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The New President’s
Inaugural Address

By Amyas Axﬁes,* President-Elect, Investment Banlkers Association
of America; Senior Partner, Kidder, Peabody & Co.,
New York City

Inaugural address by new IBA head pledges to the SEC and to the
industry that the Association will continue to welcome, coopera-
tively seek and support the highest standards. Turning to another
important subject, the incoming head describes the key importance
of profits in creating jobs and advancing economic growth which,
he surprisingly finds, is largely ignored in today’s literature. Mr.
Ames contrasts the performance of profit-incentive with non-profit
systems in citing illustrative cases ranging from the Pilgrims' rejec-
tion and then subsequent acceptance of profit motive to the miracu-
lous recovery of Western Europej shows effective relationship of
profitable investments in advancing the economy; and calls for the
nourishment -and care of the profit motive.

I am deeply aware of the honor
you have done me in electing me
President of the Investment Bank-
ers Association. When George
Newton first
called on me
in New York,
I was an un-
suspecting
man. It had
not occurred
to me that a
few months
later I would
be back on my
old stamping
ground atHol-
lywood Beach
—but that in-
steadoﬂstamp-
ing, I would be taking the office
of President.

But I will admit that the idea
of my taking this position, was
immediately challenging. I ex-

Amyas Ames

pected my partners to say no in
the friendly way partners will, but
instead of pulling me away, they
pushed, and here I am—proud of
the honor you are doing me, and
challenged by the opportunity of
being your President in this par-
ticular year.

I would like to begin really at
the beginning, by talking about
the economic idea which has given
our people the highest standard of
living in the world. This eco-
nomic idea, like most good ideas,
is a simple one, Men and women
when given the direct, personal
incentive of profit, work harder
for themselves and for their com-
munities, Although surprisingly
little is written about it, the in-
centive of profit for the individual
is the key to,the remarkable suc-
cess of the Free Western World
since the war. Profit is the most
important 'word in our economic
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language. Let me trace a little
recent history.

Pilgrims Needed Profits

When the Pilgrims arrived in
this country, they were attracted
by the communist ideal and be-
came Communists. We started as
Communists. They had an agree-
ment, signed by 'the Pilgrim Fa-
thers on July 1, 1620. This agree-
ment specified that each person
was to be a joint partner in the
common venture for seven years
(note that the Communists seem

.to have borrowed the idea for

their seven year plans from our
Pilgrim Fathers) I quote: “during
these seven years all profits and
benefits that are got by trade,
teaching, working, fishing or any
other means of any person or per-
sons, shall remain still in the com-
mon stock” and I quote further,
“all such persons as are of this
colony are to have their meat
and drink, apparel and all provi-
sions out of the common stock
and goods of the said colony.”

Communism did not work for
the Pilgrims any better than it
works now. Three years later in
1623, Governor Bradford felt com-
pelled to end it. Listen to his
words. “So they began to think
how they might raise as much
corn as they could, and obtain a
better crop than they had done,
that they might not still thus lan-
guish in misery.” Those words or
ones like them are heard today
coming even from Khrushchev. At
length, after much debate — they
decided “to set corn every man
for his own particular, and in that
regard trust to themselves . . .”
“And so assigned to every family
a parcel of land . . .” “This had

|

very good success, for it made all
hands very industrious, so as much
corn was planted than otherwise
would have been by any means
the Governor or any other could
use, and saved him a great deal
of trouble and gave for better
content.” I will quote just one
more sentence even though some
in this room may think it a little
unfair, “The women now went
willingly into the field — which
before would allege weakness and
inability; whom to have compelled
would have been thought great

tyranny and oppression.” |

Two hundred years later, aman
named Karl Marx picked up the
idea that our Pilgrim Fathers had
tried and found wanting, and now
more than 100 years later  the
Communists, taking the same old
idea from an impractical Karl
Marzx, are trying it. It togok Gov-
ernor Bradford only three years
to cast out communism. The im-
portant point is that our demo-
cratic profit system evolved out
of communism for the simple rea-
son that it works -where commu-
nism doesn’t.

Miracle of European Comeback

How successful has the indi-
vidual incentive system been in
contrast to the communist sys-
tem? We hear of the troubles in
the Communist countries. We
know about the differences be-
tween East Germany and West
Germany, between Red China and
Formosa. We have seen the al-
most miraculous comeback of na-
tions destroyed by war—England,
Japan, Germany, France, Italy.
Let’s take the score; let’s look at
the record of what has been
achieved under the ‘different sys-
tems,

It is hard to find really accurate
comparative figures. When we ask
for a comparison we are often told
that the Russians are growing at
a faster percentage rate than we
are. This is like comparing the
improvement in speed of a man
who runs the four minute mile,
with that of a man who runs a
six minute mile. It is not surpris-
ing or relevant that with: equal
training the slower man shows a
greater percentage improvement
in speed. It is surprising that we
hear such -illogic coming from
otherwise thoughtful men.

The real test of the economic
effectiveness of a country is the
standard of living it attains for
its people. Chart #1 shows such a
comparison, Adjustment has been
made for currency differentials
and propaganda statistics to ar-
rive at the most accurate informa-
tion we now have on the Standard
of Living in each country, based
on real consumption.

The important comparison is
not between the United States and
Russia (for we are not devastated
by war), but between Russia and
England, West Germany, and
France. The profit-incentive coun-
tries have nearly doubled the
standards of Communist Russia in
the postwar period. England has
reached 65% of our standard;
West Germany 58%; France 55%;
while Communist Russia has only
reached 28%. Is it any wonder
that people try to move out of the
bureaucratic communist world
into the free profit motivated
world?

The basic difference between
the two systems is the same today

Continued on page 71
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The IBA’s Accomplishments
And Tasks Which Lie Ahead

By “Cunis H. Bingham,* Retiring President, Investment Bankers
Association of America; and President of Bingham, Walter &
Hurry, Inc., Los Angeles, Calif,

Retiring investment bankers’ spokesman (1) pictures a busy year
ahead for the industry and for the Association; (2) ticks-off some
of the industry’s significant contributions to the economy; and (3)
suggests ways of improving the industry’s deteriorating public image.
Mr. Bingham commends SEC Chairman Cary's approach to the indus-
try and calls for cooperation with the SEC in every possible way to
elevate the industry’s standards, ethics and self-regulatory activities.

Welcome to the Golden Anniver-
sary Convention of the Invest-
ment Bankers Association of
America. I am delighted that we
have the at-
tendance that
we do and to
see so many
of you here
this morning.
With recent

. developments
in our mar-
kets, and in
"areas only 90
miles to the
south of us, I
can assure you
that the .cur-
rent official
IBA family deeply -appreciates
this manifestation of your loyalty,
interest and support.

We have planned an interesting
program of distinguished guest
speakers, and I would urge you to
be prompt in your attendance at
these open sessions of the Con-
vention. I know that the discus-
sions we shall have of current
matters by our guest speakers, in
our committee meetings, and in
their reports, will be both inter-
esting and informative,

It is customary, I understand,
for an IBA President at this point
in the program to give something
of an accounting of his steward-
ship for the past year. I plan to
depart somewhat from this cus-
tom as we are today celebrating

Curtis H. Bingham

our 50th Anniversary. I want first
to make a few observations about
our history, and then discuss the
past year and the immediate
future.

As I have had occasion during
this year to review the history of
the Association, since its found-
ing in 1912, I must confess that
the temptation is strong to at-
tempt to paint that picture for
you in some detail. It is an im-
pressive one, Let me hasten to
assure you, however, that Walter
Schmidt, the Chairman of our
50th Anniversary Committee, has
stolen my thunder here. He very
wisely conceived the idea of hav-
ing prepared and printed, as a
part of our 50th Anniversary cele-
bration, a brief historical account
of the highlights of the Associa-
tion over the past 50 years. Each
of you may pick up one of these
booklets on the table in the lobby
after this session. I especially
commend it to your attention be-
cause I am certain that most of
you, who necessarily have mnot
been connected closely with the
Association or the industry over
all of this period, will be aston-
ished at the great number and
variety of problems and chal-
lenges that have confronted the
industry and the Association in
the past half century. You will
be equally interested in the man-
ner in which we have worked to
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resolve these problems and to
make the great adjustments which
have had to be made, particular-
ly in the past 30 years.

IBA’s First Problems

For example, it is interesting to
note that at our first annual con-
vention our predecessors were
concerned with problems growing
out of the emergence of the Blue
Sky laws. The first Federal in-
come tax law was enacted in 1913
and the law establishing the Fed-
eral Reserve System was adopted
the same year. George B. Cald-
well, the first president of the
IBA stated in 1912, among other
things, “I assume to say that the
time is here when it is our duty
to use every means at hand to
improve our securities, to stand
together as against an inviting
field for the many houses daily
springing up having little or no
capital, likewise experience and,
what is more dangerous, little
care for what they offer beyond
their ability to market and their
immediate profit.” Thus you can
see at a glance that our prede-
cessors, at the very outset, were
concerned with many of the same
problems with which we are con-
fronted today, even though in dif-
ferent form and context.

You will find in this little book-
let also some highlights: on the
period of the Great Depression
and on the whole series of Fed-
eral regulatory laws affecting the
banking and the securities busi-
ness which came along in the
1930’s. All of us who were active
in the business at that time had
great misgivings not only about
the future of the securities busi-
ness but of our then so-called
“mature economy.” However, the
industry and the Association and
other interested groups in that
period rolled up their sleeves and
went to work. We cooperated to
help make the new rules work.
We made the necssary adjust-
ments to the new order of things,
and the results in the interim
show that our industry and our
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country are the stronger- and
better off today as the result of
all these events and efforts.

Post-World- War II New Money
" Raised

Our industry, of course, played
a big part in helping finance
business and local governments
during this entire period and
made special efforts to help our
Federal Government finance two
world wars. But, I was impressed
particularly by a few more recent
figures in this booklet. Over the
16 year period, 1946-1961, with
which most of us are personally
familiar, $120 billion of new
money was obtained by industry
through the sale of securities, and
the investment banker of course
played a major, if not dominant,
role in this operation. During the
same period, the various states
and municiupalities obtained over
$82 billion for the construction of
all types of public facilities. Here,
again, the investment banker
played a major role. When fig-
ures such as these are translated
into their resultant new jobs,
plant and equipment, public facil-

wife, Mary and Murray Hanson ac-
companied me on most of these
visits. Mary, Murray and I are
deeply grateful to the Group
Chairmen, to local Governors and
others who were so kind and hos-
pitable to us.

Of Particular Significance
. In connection with these group
visits, I want to leave with you
just a few general observations on
developments which particularly
impressed me. s

(1) I was pleased by the grept
amount of evidence of accelera-
tion of Association activities at the
group level, particularly in the
educational, legislative and mu-
nicipal fields. This obviously is
good for the Association and the
industry. l

(2) Of particular significance to
me was both the number and the
caliber of the young men coming
to the top in their respective
firms and their interest in the
problems as well as the oppor-
tunities of the industries. Of even
greater significance, many are
taking an acitve part in local and

ities, services, taxes and all of: nafional politics. °

their other economic and social”
implications there can be no doubt
but that all of us can be proud
of the vital role which our busi-
ness and our Association has
played and is playing in our eco-
nomic, soeial and political system
as we know it today. All of this
gives me, and I think it should
give you, reassurance and hope
for the future.

I now want to make a few ob-
servations about this past year.

Past Year’s Accomplisiments

As you know, a great deal of
the most effective work done by
the Association for the industry
is that of our committees at both
the National and the Group levels.
I believe our industry is unique
in its ability to call upon and get
really top flight talent to serve
on our committes, committees of
the NASD and other industry or-
ganizations, and all on.a volun-
tary non-compensated basis. I
have been impressed in my work
with both the NASD and the IBA
at the great amount of time and
effort which these committeemen
put in for our collective benefit.
We couldn’t hire such talent on a
staff basis if our budget was
vastly greater than it is ever
likely to be. We all owe a great
debt of gratitude to these commit-
teemen and I particularly want
to express my personal deep ap-
preciation to those who have so
served with me this year. Their
names, indeed even the names of
the committees; are too numerous
to mention here.

You will readily. gather from
the reports of these committees
which are to be summarized at
our Convention sessions, and from
the full reports available in the
lobby, the scope and depth and
effectiveness of their work. You
will get a bird’s eye view of simi-
lar activities at the Group level
through the Education Bulletin,
which is also available in the
lobby. I shall not, therefore, steal
any of the thunder of these com-
mittees by even attempting to
summarize this phase of the work
of the Association. Rather, I just
say “thanks” and “well done” to
all involved.

I am happy to be able to report
that I visited each of our 18 groups
during the past year, and my good

(3) I was struck by the many
indications that our member firms
throughout the country are study-
ing and tightening up on their
operations. This, I believe, is in
large part—but not whblly—due
to disclosures which have already
been made in connection with the
current SEC study of our industry.
This was particularly noticeable
in the areas of training and indoc-
trinating new salesmen, their su-
pervision, the establishment of
controls.

(4) And lastly, I have been both
impressed and pleased at the ever
increasing cooperation (at both the
National and Group levels) be-
tween the various organizations in
our business. This has been mani-
fest in all phases of our operations,
where there is common interest
or common problems. Most of us,
of course, belong to more than one
industry organization. It is just
good common sense for them to
cooperate where practicable and
thus avoid duplication of effort,
expense and the like.

Deteriorated Public Image

Just a few additional words in
connection with the past year. I
have been conscious for a long
time that the public image of our
industry is not what it should be
and deserves to be. I am afraid
our public image is disproportion-
ately affected by the spectacular
improprieties of a few. Thus,
in going around the country,
I took every opportunity to
talk with local financial editors
and reporters to try and point
up, in proper perspective, the
great contribution which our
industry makes to our economy
and our way of life. Where we
had time to go into all of the as-
pects of this problem, I believe
such discussions were most worth-
while from their point of view as
well as ours. I recommend that
each of you make a point of get-
ting to know your local press to
help them get our story in proper
perspective.

During this past year I have
also endeavored to keep thorough-
ly up to date on the current study
which the SEC is making of our
industry. Indeed, as I have gone
around the country, it was not

Continued on page 97
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Self-Regulation in
The Securities Industry

By William L. Cary,* Chairman, Securities and Exchange .
Commission, Washington, D.C. I

SEC head delineates the extent to which the securities industry still
has to go to improve the scope of its self-regulation to ohviate the
need for additional outside regulation. He particularizes why the
Exchanges and the NASD must substantially grow; notes deficiencies
in the Over-the-Counter Market definitely requiring improvement;
and prods the Investment Company Institute to once and for all
take on the task of internal regulation. Mr..Cary makes clear that
overseeing by his agency is not intended to stifle initiative for
self-regulation or to interfere with day-by-day details, and takes
issue with Keith Funston as to the necessity and degree of public
participation in the NYSE and other Exchanges.

I

Self-regulation is a concept more
widely cited and relied upon in
the securities industry than in any
other specifically subject to reg-
ulation by fed-
eral agencies.
Indeed, it has
the imprima-
tur of statute,
in the 1934
Act’s provi-
sions relat-
ing to ex-
changes as
well as the
more elabor-
ate effort at
regulating
the over-the-
counter mar-
ket through the Maloney amend-
ment. This is as it should be:
we are dealing with business prac-
tices—the spectrum of ways in
which day-to-day financial trans-
actions are being conducted—and
with evolving standards. No one,
including even the most hardened
bureaucrat, would conceive that
the government can or should
prescribe a fully detailed pattern
of doing business fairly.

Self-regulation is a phrase that
calls for definition. Some think it
means total autonomy. My effort
today is to convey some impres-
sion of what self-regulation means
to the Securities and Exchange
Commission, and how it can flour-
ish. I should like to suggest that
it means autonomy somewhat in
the same relative sense as the SEC
is said to be autonomous. We are
cdlled an independent regulatory
agency. But anyone who thinks
we are completely independent
has not been long in Washington.
We are subject to oversight, by
the Congress. And that is as it
should be! I am always mindful
of the experience of another bu-
reaucrat from a university who
recently appeared before a Con-
gressional Committee. After he
had expounded the law, the
Chairman said, “That’s a very
good lecture, professor, but re-
member, down here the class gives
the marks.” Furthermore, our
budget and legislation must pass
through the Chief Executive via
the Bureau of the Budget. And,
finally, on occasion we are re-
minded that our decisions are sub-
ject to judicial review.

William L. Cary

Some Oversight Called For

I do not say there is a precise
parallel with the SEC. But I do
say that in an industry dealing
with securities, with the complex-
ities which they pose and with
liquidity second only to bank de-
posits, some oversight is called
for. Quite properly, the profit-
motive is at the root of our eco-
nomic system. But given this mo-
tive, regulation of the industry in
the interest of the public. cannot

be left exclusively to the prac-
titioners, public-spirited thongh
they be. That was settled in prin-
ciple some twenty-eight years ago
and has been proven by experi-
ence. Of course, the public parti-
cipant should not be arbitrary or
oppressive. As I said a year ago,
we have tried to be responsible
both in action taken and the way
in which our special study is being
conducted, and we have tried to
keep our promises made on the
occasion of last year’s Convention.

; II
Furthermore, we believe that

. oversight need not and should not

stifle initiative for self-regulation.
Although the need for outside reg-
ulation may be accepted by an
industry, the leaders within it
should nevertheless have the free-
dom to suggest and effectuate im-
provements in standards without
discouragement. This is true for
the exchanges and the NASD on
the one hand, and for this Com-
mission on the other. I firmly
believe that any institution—
private or public — can be run
honestly and tirelessly and yet at
the same time it -can die. Rigor
mortis will set in if all of us do
not re-examine ourselves — find
out where the industry has been
moving, and accordingly how we
should redefine our responsibili-
ties.
mx

In recognizing the need for
oversight, we hold no brief for
empire building. The Commission
has expanded by a third since
early 1961 when I came. This
much was imperative: no one had
time to think beyond ad hoc prob-
lems and see where we were
going. The registration backlog
was at an all-time high. We had
some notion that all such problems
could be cleared up by ‘a fresh
mind and we brought in a bus-
inessman experienced in reorgan-
izing companies. The answer came
back that the problem was man-
power. Expansion thus was called
for to meet existing problems. At
this time I feel our internal job
is consolidation and improvement.
We are not interested in growth
as such. As evidence of our desire
not to enlarge, we have recently
had an ironic difference with the
NASD before a House Committee.

During the past two years the SEC |.

has bheen faced with a real reg-
ulatory problem in the District of
Columbia. We greatly accelerated
our enforcement activities, but
vigorous enforcement can never
be a substitute for high standards.
We therefore recommended adop-
tion of a strong Blue Sky Law for
the District of Columbia adminis-
tered by local government as pref-
erable to expanding SEC juris-
diction. Wallace Fulton, on the
other hand, favored broadening
our powers to meet the special

problems of the District of Colum-
bia. We appreciate the vote of
confidence, but we feel our re-
sponsibilities are national. And
we do not believe our activities
should supersede local regulation,
nor I might say self-regulation.

v

Our attitude toward self-regula-
tion has been demonstrated con-
cretely this year in connection
with the American Stock Ex-
change. It seems to me in poor
taste to exhume the problems ex-
plicitly set forth in our report and
well known in the financial com-
munity. These problems are now
being resolved. If the SEC wor-
ried about its “image,” it might
have brought immediate proceed-
ings and publicly forced through a
reorganization plan. Then we
might have been hailed as “vig-
orous” (a politically attractive
label). But we do believe in the
principle of self-regulation, and
we mean what we say. As an un-
derstatement encouragement was

|

indeed necessary. Here was a
dramatic example of the need for
oversight. But once the situation
was fully appreciated by the
American Stock Exchange com-
munity, responsible members as-
sumed leadership and reorganized
the Exchange. They have taken an
interest in it, reframed its consti-
tution, abolished the committee
system, strengthened staff respon-
sibility, and elected an able presi-
dent.

On this general subjeqt, I should
like to attempt one generalization
about achieving effective self-reg-
ulation through membership or-
ganizations in the securities in-
dustry. It appears safe to conclude
that success depends in substantial
part on the adequacy and ability
of the professional staff and the
amount of responsibility vested in
them. This in turn rests upon the
wisdom and vision of the Board
of Governors. But the staff pro-
vides a continuity and objectivity
which is needed to raise standards
in the industry. I appreciate the

11

philosophy of the NASD that the
members should regulate their
fellow members, but as the scope
of self-regulation enlarges, it/ will
become increasingly arduous with-
out an effective staff.

A\’
Differs With Funston

Keith Funston has framed his
attitude toward self-regulation in
a somewhat different light. Who,
he asks, can best set operating
standards and determine the most
effective level of service to the
public? The Securities industry?
Or the government? He did not
answer that rhetorical question,
but I doubt if we need be more
explicit with this  distinguished
audience. I can appreciate the
basis for his point of view, After
all, he is the head of the New
York | Stock Exchange, and has
been emphasizing the lifting of
standards in the industry. The Ex~
change, for example, has enacted
rules that stock may not be listed

Continued on page 90
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WeNeedaStrong Economy to

Meet All of Our Objectives

By Lammot du Pont Copeland,* President, E. 1. du Pont de
Nemours & Company

In his first address since becoming Presidoﬁt of du Pont last August,
Mr. Copeland gives his views on a variety of subjects ranging from
the difficulty of resolving individuals' diverse ideas and goals to

the greater importance of paying for R/D than paying dividends. The
industrialist contends that the purpose of profits is not wholly under- -
stood by the public — as evidenced by those who only see in profits

something to bhe taxed, regulated or eliminated — and he further

contends that business and other groups that inform the public are

not doing enough to acquaint the people with the facts. Mr. Copeland

observes that a strong private economy and not the Government can

meet our economic objectives;j comments on corporate bigness and

chides industry for .chafing at anti-trust regulations; and warns
that the cruelest tax of all is inflation.

It is a pleasure to be your guest
and to pay tribute to the vital
role of investment bankers in the
economy of the United States. In
our system,
business
growth occurs
when enter-
prising in-
dividuals dare
to assume
risks in the
hope of mak-
ing a profit.
You share
these risks as
suppliers of
creditand
capital, and it
is exceptional
when a new venture or an expan-
sion can be undertaken without
your faith and help.

The Du Pont Company has had
a long and, I believe, mutually
rewarding relationship with the
investment banking profession,
When one of my ancestors came
over from France in 1802 to start

L. du Pont Copeland

the manufacture of black powder
near Wilmington, Delaware, he
had $36,000 in capita] raised in
France and Switzerland. Then,
when his business proved success-
ful, E. I. du Pont de Nemours
found he had to borrow more
funds from the Philadelphia banks
for growth and expansion.

Some years elapsed, and the
European creditors, becoming in-
creasingly impatient for some re-
turn on their investment, sent a
young Swiss over to Wilmington

_ to collect. At this point, the re-

sourcefulness of the first president
of our company became apparent.

) He married the young Swiss into

his family and thereby obtained
an extension of time. It was more
than 50 years before the Du Pont
Company was out of debt and,
during 32 years of that period, as
long as he lived, E. I. du Pont had
to ride horseback with great fre-
quency 60 miles to Philadelphia
to renew his loans.

It is somewhat comforting for
the 11th president to know the
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Du Pont Company is debt free.
But I can assure you our man-
agement has never hesitated, and
I do not believe it would hesitate
in the future, to call upon you for
assistance if we should be unable
internally to finance a promising
commercial opportunity.

We did so some 40 years ago to
protect our still unlamented in-
vestment in the General: Motors
Corporatidn. We enlisted your
help again just before the Second
World War and, after its conclu-
sion, ‘for the sale of two issues of

‘preferred stock. While in recent

years we have been able to fi-
nance our growth through re-
tained earnings and depreciation,
we could be knocking at your
doors again if new products
should emerge from our research
laboratories with the promise—
for example—of nylon.

Under ordinary circumstances, I
suppose a man talking to invest-
ment bankers might be expected
to address himself to financial
matters, especially if a good deal
of his business career had in-
volved him in finance. And when
I accepted your invitation, I must
confess it was my intention to do
just that.

First Address as New Head

However, between the accept-
ance of the invitation and the de-
livery of this talk, there has been
something of a change in my own
circumstances, as your chairman
noted. This happens to be my first
public speech since I became
President of the Du Pont Com-
pany and, consequently, I think I
should talk, more broadly about
business.

Our generation confronts seri-
ous problems. I doubt whether
any of us will see the day,when all
of them are solved, but perhaps
we could make a start by finding
at least one area where everyone
is in agreement. Let me be spe-
cific. I suppose every group in the
country supports such objectives
as national strength, world peace,
better health, education and hous-
ing, individual freedom, greater
opportunity for cultural pursuits,
and generally higher living stand-
ards. At the same time, there are
vast differences -of opinion over
the best way to attain these ob-
jectives. I have my ideas, you
have yours, and political, fafm,
and labor leaders have theirs.

These differences will not easily
be resolved, and, I suppose, we
will indulge in the democratic
luxury of arguing them to a.con-
clusion. There is one truth, how-
ever, which seems to me to be
self-evident, and it is this: The
attainment of every single one of
these objectives depends upon
whether we can maintain in the
United States a strong, healthy,
and expanding economy.

Myth of Something for Nothing

It makes no difference whether
we pursue the objectives through
what has recently been called the
public sector of our economy, or
through the private sector, Every
cent expended or given away by
any branch of government comes
from taxes levied on private pro-
ductive activity, whether this is
brain work, physical labor, or
savings put to work. There may
be some people who think they
get something from government
for nothing, and there even may
be some who do, but it is their
fellow citizens—not government—
vyho foot the bill.

