1 will ad-
mit John S. Wynn, Jr. to partner-

NEW YORK 5, N. Y.

IS L LS LA LIS SIS SIS LSS I I 7,

Hornell
Watertown

Geneva *
Utica *

TSI SIS SISLIS LS LSS AT LSS S LSS LSS LSS 1SS LS TS S SISV LS VSIS

Pucblo, Davenport, Chicago

Clarksville, Atlanta
....................... Pittsburgh

.. Washington, D. C., Alexendria, Va.

Lexington
*, Baltimore
Minnvcapolis, $t. Paul,

Great Falls. Billings, Rochester

............ San Antonio, Fr. Worth
. v vs-Dallas

................. Montreal, Canada
....Toronto, Canada
...Sa0 Panlo, Brazil

SYSTEM
ts through Dranch

/////I////”//W//”//II///I//II//////I//I//III/I///////I////I////I//ﬂlllll///////I////I/l/I/I//I///I///////l




30 (2662)

The Commercial and Financial Chronicle . .

. Thursday, December 19, 1957

Report of IBA Municipal Securities Committee

Chairman William M. Adams,
o s auns, DOSWOL L & Co., Dewroit,
submitted his committee’s report
covering encouraging municipal
financing prospects, broker-dealer
registration fees, tax-exempt pre-
mium’s amortization, and metro-
politan area and state legislation
problems, among others, to 46th
Annual Convention of the Invest-
ment Bankers Association of
America.

Text of Report, including Ap-
perdiges, follows:

- Although money has continued
in tight supply thus far through-
out the year with low prices and
high yields on municipal bonds
(compared
with the lev-
cls of recent
years prior
to '1956), the
demand for
construction
of public fa-
»xlmes, par-
ticularly
schools, water
and sewerage
facilities, has
resulted in a
farge volume
of municipal
financing, The
volume for
the first 10 months of this year is
close to the volume of the record
year of 1954, and it is possible that
volume for 1957 will set a new
record. The volume for each of
ihe past five calendar years is also
shown in the accompanying tabu-
fation,

The Committee has worked on
many problems this year, legisla-
Livc, legal, mechanical and plan-
ning problems, and this report
summarizes some of the principal
issues.

I

Federal Legislation
(a) Federal Aid for School Con-
struction

The Federal aid for school con-
struction bill, to authorize a Fed-
_eral program of grants,.loans and
credit assistance for the construc-
tion of public elementary and sec-

illiam M. Adams

Local government borrowing for public facilities in 1957 promises, on basis of
first ten months of this year, to exceed $7 billion record high achieved in 1954,
according to Municipal Securities Report. Numerous activities of interest to
those in municipal securities dealt with by the Committee includes study
being made of school construction costs and source of funds, and problems in!
Federal and state legislation, legal, and mechanical and planning areas.

ondary schools, was defeated in
the House on July 25 by a vote
of 208-203. The IBA Municipal
Sccurities Committee opposed this
bill, and the Chairman of the
Committee testified against the
bill at hearings before the House
Committee' on Education ' and
Labor,

A tremendous job is being done
by states and local educational
agencies in rapidly providing

? needed classrooms, During the 12-
@' month period from Oct. 1,

1956,
through Sept. 30, 1957, there were
sold 2,886 issues of school bonds

 aggregating $2,216,363,000 for the
P construction of public elementary
= and

secondary schools. This
amount, will of course be supple-
mented by additional funds from

- other sources such as accumulated
* building funds, current revenues

and Federal aid. Furthermore, in
October, 1957, the school bonds
sold to fmancc the construction of
public elementary and secondary
schools aggregated $279,739,000—
greater than the total in any one
of the 12 preceding months.

We are making a study of con-
struction costs of public elemen-

tary and secondary schools and of-

the sources of funds for such con-
struction. To obtain information
for this study, we sént out ques-
tionnaires in October to all public
school districts and local educa-
tional agencies with a pupil en-
rollment of over 300, which ag-

General Obligations
—eo $4,119,303,000
3,775,931,126
4,244,089,370
3,754,260,796
3,990,640,799

2, 937 966, 967
“First 10 months.

1957%.

‘L,lc;.,atcd 12,000 questionnaires,
and we have received over 3000
replies.

(b) Federal Broker-Dealer Regis-
tratjon Fees )

S. 2520, which ‘would amend
Section 31'of the Securities Ex-
change Act of 1934 to require
every hroker - dealer registered
with the SEC to pay a fee in an
amount equal to 5¢ per $1,000 of
the aggregate dollar amount of
the price of securities sold as a
broker-dealer, otherwise than on
a national  securities exchange,
was reported favorably ' to the
Senate on July 11 by the Senate
Banking and Currency Committee
as a new bill. This was ‘an un-
usual procedure hecause no previ-
ously introduced bill on the sub-
jeet was before the Committee
and no hearings were held on it.
The bill as originally reported on
July 11 would have applied to
transactions in state and munici-
pal bonds. The Senate Banking
Committee on July 16 approved
an amendment to exempt trans-
actions in state and municipal se-
curities from the fee. S, 2520, with
the amendment exempting state
and municipal bonds from the
proposed fee, passed the Senate on
Aug. 8 and is now pending before
the House Interstate and Foreign
Commerce Committee.

Revenne Bonds
$1,452,696,000
1,670,438,445
1,732,414,450
3,214,381,100
1,567,246,570
1,463,350,500

Total
$5,571,999,000
5,446,419,571
5,976,503,820
6,968,641,896
5,557,887,369
4,401,317,467

=
i
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(c) Amortization of Premium on
Tax- -Exempt Bonds Ileld by
Dealers

Op July 9, 1957, the House Ways
and ‘Means Committee reported
favorably H.R. 8381 “to amend

the Internal Revenue Code of 1954

to correct unintended henefits and

hardships and to make technical
amendments.”  Section--3-of this
bill would require dealers to
amortize premiums on all _tax-
exempt bonds held by them and
would apply “with respect to tax-
able years ending .after Nov..7,
1956. but only with respect to ob=
ligations acquired after such
date.” -The amortization require-
ment would apply regardless of
how Jong the bonds were held or
the maturity of the bonds. The
amortized premium would not be
deductible. (For example, under
this bill, if a dealer purchased for
$1,036 a $1,000 bond maturing in
one year and sold the bond in 10
days for $1,037, the dealer would
have to amortize the premium at-
tributable to the period during
which he held the bond (of the
$36 premium $1 would be attrib-
utable to that 10-day period), so
that amortization of $1 of pre-
mium would reduce the dealer’s

“cost” of the bond for tax pur-

poses to $1,035 and there would

be $2 of taxable gain). 3

Present provisions of law do not
require dealers to amortize pre-
miums . on tax-exempt bonds if
(1) the bonds are disposed of
within 30 days after acquisition or
(2) the bonds have a maturity or
call date more than 5 years from
the date of acquisition.

The Municipal Securities Com-
mittee of the IBA actively op-
posed the provision to require
dealers to amortize premiums on
all tax-exempt bonds acquired

after Nov. 7, 1956. After it became "

apparent that the House Ways and
Means Committee felt that pres-
ent provisions of the law provide
a loophole whereunder dealers
may trade premium bonds back
and forth  between themselves
after holding the bonds slightly
less than 30 days so that they can
report “loss” on the bonds as the
premium disappears while re-
ceiving tax-exempt interest on the
bonds, the IBA Municipal Secu-
rities Committee . recommended

that the “loophole” would be
largely, if not entirely, closed by
cutting from 30 days to 10 days
the period which dealers may
hold tax-exempt bonds with a ma-
turity of five years or less with-'
out amortizing premium. This
recommendation was not adopted.
In .an IBA Newsletter members
were urged, if they disapprove of
the proposed amortization re-
quirement, to (1) urge their Rep-,
resentatives to vote against H.
8381 because it contains unfaxr,
and retroactive provisions and (2),
also urge state and municipal
officials to request Representa-
tives to vote against the bill be~
cause it would cause an increase
in financing costs for states-and
municipalities.

H. R. 8381 was, not conqldered
by the House, but it retains its
status on the House Calendar for
further action next year. The
Municipal - Securities Committee
has requested an opportunity for a
hearing by the Senate Finance
Committee when the bill reaches
the Senate.

It has recently been suggested
that the “loophole” would be com-

.pIetely eliminated without .im-

nhsing an unreasonable burden on
dealers if dealers were required to
amortize premium on tax-exempt
bonds only when they sell the
bonds at a price lower than their
acquisition cost, provided that
dealers who purchase the bonds
directly from the issuer on origi-'
nal issuance would not be re-
quired to amortize premium for a
period of 60 days following de-
livery of the bonds by the issuer.
Under -this proposal, a dealer
would not be required to amor-

tize premium on any premium -

bonds he sells at.a profit, and a
dealer would not be required to
amortize premium on bonds sold
at a profit or loss if he purchases
the bonds directly from the issuer
on original issuance and sells the
bonds within a period of 60 days
following delivery of the bonds
by the issuer, This suggestion will
be considered by the Committee
at its meeting at the Convention -

to determine. whether this sug-

gestion should be recommended
to Congress as a method of, clos-
ing the “loophole” without im-
posing on dealers the. hardship .
that would be imposed by section .
3 of H. R. 8381.

(d) Municipal Investment Com-
' panies

The House Ways and Means
Committee referred to a Subcom-
mittee for study the bills which
would permit investment com-
panies to pass tax-exempt interest
through to their shareholders in
“exempt-interest dividends.” The

Continued on page 44
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Report of IBA Industrial Securities Committee

Equity financing’s recent prom-
inence, and reasons therefor, are
analyzed in report presented by
Industrial Securities Committee at
.the 46th Annual Convention of
the Investment Bankers Associa-
tion of America. The Committee
‘Chairman  was: Edward - Glass-
-meyer, of Blyth & Co., Inc., New
York City.

"' Text of the Report follows:
Amount. of Equity- Financing
In the/ two and one-half years

‘ended June 30, 1957, U. S. indus-

‘trial corporations sold more com-

mon stock than in the five years

i 1950~1954 in-

clusive. This
report dis-
cusses certain
factors behind
this recent
upsurge in
equity financ-
ing, with par-
ticular em-
phasis on the

R and _the con-
Edward Glassmeyer .. tribution of
: : the investment

‘banker,

.The- Appendix attached hereto
includes a listing of all industrial
common stock issues of $5,000,000
‘or more which were offered
through rights or for cash during
the period from Jan. 1, 1956 to
Nov. 15, 1957, together with perti-
nent data for each issue.

How important is equity fi-
nancing? The dollar amount of
equity financing has increased
substantially in recent years, both
in dollar araount and in percent-
age of total financing, as shown
by Table I.- Some of this dollar
increase is of course due to the
fact that the total amount of fi-
nancing has increased, but it is
clear that the equity portion has
increased at a faster rate than the
total in- recent years. Even these
figures are- conservative, - since
they do not reflect the increased
volume of convertible. securities.
Although the convertible feature
is often-used to make a bond or
preferred -stcck -more  attractive,
recent studies have - shown that
many conversion. features are in-
cluded on the dssumptlon that the
senior security will in fact be con-
verted into common stock as. the
market rises. This assumption may
prove to be 1oo optimistic, and
conversion may never be effected,
but to the extent that conversions
are effected, a strong case can be
made for including convertible is-
sues as an important means of
raising equity capital.