So, it is obviously a myth to
think.. that gavernment. can . pro-
vide better’ health, education;.and

housing, or achieve any of our
other common objectives unless
the resources—through taxation—
are available from a strong - pri-
vate economy. It is equally ap-
parent that no ,progress toward
these ob]ectlves will be made
through the private sector if a
stadgnant or declining economy is
to be our destiny.

The problem,
should be of primary interest 'to
every diverse group in our so-
ciety, is “how.a strong, healthy,
and expanding economy can be
achieved. Here, as one business-
man, I venture to express some
views on what seem to me to be
certain fundamentals that must be
recognized.

R/D Expenditures

First, let me stress the impor-
tance of research and the utiliza-
tion of its beneficial results for
industrial growth. In the 1950-60
decade, annual research and de-
velopment expenditures in the
United States increased from $3.4
billion to $14 billion.

These figures, however, should
be interpreted with some caution.
Of the total 1960 expenditures, $9
billion was for government re-
search and development, largly
for defense, and I suspect that
current spending is proportionate,
While some significant commer-
cial developments have stemmed
from government research, the
economic - effect of scientific in-
quiry to solve a specific defense
problem is not the same as the
effect of a similar volume of re-
search directed toward discover-
ing new commercial products and
processes. Here we have not only
the stimulation of large private
investment in manufacturing fa-
cilities and services, but the added
stimulation on the economy of ad-
vertising, merchandising, and dis-

]
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tribution plus, in many cases, ex-
tensive maintenance and servicing
needs.

Nevertheless, fundamental and
applied research in the physical
sciences is carried on by most of
our large corporations and m'any
of the smaller ones, and industrial
expenditures for this purpose in-
creased from $1.5 billion to $4.5
billion in the decade. The search
for something better, or more
economical, has been intensified in
American .industry, and the results
over the years have enabled scores
of millions to enjoy necessities
and luxuries which otherwise
would have been denied them.

One of my predecessors, Lam-
mot du Pont, said, at the depth
of the depression in the 1930s, that
it was more important for our
company to continue research
than to pay dividends. I am glad
his view prevailed, for, out of that
decision to continue basic research
came nylon and a host of other
new products which constitute
more than half of our business in
1962. We also were able to con-
tinue to pay dividends.

In an age when man is actually
reaching for the moon, a product
or process can become obsolete
almost as quickly as yesterday’s
newspaper. We work diligently in
our company, therefore, to be
sure that we will obsolete pro-
ducts and processes before a com-
petitor beats us to it. As just one
example, we had a thriving rayon
business until we brought out
nylon.

It is through research that I
believe we will achieve the kind
of growth which jis really mean-
ingful. We would hardly call it
progress merely to manufacture
more existing things in the same
way. We must look to research for
the important new industries of
the future, just as it has given
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birth in this century-to such im-
posing ‘segments as automobiles,
chemicals, electronics, ‘aircraft,
and, only recently, space.

Growth Pains

Growth, of course, is seldom
achieved without growing pains.
For example, research has enabled
progressive industries to meet the
challenge of higher wages and
employee benefits, as well as other
advancing costs, by stepping up
productivity through mechaniza-
tion and instrumentation. While
this has created new and “better
jobs, it has also resulted, in many
instances, in at least temporary
displacement of labor. This has
led to pressure for costly and
wasteful practices such as over-
staffing and featherbedding,
which, in turn, has led to strikes
and shutdowns which waste our
resources.

I am quite sure that responsible
businesses, with careful planning,
are making every reasonable ef-
fort to avoid contributing to tech-
nological unemployment. The Du
Pont Company dpes so, whenever
possible, by trying to phase new
operations into locations when
older. operations will be discon-
tinued and by retraining its em-
ployees. It is quite a different
matter, however, to be confronted
with unreasonable demands whose
burdensome and unnecessary costs
would withhold the benefits of
increased productivity from cus-
tomers, employees, and stock-
holders.

If we are to have a healthy
economy capable of competing
with the emerging industries of
the Common Market and Japan,
we can’t afford to load up with
fat. And, if we fail to meet com-
petition, the stockholders of in-
dustry will lose, but the biggest
loser will be the jobless formerly
employed by industry.

Profits Misunderstood

Rather closely tied to this con-
cept is the question of profits.
This is perhaps the most misun-
derstood term in our whole eco-
nomic . glossary. It is profoundly
misunderstood by the public, and
it is all too frequently misun-
derstood ' even by businessmen.
The nature of the misunderstand-
ing differs from one man to an-
other, from one social group to
another, from one profession. to
another. But the sum of these mis-
understandings is a serious threat

to the survival of our economic’

structure.

For example, a recent survey
by the Public Opinion Index for
Industry indicated that 43% of
the people favor a great deal or
a fair amount of control of pro-
fits by the Federal Government.
While 88% concede that the profit
incentive is essential to our busi-
ness system, 69% believe that pro-
fits of some companies are much
too high. The survey also showed
that the public believes that the
average manufacture makes a
profit of 20% on sales, after pay-
ing taxes and all costs, compared
to the actual 1961 average of 5.4%.

Fundamentally, it seems to me
that the most significant misunde-
standing relates to the importance
of profit in our system. Import-
ance is, indeed, too weak a word.
Without profits, our system liter-.
ally cannot be maintained any
more than man can survive with-
out oxygen. No one would argue
that breathing in an objective of
life. But no one could deny that,
without it, no other objectives
would be conceivable. And so it
is with profit for a business. With-
out it, the business dies and takes

gt g

with it any possibility of improv-
ing man’s state of affairs.

Somewhat akin to this misun-
derstanding is another, which is
that the size of profit can arbi-
trarily be determined and limited
without any deleterious effect
upon the operation of our eco-
nomic system. We find semantics
being used in furtherance of this
misunderstanding, as in the case
of the so-called excess profits tax
of a few years back. A more ac-

-curate description < would- have

been an excess tax on prqfits.

Competitive Pricing ™
We also have been hearing re-
cently about so-called “adminis-
tered prices.” This is a theory that
management can add up its costs
and then price its products to
yield whatever return on invest-
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ment may be desired. Unless there
is collusion among producers—
and this is what proper enforce-
ment of antitrust policy should
prevent—it just doesn’t work that
way. In a free market, the price is
established by the company which
is most efficient, or which is will-
ing to accept the least return on
investment, and competitors must
meet tl}is price or lose their share
of the business.

I am quite sure this audience
understands that, while the hope
of making a good profit is the
sole ' incentive for launching or
expanding any business enterprise
it is necessary for profit to be
earned. It must be earned by
keeping abreast of the most mod-
ern technology and by providing
better goods and services at a
price the consumer is willing to

pay. No business can do this with-
out dealing fairly with its em-
ployees, its suppliers, and its pur-
chasers, and thus. meeting what
has been called its social respon-
sibilities.

Yet, as the public opinion sur-
vey indicates, there are still too
many people in this country—
and these people vote—who look
upon a profit merely as something
to be taxed, to be regulated, or to
be eliminated. I think the survey
demonstrates not only that busi-
ness isn’t doing enough to atc®
quaint people with the facts, but
that it needs far more cooperation
than it has been getting from
other groups which inform the
public. There is nothing dramatic,
I suppose, about the role which
profits play in enabling a com-
pany to expand its business, pro-
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vide more jobs and better oppor-
tunities, pay higher wages to em-
ployees, and engage in research to
develop new and better products.
Yet if we are to have a public
climate which will encourage the
kind of economy all groups desire,
a better understanding of this role
i§ one of today’s imperatives.

Questing Bigness

The third point.I would like to
emphasize is that, in. a large and
growing country, we need large
and. growing enterprises just as
we need small and in-between
ones. The size of a business organ-
ization should be tailored to the
needs it must fulfill, jus as a suit
of clothes is tailored to fit the
individual who wears it.

If there is any way to deter-
Continued on page 98
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Value of Tax Immunity'

On Municipal Bonds“

By Dr. Henry J. Frank,* Associate Professor of Economics,
Fairleigh Dickinson University, Rutherford, New Jersey

®

Searching analysis reveals States and municipalities have more to
lose than to gain in surrendering tax immunity in exchange for
permissive reciprocal taxation of Federal securifies. Based on 1959
data and the assumption of an instantaneous readjustment to higher
taxable interest rates, it is calculated that (1) it would cost $8217
million in additional interest; (2) no State could recoup in income
taxes the additional borrowing costs of issuing taxable securities;
and (3) it would' produce a net deficit of $750 million of which a
dozen State governments might gain by this arrangement, and 38
State and all local governments would lose. Dr. Frank succinctly
sums up the case for and against the principle of tax-exemption.

Under the doctrine of intergov-
ernmental tax immunity, the in-
terest income from obligations
issued by states and their political
subdivisions
( Municipals )
is not subject
to income tax-
ation by the
Federal Gov-
ernment and
the interest
income from
securities is-
sued by the
Federal Gov-
ernment or its
instrumentali-
ties (Govern-
ments) is not
subject to state (income or prop-
erty) taxation. Suggestions that
this reciprocal immunity be abro-
gated have been made from time
to time during the past four dec-
ades, and in 1923 an amendment
to the United States Constitution
to this effect passed the House of
Representatives.

The possible taxation of Munici-
pals by a simple Act of Congress
has been considered every few
years since the passage of the
Sixteenth Amendment to the
United States Constitution. The
history of these attempts has been
traced by George E. Lent in a

Henry J. Frank

recent article in The'National Tax
Journal., Congressional hearings
have been held on this subject on
many occasions, the most recent
being those held in November,

! 1959 by the Committee on Ways

and Means.

The Proponents Case

!
Pressure for the removal of the
income tax immunity of Govern-

.t ments and Municipals is still felt

in the halls of Congress and I sus-
pect will always be there so long
as the immunity remains. The
most recent appeals for the income
taxation of Municipals' have been
made by the Committee for Eco-
nomic Development in its publi-
cation of last year entitled Growth
and Taxes, Steps for 1961, and by
Dan Throop Smith, now Professor
of Finance, Harvard Graduate
School of Business Administration,
formerly special assistant to the
United States Secretary of the
Treasury, in his recent book, Fed-
eral Tax Reform.

Those recommending ‘the taxa-
tion of Municipals are primarily
concerned with equity considera-
tions. They view such securities
as a tax shelter for the wealthy,

since income derived from interest

payments by state and local gov-

immunity.
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ernments is not subject to pro-
gressive income tax rates. They
bélieve that the ability of inves-
tors to choose between tax-exempt
and taxable investments leads to
a misallocation of capital, i.e., cap-
ital does not go into the most pro-
ductive uses. They also feel that,
because governmental units can
borrow so cheaply, many govern-
ments abuse the privilege, and
those with the most need for funds
pay the highest interest rates and

get the least advantage from the
I

Some protagonists of the taxa-
tion of Municipals are concerned
with the “tax loss” to the United
States Treasury. If Municipals now
outstanding had been taxable at
the time of issue, the current an-
nual yield to the United States
Treasury, at today’s differentials
and today’s individual income tax

rates, would be about $11% billion.'

The “Status Quo” Position

The defenders of the status quo
are concerned primarily with the
political sovereignty of states and
local governments. Any infringe-
ment - of intergovernmental tax
immunity is considered an open-
ing wedge for centralism into our
federal system. They are afraid
that the additional costs of financ-
ing public works, if interest from
Municipals were taxable, would
lead to the postponement or aban-
donment of many desirable proj-
ects such as schools,roads, airports,
sewers, hospitals, and similar
governmental capital items. Since
almost all state and local tax
patterns are regressive, additional
interest costs financed through
local taxation would tend to offset
Federal revenues derived from
the progressive income tax.

Those opposed to the taxation of
Municipals contend that a Consti-
tutional amendment permitting
their taxation is necessary, while
many proponents believe a non-
discriminatory tax statute is suf-
ficient. They base their opinion
on the Supreme Court decision in
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Helvering vs. Gerhardt (1938) in
which the Federal income tax on
the salaries of the employees of
the Port of New York Authority
was upheld on the ground that the
tax was nondiscriminatory. In
that case Justice Stone declared
for the Supreme Court that a non-
discriminatory tax on the net in-
come of state employees could not
possibly obstruct the performance
of state functions. “Immunity can-
not be allowed,” he said, “when
the burden on the state is so
speculative and uncertain that if
allowed it would restrict the Fed-
eral taxing power without afford-
ing any corresponding tangible
protection to the state govern-
ment.” :

I

Those who believe a Constitu-
tional amendment is necessary
cite this same opinion and point
out that the burden on the states
and localities in additional inter-
est payments, were their securi-
ties taxable, is far from uncertain.

For my own part, I like to spec-
ulate on how the Supreme Court
would have decided Helvering vs.
Gerhardt if the Federal income
tax rates of 1962 were in effect
in 1938. Would it then have over-
ruled “a century of precedents”?

The Reciprocity Argument '

The suggestion has often been
made that a substantial portion of
the additional interest that would
be payable by states and local
governments in the event that
their securities were subject to
federal taxation, could be re-
couped by state income taxation
of Federal instrumentalities of in-
debtedness. How much could the
states and local units realize from
the taxation of Governments? How
much more interest would states
and localities have to pay on their
own securities? What is the value
of the tax immunity on municipal
bonds?

If reciprocal taxation were to
be introduced, states could tax
Federal securities under  their
personal ‘income, corporation in-
come, and intangibles tax laws;
local governments could tax them
under general property and mu-
nicipal income tax laws.

In actual practice most of the
municipalities' would get nothing
from the permitted taxation of
Federal securities. Fourteen states
permit the assessment of intan-
gible personal property by locali-
ties for taxation under the general
property tax.. Where such prop-
erty is assessed it is usually as-
signed a token value. Permission
to include Federal securities in
the base would not lead to any
significant increase in the assess-
ments made in those municipali-
ties. Nine other states provide for
local property taxation of various
types of intangibles under $pecial
legislation, but substantial sums
would not be raised by the af-
fected local governments from the
inclusion of Federal securities in
their tax base.

States might tax Federal secu-
rities by their property taxes, their
intangibles taxes, or their income
taxes, but .only states imposing
income taxes can hope to recoup
substantial sums from the recip-
rocal taxation of Federal debt in-
struments. Of the 14 states which
include intangible personal prop-
erty as part of the general prop-
erty tax base, 10 apply a state
broperty tax rate. Nine states tax
intangibles at rates varying from
one to five mills, and  three of

them use alternative taxes ('m the
income from investments ranging
from 3% % to 5%. Amounts likely
to be raised from either of these
sources are insignificant.

{
The Statistical Picture

If the taxation of Federal secu-
rities were permitted, about $68
million, according to calculations
I made for the year 1959, would be
raised in those states now impos-
ing income taxes on individuals,
business corporations, or banks.
This amount was derived by first
prorating the interest payments
on Federal securities among the
several "classes of owners, then
prorating it among the states, and
finally, multiplying the assumed
interest income within each state
by class of owner by the appli-
cable state income tax rates. The
$68 million is the sum of $8 mil-
lion that would be raised in ten
states that would get additional
revenues from banks, $8 million
that would be raised in 28 of the
corporation income tax states from
businesses that own Governments,
and $52 million that would be
raised in the 34 individual income
tax states.

Regardless of whether the re-
ciprocal taxation of Governments
were permitted, the ex parte tax-
ation of Municipals by the Fed-
eral Government would raise the
interest rates payable on subse-
quent issues of such securities.
This increase in interest payments
then would be subject to income
taxation in those states now tax-
ing interest income from state and
local securities. It is estimated
that, in 1959, states and their po-
litical subdivisions  would have
had to pay an additional $827 mil-
lion (over the $1,740 million paid)
in interest on their securities if
the interest from their securities
was subject to Federal income
taxation. Income tax states would
have realized an additional 1 $13
million from this source under
their present statutes had such se-
curities been taxable at the time
of flotation.

Hypothetical Assumptions

|

To -calculate the hypothetical
additional interest payable by
states and local governments if
the interest income from their
securities had been subject to Fed-
eral income taxation at the time
of issue, the $63 billion in out-
standing indebtedness in 1959 was
divided into nine groups and the
sum in each category was multi-
plied by an applicable differen-
tial. The long-term debt of the
states and their agencies and au-
thorities was classified in accord-
ance with Moody’s ratings, Aaa,
Aa, A, Baa, Caa, and unrated
bonds. Long-term local debt was
treated as one group since classi-
fication by rating was impracti-
cable. Short-term state debt and
short-term local debt were treated
as separate units. Additional in-
terest payments for state obliga-
tions were calculated for the pe-
riod July 1958-June 1959 since all
but four states use that fiscal year,
whereas additional interest for
local obligations was - calculated
for the Calendar Year 1959 which
is a usual fiscal period for local
governments.

The differential, i.e., the addi-
tional interest' payable were Mu-
nicipals taxable, was calculated
for long-term debt as the differ-
ence between Moody’s Investors
Service Index of Yields of Newly-

Continued on page 95
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»“Keep Government At Our
Sides—Not On Our Backs”

By Earl L. Butz,* Dean of Agriculture, Purdue University,
Lafayette, Indiana

I

Agricultural expert sees the wellspring of our economic strength
heing increasingly vitiated, and lays down a formula to secure simul-
taneously our goals of national security, personal security and eco-
nomic growth. He would make private business the senior pariner in
its relationship with government; add a fifth freedom of going and
doing as one pleases to the Four Freedoms,of World War II; and
continue to have the government provide a minimum personal secu-
rity floor under pockets of poverty, poor housing, illness, etc., with-
out, however, undercutting the incentives and initiative that made
our economic system possible. He declares government cannot pro-
vide security or economic growth by mere passage of laws hut only
by nourishing and protecting our traditional economic system.

Nearly every individual has his
own set of personal goals, even
though he may never have taken
the time to clearly define them.
Some people
seek wealth,
others pres-
tige, and still
others power.
Some people
seek happi-
ness, and
sometimes
find it with-
out wealth,
prestige, or
power. Cer-
tain individ-
uals become
so wrapped
up in their work that work itself
becomes a goal, while others
strive for “full leisure.”

Indeed, the personal goals are
legion for the individuals that
make up our nation.

The goals for all of us taken
together, as a nation, must differ
from our individual goals because
the nation can and must accom-
plish ends not possible for the
individual.

Earl L. Butz

Goals of America

Our collective goals, which in
this discussion I shall call Goals
for America, may be grouped into
three broad categories. They are:

(1) National security.
(2) Personal security.
(3) Economic growth.

National security is one of the
most expensive single functions
of our government. Likewise, it is
one of the most essential func-
tions, in these days when the very
existence of the free world is
threatened by totalitarian mad-
men. While we may argue among
ourselves about various aspects
of our defense system, nobody
questions the need for a strong
program of national security. Yet
many of us overlook the fact that
national security is much more
than military power.

National security involves a
total concept. My formula for it is
as follows:

National Power=Military Pow-

er x Economic Power x Spiritual
Power. .
You will note that this equation
uses the multiplication sign rather
than the addition sign, The fac-
tors are multiplicative rather
than additive. In this kind of
equation, if one of the factors
is reduced to ' zero, the entire
equation reduces to.- zero. This
means that if we are going to
attain the goal of national secu-
rity for our time and the future,
we must be equally strong mili-
tarily, economically, and spirit-
ually. A strong military striking
power cannot be sustained with-
out a strong economy and a strong
National Will.

It is obvious to all that a strong
military establishment can be
built only on the base of a healthy
industrial and agricultural pro-
duction, It is less obvious that
sustained = military strength is
possible only if our people have a
National Will, if they are proud
of America down deep in their
hearts, if they believe in the ideal
that we call America, if they are
willing to fight and sacrifice for
the principles that made America
great.

National Will

Our National Will is perhaps
the weakest link in the equation
for National Power outlined
above. There are among us too
many apologists for America, too
many people who don’t really
understand the American system
of individual freedom and respon-
sibility, too many who seek the
easy life without productive ef-
fort, too many who place politics
above principle,

On my office wall hangs a large
replica of the Declaration of In-
dependence. I love frequently to
read the last sentence in that in-
spired document: “And for the
support of this Declaration, and
with a firm reliance on the pro-
tection of divine Providence, we
mutually pledge to each other
our Lives, our Fortunes, and our
sacred Honor.” Then follow the
signatures of those fearless
patriots, headed by that “John
Hancock” so large “the King can
read it without his glasses.” It
was no idle gesture when those
men signed that Declaration. To
do so invited the hangman’s
noose.

Those men believed in some-
thing. They had a National Will.
They were willing to put even
their lives on the line. And some
did.

What those men lacked in Mili-
tary  Power they made up in
Spiritual Power. Today we try to
cover up our deficit of Spiritual
Power by pouring more resources
into Military Power. This won'’t
work, The equation for National
Power, which is multiplicative
rather than additive, is only as
strong as its weakest factor.

The Goal of Personal Security

One of our national goals is and
must be the provision of a mini-
mum level of personal security
for all our people. This can be
done either through the private
sector of our economy or the
public sector, or both. As a matter
of practice, this goal is achieved
through both the private and
public sectors of the economy. We
may differ individually, and poli-
tically, on the relative contribu-
tion to personal security that
either the private or the public
sector should make, but we all
agree on the importance of the
national goal of personal security
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for all our people. This may take
the form of job opportunity,
growth opportunity, adequate
housing and food, educational op-
portunities for all our children,
good health and health facilities,
and finally retirement security.
These are the obvious things we
seek in personal security.

Yet there is another item of
personal security, precious to all
of us, so often overlooked. That
is the protection of the individual
citizen against autocratic, and
sometimes tyrannical, action of
government. The framers of our
Constitution recognized this when
they adopted the first ten amend
ments, commonly referred to as
“Bill of Rights.” These amend-
ments are essentially a guarantee
of protection against government.
They recognize that in our system
the individual is supreme, and
that his personal freedom is a
very essential part of his personal
security.

I
Four Freedoms and Private
Initiative

Early in World War II, out of a
meeting between President Roose-
velt and Prime Minister Church-
ill, came a statement of the Four
Freedoms for which we fought.
They were: Freedom from Want.
Freedom from Fear, Freedom of
Speech, and Freedom of Religion.

These Four Freedoms are
available in your county jail. Yot
have freedom from want, Your
food and clothing are provided
with no effort whatever on your
part. You have freedom from fear.
Your worst enemy can’t get at
you even to make a face at you.
You have freedom of speech, You
can curse your jailor, and the law
requires him still to feed and
clothe you. You have freedom of
religion. You can worship or not
as you choose. You have perfect
security! What more could you
ask for than these Four Free-
doms?

There is a Fifth Freedom that
you don’t have in the country
jail. This is a precious freedom.
It is a freedom that men have
fought and bled and died to at-
tain.” It was conspicuous by its
absence from the Four Freedoms
outlined above. It is the freedom
to go where you want to go and
to do what you want to do. This
is a freedom that is eroded away
bit by bit as government grows
larger and moves to the public
sector of the economy, increasing
responsibility for provision of
personal security for the masses
of our people. Witness for ex-
ample the growing maze of iron-
clad economic and financial regu-
lations over our farmers, over
transportation, over commerce,
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over business, and so on ad infi-
nitum,

No one argues the need to pro-
vide a minimum of personal secu-
rity for all our people. The United
States is so wealthy and so pro-
ductive that we must not tolerate
pockets of poverty, illness, poor
housing, low educational opportu-
nities, and the like. The question
we face is how to provide the
necessary minimum of these and
still preserve the incentive and
initiative that made possible this
great economic machine that is
America. We must recognize that
personal security is possible in
this country primarily because of
our high level of economic pro-
ductivity—not the result of laws
passed by state and Federal Gov-
ernments.  Indentically the same
laws, providing for minimum
wages, abolition of child labor,
unemployment compensation, old
age security, public housing, pub-
lic health assistance, and so on
could be transplanted in nearly
iany other country in the world
without achieving the desired re-
sults. The laws work here because
they are built on the solid base of
a high level of economic produc-
tivity.

As we continue to debate the
question of the relative roles of
the public versus the private sec-

Continued on page 88
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Don’t Go Short on the
- Future of the SBICs

By Joseph W. Powell, Jr.,* President, Boston Capital Corp.,
Boston, Mass.

Mr. Powell's intimate experience with his own firm and knowledge
of other SBIC's underlie his admonitory advice—don't lose sight of
the SBIC’s intrinsic worth because of current market's underassess-
~ ment which he also believes is as wide of the mark as it was not to0 '
- long ago when overassessed. Mr. Powell lays down yardsticks for
investors and analysts in judging an SBIC’s investment prospects,
and rules and guides for SBIC’s to follow in improving themselves
and in evaluating. the candidacy and worthwhileness of small indi-
vidual business for financing. Publicly owned SBICs are said to he
showing signs of maturity and to fill a much needed gap in the over-
all financial picture. As the basic and technical problems are solved
—assisted by needed pending technical changes by Congress—out-
standing progress can be expected and easily spotted with changes
and some consolidations hound to take place.

In this article I am going to wear
two hats. First of all, in my po-
sition. as Chairman of the Com-
mittee of Publicly-Owned Small
Business
Investment
Companies,
which is part
of the indus-
try  associa-
tion known as
the National
Association of
Small Busi-
ness  Invest-
ment Compa-
nies, I plan to
examine the
situation of
SBICs gener-
ally and as indicated by the title
of my talk, to express my feel-
ings about their future—by which
I mean their long term future
and not the market action of their
shares over the next few months.
My-second hat refers to my posi-
tion-as-President of Boston Cap-
ital. Corporation, the sécond
largest: of the Small Business
Investment Companies, or SIBSs.