As an indication of the impor-

The resurgence of equity financing relative to total financing and the growing
importance of convertible financing are two of several topics stressed in Indus-
trial Securities _Commlttee report to IBA. The unimportance of preferred
stock in recent fmancmg is shown, prior to discussion of relative merits and
conmderahons mvolved in cash versus rights offering methods.

tance . of convertible: fmancmg,
Charts I and II show . the differ-.
ence in the:relative size.of debt,
preferred stock and common stock
financing ‘when ' convertible . se=
curities. are combined . with com-
mon stock. It is.entirely possible
that not all of these issues will be
converted, but the charts indicate
the potential’ magnitude of this
factor. Regardless of whether any
portion of convertible financing is

included in the concept of equity :

there seems to be little question
¢f the importance of - the’ role -of
equity -capital in recent corpora-

tion finance.

methods used :
< 1o obtain own- -
cershipfunds -
+ for business, :

Reasons for Wide Use of :
Equity Fmancmg

Recent emphasm on equlty fi-
nancing reflects the desire of cor<;

_porations.%to obtain . permanent
capital when markets “are-favor- :

able. Within the past several years

‘we have witnessed a substantial

rise in the Dow-Jones Industrial
‘Average and a corresponding sub-
stantial -increase in the volume of
common stock financing.
Long-terra
‘and capital budgeting based on
sales forecasts
methods used by the management

{inancial planning -

Dow-Jones Industrial Average.
This would seem to indicate that
the ‘relative costs are not unim-
portant, as equity financing has
increased greatly whenever the
market has reflected a receptivity
to it. Hlstoucally, propitious times

Tor the raising of equity capital
are relatively few and, as a con-

sequence,  the volume’ of equity
financing is high in periods of
favorable markets

Why do some corporations pre-
fer to issue common stock? The
use of debt naturally introduces a
rigk. Debt involves a fixed, un-
‘avoidable payment of mtexcvt as
opposed.to the voluntary pdyment
0f_d1v1dends on stock. Also the
principal must ultimately beye-
paid,” If debt obligations camﬁt
‘be met, the corporation is in dan-

ger of bankruptey. Common stock
equity, on the other hand, pro-
vides permanent capital and does
not carry this risk.

The greater the proportion of
debt in the capital structure of a
corporation, the greater is the risk
of financial difficulties in times of &
stress. Consequently, the ratio of
debt to equity in the firm’s capital
structure is an extremely impor-
tant concern of the management.
This concern has a bearing on the
decision between debt and equity
whenever new capital is to be ob-
tained, since new financing enables
the management to alter the rela-
tive size of the two components.

The increase in equity financing
in the past few years has reflected
this concern- with the proportion
of debt in two ways:

TABLE X

New Securities Offered ty the Public for Cash
($000Y".

Tolal
$6,576,824

100.0%
$7,077,820

are usually the *

of an industrial company to de- ¢

cide how much additional capital

is needed. Then the chief problem -
ig to determine which of the many -

available methods should be uscd

in obtaining the money.  There are * -~
mary 1act01s involved in this de- -
cision; but the central problem is

whcther to use a debt or. owner-
ship type security.

From a cost point of view, bor-
rowing almost always appears
cheaper than issuing stock, prin-
cipally because of our tax laws,
Interest is deductible for tax pur-
poses, and this means that the net
cost of borrowing (less tax sav-
ing) is only about half of the in-
terest rate. Therefore, even in
periods when  interest rates ‘and
stock yields are similar, the effec-

tive cost of debt is considerably |

less.

Under these conditions one
might expect that equity' financing
would always be minimized. This
is not the case, however, as Chart
III demonstrates. The amount of
financing with equity varies a
great deal and apparently follows
very closely the ups and downs
of the market as measured by the

Your
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/
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writing firms in volume
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Los AxceLes  Sax Fraxcisco
S

$9,582, 412
100.0%
$8,897,996
100.0%
$9,516,168
100.0%
$10,240,155
100.0%
$10,938,718
100.0%
$6,901,765
100.0%

1957 (1st 6 mos.)...-

Debt
Securities

$5,036,308
76.58%
$5,972,776
84.39%
$4,890,499
80.81%
$4,919,567
71.34%
$5,690,949

Preferred
Stock

$761,959
11.58%

. $491,535
6.94%
$424,662
7.02%
$630,822
9.92%
$837,656
10.82%
$564,498°

Common
Stock

$778,557
11.84%
$613,509
8.67%
$736,389
12.17%
$810,654
12.74%
$1,212,494
15.66%
$1,368,551
14.28%
$1,326,013
14.90%
$1,212,677
12.74%
$2,185,228
21,349
$2,301,001
21.04%
$1,504,624
21.80%

$5,162,440
74.80%

$234 701
3.40%

SOURCE! Securities and Exchange Commission, Statistical Bulletin.

(1) Many corporations, although
not unhappy with their existing
ratios, desired to provide them-
selves with greater flexibility for
the future. Since debt is almost
always an apparently cheaper
form of financing and more read-
ily obtainable, corporations can
get money advantageously through
debt almost any time, provided
they do not introduce an unbal-
anced degree of risk. Therefore,
wise management suggests the
possibility of developing a larger
‘cushion of equity when conditions
are favorable so that future debt
financing can be undertaken with=
out introducing a dangerous de-
gree of risk.

(2) Other cor p01at1ons have at-
tempted in recent years to remedy
a lopsided capital structure result-
ing from the use of debt financing
in, the past when' interest rates
were low and the tax advantage
an important consideration. Thesa
corporations have taken advantage
of the favorable stock market con-
ditions in the past’ few years in
order to correct a situation which
had made them more than a httle
uncomfortable.

It should be noted in both of-
fhese ‘cases that corporations
usually do not try fo outguess the
market. If considerations of the
capital structure indicate the de~
sirability of additional equity, the
step should be taken when prac=
ticable rather than waiting for the
market to go higher. Equity should
be secured when the time is ripe,
since such times occur only too
seldom.

Methods of Raising Equity Capital

A large proportion of the equity
funds for business are generated
1nternally through. the retention
‘of earnings and through deprecia-
tion allowances. At times, how=
ever, -this internal generation is
not sufficient to meet capital de~
‘mands, and equity funds must be
obtained, from outside sources.
There are a variety of methods for
tapping these sources, including
the issue of (1) preferred stock,
(2) convertible preferred stock,
(3) common stock “rights” oﬂ:‘cr—
ings, and (4) common stock cash

Continued on page 72
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Report of IBA Foreign Investment Committee -

The Foreign Investment Com-
mittee of the IBA, Chairmanned
by Joseph T. Johnson, of Milwau-
kee Company, Milwaukee, in pre-
senting its report at the 46th An-
nual Convention of the Investment
Bankers Association of America,
adjured private foreign invest-
ors to wait no longer in showing
the foresight, courage and unself-
ishness required to keep the Free
World within the orbit of the U. S.

Text of the Report follows:

During this past year your For-
eign Investment Committee has
sought to accomplish two things:
first, to establish contact with
.governmental
and private
organizations
already active
in the field of
foreign in-
vestments so
that we might
discover what
opportunities
our industry
has to partici-
pate in this
work, and
might thus
provide inter=
“ested IBA
members with,
necessary inrormation, Beyond
this practical  objective, however,
the Committee ‘has attempted, in
the second place, to gain a broad
understanding -of the entire for-
eign investment problem: its im-
pact not onty upon the individual
industry- whieh ‘our- own group
represents but also on such wider
areas as our national economy as
a whole, on the government of the
United States, and, indeed, on the
security of the entire free world.
For your Committee is convinced
that the more immediate and prac-
tical aspects of the foreign invest-
ment question cannot be under-

stood or even properly discussed

Joseph T. Johnson

Readiness of underdeveloped areas ye: rning to participate in economic growth
and failings of our private and public foreign investment policies are interre-
lated topics studied by IBA Foreign Investment Committee. Chairman John-
son, recalling utterances made five years ago when he was IBA President,
asserts we are still attempting to settle a long-term crisis with the same emer-
gency operations and are still no closer to real, long-term solutions. Although
‘praising extent of private investment, the Report nevertheless bluntly criti-
cizes much that remains to be done despite existing difficulties.

except in the context of these
broader issues which I have just
cnumerated.

This Committee considered that
it was part of its job to interview
anyone who might help us to un-
derstand the growing world and
its needs, Those whom we inter-
viewed included private business-
men here and in other countries,
officials of the U. S. Government
concerned with foreign trade and
investment, and such individual
authoritative sources as Eugene R.
Black of the World Bank and Rob-
ert Garner of the International
Finance Corporation. Our Report
10 you represents the information
thus gathered by the Committee,
and its collective judgment, on
three rclated topics: The expan-
sion of world industry; the re-
spective roles played by govern-
ment and private capital since the
War in the financing of this indus-
trial growth; finally, the reasons
which, suggest that private indus-
try, especially our own investment
banking industry, should and even
must assume a greater responsi-
bility for, and share in, this ex-
pansion—if the world of the fu-
ture is to develop in that tradition
of free enterprise and independ-
ent action which we cherish as
Americans and as industrialists.

distributors of
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Growth Worldwide

Growth is the keynote of the
present world economy. The un-
precedented expansion of indus-
frial potential which the f{ree
world has witnessed during the
past 12 years is neither a mere
postwar . “catching up,” nor is it
just another “boom.” The sober
truth is that we are squarely in
the middle of an economic and
technological development which
(barring another world war and
taking into account such tempo-
rary periods of adjustment as the
economy is now experiencing) is
good for an indefinite period, We
may anticipate a lengthy period
that may well surpass whole cen-
turies of man’s earlier material
progress. And we must recognize -
clearly that the expansion of
which I speak is truly a “world”
growth: increased productivity, a
mass consumer market, and the
material benefits for a whole na-
tion which result from such eco-
nomic development is no longer
the prerogative of the Ruhr com-
plex, the pound-sterling area, the
bard-dollar countries. It extends
at least to all those nations still
outside the economic domination
of the Iron Curtain; more impor-
tant, its quickening pulse can be
felt in such vast and long-de-
pressed areas of the earth as Asia,
Africa, and the lands of the Pa-
cific—all of these, I need scarcely
remind you, countries and peoples
that have long yearned for their
proper place in the sun of eco-
nomice prosperity, and that the free
world is now striving desperately
to hold within its own camp.
Whether or not the huge popula-
{ions of Acia, Africa, and the Far
East are to follow China along the
road to Communism, or are to be
incorporated, with all their vast
resources, into our free world—
this question, so fateful for the
history of the world, will be de-
cided in great part by whether
these peoples, too, can enjoy the
benefits which a productive econ-
omy has brought to millions of
men in the United States.

Consider the facts which sub- -

stantiate this statement about
world economic growth. Manufac-
turing .output in the free world
has reached an annual rate of
growth of about 6%, more than
double the prewar rate. World
trade, including U. S. trade, has
risen 85% in the past ten years;
and whereas the U. S. rate of in-
crease during this period was a
healthy 50%, trade in Western
Europe and in the Far East has
more than tripled. India is en-
gaged in a huge expansion of its
already respectable steel output;
Egypt seeks the means for creat-
ing cheap electrical power; Africa
and Turkey are turning to west-
ern technology to mechanize their
ancient farming techniques: on
the American continent itself, the
U. S. is being outstripped in rate
of industrial expansion by our
good neighbor, Canada, and is be-
ing challenged in this area by
Mexico and South America, whose
natural resources are still com-
paratively untapped.

Note of Caution

This optimistic piclure needs,
however, to be shaded with some
lines of somber warning. Many of

the countries now seething with ,

the industrial ferment I have out-

lined, want, first and foremost, to
achieve the standard of living
which economic prosperity has
brought to the United States; but
these countries lack, in most cases,
two anchors which have insured
our own stability on the high scas
of industrial expansion: fixed po-
litical institutions founded on a
tradition of law, and sound busi-
ness techniques.. Thus they are
prone to make mistakes; mistakes
produce economic disaster; and
disaster in turn invites the malign
intervention of a watchful Com-
munism, prepared at every mo-
ment to rescue the foundering ship
—naturally, on its own terms and
to the advantage of its own world
policy. To offset this danger of
the enstranglement of developing
free countries by the Soviet octo-
pus there stands, as modern rep-

resentative of our historic free-in--

stitutions, the power of the United
States. This power, political and
military but above all economic,
is thus faced with a great oppor-
tunity which js at once a tremen-
dous responsibility; and both op-
nortunity and responsibility are
in danger of being lost by default:

Role of Government and Private
Capital

Turning now to the second

theme, “How have the U. S. Gov-

ernment and U, S. private capital

divided our national responsibility

for financing the industrial growth

of the free world?” When, five
years ago, I addressed this conven-
tion as your President, I suggested
that *“. . . for 20 years we have
been in a perpetual state of emer-
gency — a - succession of crises—
induced by either foreign or do-
mestic developments, and in the
confusion and frustration many of
us have failed 1o distinguisan be-
tween shori*term crises that per-
mit immediate correction and
long-term crises requiring years
to work out.” It was my meaning
then, of course, that to regard the
problem of worldwide economic
health as a temporary crisis that
could be treated by massive but
temporary -injections of govern-
ment funds into the starved econo-

.mies of nations politically friendly

to us was to apply emergency
measures to a chronic disease; and
I urged that our industry should
take the lead in rectifying this
imbalance between public and
private effort. Today I must as-
sert that we are still, as a wation,
attempting to settle a long-term
crisis by the same emergency op-
erations, so that we seem no closer
to real, long-term solutions. If
this assertion is true, it is not
reassuring.