Criticizes Sounding of SBIC’s
Death Knell

As you know, much has been
written and spoken about, SBICs
[

Joseph W. Powell

as having stated:

and in the past few months not all
of it has been favorable. Recently
there have been numerous exam-
ples of extremely poor publicity,
propounded ' in many cases by

people who have had only a su-.

perficial knowledge of their sub-
ject. For example, in an address
to the Bank Credit Associates of
New York on October 10, 1962,
Mr. Theodore H. Silbert, president
of Standard Financial Corpora-
tion, is quoted by his company’s
financial public relations counsel
“SBICs have
been doomed to failure since
their inception some four years
ago, with only a few exceptions.
Not only were SBICs ill-con-
ceived, and their objectives not
obtained, but the May 28th collapse
of the security markets was the
final body blow. The SBIC death
knell has been sounded. An SBIC
License is a franchise to lose
money.”

In addition to sniping of this
kind from sources which may to
some extent suffer from a mis-
taken apprehension of competi-
tion from SBICs, and to a general
lack of understanding and disen-
chantment on Wall Street, there
has also been confusion in Wash-
ington and some fairly unfortu-
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nate restrictive legislation. The
result of all of these negative fac-
tors, plus the general decline in
the securities markets, is that
SBIC shares are currently severe-
ly depressed and concededly in
considerable disfavor in the fi-
nancial community. Most SBICs
are selling at a very substantial
discount from net asset value,
some even from their cash value
per share. There are those of us
who question the judgment of the
market in this regard — just as
there were those of us who ques-
tioned the judgment of the mar-
ket when SBIC shares sold, a little
more than a year ago, at a sub-
stantial premium over net asset
value—sometimes even a multiple
of net asset value.

Basic Problems and Business
Aspects

What I wish to emphasize with
you today are the basic problems
involved in the operation of
SBICs. A recognition of these
problems and an insight into the
course being followed by SBIC
managements to meet and solve
such problems will, I hope, be of
more significance to you than the
temporary considerations of a
generally depressed securities
market—although when I use the
term temporary I recognize that
current conditions may extend
over many months.

In my discussion, I would also
like to concentrate on the “busi-
ness” aspects of SBIC operations,
as opposed to the technical fac-
tors such as developments in re-
gard to special tax treatment for
losses and amendments to the
regulations of the Small Business
Administration governing SBICs.
A few brief comments on these
technical considerations are nec-
essary, however, since our in-
dustry is particularly sensitive to
the actions of Congress and of the
SBA. I am glad to say this fact is
now being recognized more fully
and that two constructive Bills
were introduced in the 87th Con-
gress by Senator Sparkman and
Congressman Patman. Included in

Elkins, Morris, Stokes & Co.
Philadelphia

20 BROAD STREET
Telephone HAnover 2-5000

[

SERVICING

BROKERS AND DEALERS

SINCE 1878

ASIEL & CO.

Members New York Stock Exchange

Members American Stock Exchange

NEW YORK 5, N. Y.
Teletype 212-571-1280 & 1281

DIRECT WIRES TO
Burgess & Leith

Boston Los Angeles

Cruttenden & Co., Inc.

Houston Hill Jr, & Co.
San Francisco

tized for FRASER

er.stlouisfed.org/

these Bills, and in a third to be
introduced at the start of the 88th
Congress, are the following pro-
visions:

(1) Removal of the limitation
of $500,000 as the maximum
amount that can be invested in
any one small business concern.
The original statutory limitation
of 20% of paid-in capital and sur-
plus would be restored.

(2) Doubling of SBA funds
available for borrowing, Loan
limits would be increased from
50% of paid-in capital:to 100%,
with a top limit of $8,000,000
compared with $4,000,000 at pres-
ent.

(3) Establishment of legalized
reserves against possible losses up
to 20% of invested capital.

(4) Exemption of SBICs from
those provisions of the Invest-
ment Company Act of 1940 which
prohibit stock options, and relief
from the controversial Section
30-f, governing short swing
profits. :

While there are several other
items in these Bills, the foregoing
provisions are of particular sig-
nificance to the publicly-owned
SBICs. As indicated previously,
however, regulations and legisla-
tion will not assure the success or
failure of SBICs, and I have men-
tioned these matters primarily to
indicate the type "of technical
problem with which we are con-
cerned. In the long run, SBICs
will stand or fall depending on
how well they succeed in invest-
ing funds in small business con-
cerns which .in turn grow into
larger profitable enterprises.

Cenclusions Based on Experience

Since World War II, organized
venture capital has played a
prominent role in the financing
of small business concerns. The
first publicly - owned venture
capital company, American Re-
search and Development Corp.,
with which I served as Vice-
President for seven years, was a
forerunner of the SBIC of today.
Private groups like J, H. Whitney
Co., Payson - Trask, Rockefeller
Brothers and others have been
performing with “highly skilled
organizations for over 15 years.
As there has been a good deal of
information on the results of
earlier venture capital companies,
there should be few surprises on
what has happened to date in the
SBIC movement. In my opinion,
the following lessons can be
drawn from the past, and are use-
ful in looking to the future:

(1) Attractive profits are pos-
sible through the skillful invest-
ment of venture capital.

(2) Notwithstanding this profit
potential and regardless of the
ability and experience of manage-
ment, there will be failures as
well as successes among portfolio
companies.

(3) Losses will show up faster
than gains—a poor investment can
get into trouble faster than a good
one can show results.

(4) Mistakes should be ac-
knowledged and eliminated as
rapidly as possible. Too much
time is often spent trying to
nurse - sick situations back to
health.

(5) The ability of top manage-
ment of small business concerns
is ordinarily more important than
the products, markets or compe-
tion.

(6) Many major investment
mistakes result from quick de-
cisions—there is no substitute for

thoroughness in making an in-
vestigation,

(7) If a venture capital firm
can achieve one really successful
investment out of five, the over-
all results should be favorable.

(8) Managing venture capital
is a full time job, requiring wide
business experience and a prac-
ticed, professional approach.

(9) Rigid controls should be
incorporated into basic financing
instruments to permit corrective
measures to be undertaken,
promptly when weaknesses are
apparent.

(10) Well informed, mutually
respectful relations between a
small business and its financial
supporters are a necessary con-
comitant to a successful operation.

I pose these conclusions as
guideposts to some of the charac-
teristics of this particular indus-
try, and to indicate that there is
a fairly good body of experience
available to venture capitaists to
help them make their decisions.

A New Force in Venture
Capital—The SBIC

At the present time investors
have committed more than half
a billion dollars to the SBIC con-
cept through more than 600 indi-
vidual companies, of which about
$350 million has been entrusted
to some 47 publicly held organiza-
tions. Only about half of the total
amount raised has actually been
invested so there still remains
over a quarter of a billion dollars
seeking attractive opportunities
among small business concerns,
enough money to support $2 or 3
billion of sales. The industry is,
therefore, far from extinct,

SBICs vary in size, organiza-
tion concept, investment philoso-
phy and fields of interest. They
all have one thing in common,
however: problems — operating
problems in the small business
concerns in which they have in-
vested their funds.

A short time ago, an official of
the Small Business Administra-
tion, speaking at a meeting of
SBIC officials, made the com-
ment that his only interest was in

small business concerns and that .

SBICs were only a means to an
end. In a somewhat belligerent
mood, he made the comment, “I
don’t really care what happens to
you fellows as long as small busi-
ness prospers.”

I don’t think this- particular in-
dividual, had he thought about
it, could have meant what he said
because it is obvious that SBICs
and the small business concerns
they service are bound together
in success or failure. As stated
before, we stand or fall with our
companies and, to the extent we
do a good job of selecting and as-
sisting them, we will grow and
prosper. To the extent we do not,
we will have failed.

The Six Senses of Small Business

I would now like to state what
I consider to be the basic fun-
damentals of the SBIC program,
the reason why a small business
clicks, or fails to do-so. In my
opinion, most problems stem from
what I shall describe as “Lack of
Sense” in one or more of six
important areas.

These areas are:

Sense of Humility

Sense of Values

Sense of Urgency

Sense of Direction

Sense of Organization

Sense of Planning
Sense of Humility

Have you ever met any busi-
nessman who didn’t think he was

Continued on page 85
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Canada’s Objectives Now
That Stability Is Achieved

By Dudley Dawson, Executive Vice-President, Greenshields
Incorporated, Montreal, Canada

Canadian investment banker avers

that the glrowing informal process

of economic integration between his country and ours “may well be

reinforced in the future,” Mr. D
problem now is to overcome its

awson states Canada’s principal
inordinately large trade deficit;

refers to measures taken and which will be taken that should prove
helpful to improving balance of trade; and hopes that any preferen- ...

fial Commonwealth loss which m

ay arise from U.K.'s entry into

E. C. M. will be offset by our new trade program and enlargement of
the E.C.M. trading area. This, he concludes, should help assist
Canada’s ability to participate in the new era of worldwide prosperity.

The Canadian Committee of the
IBA is not the most active group
in the organization, but neverthe-
less we are very proud to be a
part of this
most impor-
tant segment
of the Invest-
ment Frater-
nity in North
America. We
are particu-
larly pleased
that in this
Golden Anni-
versary: Year
it was decided
to name two
Canadian
G o v e r-
nors for the first time. They are
both here as well as the President
of the IDA of Canada.

With your permission, Mr.
Chairman, the report of the Ca-
nadian Committee has been
tabled. It is a review of financial
and economic conditions in Can-
ada for 1961-1962 to date.

I would like to speak briefly on
some of my thoughts concerning
Canada’s balance of payments po-
sition and our prospects in the
vital area of foreign trade.

Dudley Dawson

You are probably familiar with
the events and, in particular, the
exchange difficulties which led to
the official pegging of the Ca-
nadian dollar at 92.5 cents U. S.,

the introduction of an austerity~

program, coupled with financial
assistance from abroad, and the
recovery in our official exchange
reserves over the last four months.

Canada’s Principal Objective

Our prime objective now that
stability has been restored, must
be to reduce materially our def-
icit from current international
transactions within the context of
‘a fixed exchange rate system,
and at the same time maintain a
hospitable climate toward foreign
investment capital. In order to
achieve this, we must obviously
improve the competitive position
of our industries and strive for a
significant expansion of our ex-
‘port markets.

The magnitude of the task
ahead is indicated by the fact that
Canada’s excess of imports of
goods and services over her ex-
ports in the first half of 1962
amounted to $730 million. In the
case of trade with the United
States, we purchased $332 million
worth of goods more than we sold
and our deficit in so-called in-
visibles (tourist expenditures,
freight, shipping, insurance, inter-
est and dividend payments)
amounted to $462 million, for a
total current account deficit of
$794 million during this six month
period. This may seem small to
you, but I must point out that if

the United States had a similar
imbalance on current account, al-
lowing for the difference in the
size of our two economies, it
would be equal on an annual basis
to a staggering $17 billion. As a
matter of interest, Canada has
throughout the postwar period
been buying substantially more
from the United States than any
other country in the world.

Viewed in this light, Canada’s
efforts to resist artificial curbs on

| its exports and to expand its sales

in the United States market are
surely understandable,

Canada’s New Exchange Rate

One factor which is obviously
going to assist us in bringing

about a better balance in our ex- .

change of goods and services is
the devalued Canadian dollar.
The new exchange rate of 92.5
cents U. S. undoubtedly repre-
sents a more appropriate relation-
ship between our currencies, than
the premium at which our dollar
continued to trade, after the un-
precedented resource development
in Canada came to a close in
1956-517.

Among the measures that have
recently been taken—or have at
least been proposed — with the
object of making Canadian indus-
tries more competitive in world
markets and increasing the vol-
ume of our exports, I would like
to mention:

Other Helpful Measures

First, the provision contained in
the 1962-63 Federal Budget which
allows for reduced taxes on cor-
porate profits derived from in-
creased sales, This will, un-
doubtedly, act as a powerful
stimulus to our export industries.

Second, the announcement that
the Federal Government intends
to authorize the export of hydro-
electric power.

Third, the recent move towards
implementation of the Bladen
Royal Commission’s recommenda-
tions on the automobile industry.
In this respect, it is proposed that
Canadian car manufacturers will
be able to import duty-free auto-
mobile engines and automatic
transmissions to the extent only to
which they increase their exports
of parts. This should help Canada
to reduce its trade deficit in auto-
mobile parts which amounted last
year to $300 million.

I am sure the Federal Budget
for fiscal 1963-64 which will be
brought down early next year will
contain further measures along
these lines. I believe there is a
growing feeling that the Canadian
tax structure might be rearranged
whereby direct taxes, corporate
and income, would be reduced and
indirect taxes increased. This
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Gvould, of course, tend to improve
the competitive position of
domestic industries. An early
move in this direction is hoped
for, even though the recently ap-
pointed Royal Commission on
Taxation is not expected to submit
its findings and recommendations
for some considerable time.

Long-Term Trade Prospects
Turning to our long-term trade

' prospects, I should say that in

Canada this year there has prob-
ably been more thought and dis-
cussion on this subject than ever
before in our history. This is
understandable, if you consider
the degree to which our prosperity
depends on foreign trade. Three
major developments have been
responsible for this revival of
interest:

(1) The accelerated economic
integration of Western Europe.

(2) Application by the United

Kingdom to join the European
Common Market.

(3) Passage of the Trade Ex-
pansion Bill in the United States.

If the United Kingdom joins the
European Economic Community,
it is safe to say that the proposed
common external tariff of the
Community and the disappearance
of the Commonwealth Preference
system, will initially create prob-
lems for our export trade and our
economy in general.

On the ' other hand, United
States initiative to reduce tariff
barriers and the prospctive eco-
nomic growth of an enlarged
European Common Market 'will
surely provide opportunities for
a considerable expansion of inter-
national trade. In order to benefit
from these developments, Canada
must be ready to participate ac-
tively in the forthcoming tariff
and trade negotiations. We must

Underwriters
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also be prepared to accept far
reaching economic adjustments at
home.

I believe that in seeking to
adapt ourselves to the changing
patterns of world trade, we will
find ourselves more closely aligned

| to the United States. An informal

process of economic integration
between our two countries has, in
fact, been going on for some con-
siderable time. This may well be
re-inforced in the future.

Looking ahead at the expan-~
sion in the movement of goods,
services and capital which are ex-
pected to flow in the longer run

‘from a rapid economic growth of

industrialized nations and de-
veloping countries alike, one must
assume that Canada with her
natural wealth will be one of the
major beneficiaries. Canadian
trade and finance will then share
in a new era of worldwide pros-
perity.
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Progressive Tax System Is
Contrary to National Interest

By Art Linkletter,* TV Star, Actor, and Aufhor

Many-talent-sided Mr. Linkletter questions our tax system which
financially penalizes talent and forces business decisions to defer
to tax considerations. Talent, he adds, is found in all areas of en-
deavor and, no matter where it exists, is prey to the disincentives
found under our “progressive” income tax. He recommends 23%

flat proportionate tax and no capi

tal gains tax, and urges passage

under the present Democratic Administration in conceding it would
not stand a chance under a Republican regime,

Sincel about 1940 my principal
problems have not been concerned
with getting money, but rather
how to keep it and handle it.
Radio and
television sal-
aries being
what they are,
and the in-
come tax
being what it
is. .. most of
us in show-
business de-
vote at least
some part of
each day to
hating the In-
ternal Reve-
nue Service.
This hasn’t always been easy
.. particularly on Christmas Day
and Easter 1. . but we’ve kept at
it.

Art Linkletter

I suppose that some of you
older folks here can remember
those lush Diamond Jim: Brady
days before income taxes when
the money that we now send to
Uncle Sam went to buy solid gold
shoe horns and diamond studded
slippers for champagne sipping. A
typical letter from the revenue
department in the year 1906

would read: “Dear Mr. Vander- . . .

bilt, It is with the greatest re-
luctance I must beg leave to in-
form you that in accidentally
going over your tax accounts this
year we find you owe the gov-
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ernment $35. If you will forgive
us for prying into your private
affairs, we couldn’t help noticing
that when you sold the Pennsyl-
vania and Great Northern Rail-
roads at a profit of $45 million,
you sent us a tax check for $8
when your records show that the
amount should be $43. We hope
you will receive this letter in the
spirit with which it was sent. We
do need the money dreadfully.
Humbly yours, U, S. Internal
Revenue Collector.”

Of course, in these days it’s a
little different. Let’s say that you

§ have put in a good hard year
working and you have earned a

modest figure, let’s say a million
dollars. This puts you into what
is called the upper brackets:

Translated, that means that the

government is hot on your tail.

The letter you NOW get reads
as follows:

“Dear Sir: You owe the govern-
ment $950,000. Shall we come
and get IT or YOU?  Signed.
You Know Who.”

Taxes Override Business Decisions

For a number of years now, I
have been in the 90% bracket
which of course, means that
contrary to all sensible, moral,
responsible, economically = sound
principles, I have been making
business decisions based on Tax
considerations rather than con-

|
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structive, "efficient business rea-
sons, This is all wrong . . . but
the plain truth is that TALENTED
PEOPLE of all kinds in this
country are channeling their in-
dividual economic efforts and ac-
tivities because of TAX 'consid-
erations rather than economic
considerations. Of course, the ef-
fect on economic growth and pro-
ductivity is bound to be negative.

Permit me to take a moment
right here to point out that I con-
sider the capacity to succeed in
business and industry is as much
a TALENT as the ability to sing,
dance, write poetry, act, or any
of the other so-called Talents of
show business.

You people in this audience are

highly talented people, and your @ °

talents, while not as rare perhaps
as the ability to write or compose
music, nevertheless are limited to
a fairly small percentage. of the
population. ;

You are enormously important
to the nation’s economic growth.
You are the innovators, the
creators, the entrepreneurs, the
administrators who motivate and
direct the whole, vast process.
There will never be enough of
you.

And while you enjoy recogni-
tion, prestige, status and power,

Just as much as artists do . . .

nevertheless, money is still the
principal yardstick of economic
achievement in our -capitalistic
society. In the echelons just be-
low you, money is almost the
ONLY way by which they can be
adequately rewarded.

Evils of Progressive Tax

To deliberately confiscate these
rewards with a PROGRESSIVE
tax system is not only unjust, it
is against the national interest.
At a time when everyone in
Washington is beating the drum
for greater U, S. productivity, and
we are being confronted by the
Common Market competition, and

|
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the Russian menace, we are

penalizing in direct proportion to
their capacity to contribute, the
very people our nation’s economy
needs the most.

If we were to follow the same
practice at a time when we are
striving for world leadership in
literature, for example, and told
our American writers that after
a certain number of their works
were published, the rest would
either be anonymous or credited
to other less talented writers, the
world would think we were crazy.

And yet that’s exactly what we
are doing. The wonder of it all
is that people like you continue
to work as hard as you do. Still
. as you know, many of our
most economically talented men
retire several years before they
normally would. Thousands of
others will deliberately turn down
opportunities because the addi-
tional income after taxes simply
isn’t worth the added effort, and
headaches. Hundreds of privately
owned businesses are sold each
year for one reason only: taxes.

The drive to beat estate taxes,
turn income into capital gains, get
stock options, pension plans, de-
ferred compensation, profit shar-
ing trusts, insurance progrdms
and unlimited expense accounts all
simply  underline the fact*that
under our PROGRESSIVE income
tax, it isn’t possible to provide
enough incentive through regular
income to get the nation’s work
done and realize the full economic
potential of the American people.

Proposes 239 Tax Rate

I would propose a national in-
come tax of 23% . .. a propor-
tionate income tax . .. with no
capital gains tax. . .. This would
provide the nation with the same
amount of income it now has. It
would raise the average tax payer
just 3%, and pump new vitality
into the economy.

Almost everyone agrees that the
progressive rates in the higher
brackets are too severe, But al-
most no one wants to adandon the
Progressive Tax theories. These
two points of view are difficult
to reconcile from an ethical
standpoint. If a 91% rate is un-
fair, then a maximum rate of 65%
is not necessarily fair, It is just
less unfair. Under a 23% tax, the
man with a $100,000 taxable in-
come would/pay $23,000. The man
with $1,000 taxable income would
pay $230. This seems fair.

. It is hard to believe that any
one U. S citizen is getting more
than 100 times|as many benefits
from the Féderal Government as
his neighbor,

Eighty-six percent of the total
taxes paid in this country are
collected at a base rate of 20%.
By raising this to 23% we would
generate the same revenue and
put every taxpayer on an equal
proportionate basis. (In 1944-45
the base rate WAS 23%.)

Sound Heretical?

Does this sound like heresy?
The Gross National Product
would steadily, increase under
this plan so that we could lower
the base rate, and cut policing
costs of the Bureau. A flat 23%
would be almost self policing. If
you could stay home and save
77 cents on the dollar . . ., what
would happen to “21” in N?w
York?

The time to propose this is now.
Under a Democratic administra-
tion. Such a tax law under a Re-
public administration would have
no chance at all. It could be the
biggest political coup of the
decade. ;

Wouldn’t it be refreshing  to
discover that right, for once, could
not -only triumph over political
expediency, but be politically ex-
pedient as well.

The Investment Bankers in the
last 50 years have accomplished
wonders; Income Tax Law has
been changed through your Leg-
islative Committee efforts . . .
back in 1913. The Bank Act of
1933 was a milestone in financial
history, prohibiting banks of
deposit  from underwriting or
dealing in corporate securities.
That same year the Securities Act
created/the SEC and required full
and fair disclosure of all material
facts relating to public issues. The
1934 Securities Exchange Act
made these regulations more
binding.

All through your history the
importance of Self-Regulation has
been stressed by your educational
and management committees,

Why not the principle of Pro-
portionate Income Tax Versus
Progressive as your next Item?

*Excerpts from a talk by Mr. Link-
letter before the Investment Bankers
Association -of America, Hollywood, Fla.,
Nov. 26, 1962, y
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Education Committee Report

1967 INSTITUTE OF INVESTIIENT SANKING
MATIONAL IRVEST.IN-AMERICA ACTIVITIES

IBA EDUCATIONAL BULLETIN

BROVP ACTVITIES, (Puge

BUBLIC RELATIONS AND ADVERTISING SURVEY (uge 3

During 1962 two issues of the IBA Educational Bulletin were published (May 36 pages, and

December 44 pages) and they constitute in essence the report of the Education Committee

supplemented by the oral presentation by Robert Mason, Chairman. In text and pictures

these Bulletins provide a record of the training, public relations and promotional activities

of the national Education Committee, the 17 Group Education Committees in the United
States, and like activities on the part of member organizations.

Investment bankers and securities
dealers of the nation are increas-
ingly giving emphasis to popular
lecture courses designed to ac-
quaint individuals with the in-
vesting process and the advan-
tages of securities ownership.

This trend is reflected in the re-
sults of a questionnaire survey
reported in the December, 1962,
IBA Educational = Bulletin dis-
tributed to the delegates at the re-
cent annual Convention of the In-
vestment Bankers Association of
America (held at the Hollywood
Beach Hotel, Hollywood, Fla.,
Nov. 25-30).

#

During the past year, 173 of the
approvimately 800 IBA member
organizations sponsored 1,980 pop-
ular lecture courses on investing,
with an enrollment of nearly 200,-
000 persons. The great majority
of these programs were .offered
without charge-—more than 182,-
000 persons attended free courses,
and approximately 10,000 paid a
modest fee. Average attendance
figures for the various lecture
series ranged from 15 all the way
to 1,800, with a typical attendance
of 30-50 persons per lecture. Most
members sponsoring such pro-
grams offered from two to six

public lecture courses per year.
A number of members, however,
sponsored a great many more—
six members each sponsored 50 or
more lecture courses a year and
two organizations each reported
more than 300 lecture courses na-
nually. The results of the over-
all survey are described in greater
detail in the December issue of
the “IBA Educational Bulletin.”

Radio and TV Programs

Also provided by the survey re-
sults were data on radio and tele-
vision programs sponsored by 140
IBA member organizations. Find-

ings showed the frequency and
duration of radio programs and
the length of the individual pre-
sentation. The same information
is also provided on television pro-
grams. Favored hours for broad-
casting and telecasting are also
reviewed, and the nature of pro-
gram content is summarized.

Training Programs and Seminars

Robert Mason of Merrill Lynch,
Pierce, Fenner & Smith Inc., Chi-
cago, Chairman of the IBA
Education Committee, reported on
the projects of his Committee and
on the activities of the 17 geo-
graphic subdivisions of the Asso-
ciation in the fields of training,
public relations, and promotion.

More personnel from investment
banking organizations utilized
Association and Group sponsored
training programs during 1962
than ever before, according to Mr.
Mason, who briefly discussed the
following school and seminar
projects:

The Institute of Investment
Banking, offered by the IBA
Education Committee in coop-
eration with the Wharton School
of Finance and Commerce on
the University of Pennsylvania
campus, Philadelphia, was at-
tended by 343 junior officers
and partners of member or-
ganizations, persons with five
or more years of experience in.
the securities business, This is

19

an executive development pro-
gram which registrants attend
one week each Spring for three
years. Those completing the pro-
gram receive a Certificate of
Merit,

In cooperation with Member
Firm Liaison, New York Stock
Exchange, the IBA Education
Committee for the fourth sum-
mer offered a ' concentrated
training program for college

~ graduates and others entering

thesecurities business. This
program in 1962 included a
course on Fundamentals of In-
vestment Banking and another
on Stock Exchange Operations.

The New York Group of the
IBA through its Education Com-
mittee sponsored two seminars
for management personnel: one
on  Management Functions for
policy level administrators and
another on Operations Manage-
ment for officers and partners
in charge of “back office”
functions.

In Pittsburgh the Western
Pennsylvania = Group inaugu-
rated an Investment Banking
Seminar, a refresher program
for seasoned personnel.

The Central States Group of
Chicago for the 17th year of-
fered a classroom course in
Fundamentals of Investment
Banking over a three-month
period and for the fifth year a

Continued on page 117
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- Backgrounds of the New
Principal IBA Officers

The slate of officers elected at the Convention on
Now. 29 included a mew President and five Vice-
Presidents, three of the latter being named for-
either a second or third consecutive term. The offi-
cial biographlies of each of these officers follow:

AMYAS AMES
President-Elect

Amyas Ames, a Senior Partner of
Kidder, Peabody & Co., invest-
ment bankers and securities deal-
ers, New York, was elected Presi-
dent of the
Association,
succeeding
Curtis. H.
Bingham,
President of
Bingham,
Walter &
Hurry, Inec,
Los Angeles.
Except for
service as Ad-
ministrative
Officer of the
War Shipping
Administra-
tion in Washington during World
War II, Mr. Ames has been in the
investment banking business con-
tinuously since 1932 when he as-
sociated with his present firm.

Amyas Ames

He was born in Sharon, Massa-
chusetts, schooled in Boston, and
is a graduate of Harvard Univer-
sity (1928) and of the Harvard
Graduate School of Business Ad-
ministration (1930).

In addition to his position as
Senior Partner of Kidder, Pea-
body & Co., Mr, Ames is Chair-
man of the Executive Committee
and Vice-President of the affili-
ated Kidder, Peabody. & Co., In-
corporated, and is also Chairman
of the Investment Advisory Board
of the latter organization.

Mr. Ames has been active in the
affairs of the Investment Bankers
Association of America at both
the national and group level. He
was Chairman of the IBA Taxa-
tion Committee, a member of both
the Education Committee and the
Research Committee and in 1951~
1953 served as a Governor of the
Association. The New York Group
of the IBA elected him Chairman,
1950-1951.

Other positions of industry
leadership held by Mr. Ames in-
clude two terms as a Governor of
the New York Stock Exchange,
1949-1955. He headed two com-
mittees of the exchange that
brought innovations to securities
firms operations: namely, permis-
sive incorporation of member
firms, and, industry-wide cost ac-
counting.

For the past 15 years he has
been Chairman of the Joint Com-
mittee on Education representing
the American Securities Business
and was one of the organizers of
the fellowship program sponsored
by this Committee. Under that
project for university professors
and administrators, more than 400
academic personnel from all states
of the union have been brought
to Wall Street to study the opera-
tions of investment banking and
the securities business.

Mr. Ames is General Chairman
of the Friends of the Philhar-
monic Orchestra of New York and
Vice-President of The Philhar-
monic-Symphony Society of New
York, Inc. i

I
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He is married to the former
Evelyn Perkins of Hartford, has
four children and one grandchild.
The family lives in Cold Springs
Harbor where Mr. Ames is a di-
rector and former president of the
Long Island Biological Associa-
tion. Mrs. Ames is a poet and
writer and several of her books
have been published.

DAVID J. HARRIS
Vice-President

David J. Harris, Partner, Bache
& Co., Chicago, was re-elected for
a third consecutive term as a
Vice-President of the Association.
Following his
graduation
from the Uni-
versity of
Chicago in
1935, Mr. Har-
ris went to
work for Sills,
Minton & Co.;
he became
Executive
Vice-Presi-
dent in 1944
and President
in 1945. He
continued as
President with its successor
organizations, Sills, Fairman &
Harris, Inc., and Fairman, Harris
& Co., until the latter merged
with Bache & Co. in May, 1956.
Since then he has been Adminis-
trative Resident Partner of Bache
& Co. in Chicago in charge of the
Middle West Regional Area.
Since 1948, Mr. Harris has been
active in the Group and national
activities of the Association. He
has served two terms as Vice-
President, 1960-62, was a Gover=-
nor of the Association from 1956-
59, and has served on the
following nationa] committees:
Education Committee, 1948-51.
Industrial Securities Committee,
1952-55,
Group Chairmen’s Committee,
1955-56; Chairman, 1957-59.

David J. Harris
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Finance Committee, 1956-59.

Membership Committee, 1956-
1957,

Nominating Committee, 1958-59.

At the regional level he was
Chairman of the Central States
Group in 1955-56 and for several
years was a member of the
Group’s Executive Committee. Mr.
Harris has held positions of lead-
ership in other organizations in
the investment business: Vice-
Chairman, District No. 8, National
Association of 'Securities Dealers,
1953-55, and Governor of the
Midwest Stock Exchange, 1959 to
the present; he is now Chairman
of the Exchange’s Executive Com~
mittee. He has also been a mem-

‘b&™of the Chicago Board of Trade

since 1956. Mr. Harris is on the
Board of Directors of the Liberty
Loan Corporation, Kaufman &
Broad Building Corporation, and
Colonial Acceptance Corporation.

His activities in local civic af-
fairs have included membership
on the Lake County District 107
School Board, 1954-57, and Chair-
manship of the Highland Park
Community Chest Drive in 1958.
Since 1958 he has been a trustee
of the Highland Park Hospital.

Club and fraternity member-
ships include: Exmoor Country
Club, University Club (Chicago),
and Delta Kappa Epsilon. His
hobbies are golfing and curling
during the winter,

Mr.
former Evelyn R. Carr. They have
a daughter and two sons and.the
family lives in ‘Highland Park,
Illinois.

LLOYD B. HATCHER
Vice-President

Lloyd B. Hatcher, Partner, White,
Weld & Co., New York, was
elected a Vice-President of the
Association. A graduate of the
Virginia Mili-
tary Institute,
he received
his MBA de-
gree from
Harvardin
1931. Mr. Hat-
cher has spent
his entire ca-
reer in the
securities
business, hold-
ing positions
with various
organizations
in both At-
lanta, his native city, and New
York. He joined White, Weld &
Co. in 1953 and is a general part-
ner and member of the firm’s
Executive Committee.

Mr. Hatcher has been active in
IBA affairs since 1940, serving as
Chairman of the New York
Group, 1960-61, Governor, 1961-
62, and on the following national
committees: y

Convention Attendance Com-
mittee, 1940-42;

Municipal Securities Commit-
tee, 1951-52; 1956-62.

Governmental Securities Com-
mittee, 1952-53.

Group Chairmen’s Committee,
1960-61.

His activities in other industry
organizations include membership
in the Bond Club, Municipal Bond
Club, and Municipal Forum in
New York. Club memberships in-
clude: University, Wall Street,
Huntington Country Club, and
Lloyd Neck Bath Club, all in New
York, and the Piedmont Driving
Club in Atlanta.

He is married to the former
Barabara Holdsworth of Brook-

Lloyd B. Hatcher

Harris is married to the-

line, Massachusetts, and they and
their two children live in New
York City.

WILLIAM T. KEMBLE
Vice-President

William T. Kemble, Partner, Esta-
broock & Co., Boston, was re-
elected for a second consecutive
term as a Vice-President of the
Association. A
native of
Washin g-
ton, D. C., Mr.
Kemble has
spent his en-
tire career in
the securities
business. A
member of
the Harvard
Class of 1934,
he returned to
Estabrook
& Co. where
he had worked
prior to college. He became a
partner in the firm in 1951.

Active in the affairs of the As-
sociation since 1952, Mr. Kemble
served as Chairman of the New
England Group, 1953-54, Gover-
nor 1954-55, Vice-President 1961-
62, and on the following national
committees:

Railroad Securities Committee,
1953-58.

Group Chairmen’s Committee,
1953-54.

Savings Bond Committee, 1953~
1954.

Administrative Review Com-
mittee, 1956-57.

Mr. Kemble is a Governor of
both thé Boston Stock Exchange
and the Association of New York
Stock Exchange Firms. He serves
as a member of the Bank & Fi-
nance Committee, New England
Council, and is a member of the
Boston Chamber of Commerce.

An Incorporator of the Massa-

William T. Kemble

. chusetts General Hospital, he is
. also .a Director of the American

Professional Football Association
in Boston. Club memberships in-
clude: Somerset, Myopia Hunt and
Union Boat Club—all of Boston;
and Mid Ocean Club, Bermuda.
He is married to the former
Madeleine Powers of Boston. They
and their four children live in
Wenham, Massachusetts.

JAMES H. LEMON
Vice-President

James H. Lemon, Partner, John-
son, Lemon & Co., Washington,
D. C., was re-elected for a second
consecutive term as a Vice-Presi-
dent of the
Association.
Since his
graduation
from Prince-
ton in 1925,
Mr. Lemon
has been af-
filiated with
Johnson,
Lemon & Co.
and its pred-
ecessor organ-
izations. He is
Vice-Presi-
dent and Di-
rector of Washington Mutual In-
vestors Fund, Inc, and D. C.
Paper Mills, Inc.; Chairman of the
Board, American Mercury Insur-
ance Co.; and a Director for a
number of other corporations,
Active in the affairs of the As-
sociation since 1942, Mr. Lemon
has served as Chairman of the
Southeastern Group, 1948-49,
Governor, 1951-54, Vice-President,

James H. Lemon
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1961-62, and on the following na-
tional committees:

Federal Taxation Committee,
1942-53.

Federal Legislative Committee,
1944-45; 1953-54.

Education Committee, 1945-46.

Group Chairmen’s Committee,
1948-49.

Nominating Committee, 1952-53.

Savings Bond Committee, 1952~
54 (Chairman, 1953-54).

Mr. Lenqon has been a Director
of Children’s Hospital in D. C.
since 1941 and served as its Presi-
dent from 1948-53. He is also a
member of the Federal City
Council; Secretary and Trustee,
Group Hospitalization, Inc.; and
Trustee, Princeton University.

He is married to the former
Martha McGehee and they have
one son who is in the investment
banking business in New York
City. w \

GEORGE J. OTTO
Vice-President

George J. Otto, Senior Partner,
Irving Lundborg & Co., San Fran-
cisco, was elected a Vice-Presi-
dent of the Association. Upon his
graduation
from the Uni-
versity of
-California in
1926, Mr. Otto
immediately
entered the
securities
business as a
salesman for
Mitchum,
Tully & Com-
pany. In June,
1935, he left
that organiza-
tion to be-
come a partner of Irving Lund-
borg & Co. and now is the firm’s
senior partner.

Active in the affairs of the As-
sociation since 1952, George Otto
has served on the Executive Com-~
mittee of the California Group,
1956-57, as an IBA Governor,

George J. Otto

1958-59, and on the follownig na-
tional committees:

State Legislation Committee,
1954-55.

Invest - in - America Committee
(Chairman), 1958-62.

He has also been on the Board
of Governors of the Invest-in-
America National Council, Inc,;
since 1959 and has been very ac-
tive in promoting their program
throughout the country. A past
president of the San Francisco
Bond Club (1948), he is currently
Chairman of the San Francisco
Division of the Pacific Coast
Stock Exchange and Vice-Chair-
man of the Exchange’s Board of
Governors.

Mr. Otto is a Director of the
Schlage Lock Co. and Chairman
of the Finance Committee of the
San Francisco Girl Scouts. He is
also a past Governor of the World
Affairs Council. Club member-

“ships include: The Bohemian

Club, San Francisco Golf Club and
the Menlo Country Club.

He is married to the former
Marie Kendrick and they have
three daughters. The Ottos live in
San Francisco, California.

IBA Municipal

) Conference Site

And Date for 1963

George B. Wendt, Chairman
of the Investment Bankers
Association of America Mu-
nicipal Securities Committee
and Russell M. Ergood, Jr.,
Chairman of the Subcommit-
tee on the I.B.A. Municipal
Conference, announced that
the 1963 Municipal Confer-
ence will be held in Chicago
at the Pick Congress Hotel on
June 19 through 21. Details
regarding program and regis-
tration will be furnished at a
later date.

1910

Group of investment bankers ap-
pealed to American Bankers As-
sociation for establishment of a
separate section on investment
banking. The ABA Executive
Council decided against it. The
organizing committee of 30 in-
vestment bankers decided then to
form. an independent national or-
ganization.

1912

Organization meeting of the In-
vestment Bankers Association, of
America held at the Waldorf-
Astoria Hotel; New York, Aug. 8,
1912, Under Chairman George B.
Caldwell a number of standing
committees were appointed and
the Constitution and By-Laws of
the IBA were approved.

First Annual Convention of the
Association, Nov, 21 and 22, Wal-
dorf-Astoria Hotel, New York.
George B. Caldwell electefi first
President of the Association.

19i3

Income Tax Law—IBA Legisla-
tive Committee was active in get-
ting changes in the law to the
advantage of both the government
and the investor. !
First issue of IBA of A Bulletin
published as official Association
publication; purpose was to keep
members informed of state legis-
lation affecting = the ' securities
business and other items of inter-
est to members.

1913-16 |

IBA Taxation Committee was ac-
tive in solving problems concern-
ing income tax filing on behalf of
its members, both corporate and
partnership. The Taxation Com-
mittee published an extensive re-
port in book form called ‘“Princi-
ples of Taxation.”

1914 I

Special Committee on Education
appointed by President to look
into a course of study and reading
materials for young men in the
bond business.

1916

Education Committee formed to
revise the earlier Bond Course
and to look into a course in Invest-
ment Banking; in 1917 the Com-
mittee conducted a survey of
university and college courses on
Investments. The Education Com-
mittee subsequently prepared a
number of courses in book form
for representatives of member
firms:

Corporation Finance & Invest-
ment (1917)

Stock Exchange Business (1918 —
in cooperation with ASEFY)
Legal Aspects of the Transfer of
Securities (1920)

Industrial Securities (1921)
Railroad Securities (1921)
Individual and Corporation Mort-
gages (1921) ;
The Work of the Cashier’s Cage
(1923)

1917

Liberty Loan Program—President
and IBA members cooperated ac-
tively with Treasury Department
in making the bond drives a suc-

|
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“ALL MARKETS ON ONE CALL”

COMPLETE BROKERAGE SERVICE
FOR
DEALERS, BROKERS AND DEALER BANKS

PUBLIC UTILITY, INDUSTRIAL, RAILROAD,
CONVERTIBLE AND FOREIGN BONDS

cess. In 1912 the founders of the
Association visualized difficulty
in raising the required $1.5 billion
of new capital for American in-
dustry each year — however, in
one three-week period, the Fourth
Liberty Bond Drive drew sub-
scriptions of $7 billion!

Blue Sky Laws of Ohio, South
Dakota & Michigan upheld as
constitutio}nal by Supreme Court.

1918

Committee on Fraudulent Adver-
tising prepared a guide for news-
papers, periodicals, banks and
advertisers 'interested in financial
publicity.

1920

Office Counsel retained in Chi-
cago to answer member inquiries
and to solve legal problems relat-
ing to the securities business
(Theodox:e S. Chapman).

1920-21

Local Groups of members encour-
aged to organize regionally; six-
teen groups formed. Inauguration
of Groups brought a great in-
crease in IBA membership.

1922

Financial Advertising Exhibit at
10th Annual Convention—in co-
operation with Financial Adver-
tisers Association.

1923

IBA Educational Director ap-
pointed—Samuel O. Rice. Asso-
ciation had become convinced of

Continued on page 109
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Report of IBA Municipal
Securities Committee

George B. Wendt, Vice-President of the First Na-

tional Bank of Chicago,

presented the following

Report to the Convention in his capacity as Chair-
man of the Municipal Securities Committee.

The market for new issues of mu-
nicipal bonds during the first ten
months of 1962 has been marked,
in general, by a record volume
and by prices
relatively
higher than
recent years,
with accom-
panying low
rates of inter-
est for munic-
ipal issuers.

The volume
of sales of new
issues of mu-
nicipal bonds
during the
1st 10 months
aggregated
over $7.3 billion. Over $5 billion
of this was accounted for during
the first six months and the vol-
ume tapered off in August and
September; but it appears that
volume for the full year will set
a new record, probably aggregat-
ing close to $9 billion, exceeding
the record of $8.4 billion in 1961.

Municipal bond prices, as re-
flected in The Bond Buyer 20-Bond
Index, have varied from a low (in
terms of price, which is lower as
yields are higher) of 3.37 on Jan. 4
to a high of 2.98 on Oct. 19. This
price level is the highest since the
spring of 1958.

No Federal Assistance Is Needed

The continued increasing vol-
ume of new issues by states and
municipalities at favorable rates
of interest to furnish various pub-
lic facilities demonstrates the abil-
ity of state and local governments
to finance needed facilities with-
out the federal financial assistance
proposed in numerous bills con-
sidered by the Congress. While
the advocates of new programs of
federal financial assistance to lo-

George B. Wendt

cal governments ir;variably claim
that state and local governments
are confronted with acute finan-
cial difficulties, the true situation
appears rather clear in the fact
that the public debt of the federal
government now exceeds $300 bil-
lion, while the total state and mu-
nicipal bonded debt is estimated
at about $73 billion.

In view of the urgent demands
on the federal government for
funds for defense purposes and
the desirability of a reduction in
federal income taxes with a bal-
anced budget, we submit that the
only practical way to achieve
both objectives is to reduce fed-
eral spending for domestic pro-
grams which can be financed by
state and local governments.

The ability of state and local
governments successfully to fi-
nance needed facilities may be
strengthened by the so-called “re-
apportionment case” (Baker v.
Carr) in which the Supreme Court
of the United States held that vot-
ers could sue to obtain judicial
review of allegedly inequitable
representation in state legislatures.
The resulting reapportionment in
state legislatures may provide ur-
ban areas with more proper rep-
resentation in state legislatures so
that they can obtain greater assist-
ance at the state level in financ-
ing needed facilities. This should
strengthen state and local finan-
cial independence and -diminish
the demand for assistance from the
federal government.

I
First IBA Municipal Conference
The first IBA Municipal Con-
ference was held in Chicago on
Sept. 10-12 with a capacity regis-
tration of 430. A full report on
the Conference will be submitted
by the Conference Subcommittee;
|
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but we note here that there was a
capacity attendance with repre-
sentatives from every IBA Group
in the United States, that the pro-
gram was excellent and that the
enthusiasm of the registrants led
this Committee to recommend and
the Board of Governors to approve
that another Municipal Confer-
ence be held next year.

I
Municipal Public Education
Program

The Special Committee on Mu-
nicipal Public Education, under
the chairmanship of Fred Stone,
Jr., has made noteworthy prog-
ress this year with the publication
of the brochure “Why Professional
People Invest in Municipal Bonds”
(with over 150,000 copies sold),
the preparation of an advertising
kit for municipal bonds and the
preparation of press releases on
IBA municipal activities. Details
of the work of this Committee will
also be presented in a separate
report.

I
$5,000 Denominations

The Municipal Securities Com-
mittee ‘and the Board of Gover-
nors at the 1961 Convention ap-
proved recommendations that:

“(1) Where controlling consti-
tutional and statutory provisions
permit, and where otherwise
practical and possible, issuers of
municipal bonds include in the in-
vitation for bids a provision re-
quiring bidders (and issuers of
municipal bonds sold in negotiated
transactions permit the purchasing
underwriter) to specify whether
the issue shall be printed and de-
livered in denominations only of
$5,000 or in denominations of
$1,000. ok

“(2) In states where constitu-
tional or statutory provisions re-
quire that municipal bonds be is-
sued only in $1,000 denominations,
organizations interested in mu-
nicipal financing cooperate in ef-
forts to obtain the necessary
amendments to permit the issu-
ance of such bonds in $5,000 de-
nominations as well as $1,000
denominations.”

In order to implement this rec-
ommendation, the Municipal Se-
curities Committee at its meeting

FAULKNER, DAWKINS & SULLIVAN

INVESTMENT SECURITIES

Members New York Stock Exchange

American Stock Exchange (Associate)

60 BROAD STREET, NEW YORK 4, NEW YORK

Telephone HAnover 5-4200

Teletype 212 571-1657
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in March approved a recommen-
dation by the Subcommittee on
Trading and Cashiering = Proce-
dures as follows:

“Unless otherwise specified at
the time of trade, bonds in denom-
inations of $1,000 or $5,000 will
be considered ‘good delivery’ in
transactions in municipal securi-
ties.”

The use of $5,000 denominations
has been welcomed enthusiasti-
cally by municipal issuers, under-
writers and investors, and many
issues during the past year have
been in $5,000 denominations.

v
Federal Legislation Affecting
Municipal Financing
(a) Federal Aid to Elementary
and Secondary Schools

A bill to provide an aggregate
of $2.55 billion over three years
for Federal grants for elementary
and secondary school construction
and teachers’ salaries passed the
Senate but did not pass the House
and was not adopted. The IBA
submitted statements to the ap-
propriate committees opposing
this proposal because state and
local governments are furnishing
the necessary classroom facilities
without the proposed Federal aid,
as evidenced by the facts that (1)
construction of new elementary
and secondary school classrooms
in the school year 1960-1961 set
a new record, aggregating over
72,000 classrooms and (2) sales of
new issues of municipal bonds in
1961 to finance such facilities set
a new record, aggregating over
$2.5 billion.
(b) Federal Aid for Urban Mass

Transit

Bills were reported favorably
in both the Senate and the House
to authorize an aggregate of $500
million in Federal grants over the
next three years for Federal
grants for urban mass transit
facilities. Such grants would be

authorized for up to two-thirds of

the net project cost which could
not reasonably be financed from
revenues. These bills did not pass
the Senate or the House. The IBA
submitted statements to the ap-
propriate committees opposing
these bills on the basis that if a
subsidy is needed for local mass
transit, local government can pro-
vide it more fairly and efficiently
than the Federal Government.

Bills were also introduced in
Congress to authorize Federal
guarantee of revenue bonds is-
sued by local public transit
agencies to finance construction
of mass rapid transit systems, but
these bills were not reported from
committee and were not included
in the bills which were reported.
(c) Public Works Acceleration

Act

The proposed ‘“Stand-by Public
Works Act” would have author-
ized $2 billion of stand-by author-
ity and $600 million of immediate
authority for direct expenditure
by the Federal Government or for
Federal grants and loans to state
and local governments under
existing Federal programs. The
IBA vigorously opposed this pro-
gram for the reasons that:

(1) State and local governments
are - financing public facilities
through bond sales at record
levels.

(2) Bond sales and construction
by local governments operate
automatically on a contra-cyclical
basis, increasing in recession
periods.

(3) Existing Federal programs
already authorized grants aggre-
gating close to $6 billion and

loans aggregating over $1 billion
for fiscal year 1963 to states,
municipalities and educational in-
stitutions for various forms of
public facilities and

(4) The most effective stimulus
in a recession would be a reduc-
tion in Federal personal income
taxes.

The act which was finally
adopted, The Public Works Ac-
celeration Act, omitted all stand-
by authority, but authorized a
program -of $900 million for im-
mediate public works projects in
areas of high unemployment and
Congress thus far appropriated
only $400 million for the program.
It is understood that most of the
funds under this program will be
made available as Federal grants
for 50% of project cost, with the
hope that the balance of the
project cost can be financed by
the municipality = from other
sources without Federal assistance.
(d) Proposed College Academic

Facilities Act

After H.R. 8900, to provide the
College Academic Facilities Act,
passed the Senate and the House
in different forms, several months
elapsed before conferees finally
agreed on a bill to provide a total
of $2.345 billion over five years,
as follows:

(1) $180 million in Federal
grants for each of five years and
$120 million in Federal loans for
each of five years for certain col-
lege academic facilities. Grants
could be used only to construct
libraries and buildings to teach
engineering and the physical and
natural sciences. Loans could be
used for some additional purposes.

(2) A total of $595 million over
five years for student loans, which
would be non-reimbursable, so
they in effect would be scholar-
ships.

(3) $50 million for each of five
years for matching Federal grants
to junior colleges, principally for
libraries and science buildings.

However, the conference report
was not adopted and this bill did
not pass.

(e) Bank Underwriting of
Revenue Bonds

Identical bills were introduced
in the Senate (S. 3131) and in the
House (H.R. 11198) to permit
banks to underwrite any munic-
ipal bonds except obligations pay-
able solely from the proceeds of
special benefit assessments. The
Senate bill was introduced on
behalf of Senators Clark, Hum-
phrey, Morse, Lausche and
Kefauver. The House bill was in-
troduced by Representative Vanik.
No action was taken on either bill.
(f) Department of Urban Affairs

and Housing

President Kennedy recom-
mended creation of a new Cabinet-
level Department of Urban Affairs
and Housing. The IBA opposed
this as an unnecessary and unwise
creation of a Cabinet-level advo-
cate of greater centralization of
governmental power. When favor-
able action was not taken on the
proposal, the President sent to
Congress his Reorganization Plan
No. 1 of 1962 to create the pro-
posed Department. This Plan
would have taken effect auto-
matically at the end of 60 days
unless either the Senate or the
House rejected it. On Feb. 21,
1962, the House rejected the Plan
by a vote of 264 to 150.

(9) Tax Proposals Relating to
Municipal Industrial Bonds

H. R. 798 would deny tax ex-

emption to the interest on state

Continued on page 59
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Report of IBA Governmental
Securities Committee

George B. Kneass, who recently retired as Senior

Vice-President of the Philadelphia National Bank,

was Chairman of the Governmental Securities
. Committee. The Report is reproduced herewith.

The year 1962 has been a signi-
ficant and eventful one in terms
of both economic and financial
developments. The cold war has
continued to
contribute to
an uncertain,
shifting at-
mosphere and
at times, to
unsettled con-
ditions in the
security mar-
kets — both

- domestic and

foreign. As a
result, Treas-
ury and Fed-
eral Reserve
System poli-
cies again had to be developed
and executed in the difficult con-
text of a continuing deficit in our
balance of payments. Currency

George B. Kneass

 convertibility in Western Europe

and the restoration of a competi-
tive international money market
have made policy decisions par-
ticularly sensitive to questions
raised abroad about the long run
effectiveness of the remedial
measures taken or proposed. This
has in turn required the closest
kind of understanding and coordi-
nation between the Treasury and
the Federal Reserve System in
adjusting their separate policies
to their common problems. These
circumstances have made the re-
cent work of this Committee even
more interesting and challenging.