“Dollar Diplomacy”

Spurred by the pressures of the
cold war, and motivated, too, by
the American ideal that all na-
tions of the world should enjoy
the material benefits which are
ours, the American Government
has spent over $40 billion in for-
cign economic aid since World
‘War II. (This figure does not in-
clude military aid.) Inevitably, of
course, political considerations
have often outweighed economic
judgment in:the administration of
this program. Aid to one country
has too often had to be balanced
by like aid to another, so that fi-
nally the conviction has been horn
that all countries friendly to the
U. S. have title to financial aid

" Continued on page 60
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Report of IBA State Legislation Committee

Chairman Gilbert H. Osgood of

: Blunt_ Ellis & Simmons, Chicago,

submitted a summary 1ep01t of .

- the State-Legislation Committee

to the Investment Bankers Asso-

‘ciation’s Forty-Six Annual Con-

vention, Leld at Hollywood, Fla.
The text and the appendices of
the Report follows:
‘ I
State Securities Acts
Appendix A contains the sub-
stance of the amendments to state
securities acts adopted this year
by the following: Arkansas; Cal-
ifornia; Colorado; Florida; Geor-

" gia; Idaho; Iowa; Kansas; Minne-

. braska;

Missouri; Montana; ‘Ne-
New. Mexico; Oregon;

sota;

; Tennc.sscc Texas; Utah; WlSCOl’l-

sin.
The outstanding Legislative ac-

: tions in this field were the adop-

gitize

tion. of com -

.plete new. se-,

-curilies-acts in
< Kansas. -and
. Texas,

“ The new
~Kansas Se-

~ curities Act is’

‘based-in large
spartonthe
:Modified Uni-
‘formState
-Securities Act,
and it. makes
many-
- able improve-
ments over
the previous
Kansas Securities Act. The adop-
tion of the new Kansas Act is the
result of good work by Harry
Beecroft (Beecroft, Cole & Co.,

Gilbert H. Osgood

desir-

State Legislative Committee reports on current status of variable annuities;,
- extent of state laws dealing with gifts to minors and tax considerations that
-should be noted; adoption of model Fiduciaries’ Securities Transfer Act and
- different law than that of IBA being drafted by National Conference of
- Commissioners on Uniform State Laws ; position of firms relying on an exemp-
- tion for unsolicited agency transactions, and issuance of Digest publication of
- exemptions under state “blue sky” laws; and preliminary work should now

be undertaken for important state legislative proposals which includes main-

taining close working relationship with state securities commissioners.

Topeka, Kan.) and Carl House-
worth .  (Columbian Securities
Corp,, ‘Topeka, Kan.), in coopera-
tion with the Kansas Securities
Commissioner. We  commend
Harry Beecroft and Carl House-
worth for the outstanding per-
formance in obtaining adoption

of ‘an up-to-date securities act in-

Kansas which will provide better
protection to investors and facili-

. tate-the conduct of legitimate se-
-curities business.

‘The new Texas Securities Act

(1) combines the previous Texas

Securities Act (administered un-
der the Secretary of State) and
the Texas Insurance Securities
Act (previously administered un-
der the Insurance Department)
into one Act administered by a

securities commissioner and (2)

creates a “Texas Securities Board”
(of three citizens appointed by
the Governor) which in turn ap-
points the securities commission-
er. We commend for their hard
work . and success in obtaining

115 Broadway

Bocton

Underwriters — Distributors
Dealers

PUBLIC UTILITY, RAILROAD
INDUSTRIAL and MUNICIPAL
SECURITIES

W. C. Langley & Co.

Members New York Stock Exchange

Tel. BArcIay 7-8800

New York 6, N. Y.

Syracuse

‘ination,

TELEPHONE HAMNOVER 2-9500

INDUSTRIAL, PUBLIC UTILITY,
RAILROAD ano MUNICIPAL
'SECURITIES

LAURENCE M.

MEMBERS NEW YORK STOCK EXCHANGE
AMERICAN STOCK EXCHANGE (ASSOCIATE)

48 WALL STREET, NEW YORK 5, N. Y.

MARKS & Co.

"TELETYPEN.Y.1-344

I3

[l W=
LB EE BV e ) i oY

p:/ffraser.stlouisfed.org/

adoption of the new Securities intendent of the Dlstuct and by’

Act the members of the Legisla-
tion Committee of the Texas
Group. They are:

Charles C. Pierce, Chairman,
Rauscher, Pierce & Co., Inc.,
Dallas..

Edward H. Austin, Austin, Hart,
& Parvin, San Antonio.,

Hal H. Dewar, Dewar, Robertson.

& Pancoast, San Antonio.

~ Wilbur E. Hess, Fridley, Hess &

Frederking, Houston.

Edward Rotan, Rotan, Mosle &
Co., Houston, -

W. Allen Taylor, E F. llutton &

- Co., Dallas.

Charles. D. Kirkham, Merrill
Lynch, Pierce, Fenner & Beane,
Dallas.

Bills to provide complete new
securities acts in Washington and
Wyoming failed to pass.

Amendments this year in Flor-
ida, Kansas and Utah authorized
the securities . commissioners. of

‘those states to require that appli-

cants for registration as dealers
or salesmen pass a written exam-
and an amendment in
Georgia authorized the Commis-
sioner to require that applicants
for registration as salesmen pass
a written examination.

The procedure in the new Uni-
form Securities Act to provide a
special state registration proced-
ure, described as “registration by
coordination,” for securities which
are -being registered under the
Federal Securities Act ol 1933 was
included in amendments adopted
this year in the Securities Acts of
Colorado, Kansas, New Mexico
and Texas.

I
“Variable Annuities”

On Sept. 3, 1957, Judge Wilkin,
in the U. S. District Court for the
District of Columbia - dismissed
the case brought by the SEC and
the NASD against the Variable
Annuity Life Insurance Company
of America and the Equity An-
nuity Life Insurance Company.
The substance of the decision is
given in a brief quotation from it:

“The logic of the law applied to’

the ' established facts seems to
bring the variable annuity con-
tract within the purpose and in-
tendment of the Securities Act, and
the defendants within the terms
and plan of the Investment Com-
pany Act, This Court would feel
constrained to so hold if it were
not for the clear and explicit
language of the McCarren Act and
the fact that the defendants are
licensed and regulated by the in-

.surance departments of this Dis-

trict and the States where they
operate. . . .”

“When, however, the Congress
passed the McCarren Act . . ..it
excluded all Federal agencies
from regulatory jurisdiction over
all insurance companies and in-
surance business except such

.agencies as it ‘then excepted or

might in the future except. SEC
has not been made an exception.”

“In view of the fact that the
defendants  have been chartered
as insurance companies by the
District of Columbia: and their
questioned contracts have been
approved by the Insurance Super-

S e . 4w

the insurance depamnents of cer-
tain - states, this Court -is . con-

* strained to hold that the .broad,.

explicit and impelling language
of the McCarran Act makes them
exempt from Federal regulation
unless and until Congress pro-
vides otherwise. The arguments
which plaintiffs' "advance here
should be made to the Congress.”

The SEC and the NASD (which
intervened in the case as a plain-
tiff) have appealed the decision
to the Court of Appeals.

Even if the McCarran Act ex-
cludes all Federal agencies (ex-
cept those expressly excepted)

from regulatory jurisdiction over-
insurance companies and . insur--

ance business, there is still a ques-
tion as to. whether ' so-called

variable annuities” are basically-

“insurance” within the meaning
of the McCarran Act. It appears

that the basic feature of a “vari-
able annuity” contract is not in-
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surance, but investment in a_ di-

- versified fund of .common stocks.

Another important decision with

' respect to variable annuities was -
“issued by the Connecticut Su- .
- preme Court of Eirors in May.

The Court there concluded that-a
proposed - “variable endowment”
contract was not an “endowment”
and that a proposed-“variable an-
nuity” contract was not an “an-
nuity” within thegenerally used
and understood meaning of those
terms. - Specifically, the Court -

. stated:

“When .the legislature med the :
word ‘endowment” in the defend-
ant’s charter'and in Section 6244,
it employed a word generally used
in insurance parlance as involving
an undertaking to make payment
of a specified sum of money.” -

“The proposed policy mcludes
a ‘variable annuity option. . .'.
The policy to be issued under the,
annuity. option would provide for
the payment, not of a fixed amount
of money, but of ‘an:'uricertain
sum, which is quite different from
the legal concept of' the word
‘annuity.’ . Here again; the legis-
lature employed a term ‘generally
used and understood; and ‘it must
be assumed that it did'so intend-
mg that annuity payments should
be in definite sums of money.”

Accordingly, ,the Court con-
cluded that the defendant ‘' com-
pany was not’ empowered under
its charter of Connecticut law to
issue the proposed ‘“variable en-
dowment” contract - which would

Continued on page 63
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Report of IBA Public Utility Securities Committee

Prodigious job facing invest-
ment bankers as well as utility
industry is depicted in a commit-
tee report covering the utility se-
curities field presented by Chair-
man Harold H. Young, of Eastman
Dillon, Union Securities & Co,, at
the 46th Annual Convention of
the Investment Bankers Associa-
tion of America, in Hollywood,
Florida.

Text of the Report follows:

Perplexed by spinning satellites
and wondering what the effect of
counter strategy may be, we lack
the prescience to guess the im-
mediate over-
all direction
of the Ameri-
can economy.
Nevertheless
we continue to
be most con-
fident that the
pattern of
growth in the
public utility
industry will
persist over
both the near
and the longer
terms and that
there will be
no respite in
the recurring need for large scale
financing. We do not doubt, there-
fore, that the challenge to the
utilities, the regulatory authorities
and the investment banking fra-
ternity will remain unabated.

Inasmuch as prophecy for the
future should be based on reflec-
tions of the past, we append to
our report brief tables that point
up the picture of continuous ex-
pansion in the utility industry. In
each of the three divisions, vast
investments in facilities have been
made over the past decade
amounting to a total in excess of
$48 billion—$25 billion for electric
power, $10 billion for gas trans-
mission and distribution and $13
billion for telephones. Still the
rate accelerates each year.

In electric power, installed gen-
erating capacity at Aug. 31, 1957
was reported at '125,754,000 kilo-
watts, an increase of 6.6% over a
year ago while output in the latest

12 months gained some 5.9% over

Harold H. Youug

Confident the utility industry is headed for continued accelerated growth, the
Public Utility Securities Committee cffers the prognosis that electric energy
financing, for example, will pyramid from $4.6 billion scheduled in 1957 and
$5.3 billion for 1958 to over $11 billion annually by 1970. Finds reassuring the
change by some regulatory bodies allowing higher rates of return and affirma-
tion of “fair value” decision by Iowa Supreme Court, and notes several un-

the previous similar period. New
money raised in the first nine
months of 1957 surpassed all pre-
vious efforts at $1,985 million,
The gas industry added another
800,000 customers in the year
bringing the present total to over

", $30 million. Construction expendi-

tures for distribution and trans-

# . mission showed a further rise and
. are expected to reach $2.13 billion
» for 1957 in comparison with $1.6

billion in 1956 and $1.3 billion in
1955. Revenues for the 12 months

f ended June 30, 1957 were at $3.85

billion to .record an increase of
11.6 over the preceding similar
period. Financing for the calendar
year 1956 amounted to $1,583 mil-
lion as compared with $1,413 mil-
lion in 1955 and $2,431 million in
1954.

Similarly the telephone industry
revealed further growth. Tele-
phones in service at the end of
1956 were 51,344,000 for the Bell
System and 9,112,000 for inde-
pendent companies, reflecting an
annual increase of 7% and for the
decade, 90%. During last year,
new investment made in telephone
plant. amounted to $2,038 million
and at Dec. 31, 1956 stood at $19,880
million. American Telephone and
Telegraph and subsidiaries raised
about $1,350 million of capital in
1956. General Telephone System,
largest of more than 4,000 inde-
pendent telephone enterprises, ac-
counted for about $140 million of
new money.

Notwithstanding the fact that
these new highs have been super-
imposed upon a previous period of
enormous expansion, we must ex-
pect even further growth in the
immediate future. Discussing only

one division of the utility industry

favorable situations,

but illustrative of all, “Electrical
World” in its September 2nd issue,
presented a forecast for the next
dozen years and assembled -a
number of projections upon which
to base its anticipations. of . the
demand for electric energy by the
year 1970. As these indicate the
prodigious job facing investment
bankers as well as the utility in-
dustry, perhaps we should: sum-
marize them here.

Growth Indicators
The mainstay for our expanding
economy js the certain growth in
population. From an average an-
nual increment of 1.6+ million

recorded since the beginning. of -

the century, we have already
reached a rate of 2.9 million a
year, and by the late 1960’s “this
will exceed 3.5 million. In 1970
our population is predicted at

212.7 million or a total ‘of.26%.

over 1956, Between now and then
households will increase 34% and
home building to keep pace must
average 1.6 million starts . each
year. ;
Gross ' National Product . now
gaining at a rate of about 2.5%

a year should spurt to double-

this rate and reach a level of $671
billion or 62% higher in 1970 than
at present. With consumers’ -dis-
posable income boding to increase
60% to $474 billion in 1970, the
average residential customer could
easily. multiply his present con-
sumption four-fold and should

produce $11.5 billion in revenue_

for that year.

The same projection is made for
industrial production with the
F R B index at 232 in 1970, but
because of changing labor cir-
cumstances and further automa-
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tion, demand for electric power by
manufacturers is destined to in-
crease from present sales of 292
billion - kilowatt hours - to 632
billion for 1970. Likewise with the
growth of suburban communities,

commercial and all other sales are-

forecast at 353.4 -billion kilowatt
hours as compared  with present
sales of 128.3 billion.

All in all, this prognosis is for
an industry—wide production of
electric energy in 1970 of 1.7
trillion kilowatt hours or upwards
to three times the amount pro-
duced last year. In order to handle
such an increase, expansion of net
installed . generating capacity  is
planned at 8.5 million kilowatts
in- 1957 and nearly doublé” this
amount, or 16.4 million kilowatts
in 1958. By 1970 the annual addi-
tion to capacity is expected to be
close to 27 million Kkilowatts.
Financing this development along

.with "the necessary transmission
-and " ~distribution = facilities

will
pyramid from the. $4.6 billion
scheduled .for 1957 and $5.3 billion
for- 1958 “to something - over $11
billion annually. by 1970. The de-
mand for capital by this industry

‘will certainly burgeon in the years

ahead!

Another look into the future
was taken by the President of
Pennsylvania Power & Light Co.
at a presentation earlier this year
before the Pennsylvania Electric
Association. He estimated that the
investor-owned portion of the
electric companies' were faced
between now and 1970 with a new
construction program of about $70
billion of which $25 billion might
be expected to be available from
depreciation in retained earnings.
The balance.of $45 billion would
have to be new money.

Financing Costs
The fact that utility companies

~have had to pay much more for

their money this year than a year
ago is too well known to dwell
upon. However, for purposes of
the record we do show below
relative yields on different types

of public utility securities as of
Oct. 31, 1957 and' Oct. 31, 1956,
using data reported by Irving
Trust Co. The stock groups 1, 2
and 3 correspond approximately

to the quality grouping for the
bonds:
“Bonds Oct. 31,°57 Oct. 31, 56
Triple A___ 430% 3.66%
Double A_. 440 3.76

4.63 4.06

Pfd Stocks

GroupI..._ 4.97% 4.42%,

Group II-._. 5.04 4.46

Group III__ 5.29 4.69

Com. Stocks

Group I.___

Group II__. 5.45

‘Group III._ 5.72

*Yields to Maturity.

The big increase in bond financ-
ing in- the first nine months" of
this .year. as compared with last
year, shown in an appended table
accompanying . this report, can be
traced in part to reluctance of
utility companies to sell bonds in
the latter part of 1956 when inter-
est rates were firming and many
managements . felt . that  such "a
trend might be temporary.. When
it became  obvious that interest
rates would be on-a higher plane
than heretofore- many companies
in 1957 proceeded with financing
and some of the money raised. in
1957 might “otherwise have been
raised in-1956. While some com-
panies have been inclined to make
more use of temporary.financing -
than at times in the past. we feel
that the preponderant sentiment
in the utility. industry ‘has been
to pay whatever the' going rate
for money. might. be’on the theory
that these companigs.are going to. .
have to raise money -annually, or
almost annually, and  that while
interest rates may be high or low
in a given year the cost will aver-
age out over a period of time.

We have ‘regularly stressed in
these reports that if the privately
owned utilities are to be able to
fulfill - their -obligations to ' the
public the free flow of funds into
their securities 'must: be encour-
aged. This depends on the exist-
ence of a favorable investment
climate and the cooperation of
regulatory authorities in permit-
ting an adequate rate of earnings.
The ‘maintenance of such an at-
mosphere is of intimate concern
to investment bankers as well as
to utility managements.

Some investors have expressed
concern about the fact that higher
interest rates have meant higher
cost of capital for utility compa-
nies and have worried as to
whether  public utility commis-
sions would give proper weight to
the higher cost of money in estab-
lishing rates. Earlier this year a
staff member of the “Wall Street
Journal” sent a questionnaire to
the various regulatory bodies and
the answers for the most part were
reassuring to the effect that the
Commissions would be sympa-

Continued on page 76
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* Report of IBA Canadian Committee

Andrew ' S. Beaubien, of L. G.

Beaubjen & Co., Ltd., Montreal,

". Chairman of Canadian Committee

reported to. Investment Bankers

. Association of America, at its 46th

. Annual Convention in Hollywood,

.Fla., on. the specific near and

.long-term outlook prospects for

,main branches of Canadian.eco-
nomic activity,

Text of Report follows:
The Royal Commission on
-Canada’s Economic Prospects
published its. Preliminary Report
in December 1956, This document,
fai T which gives a
. survey. of the
possibilities 6f
Canada’s’ eco-
“'nomic- devel-
opment .over
.the next 25
“years, wa's
based on a
-broad exami-
nation  of the
Canadian

...economy by a’
*-spetially,ap - A
i Let us now.examine -the, main *
-branches. of national activity and
-compare ‘the . long-term. outlook

“+ pointed Com-
‘mission as-~
. sisted by  an
$etyif * E | . expert staff
"as wWell as by the .voluntary sup-
‘port of governments at all levels,
‘of universities, of business, labor,
‘professional, agricultural,
‘and other organizations and many
“individuals.
- Keeping in mind that all long-
term . forecasts’ of this kind are
necessarily fallible, it is stiil in-
teresting to see what are the
‘prospects of Canada’s ‘economic
.progress, based on the assumption
that there will be no major war,
nor another depression, in the
next 25 years.
.. Assuming a net immigration of
75,000 per year (a figure which is
* far below the actual immigration
in. the last 10 years), Canada’s
population by 1980 could reach
‘more than 26.5 million against the
Jpresent 16.5 million. i
Assuming a further increase in
productivity, the -Gross National
Product could amount to approxi~
mately $76 billion or nearly three
times the 1955 figure: of $26.8 bil-
lion. Based on these figures, the
per capita Gross National Product
could reach $2,859 or 67% more
than in 1955.

All these figures suggest a
growth of the entire Canadian
economy on a scale even larger

.Andrew S. Bea.mbi'en *

.agriculture, others again will en-

social .

- Temperary slow down in
~dicted in Canadian Secu

less favorable 1958 year than 1957 does not deter
‘tions ‘of Gross National Product three times higher than 1955,

metals, forest products,
rities Committee report

and capital spending is pre-
which holds, however, that
optimistic long-run expecta-

Outlays for

‘natural gas, hydroelectric and uraniu_m' are believed unaffected by overall
.trend, but report reveals American tariffs’ threat to Canadian lead, zinc, and

than the development ‘which took ;
plaee in-the last 10 years. How-

growth -~ of the economy as a
whole.. Some, e.g. gold and “coal

mining, . -will - probably - decline, -

others- will increase their :output’:
in -absolute terms Lut will:de-.
crease in-relative-importance, e.g.*

joy a:particularly ‘strong upward .

‘trend.. :

"Sbecific Near and Long-Term
i Outlook - .

with the present situation and the

‘shortterm: possibilities, beginning

with "the industries which ‘have
the most promising future.
:.The. projection of the demand "
for natural gas suggests that con-

sumption may increase 10 or more. -
times within the. 25-year period,

The potential output of gas is esti-

mated at over 15. times the 1955

production, leaving large quanti--
ties for export.

This branch is- also ‘the most
promising as far as the near fu-
ture is concerned. The Westcoast -
Transmission system .has already
been delivering gas to customers
in British  Columbia and. the
northwestern United States since
October - of .this year; Trans
Canada Pipe Lines is rapidly ex-
fending its market and has al-
ready sold by contract all ‘the gas
now purchased from-the Alberta
producers. 3 v

New distribution systems are
coming into -heing of which the
most important-are Quebec ‘Nat-
ural Gas, Northern Ontario. Nat-
ural Gas, Inland Natural Gas and -

trade in general. . .

but where all fuel had to be iﬁ*"x

-ported by railway or truck. New
.ever, not all branches will share:

.in the .same ~proportion “in: the .

industrial development and large-

possible in this region .over the
long-term. :

the ‘markets of the midwestern
states, are the subject of-certain

or later such exports are bound to

become substantial and will con- °

tinue . t6 “increase over a long
period’ of time. -

‘The picture for oil is more.com-
plicated. The potential output- for
1980'is-estimated at 10 times 1955
production and between one and
.ahalf and two times anticipated
Canadian requirements .in 1980,
which means that large quantities
will be available for export. How-
ever, ‘the near-term picture is
clouded, as the question of mar-
kets tends to 'become somewhat
more acute. ‘ .

The 1958 Outlook
The: outlook for 1958 is one of

- unchanged or slightly increased

consumption, whereas the produc-
tion potential will again show a
marked increase.

An_increase in domestic con-
sumption -can be expected, either
as a consequence of the growth of
the ‘population and: of the general
welfare which will not be im-

.portant over the short-term, ‘or

as a consequence of the extension
of the Interprovincial Pipe Line

to Montreal, which is not likely to
occur in the near future, No sub-

stantial increase in. exports .can
be expected over the short-term
and it may even be feared that oil

Lakeland Natural Gas. New possi- - {7

bilities of industrialization ~are
provided in large areas, especially

in northern-Ontario where water’
power resources are important,

*
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imported by tanker may conquer
a part’ of the northwestern U. S.

"market at present using Canadian
ly expanded sales are thus made -

oil.- On the -other- hand, consider-
able - new - refining - capacity is

: “either under construction or
Further . exports,. especially.. to

planned, especially in the Puget

*Sound area of the State of Wash-
ington.
‘controversy,. but generally speak-
-ing it can ‘be assumed that sooner :

This will substantially
alleviate the pressure of surplus
production over the middle term.

In-the field of hydro-¢lectric
energy Canada has vast, still un-
tapped, ' reserves. These will be
‘particularly profitable to. the

‘aluminum. industry and by 1980

‘the output of alumihum in ingots,
based on"Canadian low-cost
power and imported bauxite or
alumina, could be five times
‘larger than. it is today. However,
for: the near term the industry
faces overproduction and is feel-
ing the consequences of the rapid
expansion of installations in
.Canada, -the United States and
other parts of the werld which
‘has run somewhat ahead of de-
mand. Certain -expansion plans
had to be curtailed provisionally.
Next year will probably see littie
change in the present situation
but consumption should rise con-
siderably in the future and by
1960 there should be a market for
all the presently planned in-
creased output.