Efforts to Stem Gold Outflow

The Treasury has actively
pressed its attack on the balance
of payments problem on a num-
ber of fronts intended to reduce
its hard lcore. At the same time,
the Treasury and the Federal Re-
serve have succeeded in creating
a heightened sense of mutual re-
sponsibility and enlightened self-
interest on the part of foreign
central banks in cooperating to
'prevent disruptive capital out-
flows and a drain on U. S. gold
holdings caused by - shifts of
monetary reserve. This closer in-
ternational cooperation has facili-
tated working arrangements for
the reciprocal holdings of curren-
cies, protective forward exchange
transactions, the outright borrow-
ing of dollars or other currencies.
But at the year-end a serious im-
balance remained in our payments
position, necessitating continued
effort to implement these mone-
tary arrangements and even
greater effort to resolve the basic
imbalance problem.

The broad objective of domestic
economic policy during the year
called for economic growth. This
meant that the Federal Reserve,
in contributing to that objective
through a policy of credit ease,
had to act within the framework
of a short-term rate structure that
would be internationally com-
petitive. Toward this end, credit
availability at relatively stable
and competitive rates was
achieved by a variety of means.

Credit Ease Pursued
The Federal Reserve System, in
actively using open market opera-
tions to regulate the supply of

] “ /lfraser.stlouisfed.org/

reserves, continued to purchase a
wide range of maturities of Treas-
ury obligations in the pursuit of
a policy of credit ease — rather
than to confine such purchases to
short-term issues. In addition, the
Board of Governors reduced re-
serve requirements on time and
savings deposits from 5% to 4%
for the purpose of meeting a sea-
sonal need for reserves. The re-
lease of reserves in this way
tended to reduce correspondingly
the amount of short-term securi-
ties that would have had to be
bought in the open market by the
Federal Reserve System and
served to moderate any attendant
downward pressure on rates that
might otherwise have occurred.

Two changes ~were made in
Regulation “Q” of the Board of
Governors of the Federal Reserve
System, one of which permitted
member banks to pay higher rates
on savings and time deposits,
while the second exempted time
deposits of governments and cer-
tain foreign institutions from the
rate ceilings imposed by that
regulation. The higher rates paid
on time and savings deposits bv
the larger banks, pursuant to this
change attracted new deposits, bu
also drew some funds away from
the Treasury bill market. The
banks receiving these funds on
deposit were forced, in turn, to
place them in longer term invest-
ments where the rates of return
were high enough to meet their
added costs. This proved to be an
important - factor in facilitating
debt extension by the Treasury
during 1962.

The Treasury, for its part, was
faced with complicated fiscal and
debt management problems. A
deficit had to be financed and
steps taken to re-structure the
debt. In addition, the Treasury
had to make, through the terms
of financing and the lodgement of
its debt, whatever direct contri-
bution it could to the promotion
of domestic economic growth and
to the support of the Federal Re-
serve System in the shared ob-
jective of maintaining competitive
short-term rates.

Debt Extension Achieved

Despite earlier efforts to
strengthen the debt structure, the
Treasury faced a year of heavy
and congested maturities which
in themselves presented a formi-
dable problem of finance. But in
addition to meeting these “rou-
tine” maturities, it took the in-
itiative in carrying out two major
advance refunding operations in-
tended to adjust the distribution
of debt and to facilitate the
handling of scheduled maturities
in the months ahead. On the first
of these it successfully shifted
over $2.4 billion of issues that,
were in or were moving into the
10-year zone out into 1980 and
beyond; it also simultaneously
moved some $2.8 billion of 1964-65
maturities into 1971.

Later, the Treasury used a
variant of the advance refunding
in anticipating February and May
1963 maturities, and successfully
shifted some $7.9 billion of that
debt into 1967 and 1972, thereby

relieving the congestion in early |L

1963, Conventional refunding on
a “rights” basis was used in ex-
tending maturing debt into the
1-5 and 5-10 year area. Direct
cash sales and the cash refunding
technique were also employed ef-
fectively in placing more mod-
erate amounts. of debt in the 5-10
year area, The choice of isues and
techniques and realistic pricing
were all important in the success
of these operations.

Proposed New Financing
Technique

A third method has been sug-
gested to the Treasury, and while
up to the present time, it has not
chosen to use this, it may at cer-
tain times have its advantages in
allowing for some greater flexi-
bility. We might call this the
exchange refunding plus cash
system. Under this plan, the Treas-
ury would not offer in exchange
short-term or “anchor” issues, but
would offer conceivably an issue
of notes and an issue of bonds for
the purpose of furthering their
debt management policies and to

attract j holders to extend their’

maturities. After the books on the
exchange subscription are closed,
the Treasury would  then know
the cash required to meet the
amount of the unexchanged ob-
ligations and would offer a so-
called “anchor” issue of 12 to 18
months term. This would have the
advantage. of picking up the “at-
trition” and even allowing the
Treasury to ask for more cash if
it is its intention to raise some
additional sums, or as might be
the case, to achieve a market im-
pact in line with its goals.

Competitive Sale Planned

A significant, though experi-
mental, development in debt man-
agement was the Treasury’s an-
nouncement in September 1962 of
its plans to supplement regular
techniques for the sale of long-
term bonds by offering at an
early date a pilot issue of some
$250 million for competitive bid-
ding by underwriting syndicates.
The major success of the Treas-

ury in the sale of long-term bonds
has recently been achieved by the
use of advance refunding, but the
scope for extended use of that de-
vice in this section of the market
may be less by reason of these
achievements, !

To supplement — rather than
supplant — existing methods of
selling long bonds the Treasury
plans to explore with a pilot issue
the potential of the competitive
bidding practice by adopting a
practice employed in corporate
finance. This approach should be
regarded as further evidence of
a continuing effort by the Treas-
ury to improve old and develop
new procedures for marketing its
debt,

$7 Billion Increase in Marketable
Debt

For the year thus far, Treas-
ury marketable debt has increased
by nearly $7 billion, a large part
of which was effectively financed
outside the commercial banking
system, Through its various op-
erations the Treasury extended
the average maturity of the debt
by five months. This is a solid
achievement that required a fairly
massive net saift of debt con-
siderably beyond the - five-year
area. This re-structuring has in-
evitably involved temporary
sharp reductions in the outstand-
ing amount of coupon issues due
within one year, which were not
without downward pressure on
short-term rates. The Treasury
attempted to counter this in-
fluence by judicious use of Treas-
ury bills, which proved to be a
flexible and relatively wuseful
method of finance in the compli-
cated circumstances that pre-
vailed. As a result, the total of
Treasury bills outstanding rose by
some $4 billion.

The combination of factors
which permitted debt extension
in spite of the large additions to
the supply of Treasury bills is un-
likely to continue to be as
prominent. It would, therefore,
seem probable that in the near
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future other means may be re-
quired to influence the short-term
rate while preserving the proper
structure of our debt.

The number of marketable is-
sues of Treasury obligations con-
tinues to increase. There may be
reason to question this trend in
that the availability today of each
of the 64 or so coupon issues for
trading purposes is a problem.
Someday the Treasury may find
it beneficial to consolidate a
number of issues of similar term
in order to improve marketability
and eliminate some of the “scar-
city issues” whose trading prices
characteristically  appear to be
artificial. The result would "also
aid in establishing a more realis-
tic rate structure.

What About 19632 )

Despite the difficulties: and
limitations surrounding the = de-
velopment of financing programs
the Treasury met its varied re-
sponsibilities with a degree of
success that tended to reassure
observers of our ability to handle
a large and growing public debt.
Looking ahead into 1963, there is
no current evidence that the
Treasury and the Federal Reserve
System face any less arduous
tasks at home or abroad. In fact,
a larger budget deficit is now
forecast for 1963, Much the same
general problems and objectives
remain. There can be no relaxa-
tion in the close coordination of
policies, nor can there be any
doubt that these two agencies will
show the same understanding,
competence and harmony that has
characterized their relationship
in the past year. .

In May, 1962 an important
change in the personnel of the
Federal Open Market Committee
of the Federal Reserve System
occurred. Mr. Robert Stone of the
Federal Reserve Bank of New
York became Vice-President of
the Bank and Manager of the
System Open Market Account,
and Mr. Robert G. Rouse, his pre-
decessor, became Senior Advisor

Continued on page 92
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Joint Report on the IBA
First Municipal Conference

Herewith is the Joint Report of Subcommittee on
Arrangements (Chairman, Russell M. Ergood, Jr.,[
Stroud & Co., Philadelphia), and Subcommittee on
Program (Chairman, George B. Wendt, First Na-
tional Bank of Chicago) for the IBA First Municipal

Conference.

The IBA First Muncipal Confer-
ence was held in Chicago on
Sept. 10-12 at the Pick-Congress
Hotel. The purpose of this Con-

R. M. Ergood,.Jr. ‘GeorgeB. Wendt

ference, which was open to
partners, officers and employes of
member firms of the IBA, was to
make available under the IBA
umbrella more time for more
people - interested in municipal
finance to discuss, study and ex-
plore the many varied problems
confronting the municipal bond
industry.of today.

The capacity registration of 430
included registrants from 35 states
and from all of the 17 IBA Groups
in the United States as follows:

i

Southwestern
California

Northern Ohio
Western Pennsylvania
Southeastern
Michigan

Eastern Pennsylvania. 10
Minnesota 10
Mississippi Valley.__._._ 9
Ohio Valley 9
New England 8
Rocky -Mountain 6
Pacific Northwest____ 4

It is deeply regrettable to all of
us who worked on this conference,
that Cushman McGee, the IBA
Municipal Chairmanwho played so
important a part in setting up this
historic meeting, did not live to
see its successful outcome.

12
12
11

[For the information of those
who were not in attendance the!
Joint Report included as Appen-
dix A an outline of the program
of the Conference. A special sup-
plement devoted to the Confer-
ence was published by the Chron-
icle on Sept. 27, 1962.]
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After the Conference a ques-
tionnaire was sent to all of those
who had attended, requesting
their comments on whether a
Municipal Conference should be
held annually, the location and
time, the subjects on the program
and general comments or sugges-
tions. In general, we can report
that the comments were highly
enthusiastic and the following
samples were typical: .

“Extremely worthwhile and
very valuable.”

# * *

. “One of the most outstanding
meetings of its kind which I have
ever attended — and I do attend
a lot of meetings.” :
ES * * P
“Excellent job. I have heard
nothing but favorable comments
on the arrangements and the pro-
grams and I am sure all of those
in attendance derived great bene-
fits.”
¥
“The best all round conference
that I ever attended.”

| %

* *

£

“The committee did an excel-
lent job and I think the attend-
ance and questions raised at the
meetings reflect the need of a
municipal conference.”

A tabulation of the answers on
the questionnaires indicated al-
most unanimous recommendation
that a Municipal Confererice be
held annually, with a few sug-
gesting that it be held every two
years. The vote was about 2 to 1
in favor of holding it in Chicago
again with numerous suggestions
that it be held in New York, San
Francisco or moved to various
geographical 1ocations through-
out the country.

The suggestions submitted with
respect to subjects for the pro-
gram and for the general arrange-
ments for the Conference will be
most helpful in setting up a pro-
gram another year which will

provide an informative and pro-
vocative opportunity for discus-
sion of industry problems.

Conference assessment by the
Daily Bond Buyer:

“The reverberations of the two-
day municipal conference at'Chi-
cago last week are sure to be
heard in the investment banking
community for a long time. The
program linking the dissemination
of timely trade information with
a forum for the airing of problems
peculiar to the business had been
fashioned with a lot of care and
was carried out. smoothly and
fairly.”

Since the Municipal Conference
this year was the first such Con-
ference that has been sponsored
by the IBA, it required the assist-
ance and cooperation of many
people. In fact, the joint commit-
tees on arrangements and program
were composed of representatives
of large and small dealers from
various sections of the country
representing every local group in
the IBA. We express sincere ap-
preciation to the participants in
the program who are listed in
Appendix A and to the members
of the Subcommittee on Arrange-
ments and the Subcommittee -on
Program who are listed in Ap-
pendix B. Also, we would be
completely remiss if we failed to
acknowledge Gordon Calvert and
the IBA staff for their full co-
operation and excellent assistance
in every detail, for without their
wonderful support this accom-
plishment would never have been
realized.

The Municipal Conference was
authorized this year on the basis
that it be fully self-supporting
financially, and we are pleased to
report that the operation of the
Conference provided a small sur-
plus.

The Board of Governors has

already authorized the holding of

another Municipal Conference
next year. We will need assist-

ance from many of you. We in-
vite suggestions from all of you.
We hope that the Conference next
year will be even better than the
one this year,
* * £ 3
Respectfully subimitted,
SUBCOMMITTEE ON
ARRANGEMENTS

Russell M. Ergood, Jr., Chairman
Stroud & Co. Inc.
Philadelphia, Pa.

E. J. Altgelt, Jr.
Harris Trust.& Savings Bank
New York, N. Y.

Fred F. Barker
J. A. Hogle & Co.
Denver, Colo.

Alan K. Browne
Bank of America, N.T. & S.A.
San Francisco, Calif.

Andrew D. Buchan
Bacon, Whipple & Co.
Chicago, IIl

Ode V. Cecil
Merrill Lynch, Pierce, Fenner &
Smith Inc.
New York, N. Y.

Harold W, Clark
Cherokee Securities Co.
Nashville, Tenn.

John C. Clark
Wachovie Bank & Trust Co.
Winston-Salem, N. C.

T. Anthony Coculo
Fidelity Philadelphia Trust Co.
Philadelphia, Pa.

Richard J. Cook
Wm. J. Mericka & Co., Inc.
Cleveland, Ohio

E. William Darmstatter
Stifel, Nicolaus & Co., Inc.
St. Louis, Mo.

Newman L. Dunne .
Robert W. Baird & Co. Inc.
Milwaukee, Wis.

Kenneth F. Easter
Dean Witter & Co.
Seattle, Wash.

Milton S. Emrich
Julien Collins & Co.
Chicago, Ill
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J. B. Sanford, Jr.
Hattier & Sanford
New Orleans, La.

W. Marshall Schmidt - -
Hornblower & Weeks
Philadelphia, Pa.

Russell E. Siefert
Stern Brothers & Co.
Kansas City, Mo.

Lockett Shelton
Republic National Bank
Dallas, Tex.

Andrew E. Steen
Wells Fargo Bank
San Francisco, Calif.

Franklin Stockbridge
Security First National Bank
Los Angeles, Calif.

Fred D. Stone, Jr.
Marine Trust Co. of Western
New York
New York, N. Y.

Paul E. Uhl
United California Bank
Los Angeles, Calif.

Joseph Vostal
Kidder, Peabody & Co.
New York, N. Y.

William H., Watterson
Fahey, Clark & Co.
Cleveland, Ohio

Alan N, Weeden
Weeden & Co.
New York, N. Y.

Haven L. Zebold
Prescott & Co.
Cleveland, Ohio

Loomis C. Leedy, Jr.
Leedy, Wheeler & Alleman, Inc,
Orlando, Fla.

Glenn L. Milburn
Milburn, Cochran & Co., Inc.
Wichita, Kan.

Victor H. Zahner
Zahner and Co.
Kansas City, Mo.

L3 & *
Respectfully submitted,
SUBCOMMITTEE ON PROGRAM

George B. Wendt, Chairman
First, National Bank of Chicago
Chicago, Il

Rucker Agee
Sterne, Agee & Leach
Birmingham, Ala.

Charles C. Bechtel
Watling, Lerchen & Co.
Detroit, Mich,

P. Alden Bergquist
First National Bank of Chicago
Chicago, Ill.

Clarence F, Blewer
Blewer, Glynn & Co.
St. Louis, Mo.

Alan K. Browne
Bank of America, N.T. & S.A.
San Francisco, Calif.

Frank C. Carr
John Nuveen & Co.
Chicago, Ill,

James W. Chandler
W. L. Lyons & Co.
Louisville, Ky.

Clark Cox
Harris Trust & Savings Bank
St. Louis, Mo.

Walter W. Craigie
F. W. Craigie & Co.
Richmond, Va.

Robert G. Davis
Piper, Jaffray & Hopwood
Minneapolis, Minn.
Marquette de Bary
F. S. Smithers & Co.
New York, N. Y.
John W, de Milhau
Chase Manhattan Bank
New York, N. Y.

Norbert H. Eaton
Lincoln R. Young & Co.
Hartford, Conn.

Sherman Ellsworth
Wm. P. Harper & Son & Co.
Seattle, Wash.

Russell M. Ergood, Jr.
Stroud & Co. Inc.
Philadelphia, Pa.

Charles N. Fisher
Singer, Deane & Scribner
Pittsburgh, Pa.

Harvey J. Franklin
Merrill Lynch, Pierce, Fenner &
Smith Inc.
San Francisco, Calif.

Charles 'S. Garland, Jr.
Alex, Brown & Sons
Baltimore, Md.

Guy  Garland
John Nuveen & Co.
Boston, Mass.

William G. Harding
Coffin & Burr
Boston, Mass.

Elmer G. Hassman
A. G. Becker & Co. Inc.
Chicago, Ill.

Monroe V. Poole
Geo. B, Gibbons & Co., Inc.
New York, N. Y.

Logan V. Pratt
R. S. Dickson & Co., Inc,,
Charlotte, N. C.

Marsom B, Pratt
Estabrook & Co.
Boston, Mass.

Leo L. Quist
Cruttenden, Podesta & Miller
St. Paul, Minn.

Thomas L. Ray
Meércantile Trust Co.
St. Louis, Mo.

Joseph E. Refsnes
Refsnes, Ely, Beck & Co.
Phoenix, Ariz.

James F. Reilly
Goodbody & Co.
New York, N. Y.

James E. Roddy
Scharff & Jones, Inc.
New Orleans, La.

Merrill D. Freeman
Salomon Brothers & Hutzler
New York, N. Y.

Arthur 8. Friend
Folger, Nolan, Fleming & Co.,
Inc.

Washington, D. C.
Henry Milner

R. S. Dickson & Co., Inc.
New York, N. Y.

Early F. Mitchell
First National Bank of Memphis
Memphis, Tenn.

Winston L. Molander
Northwestern National Bank
Minneapolis, Minn.

George H. C. Green
Liberty National Bank & Trust
Co.
Oklahoma City, Okla.

John M. Heimerdinger
Walter, Woody. & Heimerdinge:
Cincinnati, Ohio ;

Arnold J. Kocurek
Rauscher, Pierce & Co., Inc.
San Antonio, Tex.

Joseph M. Luby
Paine, Webber, Jackson &
Curtis
New York, N. Y.

Carr Payne
Cumberland Securities Corp.
Nashville, Tenn.

W. Wallace Payne
First of Texas Corp.
San Antonio, Tex.

Delmont K. Pfeffer
First National City Bank
New York, N. Y.

Charles A. Richards
Field, Richards & Co.
Cincinnati, Ohio

William J. Riley
E. F. Hutton & Co., Inc.
New York, N. Y.

Raymond L. Robinson
Hornblower & Weeks
Denver, Colo.

Floyd W. Sanders
White, Weld. & Co.
Chicago, Ill.

Lewis F. Lyne
Mercantile National Bank
Dallas, Tex.

Leighton H. McIlvaine
Goldman, Sachs & Co.
Philadelphia, Pa.

Sidney J. Mohr, Jr, 3
Thornton, Mohr, Farish &
Gauntt, Inc.

Montgomery, Ala.

Franklin L. Schroeder
Braun, Bosworth & Co., Inc.
Toledo, Ohio

Joseph H. Sullivan
Cunningham, Schmertz & Co.,
Inc.

Pittsburgh, Pa.

Anthony E. Tomasic
Thomas & Co.
Pittsburgh, Pa.

George B. Wendt
First National Bank of Chicago
Chicago, Il

Brainerd H. Whitbeck
First Boston Corporation
New York, N. Y.

Daniel P. Whitlock
Ladenburg, Thalmann & Co.
New York, N. Y.

Charles R. Wilson
Smith, Barney & Co.
Chicago

Albert J. T. Woll
Hayden, Stone & Co. Inc.
Boston, Mass.

Edward B. Wulbern
Pierce, Carrison, Wulbern, Inc.
Jacksonville, Fla.

Robert E. Moroney
Moroney, Beissner & Co., Inc.
Houston, Tex.

Donald W. Moulton
R. H. Moulton & Company
Los Angeles, Calif.

William A. Noonan, Jr.
Continental Illinois National
" Bank & Trust Co.
Chicago, Ill.

Donald C. Patterson
Chemical Bank, New York
Trust Co.

New York, N. Y.

Thomas J. Pendergrast
Courts & Co.
Atlanta, Ga.

E. Norman Peterson
Equitable Securities Corp.
New York, N. Y.
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Report of IBA Foreign .
Investment Committee

Andrew N. Overby, of First Boston Corp., New
York City, in his capacity as Chairman of the For-
eign Investment Committee, presented the follow-
ing Report to the Convention.

During the past year the Com-
mittee held several meetings and
also met with United States Gov-
ernment and Federal Reserve
Bank of New
York officals
on matters of
mutual inter-
est, such as
the interna-
tional flow of
private in-
vestment
capital, its re-
lation to our
balance of
payments
position, and
the mainte-
nance or
achievement of freedom of capi-
tal markets.

Andrew N. Overby

In its two previous annual re-
ports the Committee has expressed
its view that our balance of pay-
ments position could be adjusted
without resorting to measures
which would discourage private
foreign investment for sound eco-

nomic development. The Com-
mittee has previously expressed
its strong belief in private foreign
investment and its conviction that
our balance of payments position
could be satisfactorily corrected
if adequate attention were devoted
to wage, price, fiscal, monetary
and other policies which would
strengthen the competitive pro-
ductive power and relative ex-
porting ability of the United
States, and if our Allies would as-
sume a more equitable share of
the common defense and aid bur-
dens which their greatly strength-
ened economic and financial
positions have for some years
now justified.

The Committee takes this op-
portunity to reaffirm the views
it has expressed in the last two
annual reports. We note that con-
siderable progress has already
been made in adjusting our bal-
ance of payments position and we
believe that if the policies adopted
are aggressively pursued balance
of payments equilibrium can be
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achieved without restricting the
freedom of our capital market. We
think it is of vital importance to
maintain unimpaired the freedom
and the strength of our own cap-
ital market, which is the only truly
free international capital market
in the world. Just as a second
class dollar could not serve as the
main reserve currency of the
world so a second class capital
market—subject to “whispering”
or informal controls or creeping
restrictionism — could not fulfill
its essential role for the leading
financial power of the world —
for it would not only impair the
value of the dollar itself, but
would also diminish the freedom
and the strength which have
brought us to our leading posi-
tion in the world today.

Activities of the Committee

During the year, five meetings
of the Committee were held, in-
cluding one at the Spring Meeting
of the IBA last May.

In September the Committee
met with the Secretary of the
Treasury and his associates for a
general discussion of our own and
other capital markets and of the
international flow of private cap-
ital.

Meetings to discuss matters of
mutual interest in the field of
foreign investment were also held
in September by a sub-committee
with the President of the Export-
Import Bank, the Administrator
off the Agency for International
Development, the President of the
International Bank for Recon-
struction and Development, and
the President of the Inter-Ameri-
can Development Bank, and their
associates.

The Committee expressed . its
views to the Securities and Ex-
change Commission on two
proposed rules: Proposed Rule
420A Regarding Authorized
Representatives of Foreign Is-
suers; and Proposed Rule 440
Regarding Consent by Certain
Foreign Persons to Service of
Process, An informal meeting was
also held on these proposed rules
with officials of the SEC in Octo-
ber. The Committee felt that the
proposed rules were unnecessarily
sweeping, burdensome and re-
strictive and would have an ad-
verse effect on foreign financing
in our market.

The Chairman and several mem-
bers of the Committee attended in
September in Washington the
Annual Meetings of the Boards of
Governors of the International
Monetary Fund and of the Inter-
national Bank for Reconstruction
and Development and its affiliated
institutions—the International De-
velopment Association and the In-
ternational Finance Corporation.

Foreign Investment Developments
In 1962

There has recently been some
progress in extending the invest-
ment guaranty program of the
Agency for International Develop-
ment in South America. The pro-
gram is now for the first time
fully available in Colombia, and
negotiations under way in other
South American countries are ex-
pected to be satisfactorily com-
pleted in the near future under
the liberalized policy recently
adopted by the Agency for Inter-
national Development and the
State Department.

During the year the World Bank
finished and made public a study
of various proposals for setting up
some kind of multilateral scheme
for insuring international invest-
ments. It was not the purpose of

the study to reach conclusions
with respect to any such scheme,
but rather to illuminate the issues
involved. It has been given to
member governments and to the
Development Assistance Commit-
tee of the OECD, which asked the
Bank to undertake it.

The World Bank has been
studying a second idea that is
also aimed at increasing confi-
dence in international private in-
vestment, namely, the establish-
ment, under the sponsorship of
the Bank, of some kind of machin-
ery for the conciliation or abitra-
tion of international disputes: a-
rising between governments and
private parties. A working paper
on the subject has been circulated

~and the World Bank is receiving

comments from governments.