Base Metals Industry

The situation in the base metals
industry presents the same pat-
tern of great possibilities over the
long-term- and uncertainty as to
what will" happen in the near
future. Copper has the best pros«

pects because of its relative scar- °

city. Canadian producers are con-

| \ :
it
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. fident that an- increased produé-
tion is warranted. New mines
-were opened in 1957, with more
-expected to  go into operation
later. There seems to be' litile
doubt that the entire Canadian
- production of the red metal will
-easily find a market in the next
 few years. Although at present
-profits have reached a low point,
it can be expected that in a year
or two better prices will substan-
 tially raise the profit marging of
all existing operations. . .
Some oversupply of nickel is
feared by’ 1961 when the new
'mines”in Manitoba are scheduled
-to start production, but the long-
“term outlook is fairly good. With-
.in two or three years total poten-
tial free-world consumption will
;again exceed the increased capac-
ity. Canadian production .is ex-
pected to ‘double by 1980.
The outlook for lead and zine is
not so good and it will probably
be difficult to find a market for
any additional production of zinc
in the next few years. This year’s
profits ~ are - substantially lower
than those of 1956 and no relief
can be expected in 1958, However,
some improvement might .occur
over the long-term and in 1980
the output could be two to four
times the present level as a resulf
of the general industrial develop-
ment,
" The production of iron ore im-
mediately reflects any changes in
the industrial activity of the main
market, i.e. the United States. Al-
though total chipments for 1957
will exceed those for 1956, the
rate ‘of growth is somewhat less
than it was last year. The outlook
for 1958 is uncertain. The recep-
tion which will be given the 1958
model cars and the activity of the
heavy industry in general will be
the main factors, which will gov-
ern the iron ore market in 1958.

Over the long-term, a consider-
able increase in production seems
dnevitable in conjunction with the
depletion of higher-grade iron ore
deposits in the United States, and
in 1980 production could be four
{imes the 1955 figure,

Asbestos production depends

Continued on page 68
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Review of past and expected
Federal ' financing by IBA Gov-
ernment Securities Committee
concludes with the hope, in view

" of growing problems now facing

us, that we will be able to retain |

good debt management, fiscal and
monetary policy and avoid further
inflation. The Chairman of ' the
Committee, Emil J, Pattberg, Jr.,
of First Boston Corporation, New
York City, delivered the report at
the Investment Bankers Associa-
tion’s 46th Annual Convention,
Hollywood, Fla., Dec. 1-6.

The Report Teads as follows:
During 1957 the volume of
Treasury financing of marketable
securities exceeded that of any of
the past ten years. Excluding the
weekly roll-
over of bills,
the Treasury
marketing op-
erations to-
taled more
than $65 bil-
lion, or some
$3 billion
greater than
the previous
record year of
1954. Of this
- amount, more
than $10% bil-
lion were sold
with maturi-
ties beyond a
year, including over $1 billion of
longer - term bonds. Unlike the
1954 ‘operations, most of the fi-
nancing this year had to he car~
ried out in a booming atmosphere
of widespread credit demands, a
restrictive credit policy by the
Federal Reserve System, and a
market which reflected in yields
the keen competition of private
industry and public bodies for the
investors™ dollars,

Emil J. i’atterl. Jn

¥ew Dull Moments

It is difficult to summarize the
action of the bond market in 1957
in any short paragraph. However,
it can be said that there were very
few dull moments, Business sen=
timent,. which has- an. important
influence on the direction of bond
prices, .fluctuated-widely from
bhooming optimism earlier this year
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IBA’s committee experts on government bonds review Federal securities mar-
ket and point out that in 1958 the Treasury’s refunding program will total $48

billion, excluding regular bills and tax anticipation issues. Expresses the hope

that the Treasury will attempt to continue to improve maturity composition
of the Federal debt. Notes formidable financing of $65 billion in 1957, highest
in past decade, and introduction of 49, rate and concept of a redeemable note.

to the mild pessimism of recent
weeks. Throughout the year, how-
ever, the corporate and municipal
markets have been under heavy
pressure to provide funds to in-
crease plant capacity, build roads,
schools, and other public facilities
demanded by our enlarged econ-
omy. The savings of the country,
though increased during the year,
never seemed to catch up with the
demand for their use. Federal Re-
scerve credit policy during most
of the year was restrictive. Un-
pledged reserves of the commer-
cial banks were almost always
out-balanced to a substantial ex-
tent by borrowings from the Re-
serve System, In August, the Fed-
eral Reserve discount rate was

-increased for the seventh time in

the past 21, years from 3% to

‘3% %, reflecting Central Bank
‘concern -over the rise in the cost
‘of "living and the symptoms of

boom still in evidence.

high - grade markets fluctuated
widely throughout the year. In
the government market, the yields
on 90-day Treasury bills ranged
from a low of 2.89% to a high of
3.66%; the long-term 3% bonds
declined almost 9 points from the
high of the year before making
any sizable recovery. In other
sectors of the bond market, the
story is almost the same—yields

increased until the 5% coupon was .

common for the new issues of
highest-grade corporate securitics.
Prices of new tax exempt issues
also reflected the heavy weight of
new borrowings. Investors were
thus called on to ration out the
available savings of the country
to serve a demand that looked
unguenchable.

In addition investors were also
asking for protection against the
possibility of their investment be-
ing refunded at an early date.
Higher call premiums and nonre-

| fundability provisions for five, ten,

Recent Rate Cutback

The force of Federal Reserve
restraint was not reduced until
last month when the Reserve Dis-
trict Banks reduced the discount
rate abruptly from 3% % to 3%,
and let the borrowed reserves of
member banks recede to a point
nearer parity with the banks’ ex-
cess reserves. It was apparent that
Tederal Reserve authorities rec-
ognized that some of the steam
was out of the boom and that the
inflaticnary pressures of our econ-
omy had subsided to a manageable
«tate, at least for the time being.
The effect of the Federal Reserve
action was to dramatically 1ift the
level of hond prices and lower the
yields of all high-grade fixed in-
come securities, .

Prices and yields in all of the

and even longer periods of years
thus became part of the corporate
financing pattern.

49, Coupon Required

It was with this background that
the Treasury last July made plans
for the refunding of nea}'ly $24
billion of securities maturing he-
iween Aug. 1 and Oct. 1. Under
the cirenmstances, this. was a most
formidable undertaking, even
though about $15 hillion of the
maturing debt was held by the
TFederal Reserve System and Gov-
ernment trust accounts. - All parts
of the investment market were
congested, Even the short-term
Treasury market, r until -then a
reliable means for emergency
borrowing, - was giving signs-of
exhaustion,

*
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To get the job done, the Treas-
ury had to designate a 4% interest
coupon for the first time since the
Fall of 1933. One reason was that
vields of 4% or more were al-
ready avaijlable in the Govern-
ment market, and the after-tax
equivalent yields of some- of the
discount securities outstanding
were even higher,

Option to Holders
Besides setting the 4% rate, the
Treasury introduced the concept
of a redeemable note due in four
years but subject to redemption
at the holder’s option in two years.
The idea of a convertible instru-

ment, offering investors protection -
against the changing interest’

structure, turned oot to be a suc-
cess in the refunding and was
used advantageously later in the
yeaﬁ' in a borrowing operation for
cash,

The big summer refunding of-
fered holders of maturing securi-
ties a four-month 3% % certificate
and a one-year 49 certificate be-
sides the redeemable 4% note is-
sue. More than $2'% billion of
the four-year notes, quickly nick-
named “2 by 4s” was taken on the
exchange. More than $10 billion
went into the one-year certificate,
and slightly less in the four-month
certificate. Almost $8 billion of
the conversion into the short cer-
tificates represented exchanges by
the Federal Reserve System and
the Government trust aceounts.

In the last half of the year the
Treasury sold more than $10 bil-
lion of securities for cash, not
counting the weekly turnover of
Treasurv bills. Of this amount,
$4%4 billion was in the form of
discount bills due in March and
April-of next year. ‘The: sales of
these special bills and the subse-
quent secondary market action re-
vealed that the short-term market
had lost its absorptiveness because
of the congestive effect of repeated
offerings, :

The August Financing

In August the sale of bills due
in April, 1958 incurred an average
cost to the Treasury of 4.17%, with
a going market yield of 4.30% ap-
nearing in the wake of the sale.
Faced in Sepntember with the need
to raise $315 billion more in cash,
and with the short-term market
clearly in over-supply, the Treas-

. . Thursday, December 19, 1957
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ury placed major reliance on other
maturity areas and offered $500
million of 12-year bonds, $750
million of ten-month certificates
and $1,750 million of a redeemable
note, and established a eommon
coupon rate — 4% -—for all three
issues comprising the package, The
new note was due in five years,
redeemable at the holder’s option
in 21, years. All issues were heav-
ily over-subscribed and prices in
the short-term market quickly
improved as the threat of an ad-
ditional supply was removed.

Impact of Credit Ease

Last month the Treasury again
raised cash through offerings of
marketable securities, but the
market atmosphere had changed
drastically since September with
the reduction in the discount rate
and a perceptible slackening in
new demands for credit. The
Treasury’s offering—straight ma-
turities of five-year 33%;% notes
and 17-year 3% % bonds— were
heavily over-subscribed, inducing
the Treasury to make preferential
allotments to savings-type inves-
tor categories. These issues have
commanded premiums in the sec~
ondary market ranging up to 2%
points, The $10 billion certificates
due Dec. 1, 1957, of which about $8
billion were held by Federal Re-
serve and Treasury accounts, were
refunded into a one-year 33;%
certificate, with attrition amount-
ing to less than $150 million.

Why Government Borrowing?

Perhaps some explanztion should
be made as to the reasons why the
Treasury needs to borrow large
sums of money in a period in
which the Government is operat-
ing with a budget surplus. The
chief reascns are related to the
timing of tax collections, the turn-
ins of savings bonds for redemp-
tion, and the fact that maturing
marketable debt is never refunded
in full; -the Treasury always has
to pay off some in cash.

In respect to taxes, most collec-
tions come in during the first half
of the calendar year. The Treas-
ury’s practice, therefore, has been
to borrow in the Fall and repay
the debt in the Spring.

The cash attrition on refunding
operations during the year 1957
amounted to more than $3 billion.
If the Government’s cash surplus
is not large enough to finance the
retirement of debt thus turned in
for cash redemption, the Treasury
has no other course but to go to
the market and borrow.

The third reason is the continu-
ing retirement of nonmarketable
demand debt. At the beginning of
1953 there were outstanding $311%
billion of savings type securities,
excluding the Series A, E and H

Continued on page 77
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‘Report of IBA Nuclear Industry Committee

« A report on the “Present Status
of the Peacetime Applications of
Atomic Energy” was submitted on
behalf of the Nuclear Industry
Committee. to the 46th Annual
Convention of . the Investment
Bankers -Association of America
by Chairman Dr. Paul F. Genachte,
who' is  Director of The . Chase

Manhattan Bank’s Atomic Energy -

Division,
" 'The text of the Report follows:

The basic industries as public
utilities, coal, petroleum, automo-
tgvp, and steel—are readily iden-
tified as separate component parts

of a nation’s

-economic
structure,
since each
plays a well-
defined role in
the industrial
life of a na-
tion. Atomic
energy, just as
has been the
casewith other
basic  sources
of energy such
as coal or pe-
troleum, will
intime em-
brace all the
industrial activities of a nation
and will color the entire economic
spectrum. The earlier forms of
energy have in the past impinged
upon many different industries,
and in the same way every indus-
try will become involved in some
particular phase of the atomic
energy.

Broadly speaking, however, the
peaceful uses of the atom can be
divided into two fields; first, ra-
dioactive isotopes; second, atomic
energy as a hew source of energy.

I
Radioactive Isotopes

Before the advent of atomic
energy, we knew of some 270
stable isotopes of 81 of the 92
natural elements. With the advent
of the nuclear reactor and through
the use of cyclotrons and other
sources of subatomic particles, we
have produced . artificially some
1,000 radioactive -isotopes of- 102
elements — the last ten of these
elements being man-made. Radio-

.. active isotopes produced ‘in re=
i:actors are obtained either by the
separation of the fission products
or by subjecting materials in re-
actors  to the bombardment  of
neutrons ‘eémitted -in" fission. Ra-
dioisotopes regain a stable form
after a more or less accelerated
decay process expressed in terms

of their half-life. In so doing,
they emit alpha and beta particles
and gamma rays which can be de~
tected by their effect on materials.