In the past year the Interna-
tional Finance Corporation, under
its liberalized charter, made for
the first time a direct investment
in capital shares of a foreign com-
pany. It also engaged for the first
time in the underwriting business
by taking a commitment in con-
nection with the issues of capital
shares of private company in a
foreign country. X

As shown in Tables I, IT and III
which bring up-to-date tabulations
included in previous annual re-
ports, 19”2 has been an active
year for U. S. investment bankers
in the field of foreign investment.
Excluding Canadian and World
Bank issues, fourteen foreign dol-
lar bond issues with a principal
amount totalling $316,000,000 were

publicly offered in the U. S. mar-
ket by investment bankers. *In
addition, several large private
placements of foreign obligations
were arranged. Convertible de-
bentures of private Japanese in-
dustrial companies were offered
for the first time in our market.
Interest in the purchase of for-
eign equity securities continued,
although ‘in more recent months
sharp declines in some foreign
stock markets have led to decreas-
ed purchases by U. S. investors.

Considerable interest was
aroused both here and abroad by
remarks made by the Secretary
of the Treasury at the Ninth
Annual Monetary Conference of
the American Bankers Association
in Rome on May 18. In the course
of his remarks, while urging
European countries to mobilize
more effectively their savings and
to improve the freedom and func-
tioning of “their capital markets,
he expressed concern with “the
increasing use of the various
mechanism of the New York cap-
ital market by European borrow-
ers to raise funds for their own
internal purposes.” Even though
the Secretary’s speech included
the following statements:

The United States has consist-
ently favored free capital move-
ments, the ability of individuals
or companies to-invest their-funds -
where they will. There has been

Continued on page 129
*In most cases substantial amounts

of these issues were scld to investors
abroad.

"one of the leaders". . .

In the field of underwriting, that’s a reputation to

envy.

Because more and more often today, the capital re-
quirements of American industry run to staggering
amounts, present a challenge in financing that few

firms can meet.

|

For one thing, it takes capital to meet this chal-
lenge — many millions of dollars.

For another, the underwriting firm has to main-
tain a large and experienced staff — enough sea-
soned personnel to cope with any problem that
might arise in its Buying, Syndicate, or Sales
Department operations.

For a third, it demands unusually extensive facili-
ties for proper distribution, a proved ability to
ensure both the geographic and numerical sales
coverage called for on any given lissue.

These are just some of the reasons why we’re pleased
that over the years we have come to be reckoned
as “one of the leaders”.

MERRILL LYNCH,
PIERCE, FENNER & SMITH INC

MEMBERS NEW YORK STOCK EXCHANGE AND OTHER PRINCIPAL STOCK AND COMMODITY EXCHANGES
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Report of IBA State

Legislation Committee

Robert A. Podesta, Partner, Cruttenden, Podesta &
Co., Chicago, as Chairman of the State Legislation
Committee, presented the following Report to the
Convention. [ED. NOTE: Subsequent to the Con-
vention it was announced that Cruttenden, Podesta

& Co. and Walston & Co.

, Inc. would merge, effec-

tive Jan. 1, 1963, under the Walston name and that
Mr. Podesta would become a Senior Vice-President

and Director of Walston.]

I

Amendments to State
Securities Acts
Maryland adopted a complete new
securities -act effective June 1,
1962, The previous Maryland Act
included only antifraud provisions
and require-
ments for the
registration of
dealers. The
new Act is
based on the
Uniform State
Securities Act
(with a few
modifications)
and includes
(a) antifraud
provisions;
(b) require-
ments for the
registration of
dealers and salesmen, with author-
ity for the Commissioner to re-

Robert A. Podesta

.quire an- examination, of appli-

cants; and (¢) requirements for the
registration of nonexempt securi-
ties by notification, coordination
or qualification.

The new Act is administered by
the Securities Commissioner, ap-
pointed by the Attorney General.
The Act also provides that the
Governor shall appoint a Mary-
land Blue Sky Advisory Com-
mittee of six members to give the
Commissioner the benefit of its
advice “on any or all matters per-
taining to the administration of
this Act, particularly the adop-

Underwriters

tion, amendment or repeal of
rules, regulations and forms pro-
vided for herein.”

Maryland is the fifteenth state
which has adopted the new Uni-
form Act (with modifications).

There were also minor amend-
ments this year in the securities
acts of several other states, and
these amendments are summarized
in Appendix A.

In the District of Columbia
there at present is no local regula-
tion of securities dealers or sales-
men. Officials in the Corporation
Counsel’s office this year prepared
regulations, based on the Uniform
State Securities Act, which they
considered adopting under exist-
ing licensing authority without
the adoption of a law, the pro-
posed regulations to include anti-
fraud provisions and reduirements
for the licensing of securities
dealers and agents (but not the
registration of “securities).” How-
ever, it was subsequently con-
cluded that the regulations which
could ‘be adopted under the li-
censing authority might be inade-
quate for effective regulation and
that it would be better to obtain
the adoption by Congress of an
act to provide effective regulation.
A draft of a proposed securities
act for the District of Columbia
has been prepared by officials in
the Office of the U. S. Attorney
for the District of Columbia, based
on the Uniform Act with some
modifications, including antifraud
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provisions and requirements for
the registration of securities
dealers and agents. It is expected
that this draft will be submitted
to Congress in 1963.

b1 4

Uniform Form for Registration
Of Securities

One of the major developments
in recent years in simplifying the
preparation of applications  to
register an issue in many states
is the Uniform Application for
state registration of securities
(Form -U-1), to be wused only
where a registration statement
covering the securities and the
offering covered by the applica-
tion has been filed with the Fed-
eral Securities and Exchange
Commission. This Uniform Form
has been adopted in the follow-
ing 38 states (effective Oct. 1,
1962 except in Alaska, Indiana and
Louisiana):

Alabama; Alaska; Arizona;
Arkansas; California; Colorado;
Georgia; Hawaii; Idaho; Illinois;

Indiana; Iowa; Kansas; Ken-
tucky; Louisiana; Maryland; Mich-
igan; Minnesota; Missouri;
Montana;

Nebraska; New Hampshire; New
Mexico; North Carolina; North

Dakota; Ohio; Oklahoma; Oregon; "

Rhode Island; ;

South Carolina; South Dakota;
Tennessee; Texas; Utah; Vermont;
Washington; West Virginia; Wis-
consin. g

In three additional states, Dela-
ware, Nevada and New Jersey, no
registration of. securities is re-
quired and some of the other
states require filing of a relatively
simple notice.

The Uniform Application Form
will simplify the preparation of
applications for registration in
many states of securities which
are being registered with the SEC,
because a master application can
be prepared supplying the an-
swers required by seven of the
nine items in the form and the
answers to the items unique to
each state then may be inserted

in the individual state application. .

The Uniform Application was
prepared through a Subcommittee
on Uniform Forms of the Com-
mittee on State Regulation of
Securities of the Corporation,
Banking and Business Law Sec-
tion of the American Bar
Association.

A letter was sent to all IBA
members on Oct. 9 by the Chiar-
man of this Committee reporting
the states which had adopted the
Uniform Application,

I

Uniform Examination for
Securities Salesmen

This Committee has recom-
mended for many years that
primary and the most effective
emphasis in state regulation
should be placed on regulation of
the persons selling securities. We
believe that if only persons with
integrity and a sound knowledge
of the securities business are per-
mitted to engage in the sale of
securities, there would be rela-
tively little problem with specific
issues of securities. We also be-
lieve that it is important in main-
taining investor confidence in the
securities market that only persons
with integrity and a sound knowl-
edge of the securities business be
permitted to engage in the busi-
ness. Accordingly, this Committee
recommended in its Interim Report
in May that: _

(a) Industry organizations co-
with the Midwestern

Securities Commissioners and the
North American Securities Ad-
ministrators so that a uniform
state securities examination may
be adopted for use in those states
which require an examination of
securities salesmen.

(b) A procedure be adopted
whereby examinations be offered
bimonthly at a location in each
state which requires examina-
tions; a uniform passing grade be
adopted; the grade of an applicant
be certified to the securities
commissioner in any other state
where he wishes to apply for
registration; and an applicant also
be permitted to take at the same
time in his home state any re-
quire special state examination for
other states in which he wishes to
apply for registration and have
his examination forwarded to the
securities commissioner of the
appropriate state.

We believe that such uniform
examinations and procedure
would simplify the administration
of examinations for the securities
commissioners, as well as the ap-
plicant, and would eliminate the
necessity for taking the same or
substantially identical general ex-
aminations in several states.

Special committees to consider
this subject were appointed by the
North American Securities Ad-
ministrators and the Midwest Se-
curities Commissioners. This sub-
ject was discussed in considerable
detail both in open sessions and in
committee meetings during the
Annual Meeting of the North
American Securities Administra-
tors in Pittsburgh in September.
No definite conclusions were
reached at that meeting, but a
recommendation which seems to
have considerable support - for
further consideration is that, in
those states where applicants for
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registration as securities salesmen
are required to pass as examina-
tion:

(1)  The general examination
requirements may be met by
passing the State Securities Ex-
amination (prepared by the
Psychological Corporation and
made available to state securities
administrators by the New York
Stock Exchange), the NASD Ex-
amination or the New York Stock
Exchange Examination, and the
commissioner in the state where
the examination is taken on re-
quest shall certify to the adminis-
trator in any other state the grade
of an applicant on such examina-
tion,

(2) Where a supplementary ex-
amination regarding the securi-
ties act of a specific state is re-
quired, an applicant can take in
one state the additional examina-
tions for any other states in which
he is applying for registration,
with provision for the commis-
sioner in the state where the ex-
amination is taken to forward
such examination to the commis-
sioner of the state involved.

No definite agreement has been
reached on this project, but it is
hoped that some general recom-
mendations may be approved by
the securities administrators, sup-
ported by the complete coopera-
tion of industry organizations.,

v

State Tax on Distribution of
General Motors Stock to
du Pont Shareholders

du Pont is required to divest its
holdings of 63 million shares of
General Motors common stock by
Feb. 28, 1965 under a court order
enforcing the anti-trust laws.
du Pont owns about 1.37 shares of
GM stock for each of its own out-

Continued on page 46
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Report of Special Committee
For Public Education
On Municipal Securities

Fred D. Stone, Jr., Vice-President of the New York
City office of the Marine Trust Co. of Western New

York, in his capacity as

Chairman of the Special

Committee for Public Edycation on Municipal Secu-
rities, presented this Report to the Convention.

At the 1959 Convention of the
Investment Bankers Association of
America, the Board of Governors
approved the recommendation of
a committee l
created to
study the pro-
posed public
information
program on
municipal se-
curities. In the
report which
this commit-
tee submitted '
to the Board,
the following
recommenda-
tions were
made:

“This Committee proposes that
a public information program re-
garding municipal securities
should be focused on education of
the personnel of investment bank-
ing firms and their clients, by
providing firms with effective
material for public information
and promotional use. ¢

Fred D. Stone, Jr.

¢ magazine articles,

(1) “That the program be di-
rected toward the preparation of
promotional material to be dis-
tributed to members. Additional
copies for mailing to clients and

# personnel will be available upon

request, on a price basis, -which

t will defray in part the expense

of the Association in the program,
and in addition, the preparation
of material for education of in-
vestment banking personnel and
for public information ' through
news - stories
and related media.

(2) “That an additional person
be employed on the IBA staff to
direct this program, in coopera-
tion with other members on the
staff, the Board of Governors and
the Municipal Securities Commit-
tee.

(3) “That it be financed entirely
within the IBA budget, without
any  increase in dues, on a trial
basis for three years.”

In the past year the Committee
concerned itself with the prepa-
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ration and distribution of pro-
motional and educational materi-
als focusing attention on the
municipal bond industry. The pro-
gram is two-fold in nature: (1) To
assist members in expanding their
municipal bond business through
sales promotion and ' advertising
techniques; (2) To create better
understanding on the part of the
general public as to the role of
the municipal bond industry.
Advertising Contest

The first activity was the an-
nouncement of a Municipal Bond
Advertising Contest | which at-
tracted representative entries
from a wide cross-section of our
member firms. Those of you who
were present at our 1961 Con-
vention had visual -evidence of
the success of this venture. The
display which was presented there
was the result of the efforts of
our Assistant Municipal Director
for Public Education, John Nash,
who by his background and ex-
perience is eminently qualified in
the field of our activities. The
1961-62 Advertising Contest,
which was announced by the dis-
tribution of an extremely dis-
tinctive eye-catching flyer, has
had an unusual response. Those
of you in attendance at the 1962
Convention have undoubtedly
seen the display of entries in the
lower lobby of the hotel. Once
again, this display has been pre-
pared by John Nash in coopera-
tion with Berke Displays, Inc. of
Miami. Fifty IBA member firms
are entered in this contest, in-
cluding__fourteen organizations
that were not among those in last
year’s contest. Your Committee
sincerely hopes that it is justified
in believing that its efforts are in
some way reflected in the in-

" creased interest on the part of the

members in this program.
150,000 Brochures Distributed

Many of your Committee mem-
bers felt the need for the devel-
opment of a simple, but technically
correct, brochure to be prepared
and made available for use by
member firms, For this. purpose
the brochure, “Why Professional
People Invest in Municipal Bonds”
was drafted by our staff and re-
viewed by your Committee. It will
interest you to know that the final
draft of this document was pre-
pared by word for word reading
and rewriting at a quorum meet-
ing of your Committee at the Cen-
tral States Group meeting last
March. To date, more than 150,-
000 copies of the booklet have
been sold to and distributed by
154 member firms of our Associ-
ation. It is interesting to observe
that we have had a number of
requests from non-member firms
for permission to use this booklet.
This permission was denied; how-
ever, in some instances, local
group chairmen have been ad-
vised of these inquiries as possible
leads to new IBA membership.

Your Committee was supplied
at its March meeting with a series
of artist sketches of twelve ads
intended to appeal to the pro-
spective investing public and cov-
ering numerous approaches to the
municipal bond distribution phase
of our activities. The final result
of this project was the release in
September of a very intriguing
and convincing “Ad Kit” which is
receiving exceptional comment
from members and professional
organizations in the field as well.
You will be interested to note that
among the, entries in our Adver-
tising Contest are examples of
member use of these ads.

Fiscal Status

It is appropriate at this point

to provide for those of you who

are not familiar with our financial
status a simple report of this ac-
tivity, The Board of Governors
originally approved an annual ap-
propriation of $20,000 per year for
a period of three years. The fol-
lowing financial statement shows
that we have not only lived with-
in our budget but have produced
income to stretch this limited
amount substantially.

Cost of Program

Overhead—

*Salaries and Travel $16,150.09
Preparation of Materials
Printing and Mimeograph
Photos, art work & layout

Postage

11,398.68
354.34
$27,903.11
20,000.00

11,479.19

$31,479.19
27,903.11

Total cost
Budget allowance of IBA
Receipts from sales of
materials through Oct. 31__

Total funds available.._
Minus total cost

Balance from budget|

allowance $3,576.03

“Salaries projected to year-end.

Some of the art work and print-
ing material which has been used
in our efforts has been produced
at costs substantially less than we
normally expend for material of
this nature. When an organization
is fortunate enough to have a man
who knows how not to spend
money, | he should be congratu-
lated and given every opportunity
to show further evidence of his
creative ability.

Educating the Public

The second phase of the pro-
gram geared itself to keeping the
general public as well as the mu-
nicipal bond industry, informed
concerning the IBA stand on leg-
islative matters. Assistance was
provided in the preparation of the
pamphlet, “Federal Aid to Educa-
tion”, More than 55,000 copies of
this booklet were distributed to
high schools, colleges, government
agencies, and business and indus-

try throughout the country. In
support of this activity, numerous
news releases were circulated.
Additional releases dealing with
mass transit, public works, and
community facilities were distrib-
uted, covering metropolitan and
local dailies. In this connection
your Committee will shortly re-
lease to several thousand subur-
ban weekly newspapers a series
of news stories directed at a better
understanding of the part which
municipal financing plays in the
daily life of our citizens.

Your staff and several members
of the Committee took active part
in the planning and development
of the First Municipal Conference
in Chicago in September, Two
members were among the speak-
ers and a third was the modera-
tor of one of the programs. The
display of our IBA “Municipal
Tools” at the Conference brought
forth many inquiries and pro-
duced some specific results. =

Your Committee continues to
work diligently toward expanding
the educational program to serve
the best interest of the municipal
bond industry. Plans for the com-
ing year call for the renewal and
continuance of our Advertsing
Contest; the further development
of sample advertisements and di-
rect mail pieces; the consideration
of a program of educational in-
formation for students in our high
schools and colleges, particularly
directing attention to providing a
clearer understanding of the part
of municipal financing and those
who currently make it possible;
the exploration into the possibil-
ity of producing a visual presen-
tation covering the creation, is-
suance, and distribution of a
municipal bond issue; the devel-
opment of a public relations out-
line and press kit for use by IBA

J
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members with their local press;
the expansion of radio and tele-
vision contracts; a new direct mail
brochure directed to a different
segment of retail prospects in the
municipal  field.

Several members of your Com-
mittee have expressed concern
with opinions published and ver-
bally expressed concerning “the
limited marketability” of munic-
ipal bonds. We propose, with the
cooperation of Dr. Bill Zentz, to .
prepare a study of our “secondary
market” activities in an effort to’
prove what those of us active in
the business know, that the 2,000
dealers in municipal securities
make considerably better markets
for the $72 billion of outstanding
bonds than the general - public
normally gives us credit for.

It is the intent of this Commit-
tee ‘to continue its cooperation
with other IBA committees and
our staff to foster the efforts of
the organization to create a cli-
mate which is profitable for our
industry and to further the devel-
opment of an informed American
‘public who are the informed
American investors.

Respectfully submitted,

SPECIAL COMMITTEE FOR
PUBLIC EDUCATION ON
MUNICIPAL SECURITIES
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Report of the Toll

- And Transportation

Facilities Subcommittee

William F. Morgan, Vice-President of Blyth & Co.,
Inc., New York City, was Chairman of the Toll and
Transportation Facilities Subcommittee of the Mu-

~micipal Securities Committee. The Report -to. the
Convention is reproduced-herewith. -

The Subcommittee appointed by
the late Cushman McGee, then
Chairman of the Municipal Secu-
rities Committee, has had a rela-
tively busy
year. In past
years, its ac-
tivities were
confined to
liaison with
the American
Bridge, Tun-
nel & Turn-
pike As:zocia-
tion (ABTTA),
and these ef-
forts have
been contin-
ued in the
current fiscal
year. In addition, the scope of
the committee’s efforts during this
period also was expanded to in-
clude advising and consulting
with Mr, McGee and Mr. Gordon
L. Calvert in connection with
transit legislation being consid-
ered by the Congress which was
felt by, the Municipal Securities
Committee to have an impact on
the scope and character of mu-
nicipal securities. Thus the ac-
tivities of the subcommittee were
divided into two main areas, as
hereinafter noted.

(1) In connection: with the
ABTTA liaison, the subcommittee
activities may be summarized as
shown below:

(a) Attendance of IBA and
subcommittee members at the
spring workshop meeting of the
ABTTA in Washington on
March 25 to 27, 1962, and at the
Annual Convention in San
Francisco on Oct. 1 to 3, 1962.

(b) Circularization of ABTTA
toll road members, at request of
the Accounting Subcommittee
of that body, to promote further
usage of standardized forms for
interim monthly reports by toll
road projects. As of the moment
all but three of the turnpike
projects are now using the
standardized forms which were
worked out as a cooperative ef-
fort by the ABTTA and the sub-
committee a year or so ago.

William F. Morgan

(¢) Joining of and participat-
ing in committee activities of
the ABTTA during the past
year in areas of joint interest to
the ABTTA and the IBA. Two
members or representatives of
the IBA committee are now on
standing committees of the
ABTTA.

(d) Participation by IBA
representatives in the San Fran-
cisco convention of the ABTTA
in October. The Subcommittee
assisted also in arranging for
one program at this convention.

(2) In connection with Trans-
portation legislation as being con-
sidered by Congress during the
past year and similar activities,
your Committee was active as fol-
lows:

(a) Together with Chairman

prepared reports criticizing and
making suggestions with respect
to proposed bills pertaining to
transit legislation to be consid-
ered by Congress in the session
just ended. I

(b) As a committee consid-
ered and worked with Chair-
man McGee, Walter Steel and
Gordon Calvert in preparing a
report which was submitted to
the appropriate subcommittees
of both the House and Senate.
This report was prepared to op-
pose certain aspects of the pro-
posed bills known as the “Ur-
ban Mass Transportation Act of
1962.” - Bills to authorize an ag-
gregate of $500 million in Fed-
eral grants over the next three
years for urban mass transit fa-
cilities were reported favorably
in both the Senate (S. 3615) and
the House (H. R. 11158); but
these bills did not pass the Sen-
ate or the House, It is antici-
pated this legislation will again
be considered at the next ses-
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sion of Congress opening Janu-
ary, 1963.

(c) Your Subcommittee also
had a member in attendance re-
cently at a Chamber of Com-
merce subcommittee meeting to
learn about the action being
taken by the body on the tran-
sit program expected to be con-
sidered by Congress in 1963.
Your Subcommittee cannot say

too much in regard to' the fine
guidance and counsel and sugges-
tions. made by Chairman McGee
(whose future help in this area
will be sorely misséd), and. Gor-
don L.. Calvert during the past
yvear, Their counsel and, assistance
has been most helpful and con-
tributed much toward facilitating
our activities.

Respectfully submitted,
TOLL AND TRANSPORTATION
FACILITIES SUBCOMMITTEE
William F. Morgan, Chairman
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Report of the IBA
Public Utilities Committee

Milton F. Lewis, Vice-President, A. G. Becker &
Co., Inc.; New York City, presented the following
Reéport o_f the Public Utilities Secumtzes Committee,
of which he was Chairman.

This has been an eventful year for
the electric utility industry — a
year marked by a favorable
change in the regulatory climate
at the local
and state
level in which
it operates.
The electric
utility indus-
try, the tele-
phone indus-
try, and gas
distributing
companies
have all
shown out-
standing re-
sults in 1962,
a year of un-
predictable climate, economic and
political, national and interna-
tional. The electric utility indus-
try continued to be in an espe-
cially favorable position because
of its foresight to handle greater
volume of business and finangial
strength to meet its ever-growing
needs.

In past reports, however, we
have expressed our concern with

Milton F. Lewis

 is attached to our report.

the rapid development of public
power. Again this year this threat
has made strides of major propor-
tions. We call your attention to
an article which appeared in the
Sept. 10 issue of Barron’s, entitled
“Treacherous Current—the U. S.
is Launched on a New Wave of
Public Power,” a copy of which
This
article was sent to all its stock-
holders by New England Gas &
Electric Association.

We are concerned with expan-
sion of TVA, with the public
power authorities in the North-
west, and the, REA’s and other
government projects which are
actually public power develop- .
ments subsidized at the expense
of the American taxpayer.

At the Federal level, during the
past year many new projects have
emerged from the Department of
the Interior which have caused
great concern to private utility
companies.

In the final stages of planning
and early construction is the Fed-
eral grid of the Bureau of Recla-
mation for the Upper Colorado
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River Storage project which will
interconnect with .the Hoover and
Parker-Davis system and with the
Missouri Basin system.

Another long-range plan of the
Department of the Interior is set
forth in a recently completed re-
port recommending a high-voltage
intertie between the Pacific
Northwest and the Pacific South-
west. This proposal would involve
construction of lines from the
Bonneville system to the vicinity
of Los Angeles, a distance of al-
most 1000 miles,

Early this year, Secretary Udall
approved a plan which would
inter-connect the Missouri River
Basin transmission system of the
Bureau of Reclamation and the
power transmission system of the
Southwestern Power Admmxstra-
tion.

Another study by the Depart-
ment of the Interior involves the
possible high-voltage intertie be-
tween the Missouri River Basin
power system and the Bonneville
Power - Administration system in
the Pacific Northwest. -

The Federal Power Commission
is undertaking a comprehensive
nationwide survey of the possi-
bility of a fully interconnected
system of power supply for the
entire country.

Appropriations have again been
authorized to study the feasibility
of Passamaquoddy, this project
having already been defeated
after extensive study of costs by
public power enthusiasts of a
postwar era.

These are some of many Fed-
eral projects which are discour-
aging the management and enter-
prise of the private utilities which
have given the U, S. its command-
ing lead in kilowatts.

On the constructive side, how-
ever, the Knowles Dam project
in Montana was defeated in the
concluding hours of the 87th
Congress. Senate and House con-
ferees agreed on an omnibus
rivers, harbors, and floor control
bill which eliminated the pro-
posed Federal Knowles project
from consideration.

In the face of all this competi-
tion, the United States has con-
tinued its leadership in power
producing capacity. We are main-
taining and even increasing our
lead over the Soviet Union. We
have about three times Russia’s
power producing capability, and
there is no sign that Russia will
catch up with us in the foresee-
able future.

Construction expenditures by
investor-owned electric compa-
nies during 1961 were greater
than by any other private indus-
try — equivalent to about 10%
of the new construction of all
American business during the
year.

The impressive growth pattern
of the electric power companies
is expected to continue. The in-
dustry added $1.2 million new
customers during 1961, having a
total at the year end of about
60.1 million, Residential cus-
tomers, who constitute 85% of
the industry’s total, increased
their average annual consumptlon
by 187 kwh during the year to
around 4104 kwh.

According to the Edison Electric
Institute report, revenues of the
business-managed electric utilities
last year advanced 5.4% to an
all-time peak of $10.265 billion.
Composite net income advanced
to $1.85 billion from $1.75 billion
in 1960, for a gain of 5.7%. The
electric utilities continued as a
prime source of tax money, with
anticipated payments for last year

totaling $2.45 billion. Taxes rep-
resent the largest single item of
expense.

We feel that a major change in
government policy during the past
year impels us once again to call
to your attention a serious in-
justice which is being done to you
as a citizen, as a taxpayer, as a
customer, or as a stockholder of
a public utility company. |

The agency of this injustice is
the Rural Electrification Adminis-
tration. We are concerned with
the changing nature of
agency. We say this regretfully,
because investor-owned electric
utilities together with electric co-
operatives have brought electric-
ity to 98% of the nation’s farms.
Approximately one half of the
farms are served by each,

Today, REA, by announced
changes in policy, is widening the
area in which it competes with
the investor-owned electric util-
ity companies.

In 1944 Congress established a
set 2% interest rate on coopera-
tive loans in contrast to the gov-
ernment interest rate under which
small electric cooperatives had
been operating so successfully.

Congress made the change pri-
marily because interest rates paid
by the government had fallen to
an all-time low. Eighteen years
have passed, and REA financial
loans continue to cost 2% even
though the government now pays
approximately twice this rate for
money it borrows.

Today nearly every farm in the
U. S. is receiving electric service.
We find that coops are now cast-
ing their eyes to cities, towns, and
other areas not originally in-
tended to be served under the
REA Act. Five out of every six
REA cusomers now being added
are either urban, commercial, or
industrial in character.

Recognizing the changing na-
ture and objectives of the REA,
we feel there is no justfication
for continuing further financial
subsidies in the form of 2% money
and exemptions from Federal in-
come taxes on that portion of
their service which is not farm in
character,

We are encouraged, however,

this’
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to see that the investor-owned
utilities intend to preserve their
growth and their future. We be-
seech all of you who believe in
free enterprise and fair competi-
tion to express your ideas to your
elected representatives in Con-
gress. Federalization of the elec-
tric industry will be achieved if
direct action is not taken. We are
delighted, however, to see the ag-
gressive articles now being sent
to stockholders by many utility
managements in all sections of
the country, pointing out the
threats to the industry on so many
fronts.

We feel that if this industry can
be encroached upon, other seg-
ments of our economy may soon
be the prey of socialism.

A new criterion promulgated by
the Administration early in 1961
permits the REA to grant gener-
ating loans because ‘generating
and transmission facilities are
necessary to protect the security
and effectiveness of the REA fi-
nanced systems.” We believe that
this criterion is sufficiently broad
to permit the granting of a gener-
ating loan under almost any con-
dition. The REA has also con-
tinued its policy of secrecy in the
granting of all types of loans to
cooperatives.

The first loan for generating
facilities under the new criterion
was authorized for a cooperative
in Alabama. This proposed loan
is for $20,350,000 to the Alabama
Electric Cooperative. Alabama
Power Co. is opposing this loan
and has stated that this plant will
not bring electricity to a single
customer to whom electricity is
not available, It would furnish
power which Alabama Power Co.
is able and willing to furnish now.
The proposed co-op plant is a
high-cost plant because it does not
effect the savings of large-scale
generation. The cost of power to
Alabama Electric Cooperative’s
customers will be greater than the
rate paid to Alabama Power Co.
by its co-op customers.

We feel that the proposed plant
will damage investments already
made by Alabama Power Co. to
supply the power for its present

Continued on page 56
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Report of IBA Nuclear
Industry Committee

Dr. Paul F. Genachte,

Vice - President, Atomic

Energy, Chase Manhattan Bank, New York City,
again was Chairman of the Nuclear Industry Com-
mittee and, in that capacity, presented the follow-
ing Report to the Convention.

Introduction

When the Atomic Energy Act
was signed into law in 1954, many
companies rushed to establish
their position in one or several
of the sepa-

rate industrial i
phases that
constitute the
atomic energy
business. The
requirements
of the grow-
ing  industry
were fully
met. Over the
past few
years, your
Committee
has stressed
the main de-
velopments in each of these
phases, starting with the mining
and milling of uranium ores and
extending through the chemical
reprocessing and waste disposal of
spent nuclear fuel. The dynamic
growth resumption of each of
these industrial phases of atomic
energy hinges on the competitive-
ness of this new source of energy.

Dr. Paul F. Genachte

At the time of the first Inter-
national Conference on the Peace-
time Uses of Atomic Energy in
Geneva in 1955, the optimistic
view was expressed that competi-
tive power would be achieved by

1960-62, not only in the techni-
cally advanced nations but in the
underdeveloped parts of the world
as well.

Breakthrough by 1965

While the technology has in-
deed progressed far, existing
power reactors are still not quite
capable of delivering competitive
energy. However, the gap has
narrowed. The economic break-
through in the high-cost fuel
areas of the United States now
appears likely to come by 1965.
Soon afterward, we can expect a
resumption in the growth of the
industrial activities related to the
atom,

What follows is an evaluation of
the major developments of 1962,
which have a direct bearing on
the competitiveness of atomic
energy.

Reduction in Nuclear Fuel
Charges

Last year on July 1, the Atomic
Energy Commission reduced its
base charges by about 20% for
highly enriched uranium, 34% for
uranium containing 1% of ura-
nium-235, and almost 40% for
natural uranium. On July 1 of
this year, there was a further re-
duction of 12% for high enrich-
ment, 10% for uranium containing
3% of uranium-235, 8% for ura-
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nium containing 2% of U-235, and
4% for uranium with 1% of
U-235. The combined reductions
result in an overall decrease in
charges varying from 30 to 40%
for enriched uranium, and 40 to
55% for depleted uranium,depend-
ing upon the uranium-235 content.
These reductions are based on a
price of $8 per pound of natural
uranium oxide, which is the price
established by the AEC under its
Domestic Purchase Program for
the period from April 1, 1962 to
Dec. 31, 1966. The cut in fuel
base charges was made possible
by reductions in operating costs
in the diffusion plants at Oak
Ridge, Paducah and Portsmouth,
where the two isotopes of ura-
nium are separated. The effect of
these measures has been to reduce
the nuclear fuel cost by as much
as 0.5 mill per kilowatthour for
certain reactors, a significant step
indeed.

Optimistic Statement by AEC

The AEC this year investigated
with particularly great care the
several power cost projections
which had been made in different
quarters. On June 25, the Com-
mission came out with the most
optimistic statement yet made, It
expressed the opinion that by
1966, large-size water reactor
plants would be fully competitive
with conventional plants in areas
such as New England and Cali-
fornia, where conventional fuel
costs are at least 35 cents per
million BTU (British Thermal
Unit)., The data released by the
AEC were reinforced by informa-
tion supplied by reactor manu-
facturers.

According to the AEC, the capi-
tal cost of a nuclear plant with a
size of €00,000 kilowatts should
be as low as $170 per kilowatt by
1966, and should come down to
$135 per kilowatt by 1970. Conven-
tional plants of similar sizes, on
the other hand, should cost about
$120 per kilowatt by 1966 and
about $100 per kilowatt after
1970. In order to arrive at the
cost of the kilowatthour produced
in such plants, some assumptions,
of course, had to be made. We
find these assumptions entirely
reasonable and even conservative.
They are as follows:

(1) The plants will operate at
an 80% load factor.

(2) The fixed charges on the
capital amount of 14% per annum
(cover depreciation and the gross
rate -of return on the rate base of
utilities).

(3) Fuel exposure before re-
moval and reprocessing: 16,000
MWD (megawatt-days) per- ton
of uranium.

(4) For the 1966 plant, natural
uranium oxide (U;Os) is priced at
$8 per pound; for the 1970 plant,
it is assumed the price will have
come down to $5 per pound.

(5) Inventory use charge of
4349 per year for Government-
owned fuel and 10% per year for
privately-owned fuel (see Com-
mittee’s report for 1961).

(6) A plutonium credit of $8 per
gram as nitrate for the 1966 plant,
adjusted downward to $6.70 per
gram of the 1970 plant in propor-
tion to the planned change in-the
price of U-235.

It is interesting to note that the
“guess” of th;'e_ AEC is that the
price of U;O; dfter 1966 will be
$5 per pound. It is equally inter-
esting to note the future value of
plutonium, In accordance with a
fair price schedule established
several years ago, the AEC agreed
to pay until June 30, 1962 prices

plutonium with no Pu-240, down-
ward to $30 per gram for pluto-
nium with 8.6% Pu-240 or more
(see your Committee’s report for
1957). From July 1, 1962 to June
30, 1963, the price is $30 per gram
of . plutonium, regardless of the
Pu-240 content. The AEC has not
yvet set an official repurchase
price for plutonium after June 30,
1963 and its “guess”, that pluto-
nium should be worth at least $8
per gram in'the form of nitrates,
in relation to present U-235
prices, is quite revealing. This

Startup Year—
Capital cost per kw
KWH cost, in mills/ KWH:
Fixed charges
Fuel cost
Operation, maintenance
and nuclear insurancé

A modern conventional steam
plant of the same size, under
equivalent operating conditions,

Startup Year—
Capital cost per kw
Fuel cost per million BTU
KWH cost in mills/KWH:
Fixed charges.
Fuel cost
Operation, maintenance

1966, atomic energy would be
competitive in areas where con-
ventional fuel costs exceed about

1966
$120
20¢
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represents a sharp reduction from
the present price, but an $8 price
per gram of plutonium is in line
with its fuel value in relation to
U-235.

We should further note that
private ownership of nuclear fuels
is not envisioned-before 1970, We
commented fully on this in last
year’s Committee report. Discus-
sion of this subject, which had
been expected to take place at
Congressional hearings, has been
postponed until next year.

Here is how the figures look:

Government-owned Fuel Privately-owned Fuel
1966 1970 1970

$135 $135

2.7
1.5

2.7
1.7

0.6 0.3

45

would produce energy at the costs
indicated in the following table:
Therefore, for plants started in

0.3

5.8 4.7

1970
$100
30¢ 40¢ 20¢ 30¢ 40¢
24 24
2.55 3.4
02 0.2

20 20
255 34
02 02

515 6.0 475 5.6

35 cents per million BTU. For
plants started in 1970, atomic
. Continued on page 43
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Report of IBA Railroad
Securities Committee

W. Wendell Reuss, Transportation Dept., W. E.
Hutton & Co., New York City, and Chairman of the
Railroad Securities Committee, presented the fol-
lowing Report to the Convention.

Railroad carloadings for 1962 in
the 39 weeks ended Sept. 29, reg-
istered a disappointingly minute
1.02% increase over the like 1961
period - with,
surprisingly,
the Western
District show-
ing the only
decrease (of
0.7%), and
the other Dis-
tricts each
disclosing
about the
same 1.03-
1.07% rise.

Results for
the Class I
Intercity and
Local General Freight Motor Car-
riers reporting to the ICC are not
yet available for the simialr nine-
month period, but for the first
half of 1962, their Tonnage in-
creased 11.0%; in contrast, Total
Railroad Tonnage for the same
period rose-by 1.1%.

W. Wendell Reuss

I
Thus, the continued inability of
railroads to improve their traffic

lot by being still unable to shift
any significant quantity of truck
traffic back onto the railroads—
notwithstanding the stellar per-
formance of Piggyback Volume.

Encouraging Trend
Here, is a really encouraging
trend, although still small in its
overall import. Going back to
1955, cars loaded with highway
trailers containing revenue freight

~ amounted to 168,000/ and by 1961

had reached 591,000, and may
reach an estimated 706,000 for this
year, at which level the itotal will
equal nearly 2% % of total esti-
mated 1962 railroads carloadings.

Although still pygmy in stature,
nevertheless this year’s total will
equal well in excess of last year’s
combined total carloadings of
Livestock and Coke, or in terms
of another major freight classifi-
cation, equalling nearly half as
much as Ore carloadings for last
year!

In this connection, the South-
ern District (excluding the
Pocahontas District), with Piggy-
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back handlings for 1961 at a mere
37,000, was a small contributor to
the total, comparing with 286,000
for the Eastern District, and 254,-
000 for the Western District.

Another new development is the
use of special-purpose flat cars
equipped with bi-level and tri-
level racks for carrying new auto-
mobiles.

This development is enabling
the Industry to recapture in in-
creasing volume, automobile busi-
ness which previously had been
lost to other forms of transporta-
tion.

Federal Tax Legislation

Owing to inability to state how
the I.C.C, will or will not rule on
methods to be followed. by indi-
vidual railroads in accounting for
Federal Income Taxes in connec-
tion with the new depreciation
guidelines authorized by the
Treasury Department, or the In-
vestment Tax Credit permitted by
the Revenue Act of 1962, no com-
ment will be contained in these
remarks as to specific probable
Industry-wide 1962 financial re-
sults.

In this connection, this Com-
mittee recommends that the I.C.C.
should require the Raliroads to
disclose in their income accounts,
in the form of a footnote thereto,
the difference between Deprecia-
tion charges taken for tax pur-
poses, and those included in op-
erating expenses, in accordance
with I.C.C. accounting principles.

1962 Net Income

Broadly speaking, net income
results for 1962 will be better
than the generally unsatisfactory
results for the industry as ‘a
whole for 1961, although by vary-
ing margins between individual
railroads. |

For the first 9 months of 1962,
contrasted with the like period
of 1961:

The - Pocahontas District re-

ported Net Income of $70.1 mil-=

lion vs. $61.2 million,
tively.

The Southern District (exclud-
ing Pocahontas) disclosed Net of
$60.3 million vs $48.6 million, and

The Western District revealed
Net of $203.7 million vs. $195.7
million.

However, the hard-hit and con-
tinued-struggling Eastern District
was still “in the red,’—although
to-a materially lesser extent, to
the tune of $37.7 million (“red” to
repeat) vs, a deficit of $122.9 mil-
lion, respectively.

respec-

Eastern Carriers’ Plight

Although freight volume in the
present fourth quarter of this year
is running behind last year’s like
period of improving trend, one of
the major Eastern carriers
through herculean cost control
efforts this year, appears des-
tined to be able to possibly “break
even” after all interest require-
ments, contrasted with a large
deficit last year; two are indicated
as still in the '“red ink” class, al-
though materially less than for
last year, while the fourth major
carrier appears headed for a rela-
tively small amount of “red ink”
results, against a “black ink”
showing last year.

Such a showing alone is force-
ful testimony for the urgent need
of initiating an immediate “back
to the rails” movement of freight
traffic through remedial legisla-
tion that would provide for greater
flexibility in rate making pro-
cedures and less restrictive regu-
latory policies—not now obtain-
able by Management on “its own.”

The members of the I.B.A.
should realize ever so forcibly that
the plight of the railroads is one
of the contributors to the apparent
“plateau” of stagnated - physical
output exhibited by a segment of
heavy industry in recent years!

Deficit working capital positions
among many of the Eastern Dis-
trict railroads (after excluding
Materials and, Supplies from Cur-
rent Assets and after including
near-term Maturities with Cur-
rent Liabilities) likewise add their
share of cause for this lack of
vigor in output of a portion of
heavy industry.

We particularly have in mind
the recent rate of production in
the coal, iron ore and steel in-
dustries—to mention but a few.

Railroad’s Contribution to
National Economy

There are two trusty tools to
use in measuring the contribution
of the Railroad Industry to the
economy of the Nation as a whole.
These have to do with the ability
and/or need of the Industry to
contract for new equipment
and/or plant—items associated
with longer-life use—and known
as “Gross Capital Expenditures”;
and with those needs commonly
associated with short-lived
“Chew-Up” ‘needs — known as
Annual Purchases of Materials
and Supplies excluding Fuel and
Equipment.

The five-year period of 1949-
1953 inclusive represents a rea-
sonably constant period of Rail-
road Industry annual expenditure,
without any great amount of fluc-
tuation between years.

Over this five-year period Gross
Additions and Betterments aver-
aged nearly $1.3 billion annually;
last year (1961) was the lowest in
the 13-year period and amounted
to roughly $650 million—FOR
YOUR STUDIED CONSIDERA-
TION $650 million under the five-
year period, and representing a
drop of 509%. Mind you this is for
one year’s expenditure—the year
1961! :

Annual Purchases of Materials
and Supplies—other than

Fuel and Equipment—may be
segregated into two main groups:

Forest Products, which averaged
$160 million annually for such
five-year period, last year also

declined to the -lowest in the
13-year period, touching $70 mil-
lion, or $90 million under the av-
erage for the period, again a re-
duction of more than 50%!

Iron and Steel Products, which
averaged nearly $560 million an-
nually for the five-year period,
last year declined to $333 million,
or $227 million (40%) below the
earlier period.

As concerns the Forest Prod-
ucts ‘“catchall,” expenditure for
Cross-Ties and Switch Ties aver-
aged $100 million annually for the
earlier period, and were reduced
to $35 million last year.

As to the physical number of
units of Ties Laid in Replacement,
the average for the five-year pe-
riod was 30 million ties annually
—and, dramatically, only 12 mil-
lion last year.

Regarding the Iron and Steel
Products category, the five-year
average expenditure for Rail,
Track and‘ Switch Material
amounted to a substantial $210
million annually, and, cut-to-the-
bone, amounted to only $75 mil-
lion last year, with the actual
number of tons of Rail Laid in
Replacement dropping precipi-
tously from a five-year average of
2,320,000 tons to only 758,000 tons
last year.

To repeat, the poor traffic curve
of the past, present and future (un-
less corrected by legislation),
woefully inadequate earnings and
straightened finances for such a
large segment of the entire Rail-
road Industry (the Eastern Dis-
trict), has had its undeniable ef-
fect upon Roadway Maintenance
expenditures and employment in
this group.

Declining Freight Car Orders

Getting back to Gross Capital
Expenditures, we want to touch
briefly on just one point of illus-
tration—orders for Freight Cars.
In the 13-year period since 1949,
there have been only three years
when the Industry has been in a
position to replenish or upgrade
its fleet to any noticeable degree,
these three years being 1950, 1951/
and 1955.

The total of domestic annual
freight car orders to car builder
shops, railroad and private line
shops, amounted to 155,000 units

Continued on page 92
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Report of IBA Industrial
Securities Committee

Blancke Noyes, Partner in Hemphill, Noyes & Co.,
New York City, as Chairman of the Industrial Com-
mittee, presented a Report to the Convention de-
voted exclusively to THE COMPUTER INDUSTRY.
The document, voluminous in content, most cer-
tainly can be referred to as one of the most authori-
tative studies of every facet of this gigantic industry
ever compiled. The Report is reproduced, IN PART,

herewith.

SUMMARY
The computer industry is rela-
tively young in age when com-
pared to most other industries.
Measured from the date of the
first computer
installation in
1951, the in-
dustry is a
little more
than a decade
old. The more
significant
date when
discussing the
industry’s de-
velopment
would be the
1953-1954 pe-
riod, when
mass produc-
tion techniques were apphed to
computer manufacture, and com-
mercial electronic computers

Blancke Noyes

started to be produced on a large

scale. From practically no instal-
lations or sales in 1951, the indus-
dustry has grown to a point where
there are now 10-12000 com-
puters in use, with yearly ship-
ments on the order of $1.5 billion.
Within the short period of 10
years, this industry now finds
ranking among the billion dollar
industries. There are no official
industry statistics available, but it
has been estimated that the
computer market has been grow-
ing twice as fast as the market for
office business machines, and on
the basis of a 25% annual growth
rate since 1957, is growing twice

as fast as the electronic industry
as a whole, An estimated cumula-
tive total of 16,187 computers
have been installed to date. Based
on an average selling price when
new, the value of these installa-
tions is estimated to be in excess
of $4.5 billion. Industry experts
are predicting shipments of $5.5
billion in 1970, so that this cumu-
lative value could approach $15-20
billion by that date, or an increase

of 350% from present I1evels.

The rate of technological im-
provement has been one of the
industry’s outstanding character-
istics. Despite its short history,
two generations of computers,
vacuum tube and solid state sys-
tems, have already been intro-
duced, and a third generation
should be introduced by late 1964
or early 1965. These machines will
incorporate such advanced com-
ponents as magnetic thin films,
tunnel diodes, and micro-minia-
turized circuits, and will operate
at speeds measured in billionths
of a second. These operating
speeds compare with thousands of
a second in vacuum tube ma-
chines, and millionths of a second
in solid state computers. Future
computers will perform up to
2 million operations a second.
These technological advances are
leading to lower costs per calcu-
lating operation. Third genera-
tion computers will cost 2.5-times
more than current equipment, but
will operate 10-times faster. The
greatest technological advances
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will come in peripheral equip-
ment. The development of optical
scanners, data transmission equip-
ment and video display systems
will open up new multi-million
dollar industries.

The economic justification for
the utilization of computers is
based on the savings effected in
such areas as clerical personnel
and inventory. Computer usage
has led to savings of 10-25% in
clerical costs in many cases, and
savings of 10-20% in inventory
costs. The greatest payoff, how-
ever, ‘will be in sophisticated
total management information
systems, employing such advanced
management science ' techniques
as operations research and linear
programming. Costly decisions of
the past, such as Ford’s Edsel
model, and General Dynamics’
Convair 990, might be avoided
with these techniques. There are
over 500 areas in which compu-
ters are finding an application
today, and ' these are growing
every day. Future applications
will include income tax process-
ing, weather forecasting, medical
analysis and diagnosis, traffic
control and automatic classroom
instruction, amongst many others.

The computer industry has de-
veloped some very definite pat-
terns and characteristics during
its 10-year life period. Of the
nine major companies manufac-
turing computers, only two are
showing any profits, One of these
companies is IBM, which accounts
for approximately 80% of the
computer market. Large capital
investments and R & D expendi-
tures are required to remain com-
petitive, and the breakeven point

for most companies still appears’

to be 2-3 years away. This profit
picture becomes critical in view
of the capital requirements nec-
essary for effective competition.
Another industry characteristic is
that 80% of the computer instal-
lations are leased. The huge in-
vestment required to carry rented
equipment is straining the budg-
ets of even the largest companies
in the industry. Stifficompetition,
the absence of profits, and huge
financial requirements could lead
to some attrition in this industry
within the next decade. The
long-term reward for the success-
ful companies, however, will be
considerable.

As the communications prob-
lem between man and machine
improves with the utilization of
packaged language programs of-
fered by computer manufacturers,
the computer could one day be-
come, as easy to use as a desk
calculator. This will open vast, un-
tapped markets. Computers appear
to be today where the automobile
was when it generally gained
public acceptance, Electronic data
processing will lead to a dramatic
increase in technological progress
as it extends man’s capabilities
and intellect. Computers will help
to channel man’s efforts into areas
and directions promising the
greatest profits and rate of return
on investment. These machines
will not only aid in the restora-
tion of former profit levels for
business as a whole, but will be
an invaluable tool in meeting the
serious challenge our country
faces in international trade com-
petition.

Computer Types

Before embarking upon an
analysis or appraisal of the com-
puter industry, it would be
appropriate to define a computer,
describe its basic operational
units, indicate its functions and
limitations, and briefly discuss

why such a machine exists today.
The word “computer” is difficult
to define since it encompasses so
many items. A slide rule, a pres-
sure gauge, a taxi meter, a desk
calculator, the Chinese abacus are
all computers in a sense. All of
these devices.take in data or in-
formation, pr?)cess this informa-
tion, and feed it out in a more
useful form, performing calcula-
tions by mechanical means. More
recently, the greatest operational
advances have been carried out by
electronic means. The introduction
of electronic tubes, with their
ability to go through On and Off
cycles at extremely fast rates
with great reliability, has pro-
vided the answer to the search for
rapid solutions to business and
scientific problems. A combination
of the Yes or No principle em-
bodied  in the electron tube,
coupled with the mathematical
binary system, which carries out a
series of calculations with Yes or
No decisions, has led to the crea-
tion of the high-speed, highly
reliable electronic computers of
today.

There are two basic types of
computers — digital and analog.
Digital computers deal with actual
or discrete numbers, and in very
simple terms, can be described as
arithmetic machines. The final
output of a digital computer is a
set of numbers, or letters, which
can be made as accurate as de-
sired. A digital conmiputer does not
work instantaneously, but pro-
duces an answer after it is fed a
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problem. This does not make the
digital computer a slow machine,
however, since the time lag may
be measured in millionths of a
second. As the computer has to
do arithmetic, there is always
some lag between the problem and
its solution. An.important feature
of the digital computer is its
ability to perform according to a
program of set of instructions.
With this ability, the machine is
capable of performing thousands
of repetitive computations, involv-
ing hundreds of thousands of
digits, not only without making
errors, but also eliminating a good
deal of the human effort which
formerly went into these calcula-
tions. A digital computer is capable
of performing computations such
as addition more rapidly than any
other device now on the market,
and since it deals with. discrete
and precise numbers, it is particu-
larly applicable to business data
processing.

An analog computer is both a
simulating and mathematical ma-
chine at the same time. It operates
on the principle of substituting an
analogous physical system for the
system which is being investigated
or by duplicating mathematical
behavior. Imput and output of an
analog computer are never abso-
lute numbers, but an approximate
position on a continuous scale.
The -output of an analog is -al-
ways somewhat inaccurate, there-
fore, and the construction of an
analog computer possessing an

Continued on page 64
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Report of IBA Federal
Taxation Committee

John R. Haire, Director, Hugh W. Long & Co.,
Elizabeth, N. J., and Executive Vice President and
Secretary of the Anchor Corp., holding company,
was Chairman of the Federal Taxation Committee.

Its report read as shown herewith.

There have been four major de-
velopments in Federal taxation
this year directly or indirectly
affecting the securities business:
(1)Adoption
of the Rev-
enue Act of
’62; (2) Adop-
tion of the
Self-employed
Individuals
Tax Retire-
ment Act of
’62; (3) Adop-~
tion of new
depreciation
rules; and (4)
Announce-
ment that
there will be
submitted to Congress for consid-
eration in 1963 a major tax revi-
sion bill.