Dr. Pa/ﬁl F. Genachte

Team of nuclear experts report on the increa‘siﬁgl);'ixnpoi'tdnt economic role
radioactive isotopes will play, and the vast financing requirements for the in-
dustrial domestic and.international possibilities of atomic energy as-a new

source of usable energy. Report covers the developmental and financing high-
lights in mining and milling of uranium ores, construction and operation of
feed material plants, manufacture and use of reactors and their components,

chemical reprocessing of spent nuclear fuels and “waste”: disposal, and new

metals. Doubts 1962 will be, as predicted heretofore, the date when atomic

energy will become competitive with conventional energy sources. Sees the

date pushed back to 1965-67; notes sizable increases in estimated costs of the

various projects; and is encouraged by private industry’s response which
“ should remove dominant governmental control both here and abroad.

New uses for these isotopes are
found almost each week in medi-
cal and biological research, in
medical diagnosis and therapy,
agriculture, physical and chemical
research, and the sterilization and
preservation of food. There are
also many existing and new in-
dustrial uses to which they are
put, such as oil pipe-line markers,
beta and radioactive gauges, wear
studies, industrial radiography, oil
well beneficiation and refinery
uses, batteries where tiny amounts
of power are needed, heatless vul-
canization without sulfur, and the
like. ¢

About 100 private firms are en-
gaged in radieigotope processing
and redistribution in the United
States. At the end of June, about
4,100 U. S. organizations had been
issued licenses to possess and use
by-product radioisotopes. -Of

.these, close to 1,700 were indus-

trial organizations. From August
1946, to May 1957, shipments of
radioisotopes in the United States
reached close to 270,000 curies;
of this, about one-third was ac-
counted for in the last 12 months
of this period. )

A survey was conducted by the
AEC among industrial users to es-
tirnate the annual savings brought
about through the use. of radio-
isotopes as of the end of 1956.
The cost savings, averaged be-
tween  the “probable- low” ~and
“probable high,” amount to $400
million per year,,of which, almest
half is in oil well stimulation ap-
plications, It has been estimated
that the use of radioisotopes in
agriculture provides .additional

savings. of . $200 million. per -year:
a “very “conservative basis.!

on
And we should add.to those fig-
ures, the savings in human suf-
fering which, as Dr. Willard F.
Libby, Commissioner of the AEC,
said: “can only be measured in
the ‘coin of “"human dignity ‘and
happiness.”
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All these facts clearly define
the positive and immediate bene-
tits. which are derived from the
entire atomic energy program, It
is estimated that in four or five
years, all such savings will have
increased to a yearly figure of
$5 billion at an annual cost not
in excess of $20 million. We cer-
tainly fully concur with the view
expressed by Dr. Libby that in
five years—probably more nearly
three, meaning sometime in 1960
—savings through the use of iso-
topes will offset all atomic energy
costs. This would mean the Amer-
ican people and the Western
World could pay for atomic arma-
ment and atomic power develop-
ment out of the $5 billion annual
savings described above.

In other words, isotopes alone
already have begun, and will con-
tinue in mounting proportions
over the years, to give us a very
substantial return on the total
investment inthe whole atomic
energy program, The capital re~
quired for the use of these iso-
topes is in all instances relatively
small and thus companies work-

ing in the field of radioactive iso--

topes have not been hindered by
a:lack of investment.funds.

I
Extensive Capital Required for
New Source of Energy

This is the second aspect of
atomic energy. We have empha-
sized the increasingly important
role—economically and otherwise
—that radioactive isotopes will
play.. Yet, what makes atomic
energy so vitally important is
that it is a new source of -usable
energy, representing many times
— perhaps 20 to 50 times—-the
combined energy reserves known
to exist in coal, oil and natural
gas. To be put to use, this new
source of energy must be con-
verted into electrical or mechani-
cal energy or may be used as heat,
all different forms of energy. Un-
like the production of isotopes,
where capital requirements are
nominal, capital requirements for
atomic energy development are
indeed very great. i
. Broadly speaking, the various
industrial activities involved in
nuclear energy production are:

(a) Mining of wuranium and
thorium ores;
" (b) Milling of wuranium and
thorium ores for the extraction of
the oxides; o

(c) The construction and opera-
tion of feed material plants in
which the uranium and thorium
oxides-are transformed-either into;

metal or, in the case of ‘uranium,

into a .gaseous compourid. of ura-
nium — uranium, . hexafluoride —
with subsequent separation of it
into the two basic isotopes of nat-
ural - uranium, ie., uranium-235
and . uranium-238;

~ (d).The manufacture and use of

nuclear reactors;

(e) Chemical reprocessing of
spent nuclear fuels and “waste”

. disposal;”

(f) New metals.
-Excepting :mining and milling,

. where our:domestic production is

closely integrated witht worldwide
production, = our ° comments on
these various phases of the atomic
energy field -will deal' with -the -

" situation at home. The last part.

of this report will cover the main
aspects of atomic energy in the
international field.

A
Mining of Uranium and Thorium
Ores

- Uranium mining has become a
sizable industry .in the United
States-with a production of some
3 million tons of ore per year.
Ore production in the U. S. will
probably double by the end of-
1958 to a rate of 6 million tons
per year. .
.. Our . present proven domestic
reserves amount to about 70 mil-
lion tons averaging around 5
pounds of uranium oxide—U;O0s—
per ton, thus containing 175,000
tons of uranium -oxide. At the
anticipated 1959 production rate,
our presently known -reserves
cover a ten-year supply. While
this is satisfactory and is com-
parable to our reserves position
in fields such as petroleum and
others, we could not maintain this
position without further aggres-
sive exploration- work. :

A few months ago, the Eldorado
Mining & Refining Litd. of Canada
published an: estimate of proven
Canadian ore reserves.of 225 mil-
lion tons averaging around 2.1
pounds. of uranium. oxide, thus
containing - some- 237,000 tons of
uranium oxide. More recently,
the - Canadian Geological Survey
reports indicated reserves of .eco-
nomic-ore :in- the - Northern .and
‘oo - - Continued: on-page; 56
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Report of IBA Railroad Securities Committee

Salim L. Lewis, of Bear, Stearns
& Co., New York City, in submit-
{ing Railroad Securities Commit-
iee report to Investment Bankers
Association, at its 46th Annual
Convention, Hollywood, Fla., Dec.
1-6, 1957, pointed out debit and
credit side of rail operations to-
day and adverse phychological re-
ception rail securities are receiv-
ing at hands of investors,

Text of the Report follows:

Psychologically, investor inter-
est in railroad securities today is
probably at its lowest ebb since
the 1930s. This is a reflection not
only of the
current trend
of business
but also a
realization
that although
the basic
problems of
the railroad
industry have
been puhb-
licized year
after year,
most of the
problems still
exist—and, if
anything, are
perhaps more
critical today than in previous
years.

With few exceptions, railroad
eredit ig at such a low level that
most roads cannot finance neces-
sary additions and betterments to
roadway and structures and,
therefore, must use retained earn-
ings and depreciation accruals to
pay the costs thereof.

The great strides made in the
clectronics and mechanization in-
dustries have opened up a wide
field of improvement to the rail-
roads, yet restricted credit and
inadequate earnings limit severely
the railroad ability to undertake
any but the most essential im-
provements,

The railroads’ continuing need
for capital funds for both roadway
and equipment has coincided with
the huge demand for funds from
general industry to finance their
expansion programs. Thus, the in-
vestor has had a wide variety of
choice of vehicle for the placing
of -available funds and has been
able to be quite selective, . In 1957,
other than equipment financing,

710 new money financing was un-

Salim Lewis

Pessimistic about the outlook for the railroad industry unless carriers are per-
mitted to discontinue unprofitable passenger operations and to raise rates, IBA
railroad report avers rail securities are in more disfavor today than at any

dertaken, other than the sale by
the Baltimore & Ohio of the West-
ern Maryland Debenture 515%,
1982 ‘that it had received in con-
nection with the retirement of the
Western Maryland 7% First Pre-

ferred Stock. Only the two matur-

ing-bond issues were refinanced;
$8,125,000 Indiana Harbor Belt
First Mortgage Bonds with 51%3%
coupon honds in June and $6,000,~
000 Toledo Terminal First Mort-
gage Bonds with 434% bonds in
October. Interest costs on equip-
ment obligations rose sharply dur-
ing the year, as exemplified by
Norfolk & Western’s 3.74% cost
in April and 4.55% cost in Octo-
ber.  The upward trend of interest
rates was also reflected in sharply
higher returns available on out-
standing bonds. Moody’s average
of AA bonds which stood at 3.94%.
at the epd of 1956 rose to 4.41%
as of Nov. 1. The Baa group rose
from 4.58% to 5.36%,

The Symes Proposal

The rising cost of financing the
purchase of new equipment and
the prospective increasingly larger
amount thereof led to the devel-
opment of the Symes proposal for
the creation of an equipment {fi-
nancing agency. Bills were intro-
duced in Congress on Aug. 30 to
create a government agency with
a $500,000,000 capital with author-
ity to borrow up to four times its
capital. It was contemplated that
the railroads would obtain equip-
ment under a long-term lease ar-
rangement with annual payments
to the agency high enough to cover
the agency’s operating costs, bor-
rowing costs, and a sum sufficient
to amortize the actual cost of the
equipment over its economic life,

The low level of railroad credit
is a reflection of many factors, The
constant inflation in costs contin-
ues to absorb much, if not all, of
the revenue increases from higher
rates and the savings from im-
proved operating efficiency. The
continued subsidy of competing
modes of transportation and re-
strictive regulation are barriers to
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improvement in the railroads’ -

position,

Carriers in Strait Jacket -

Basically, one of the greatest
weaknesses in the railroad picture
is the inability of the industry.to
adjust itself to changing condi-
tions, an inability that rests largely
with the regulatory authorities,
both state and Federal. This hand-
icap applies to freight as well as
passenger service, with the latter
most critical, in that the passenger
service deficit absorbs about forty
per cent (40%) of the earnings
from freight service. In 1956 the
passenger deficit was $697,000,000.,
In 1957 the deficit may well be
larger. It should be apparent that
the losses from passenger service,

a large portion of which occurs-

on services which the public no
longer patronizes, is a burden on
interstate and intrastate traffic. It
should be apparent that elimina-
tion of such wasteful angd costly
services would greatly strengthen
the railroads financially and per-
mit the railroads to modernize
their plant and provide better, less
costly transportation to the public
generally. Yet applications for
elimination of such services are
greeted with vocal, strenuous op-
position from population groups,
labor, and the body politic. Leg-
islative proposals to correct.many.
of the inequities die a-borning.
Railroads, on a full cost basis, can
provide the cheapest mass land
transportation other than pipe line.
They cannot provide cheap. retail
type of transportation andlogi-
cally should not be forced to con-
tinue services that are required
only for the benetit of a-small
minority.

Consolidations Under Study

Railroad management is endeav-
oring to reduce costs wherever
possible and is now looking more
and more to cooperative . effort
with competing roads to eliminate
nonremunerative, duplicate facili-
ties: Various railroad consolida-
tions . are under concentrated
study. The merger of the Louis-
ville & Nashville RR. and its sub~
sidiary, T he Nashville, Chatta-

nooga & St. Louis Ry.. was-con-;
summated. The Erie RR. and the

Delaware, Lackawanna & Western
RR. have succeeded in consolida-
tion of some facilities, with more
in prospect and ultimate consoli-
dation of both roads and the Dela-
ware & Hudson Co. a possibility
if the current study supports the
move. The Great Northern Ry.,
The Northern Pacific Ry., and the
Chicago, Burlington & Quincy RR.
merger study has progressed sub-
stantially., Missouri Pacific RR.
and Texas Pacific Ry. have merger
possibilities under investigation. -
The most dramatic announce-
ment on the merger theme was
that of the joint study by the New
York Central RR. and the Penn-
sylvania RR. to investigate the
possible benefits of coordination
of facilities or perhaps ultimate
union. While merger discussions
between the Chicago & North
Western system-and the Chicago,
Milwaukee & St. Paul & Pacific
RR. were terminated last year, the
Chicago & North Western has con~
tracted, subject to Interstate Com-
merce ;Commission approval, to
acquire control of the Litchfield
& Madison RR. The St. Louis, San
Francisco Ry. has increased its
controlling investment in the Cen-
tral of Georgia Ry. and is waiting
results of appeal from the Inter-
state Commerce Commission’s de-
cision authorizing control thereof.

Carloadings Unfavorable

While - railroad. carloadings ran
slightly above_the 1956 level
through April, the trend sincg then
has been unfavorablle.” Cumula-
tive loadings througii Nov. 16, 1957
were 5.1%" behind the 1956 level,
with October loadings. almost . 10%,
behind and November loadings as
far as 13% behind. The failtire of
carloads to show. the usual sea-

sonal Fall pattern has necessitated -

sharp downward revisions of po-
tential 1957 net income from’ early
forecasts. ' Immediate  prospects
point to a total of about $750,000,-
000, approximately $125.000,000
under the' 1956 level. The poor
showing again is ‘dué in part to

the lag in freight rate increases, °

the lag in traftic and. the sharp
increases in wages stemming from
the 1956 agreement which lifted
wages 12 cents an hour in Novem-
ber, 1956; 3 cents in May, 1957;
12 cents in November, 1957
and calls for a cost of living ad-
justment in May of 1958 and an-
other.7 cents in November of 1958.

The severe profit squeeze has
caused the railroads to prepare
another petition to the ICC for
further rate increases, The peti-
tion, which is expected to be filed
shortly, will provide for selective
increases rather than the. blanket
percentage increases requested in
recent years.  Since the ICC in its
Aug. 6 decision invited the rail-
roads to ask for additional in-
creases when the cost of living
increases became a known amount,
approval of the present request,
when filed,: should "be . forthcom-
ing fairly promptly. However, it

‘should be noted that the railroads

have to absorb the higher wage
costs without any: offset until the
Commission approves a rate in-
crease. . Meanwhile, the deterio-
rating position of the industry has
induced Senator Magnuson, Chair-
man of the  Senate  Commerce
Sub-committee, to schedule hear-
ings Jan. 13,1958 to explain three
topics:

(1) How the railroads may- help
themselves; ’
(2) Changesin ICC policy under
existing law; and .
(3) New laws to insure a soun
railroad industry. .

Respectfully submitted,
RAILROAD SECURITIES -
COMMITTEE .
Salim L. Lewis, Chairman ;
Bear, Stearns & Co., New York -

Charles L. Bergmann_ :
R. W. Pressprich & Co.,
New York ’

James H. Carson’
Salomon ;Bros. & Hutzler,
New York -

Walteér F. Hahn
Smith, Barney & Co., New Yor

Gustave L. Levy ‘
Goldman, Sachs & Co,
New York

Alfred J. Ross
Dick & Merle-Smith, -
New York

Eugene Treuhold .
L. F, Rothschild & Co.,
New: York . ° ;

E. Frederic Uhrbrock
Bear, Stearns & Co., New York

Shields & Company fo
Admit Hansel, Green

Shields & Company, 44 Wall St.,
New York City, members of the

._Douglas R. Hansel

New York Stock Exchange, on
Jan. 1 will admit Douglas R. Han=
sel and Edward E. Green to part-
nership.: Mr. Hansel is manager
of the firm’s dealer relations.de-
partment, Mr. Green- has also
been associated with the firm for
some time.
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Report of IBA Oil and Natural Gas Securities Committee

The current oil and natural gas
economic picture, in terms of for-
eign oil and import problems, Ca-
nadian developments, = offshore
drilling success, natural gas rate
problems, and surplus refining
stocks, is drawn for benefit of
Investment Bankers Association
at.their 46th Annual  Convention
by Oil and Natural Gas Commit-
tee, Chaired by William C. Jack-
son, Jr., ‘First Southwest Com-
pany, Dallas, who is newly elected
President of the IBA. ’

The Report includes the follow-

ing comment:
Preface - 5

Your 'Oil and Natural Gas Se-

curities Committee ‘has, this year,

attempted a further refinement of

the format adopted three years

a go, present-

ing = current

developments

and problens

in the indus-

try. Brevity

and - accuracy

are. the key-

notes. . . . We

. have omitted

- the section  on

[ “Atomic En -

‘-ergy Threat,” -

“since ‘there
have' "been
no ‘changes 'in
previous ' con-

. ... clusions . that

atomic energy represents no threat

to the industry. ‘“Shale Oil” has

W. C. Jackson, Jr. ~

also - 'been ‘omitted,  no. progress

having been made on its economic
problems, ‘and i0il from "Gilsonite
giving ‘evidence of overshadowing
oil from shale. - )
Our “Special Interest” section
. deals with Petroleum Accounting,
- and ‘represents- possibly the -first
concise’ and- authoritative treat-
ment of this subject.
-Respectfully submitted,

OIL AND NATURAL GAS
SECURITIES COMMITTEE
William C. Jackson, Jr., Chairman
First Southwest Co., Dallas )

Ralph ‘D; Baker: . ;.- "
James Richardson & Sons

Winnipeg

Bayard Dominick
Dominick & Dominick

- New York P

‘Though petroleum demand in 1958, at best, may parallel 1957, and high de-

mand for natural gas will continue, both diverging trends share one thing in

common, according to IBA oil-gas group, and that is cost-price squeeze. The

Committee favors passage of Harris-O’Hara Bill in 1958 to stimulate inves-

tor interest in more .gas reserves; finds offshore drilling challenges record of

any Western Hemisphere region; examines Canadian oil - gas outlook; and
' sees present oil import plan as an assist to indﬁstry survival.

C. Pharr Duson
Rotan, Mosle & Co., Houston
G. Shelby Friedrichs
Howard, Weil, Laboussie,
Triedrichs & Co., New Orleans
L. -Emery Katzenbach, II
White, Weld & Co., New York
Joseph II. King
Eastman Dillon, Union Securi-
ties & Co., New York
Frederick L. Moore
Kidder, Peabody & Co.
New  York
Edmond N. Morse .
Smith, Barney & Co., New York
Allen J. Nix_,
Riter & Co.; New York
Paul A. Sellers
The Tllinois- Company
Incorporated, Chicago
Joseph A. Thomas TaTe by,
Lehman Brothers, New York

I

Foreign Oil and Import Problems

The report on imports and ex-
ports presented to this convention
one year ago ably outlined the cir-
cumstances of the import problem.
The basic factors of this situation
have ‘existed throughout the post-
war period, and have changed
little during the past year, other
than in their intensity.

The Suez closure last winter in-
terrupted the flow of imports only
temporarily. By April of this year
crude oil imports, as reported to
the Texas Railroad Commission,
totaled over 840 thousand barrels
daily, as compared with 760 thou-

sand barrels daily brought in dur-

ing April,»1956. Furthermore, re-
ports filed ‘with the Office of De-
fense Mobilization showed . that
crude oil imports programmed for
the second half of this year would
aggregate 1,261,000, barrels -daily;
or 17.4% of estimated domestic
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output. This was substantially

higher than the 1956 level of im-

ports, which for t full year
averaged 1%8% of domestic pro-
duction.

On the basis of the reports
filed with his office, Gordon Gray,
Director of the ODM, reported to
President Eisenhower that he be-
lieved the level of crude oil im-
ports endangered our national se-
curity. Subsequently, the Presi-
dent appointed a special Cabinet
Committee on crude.oil imports
to investigate the situation and
determine the facts. The recom-
mendations' of that committee
were the basis for the imports-
control plan announced in July.
As of now, the oil industry of this

- country -is operating under the
. conditions of the control plan.

Therefore, whether to restrict im-

" ports or not is no longer the ques-

tion.. What we need to know is
how. well the plan will serve to
achieve a solution of the many-
sided imports problem,
Immediately following the an-
nouncement of the imports-con-
trol plan, there was much specu-
lation as to whether the oil in-
dustry would unanimously com-
ply. Some described the plan as
a violation of anti-trust legisla-
tion. ' Previous arguments against
‘restriction by quota were revived.
Certain importers indicated that
they believed the restrictions ap-
plied to them were excessive in
view of their self-restraint dur-
ing the test years, and that they
would request a hearipg for their
cases. However, it now appears
as though the imports-control pro-
gram  will receive the necessary
compliance. For the most part
both importers and domestic pro-
ducers have expressed satisfaction
with the plan. Let us assume that
the industry will continue to
operate under the provisions of
the plan as long as requested to
do ‘so. Then, our concern is with
the features of the plan as influ-
enced by current and future con-

“ditions within the world petro-

leum industry.

Aids Canadian Crude

Essentially, the burden of the
restriction now is absorbed by
seven established' East Coast im-
porters. The seven, who account-
ed for 607% of total crude oil im-
ports in 1956, were requested to
hold their imports to 90% of their
average for the three years 1954~
1956. Imports into the West Coast
are ~exempt for the time being.
The restrictions apply only to im-
porting areas of the United States,
not to specific foreign oil produe-
tion. These few provisions are
simple, but they reflect broad and
varied concepts.

The plan excludes West Coast
imports on the grounds that the
area is in itself deficient of crude
oil. From a practical point of

view, however, it is significant

that the buik ef these imports are
Canadian crude. Thus, while not
accepting Canadian crude by
name, the plan in fact works little
hardship on Canadian oil produc-
tion. This is a desired effect, both
for strategic and economic rea-
Another provision . . . the
exemption of products . . . oper-
ates in a similar manner. A sig-
nificant portion of Venezuela’s ex~
orts to the United States is in
the form of products, particularly
residual fuel oils. Again for stra-

tegic and economic reasons it is
desirable to encourage the devel-
opment of Venezuela’s oil re-
serves. These two provisions then
recognize the desirability of
stronger commercial ties between
the. countries of the Western
Hemisphere, but, at the same, do
not specifically favor any foreign
0il producing country. To do that
would be politically undesirable.
A particularly important fea-
ture of the plan is that it “bends
over backwards” to keep the gov-
ernment’s role at a minimum. This
effort is appreciated, for the most
part, by all segments of the in-
dustry. . ... Briefly, the new plan
is still “voluntary”—but the pro-
visions are more carefully worked
out. Furthermore, it is generally
conceded - that the President,
under the authority of legislation
adopted in 1955, has the power to
enforce the formula if necessary.
That is the step which neither the
industry nor the government
wants. By spelling out that which
is required, and then leaving it up
to the. importers to comply, the
government has given the indus-
try an opportunity to prevent such
measures. .

Future Oil Requirements

Projections of future energy re-
quirements are only estimates, as
are projections of future energy
sources. But, out of the body of
statistical data, several generali-
zations appear. For one thing, it
is becoming increasingly expen-

sive to enlarge our domestic oil

reserves, but within economie
reason the discovery of such new
reserves is highly desirable, For
another, stronger economic and
political bonds between Western
Hemisphere nations should be en-
couraged, and it would seem that
at some future time large scale
access to Middle East oil reserves
on the part of this country will be
virtually imperative. These gen-
eralizations do not point the way
to a solution of the imports prob-
lem, but they do point out one
fundamental conclusion. In the
interest of their own long range
prosperity, as well as in the inter-
est of the political objectives of
the free world, the various seg-
ments of the oil industry must
cooperate fully. On the face of it,
the new imports control plam
seems to offer a good opportu-
nity for working out differences
and for establishing those compro-~
mises which are essential to the
survival ef the industry on any
basis. worthy of the favorable at-
tention of the investor of the fu«
ture. .
o .

Recent Developmenits in Canada

The Canadian petroleum indus-
try’s thinking is centered at the
present time on three things: the
finding of a market for the steadi-
ly and rapidly rising crude oil
production ' potential; the next
successful wildcat well; and
natural gas. y

Western Canada’s crude oil pro-
duction capacity is now on the
order of 950,000 barrels daily, with
close to 200,000 barrels daily hav-
ing been added during the first
half of 1957. Actual production,
on the other hand, averaged only
470,000 barrels daily in 1956, Out-
put in the first half of 1957 was
assisted materially by the Suez
Canal situation and the average
production for the period rose ta
some 520,000 barrels daily.

With the decline in tanker rateg
following the re-opening of the
Suez Canal, the demand for Cana-

Continued on page 82
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Report of IBA Federal Taxation Committee

Investment bankers, meeting
for their 46th Annual Convention
at Hollywood, Fla., Dec. 1-6, 1957,
were told by Walter Maynard,
Partner of Shearson, Hammill &
Co., New York City, on behalf of

IBA’s Federal Taxation Commit-

tee that, despite the space satellite
threat, this is the time to institute
urgent tax reforms,

Text of the Report follows:

A discussion of tax reform at
this moment has a possibility of
being more fruitful than at any
time since the last revision in the
tax laws in
1954. This is
for the gen-
eral reason
that, despite
budget prob-
lems and
prospective
increases in
armament ex-
penditures,
both political
parties would
like to see a
tax reduction
next year,
that students
of the impact
of our present tax laws are to a
greater extent than ever before
convinced that the steep progres-
sion in the personal income tax is
harmful to our economic develop-
ment, and that the state of indus-
trial activity in this country is
rapidly approaching a point at
which the stimulus of reduced
taxes is badly needed—as it was
in 1949 and 1954.

§
Walter Maynaru -

Rejecting suggestions that a post-Sputnik spurt to our defense program has
made tax reform a dead issue, IBA Taxation Committee report advances argu-
ment justifying a lowering of individual and corporate income tax rates as
rapidly as possible. The Committee contends present income and capital gains
taxes are “positively harmful”’ ; the downward business trend would be arrested
and the results would more than compensate for revenue loss of about three-
quarter of a billion dollars with the dropping of upper tax brackets to 50,
maximum. Maintains substantial capital gains reduction would increase tax
revenues, and urges its eventual abolition.

As usual, there will be a wide-
spread effort on the part of many
yoliticians to use the issue of tax
eduction purely for political ad-
rantage without regard to con-
siderations of tax reform, In order
;0 counter unwise and politically
nspired manipulation of one of
;he most potent of economic
iorces, it is important that each
e of us, and, to the maximum
axtent possible, every voter, un-
lerstand the basic workings of the

staxlaws—and that we use this

understanding to impress upon
our legislators the need for ra-
tional tax reform.

The traditional area of tax in-
terest of the securities industry is
the capital gains tax. In our in-
dustry we are fully aware that
the capital gains tax differs from
all other taxes in that the tax-
payer can, at his own option, in-
definitely avoid incurring liabil-
ity for it. We would much like to
see the rate of the tax reduced
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because we know, and many
authorities agree, that a reduction
in the rate would both produce
more revenues for the Treasury
and free for venturesome use tre-
mendous amounts of capital now
locked up by the tax. However,
we are also aware that be-
cause -of the tremendous dis-
parity between the top effective
rate of the capital gains tax
(25%) -and the top rate of the
personal - income tax (91%), we
can’t realistically hope for a sig-
nificant reduction in the capital
gains tax rate until the progres-
sive part of the personal income
tax rate structure is substantially
reduced. Therefore in this report
some of the arguments for reduc-
tion in the personal income tax
will first be reviewed, followed
by suggestions for reform of the
capital gains tax.

Our Industry Is One of Small
Business

To begin with, much sympathy

and solicitude is now being ex- -

pressed on all sides for the small
businessman. In this connection,
it is interesting that our industry
is an industry of small businesses.
This is made clear when it is con-
sidered that the total capital in
our industry, which is made up of
some 4,500 {irms, a high propor=
tion organized as partnerships, is
estimated to be on the order of
$800 million, and the total num-
ber of employces is not far from
100,000. This compares with such
a single giant as, for example,
Sears Roebuck, which has capital
of $2 billion and 220,000 em-
ployees. Our industry, like others
composed of small businesses has
been hit hard by the cost squeeze
and by the obstacle to accumulat-
ing capital presented by our puni-
tive progressive personal income
fax structure.

Presumably because of concern
over the trend of business in gen-
eral, in which small business plays
so large a part, the monetary
authorities have recently started
a program of easing the policies
of credit restraint that have been
pursued since 1955. While easier
money may be helpful, it should
be remembered that no action
could be taken which would be
more stimulating to business than
to reduce taxes. In {fact, many
authorities believe that- if tax
rates were ‘to be reduced in an
intelligent manner, the stimulat-
ing effect on business would be
such that the actual amount of
money received by the Treasury
irom the new lower taxes would
be larger than would have been
received if the old rates had been
kept in effect. It is remembered
that in the 1920’s taxes were re-
duced in almost every year, and
in every year Treasury receipts
rose. A stimulation of this kind to
general business would ‘be the
most effective single action which
the government could take to help
the small businessman,

Let us now turn to some con-
sideration of the kind of reform
in the personal income tax that
we would like to see, but before
starting that aspect of this dis-
cussion, a few basic facts will be

helpful in giving perspective.

A Few Basic Facts

One of these facts, not fully
appreciated, is that if the Treas-
ury were to tax at 100%-—con-
fiscate—all net incomes of indi-
viduals over $20,000 per year, the
{otal additional revenue to the
government would be only $1.9
billion—the government now de-
rives approximately $34 billion a
year - from all personal income
taxes. If the top ‘individual tax
bracket were stopped at 50% in-
stead of climbing on up to 91%,
the government’s revenue loss
would be only about three-quar-
ters of a billion dollars a year.
If the top tax bracket were set
at 75% instead of going on up to
91%, the revenue loss would only
be about $80 million a year. If
the top rale of tax were made
20% ~— the lowest bracket — the
Treasury would still collect $28.6
billion of the $34 billion it collects
today, and this computation takes

‘no account of the almost incon-

ceivable stimulus to business that
such a tax cut would produce.
That particular $5.5 billion re-
turned to the taxpayer would be
the most dynamic dollars that
could be imagined. A substantial
part of these dollars would, in
the nature of things, not be em-

ployed for current consumption,
but would be saved, and much of
these savings would be employed
in a venturesome manner, The
facts that stand out here are that
very substantial cuts in  the
brackets above the lowest rate
would, at the worst, cause only
minor reductions in revenue and,
more likely, as a result of the
combination of increased incen-
tives and increased saving, would
actually result in a comparatively
short time in higher revenues.

Subsidy for Extravagance

Two other inter-related factars
stand out in this connection. The
first of these is that income tax
rates which exceed 50% actually
tend to subsidize extravagances of
all kinds, in that Uncle Sam bears
the big half of the cost of busi-
ness entertaining, air-conditioned
Cadillacs, corporate owned aii-
planes, seasonal trips to sunny
Florida, and the like.

The second factor is that tax
rates exceeding 509 create posi-
tive and continuing incentives for.
tax avoidance. When tax rates
exceed 50%, it becomes more
worthwhile for businessmen to
devote their time to avoiding a
dollar’s worth of taxes than to
earning an additional dollar of
income, and this is a fundamen-
tally anti-social situation. For this
reason your Committee feels that.
the policy of this Association
should be to advocate a reduction
in both personal and corporate
income taxes to a maximum level
of 50%. This reduction in the
maximum rate should be accom-
plished as rapidly as possible, and
in accordance with a prescribed
schedule. The purpose of a pre-
seribed schedule of tax reductions
extending over a period of years
is to assure that increased tax

Continued on page 78
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‘Report of IBA Investment Company Committee

_The growth of investment com-
pany business into a major finan-
cial institution and factors
affecting this activity are brought

. . ) out in a report

delivered by '

“Investment
"Company
Committee
Chairman
‘Charles F.

:J’Eaton;' Jr, ol
" Eaton & How- :

ard .in Bosten,

to the 46th An-

nual Conven-

tion of the

Investment

. Bankers. Asso-

ciation of

Chas. F. Eaten, Jr, A merTica,

The text of the Report follows:
Your Investment Company Com-
mittee as selected by the Presi-
cent. is composed of Association
members representing underwrit-
ing, management and the retail

distribution. of -investment com-.

pany shares. Those who have
served on the Committee this year
are named at the end of this
report.

Open-end investment companies
—an innovation only three and
one-half decades ago—have now
become an institution, a $10 bil~
lion industry with a growth pat-
tern that augurs well for IBA
members.

I
Investment Companies in 1957

This growth has been impressive
in 1957. By Dec. 31, investors will
have purchased $1.4 billion of new
mutual fund shares, a record high;
value of shares turned in for re-
demption will total less than $420
billion, lower than the figure for

Chairman Charles F. Eaton, Jr. notes impressive growth of funds in 1957
with sales of shares reaching a new high and redemptions less than 1956;
and ‘with record number of monthly accumulation plans. Supports enactment

1956. More than 425,000 net new

accounts will. have ‘been: opened fully reviewed the:major develop- that: there- should 'be “exemption lation by the -1958

by individual and institutional in-
vestors, bringing the'total number
of acéounts to more -than:three
million. A record.number of ac=-
cumulation  plans — 222,000 — for
regular monthly purchase -of mu-
‘tual fund shares will have been
‘opened, and more than- 635,000
such plans will be on the books.

Most IBA members have at least
a dual interest in the activities of
investment companies. Nearly all
members engaged in the retail
distribution of securities offer in-
vestment company shares to the
public; and nearly all IBA mem-
bers perform services for invest-
ment companies in connection
with the operation of their port-
folios. Investment company port-
folios are not static, but constantly
adjusted as managements en-
deavor to keep their portfolios
responsive to their policies and
objectives. In 1957, for example,
investment companies will have
purchased for portfolio, securities
valued at about $2.3 billion; sales
from portfolio will total approxi-
mately $1.4 billion. All but a small
portion of this volume will have
been transacted on organized se-
curities exchanges or in the Over-
the-Counter Market.

9
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of proposed legislation to exempt from taxation'dividends of investment com-

panies with bulk of their-holdings in tax-exempt securities. Alerts fellow-IBA

.members to threat presented by the.variable annuity, in attempting to circum--
. vent federal and state insurance arid securities laws.

2 In 1957 the Committee has eare-

‘ments affecting: the industry .and
“its relationship: to-the IBA: Meet-
-ing this ever-widening Committec
respongibility is facilitated through
‘participation of Committee mem-
Jbers in-the activities of other in-
dustry organizations and through
‘close liaison and cooperation with
-the' National ' Association of  In-
vestment Companies, the National
Association of Securities Dealers
.and their various operating com-
mittees. ;

The following does not purport -

to be an all-inclusive summary of
developments in 1957, but seeks to
highlight matters which the Com-
mittee considers of particular in-
terest and concern to most IBA
members.
L ¢

Federal and State Legislation

In 1957 there have been more
significant legislative and tax
proposals affecting investment
companies and their shareholders
than in any year since 1939. Of
narticular importance are the fol-
lowing: - '\,

Proposed Revision of the Invest-
ment Company Act of 1940

Following consultation with the
National Association of: Invest-
ment Companies (NAIC) and other
interested groups, the SEC pro-
posed to Congress several amend-
ments to this basic law. (HR 9329
and S. 2796.) Many of the pro-
posed amendments are technical
in nature, having little serious im-
pact on the business. However, it
is probable that the business will
repeat in legislative hearings the
objections previously submitied to
the SEC with respect to two spe-
cifics of the ‘Commission’s pro-
posals:

(1) A recommendation that a
company’s “investment objectives

and characteristics” be made mat--

ters of fundamental policy, to be
changed only with shareholder

approval, is opposed:because the.

proposal, as worded, could unduly

‘| hamper -the -proper . exercise of

management discretion and

(2) A proposal to limit even
further the provision governing
, eligibility for investment company
boards of directors is opposed be-

issue  tax! - It has ‘also cohténdcd,

from transfer tax on transfers in-
volved in'the -technical- process of
issuing shares from the fund, to
underwriter, - to -dealer, to. pur-
chaser. e e ma

It is anticipated’that the indus=
try will urge- recognition by the
Senate Finance Committee of the
onerous inequities this: bill ‘would
impose on the ‘investment com-
pany shareholder. !

Municipal Bond.Funds s

For three years President Eisen-
hower, in his- Economic - Report,
has urged Congress to enact legis-
lation permitting investment com-
panies with the bulk- of their
assets invested in tax-exempt.se~
curities to pass through to their
shareholders the tax-exempt na-
ture of income received on such
securities. Purpose of such legis-
lation would be to broaden the
market for issues of state ‘and
local governments.

Revised bills (HR 8810, 8311 and
1812) introduced in the closing
days of the 1957 Congress by Rep-
resentatives Cooper, Reed and

Curtis, were referred to the Mills -
Subcommittee on. Internal -Reve- -
nue Taxation for hearings early
in 1958. - |

Several investment  company °.

© sponsors ‘have expressed: interest .

. in establishing ' such. funds. if the ' -
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