John R. Haire

1
Revenue Act of 1962
The Revenue Act of 1962 (Pub-
lic Law 87-834) makes numerous
changes in the Federal income tax
law. Probably most important to
the securities industry is the fact
that the Act does not include two

major provisions sought by the
Administration but vigorously op-
posed by the financial community
and thousands of investors and
savers. The bill as it passed the

. House contained provisions re-
. quiring withholding of income tax

on dividends and interest. A flood
of mail protesting the inequity of
these provisions resulted in their
elimination. Despite the urging of
the Administration, the Senate
also declined to repeal the 4%
dividend credit and $50 exclusion
which provide investors with
modest relief from the wunfair
burden of double taxation.

The three provisions of the bill

of most direct interest to the secu-

rities industry are the following:

(a) An investment credit against
tax is allowed for taxable years
ending after 1961 in an amount
equal to 7% of the qualified in-
vestment in property after that
date. The credit may offset tax
liability in full up to $25,000 and
25% of the tax liability above
$25,000. The credit is allowed for
investment in “Section 38 prop-
erty” which, in general, is tan-
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gible, depreciable or amortizable
personal property having a useful
life of four years or more from
the time it is placed in service by
the taxpayers.

(b) Mutual fire and casualty
insurance companies are taxed at
ordinary corporation income tax
rates on their total income, con-
sisting of both investment and un-
derwriting income, less amounts
temporarily set aside in'a “protec-
tion against loss” account. The
new provisions tax mutual fire
and casualty insurance companies
on substantially the same basis as
stock fire and casualty - insurance
companies, with the new tax im-
posed for taxable years beginning
after Dec. 31, 1962.

(c) Before enactment of this
Act, United States shareholders of
foreign corporations could defer
tax on the foreign source income
of such corporations since no
United States income tax had to
be paid until there was a distribu-
tion of dividends. Under the Act
a United States shareholder of a
“controlled foreign corporation”
has to include in his gross income
his share of certain income or
earnings of the foreign corpora-
tion regardless of whether such
income or earnings are distributed
or not.

I

Self-Employed Individuals Tax
Retirement Act of 1962

The Self-Employed Individuals
Retirement Act of 1962 (Public
Law 87-792), popularly known as
the Keogh Bill, is designed to per-
mit self-employed persons to es-
tablish retirement plans on a basis
similar to that provided by cor-
porations for their employees. The
Act permits a self-employed in-
dividual to contribute 10% of his
income up to $2,500 to a retire-
ment plan for himself during a
taxable year and 50% of the con-
tribution is deductible for Federal
income tax purposes, thus pro-
viding a maximum deduction of
$1,250 for any taxable year. The
law applies to all self-employed
individuals who are presently
subject to the self-employed tax
and to certain others. It includes
many firms engaged in the securi-
ties business as well as other pro-
fessional men, such as lawyers,
accountants, doctors and dentists,
and farmers, retailers and busi-
nessmen whose enterprises are
sole proprietorships or partner-
ships. If a self-employed individ-
ual or partnership is also an em-
ployer, he or his firm is required
to include in the retirement plan,
full-time employees who have had
more than three years service.

The funds contributed under a
retirement plan must be invested
in one of the four following speci-
fied ways:

(a) They may be contributed
directly to a trust set up for that
purpose with a bank as trustee,

(b) They may be placed in a
bank custodial account for invest-
ment in the shares of mutual
funds (or in insurance contracts).

(c) They may be invested di-
rectly in a new series of United
States Government Bonds to be
issued specially for this purpose.

(d) They may be used to pur-
chase life insurance, endowment
or annuity contracts from an in-
surance company,

Since there are many special
and detailed requirements in the
Act, it is recommended that any-
one interested in a retirement
plan under the Act obtain a copy
of the Act. Although the Act be-
comes effective on Jan. 1, 1963, it
is expected that it will be many
months before the Internal Rev-

enue Service completes work on
Regulations necessary to clarify
many points in the Law.

I
New Depreciation Rules

The Internal Revenue Service
announced new guidelines for de-
preciation, which may be used
in the preparation of any income
tax return due on or after July
12, 1962. The new depreciation
rules generally reduce the official
“useful life” figures for depreci-
able property used in a trade or
business or for the production of
income. The guidelines are also
designed to provide more simple
standards and objective rules to
permit businesses more easily to
adopt rapid equipment replace-
ment practices. The new guide-
lines replace the old Bulletin “F”
which assigned useful lives to de-
preciable items on an item by
item basis.

v
General Tax Revision

President Kennedy has an-
nounced that there will be sub-
mitted to Congress for considera-
tion in 1963 a bill to provide
broad tax revision. It is expected
that this bill “Will inelude a sig-
nificant reduction in individual
and corporate income tax rates ac-
companied by proposals to broaden
the tax base by eliminating some
of the present exemptions and pro-
visions providing favored tax
treatment. Key Administration
officials have already made public
statements calling for tax reduc-
tion of as much as $10 billion
next year as a stimulus to the
economy.

In view of the expected deficit
for the current fiscal year of more
than $7 billion, it is apparent that
vigorous efforts will have to be
made to raise added revenues in
other areas to offset such reduc-
tion in rates. The Administra-
tion’s proposals for obtaining off-

setting revenues will be awaited .

with keen intérest. It is, of course,
possible that the efforts to repeal
the individual credit and exclu-
sion and impose a system of with-
holding of tax on interest and div-
idends will be renewed. It is
hoped, however, that the Treasury
will refrain from advancing this
proposal again in order to give the
new account numbering system
and reporting of dividends and in-
terest paid a fair chance to oper-
to ascertain whether they will be
ate for a sufficient period of time
effective in increasing the tax
revenue in this area.

In addition, efforts may be made
to tighten the present method of

taxing capital gains even though
it can be demonstrated that this
would reduce revenue and further
restrict capital mobility. While
these areas are of particular in-
terest to the securities industry, it
is apparent that any efforts to re-
duce existing favorable tax treat-
ment in any areas will be met with
vigorous opposition from those af-
fected. For this reason, certain
Washington officials have also
suggested that the proposed tax
reductions be granted in stages
with the proposals for tax reform
to take effect sometime after the
first round of tax reduction.

It is quite apparent that 1963
will be a most active year in the
tax field and your Association will
continue to bring its views on
these important matters before
the appropriate Committee of
Congress.

Respectfully submitted,
FEDERAL TAXATION
COMMITTEE
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| Report of IBA Oil, Natural
(as Securities Committee

Kenneth E. Hill, Partner in Eastman Dillon, Union
Securities & Co., New York City, and Chairman of
the Oil and Natural Gas Securities Committee, sub-
mitted the following Report to the Convention:

Trends in the Domestic
Petroleum Industry

Overcapacity in both production
and refining continues to be the
dominant characteristic of the do-
mestic petroleum industry. The
modest gains
in demand
over the last
few years
have 'had
little effect
upon the un-
favorable re-
lationship of
demand to.
supply. No
major devel-
opments ap-
pear likely to
alter materi-
ally the exist-
ing general oversupply conditions.
For the long run, however, pros-
pects for the industry appear con-
siderably brighter.

Kenneth E. Hill

Since 1956, utilization of capac-
ity in the oil industry has declined
substantially. A major build-up of
capacity occurred in the mid-
1950’s, and facilities were built
well in advance of actual demand
growth, Although since then there
has been a material reduction in
the rate at which new facilities
have been added, the slower rate
of demand growth in the domestic
industry has done little to close
the gap between supply and de-
mand.

The refining phase of the busi-
ness gives a good illustration of
the current status of the industry,
as shown in Table I. Refinery
runs in 1956 were equivalent to
92% of capacity, a high rate of
utilization. By 1958, refinery
throughput was down to 81% of
capacity, and no improvement
has been achieved since.

; TABLE I
Gasoline Prices

so much excess capacity. Although
there has been considerable fluc-
tuation in prices, the general
trend has been downward since
1957. The average retail price of
gasoline, exclusive of taxes, in the
United States has declined over
$0.02 per gallon, or about 10%,
from the 1957 average price.
Wholesale prices have followed a
similar trend. Table II illustrates
the movement of oil product prices
over the last six-and-one-half

years:

TABLE II
Gasoline Prices |
Cents per Gallon
*Wholesale fRetail
1962 (through Aug.) 12.12 '20.16
20.53
20.99

* SOURCE: National Petroleum News

¥ SOURCE: Platt’s Oilgram Price Service
(Excludes sales taxes).

Considering the substantial
overcapacity and the generally
weak prices, earnings from do-
mestic o0il operations have been
remarkably well maintained.
After a sharp drop in 1958, the
general trend of domestic earn-
ings has been upward. And earn-
ings from domestic operations in
1961, as measured by data for the
33 oil companies compiled by The
Chase Manhattan Bank, reached

a new peak and were 5% ahead
of the 1957 level. However, all of
the gain in domestic earnings was
accounted for by the five large
international oils, which showed
a gain of 25% during the period.
Earnings of the companies operat-
ing primarily in the United States
are still below the 1957 level.
The relatively favorable show-
ing of domestic earnings despite
the extremely adverse conditions
existing in the industry can.be
explained in large part by econ-
omies which have been effected in
recent years. The domestic in-
dustry today is operating with

considerably fewer employees

than it did six years ago despite
the fact that there has been a gain
in total volume of operations, It

.is believed that there are further

savings in operating costs still to
be realized from this policy. The
scope of the operating economies
is indicated by Table III.
Management generally has been
conscious of the overcapacity sit-
uation in the industry and  the
need to exercise restraint in add-
ing to productive facilities, As a

result, the annual capital program-

of the industry has been curtailed,
and there also has been a shift in
capital expenditures from those
which merely add to capacity to
projects where the prime objec-
tives are to improve quality and
increase operating efficiency. New
investment in the domestic indus-
try reached a peak of $6.4 billion
in 1957, dropped approximately
20% in 1958, and has remained
at this level since.

Expenditures for new produc-
tion have been reduced more.
From a peak of over 58,000 wells
in 1956, drilling has been cut back
to a level of about 46,000 wells in
1961, and the trend should con-
tinue downward. Additions to re-
finery capacity have been cut to a
minimum, while in marketing,
expenditures are concentrated on

TABLE 1INl

Number of
——Employees—
1961

12,741
45,400
35,586
21,526
63,700
41,304

Company— 1957
Atlantic Refining__ 16,790

Shell  Oil

Sinclair Oil

Soceny Mobil

Standard Oil (Ind.) 49,678

Total Revenues
Per Employee
1957 1961

($000)——

33.7

514 ,

43.6

49.7

43.1

40.9

Decrease
Percent

24
26
12
15
18
17

Increase
Percent

30
39
21
13
39
22

building up more efficient organ-
ization rather than merely adding
to the number of outlets. Current
industry plans do not call for any
major addition to refinery capac-
ity, and an important increase in
capital expenditures is not likely
until growth in demand begins to
exert major pressure on the in-
dustry’s producing facilities.

Domestic Integrated Companies

- -Table IV'is an approximation

of the combined source and dis-
position of funds for the fourteen
larger domestic integrated com-
panies, excluding the five inter-
national oil companies. It should
be realized that nearly all of the
fourteen companies have small
foreign interests.

The table shows that cash flow
for the domestic industry has been
increasing over the past six years,
while reported earnings have de-
creased slightly, The principal
reason for this anomaly is that
the noncash charges for deprecia-
tion, depletion and amortization
have increased steadily, Further-
more, as pointed out above, capi-
tal expenditures have been re-
duced. This combination of larger
cash income and lower -capital
expenditures has resulted in a de-
creasing reliance on outside fi-
nancing. Thus, it has been pos-
sible for the domestic companies
to increase their dividends despite
lower reported earnings, which
has increased the percentage pay-
out.
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Despite continued weak product
prices throughout much of 1962,
the domestic industry is expected
to show a modest gain in reported
net income and cash flow. No
major change is anticipated in
capital expenditures, and dividend
payments should once again be
slightly higher.

As long as overcapacity exists
in the industry and cash flow
continues to improve, there does
not appear any likelihood of major
outside financing requirements
for the domestic oil companies.
The modest needs of the industry
for outside capital are likely to be
met through term bank loans and
an occasional issue of debentures.
The only important area of fi-
nancing requirements lies in the
continuing trend of -the larger
companies in the industry to pur-
chase independent crude oil pro-
ducing companies, Requirements
in this area will probably con-
tinue to be substantial because
additional sales of properties by
independent producers are antici-
pated, financed principally by oil
payment loans. But oil payment
loans are off-the-balance-sheet,
out-of-production financing and,
therefore, will not effect company
debt ratios.

Longer term developments in
the industry may prove to be
better than recent history. Despite
the slower rate of demand growth
in the country, the gap between
supply and demand is expected to

Continued on page 75
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TABLE IV

Source and Disposition of Funds
(Millions of Dollars)
1956 1957 1958
Net income 862 832 635
Deprec., deplet. and amortiz. 1,022 1,165 1,111

Domestic Refinery Utilization

Millions of Barrels
Capacity Runs

3,654 2,087
3,614 2,952
3,584 2,918
3,434 2789
3,330 2,890
3,151 2,905

Capacity
Percent

PHELPS, FENN & CO.

Year—

1961..__
1960._-__
1959::_ .
1958:..
1957_.-_
1956

1950
768
1,126

LLLLLLL Ll yI/IIIII Y 2 L, 7777

Cash income
Less: Capital expenditures__ 1,827

1,997
1,974

1,746
1,472

1,804
1,522
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SOURCE: American Petroleum Inst.
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383

274
376

372

It is not surprisingr that prices Dividends 380
for oil products have been weak

while the industry suffers from
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Report of IBA Investment
- Companies Committee

Herbert R. Anderson, President of Distributors
Group, Incorporated, New York City, again was
Chairman of the Investment Companies Committee.
Its report is given below in full text.

Mutual fund sales and redemption
figures are receiving more than
usual attention these days. Some-
how or other, despite massive
evidence of
the stability
of fund share-
holders and
the broaden-
ing use of
mutual fund
shares ‘by
dealer/broker
and investors,
there appear
still to be those
to whom net
sales have
some  special
significance.
The actual dollar volume of as-
sets received from sales by the
mutual fund members of the In-
vestment Company Institute in
the first nine months of this year
was about $2.2 billion, While
total sales for the year probably
will not quite equal the nearly
$3 billion received by the com-
panies in 1961, it can be noted
that this .year’s nine-month vol-
ume is about equal to the second
best full year’s sales achieved in
1959.

Redemptions for the first nine
months of this year totaled $838
million which, at an annualized
rate, would indicate a somewhat
lower figure for the full year than
in the peak redemption year of
1961.

These absolute figures are im-
pressive. However, as. they are
related to some meaningful guide,
they not only become more sig-
nificant, they provide a much
better perspective on the maturity

Herbert R. Anderson

and stability of the business  as
well as its growing importance.

Significant Ratios |

There is included with this re-
port a table showing the relation-
ship of the dollar volume of sales
of mutual fund shares to the ag-
gregate value of stock transactions
on the New York Stock Exchange
for the period 1941 through Sept.
30, 1962, in the thought that the
aggregate dollar volume of New

. York Stock Exchange transac-

tions is a significant measure of
financial activity in equity securi-
ties. !

It will be noted from the table
that there has been a quite per-
sistent increase in the ratio of
mutual fund sales to Exchange
volume. First taking a broader
span, the ratio has more than
doubled in the last 10 years of
this period as compared with the
first 10 years, i.e., from 2% to
43%. For the 'overall period of
almost 22 years, the ratio has
mcved from nine-tenths of 1%
in 1941 to a new high of 6.1% for
the first nine months of 1962.

Turning to the redemption side
of the picture, it would seem to
be obvious that as the total assets
invested in mutual funds continue
to grow, an increase in the dollar
amount redeemed is no more than
normal. While, therefore, the
dollar amount of net sales or, as
it may be ai some. future date,
net redemptions, is a statistic, we
submit that the only meaningful
measure of redemptions is as a
percentage of the total assets of
the funds from which the redemp-
tions are made.

Accordingly, we have included
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another table covering the same
span from 1941 through Sept, 30,
1962, showing the ratio of annual
redemptions to the average net
assets of member companies of
the Investment Company Institute.
While figures are shown for each
year, you will find that in the
first 10 years of the period re-
demptions averaged 9% of net
assets annually whereas in the
most recent 10-year span, the
average annual ratio is 5.6%
with, it might be added, a pro-
jected annual rate for the current
year slightly below that figure.

Another interesting point dis-
closed by these figures is that,
with one exception, in each of
these 22 years in which the dollar
volume of stocks traded on the
New York Stock Exchange de-
clined, the ratio of mutual fund
sales to this dollar volume in-
creased. The one exception was in
1953 when there was a small de-
cline in the ratio to 4% from the
previous year’s 4.5%. Applying
the same test to redemptions, it
likewise will be seen, that again
in every year but one in which
volume of trading on the New
York Stock Exchange declined,
the ratio of redemptions to total
mutual fund assets declined. The
one exception again was in 1953
when there was a slight increase
from 5.6% to 5.9%.

Savings Banks’ Withdrawals

An illustration of the signifi-
cance or, more properly, the lack
of significance of  ‘“net sales”
which may help bring this matter
into perspective is provided by
the experience of mutual savings
banks during the past 734 years.
People do need money for one or
another purpose and thereby do
make withdrawals. Thus, despite
the complete confidence of their
depositors in the soundness of
these institutions and a net gain
in deposits over this period of
more than $6 billion, there was
nevertheless a net withdrawal of
deposits in 18 of the 81 months
involved, with no special signifi-
cance attached to that fact.

Ycur committee has every con-
fidence that the dollar amount
invested in mutual funds will con-
tinue to increase in absolute
terms and in relation to overall

and indeed all aspects of the
business, toward the end that in-
vestment companies shall be of
the greatest possible usefulness
under the highest possible stand-
ards. With this, we fully agree.

While the report covers a lot
of ground, two points seem to
your committee to be most basic
—one philosophical and the other
statistical. As these two points
are clarified and understood, we
believe many of the other ques-
tions and comments come into
better focus and may thereby be
more easily resolved.

The Philosophical
What we characterize in a
kindly - vein as philosophical are
the questions and comments rela-
tive to the basic organizational
structure, and the arrangements

Dollar Value of Stock

Traded on N,Y,S.E
billions :

52,899

(9 mos.) 35,926

Mutual Fund*
Redemptions
imﬂlions;
$ 45
25
51
an
110

144
89

financial activity. It also realizes, 1

however, that there are many
quite normal reasons for share-
holders’ withdrawal of their in-
vestment in mutual fund shares
and it is hoped that these com-
ments may suggest a more realistic
measure of these various move-
ments in order that the well-es-
tablished acceptance of mutual
funds and the stability of their
shareholders may be better un-
derstood.

“Keogh Bill”

Insofar as their acceptance is
concerned, your committee can
report that the “Keogh Bill”
(Self-Employed Individuals Tax
Retirement Act of 1962) passed by
Congress this year and effective
after Dec. 31, specifically states
that mutual funds (regulated in-
vestment companies issuing re-
deemable shares) are an accept-
able investment for accounts
properly qualified under that Act.

Wharton Study

In commenting on the Wharton
Study, it is important to note, as
Chairman Cary has -carefully
pointed out, that this is a report
to the Commission, not of the
Commission. However, as the
Chairman also has suggested, both
the industry and the Commission
should carefully study the report,

1 »
1962 (9 mos.) 838

Average Net Assets

relative thereto, through which
mutual funds have achieved their
present size and standing. While
there are many variations, typi-
cally this has involved a separate
vehicle in corporate or trust form
through which the public invest-
ment has been made, with the
entrepreneur — adviser, under-
writer or sponsor — operating
under contract as a separate legal
entity. [

The reason for this is basic to
the concept of the mutual fund,
i.e. that it shall provide a direct
participation in an investment ac-
count, usually in equities or
strongly flavored with equities,
with no other risk to shareholders
but that of the market. Actually,
this structure or vehicle is similar
in substance, and for the same

Continued on page 52
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Report of IBA Insurance
Securities Committee

Shelby Cullom Davis, Senior Partner of Shelby
Cullom Davis & Co., New York City, presented to
the Convention the Report of the Insurance Securi-
' ties Committee, of which he was Chairman. The

Report follows:

Nothing sharpens vision like hind-
sight—and it was perhaps inevi-
table that the greatest year in in-
surance stock history, 1961, should
be succeeded
by a year of
marking time.
What made
1962 note -
worthy was
that the mark-
ing time de-
veloped into
a route, due to
the general
market panic
in. May and
June, followed
by a strong re-
covery which
has continued to the present.

1962 will thus go down in in-
surance stock annals as an historic
year. But it was the most deva-
stating overall panic in 33 years
which caused the excitement. In-
surance stocks led the advance in
1961 but followed the decline in
1962.

Until May, in fact, insurance
stocks were resistant despite the
general market uneasiness. Life
stocks indeed advanced slightly
over yearend while the fire-casu-
alty group underwent only minor
decline. Then came the deluge
leading to Black Monday. After
it was over insurance stocks were
down on average as much as the
rest. High flying insurance stocks,
like their industrial counterparts,
nosedived 50% and more. Demor-
alization prevailed as the cult of
the equity vanished before self-
preservation and the cult of cash.

Thus died the post war New Era.
It could—and did—happen here.
And then when investors “dug in”
for a long, hard winter, the skies
suddenly brightened with insur-
ance stocks in the forefront of the
advance.

Shelby Cullom Davis

Deflation and Insurance

Of course if the stock market
panic meant the end of the in-
flation and perhaps a little defla-
tion as Per Jacobssen, Managing
Director of the International

Monetary Fund, has suggested,’

insurance would be aided. Infla-
tion has been the deadly enemy
of insurance. Rates have lagged
behind rising claim costs in fire
and casualty. Inflation—and the
rising stock market — inhibited

many sales of life insurance and
life premiums accounted for only
3.8% of disposable national income
instead of 4.0% in speculative
1929.

So gradually the idea dawned
on investors that the end of in-
flation would  help insurance
stocks. Rates might no longer lag
behind claim costs which might
stabilize or conceivably decline
with an oversupply of materials
and manpower. And guaranteed
cash values took on a “new look”
for life insurance, a less dreary
look now that stock market profits
could no longer be counted upon.

As investors wérried about the
profit squeeze in other industries,
it became apparent that the casu-
alty group was moving out of its
profit squeeze of the past 6 years.
Auto insurance, the nightmare of
underwriters since the war, was
getting into the black for many
companies. The new rating plans,
giving discounts to accident free
drivers while surcharging the ac-
cident prone, were returning good
risks to the Bureau Companies’
books. Continuous policies and
direct billing, being™introduced
with rédduced commissions, were
helping. And companies were
generally tightening up their
operations - as inevitably occurs
during periods of profit squeeze.
Operating results for nine months
have been encouraging with most
companies showing improvement
over last year. Fire results have
been less good with nationwide
fire losses of 6.5% for nine
months. Some arson fires may be
occurring during ‘this period of
financial stress. But overall, the
fire-casualty figures have war-
ranted optimism. And there have
been no major hurricanes.

Industry vs. Agents

The bargaining position of com-
panies versus agents may be un-
dergoing subtle improvement,
While the agents need the com-
panies to stay in business, they
have not been overly alarmed at
their huge underwriting deficits.
At the same time rising rates
have augmented the agents’ in-
comes. The middle man prospered
and the success of the March
McLennan public offering in' the
spring testified to this, the first
of an insurance brokerage firm in
this country.

TS
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The insurance companies can
stand just so many years of defi-
cits without their usually placid
stockholders becoming restive.
This is now happening. Norwich
Union and Scottish Union in Oc-
tober announced their withdrawal
from the United States after 88
years because of an inability to
make an underwriting profit in
the richest market in the world.
Merchants Fire, long identified
with the Rockefeller interests, is
being absorbed by United States
Fidelity & Guaranty of Baltimore.
American Insurance of Newark,
by no means a small company and
itself the product of the affilia-

tion in 1956 of American Auto of

St. Louis and American Insurance
of Newark, is‘currently receiving
an offer from Fireman’s Fund of
San Francisco. Supply, in the
form of number of companies to
which agents can take their busi-
ness, is contracting. Company af-
filiations seem likely to be prized

tal funds and net worth of most
companies. ”

Market Prices

While the fire-casualty insur-
ance stocks have not been im-
mune to the recent sharp reaction
in equity prices generally, their
longer term performance has been
measurably better than have been

37

comparable movements of the
Dow-Jones Industrial Averages
and Standard & Poor’s 500-Stock
Index, as indicated in Table 1.
While the decline in fire-cas-
ualty stock prices between the
1961 year end and Sept. 30; 1962,
has been in line with general mar-
ket trends, their shares have acted

Continued on page 49

TABLE 1
RELATIVE MARKET PERFORMANCE

A. M, Best Co. % Chg.
Index of From
Fire-Cas, Prior

Year End— Stock Prices Yr, End

26%
—145
— 34

Sept. 30, 1962___ 44.7
Change to Sept. 30,
7962 from Year End

by agents more henceforth and 195

the American Agency System for
property companies will more re-
semble the American Agency Sys-
tem for life companies. This will
be most constructive for under-
writing control and profits.

How Stocks Performed

Among the best acting property
insurance stocks for the year (un-
til Nov. 26) were Merchants up
25%, Employers Group 15%, Fire-
man’s Fund 12%, Peerless 12%
and Aetna Casualty 10%.

Among the property stocks
hardest hit during the year were
Ohio Casualty down 37%. Gulf of
Dallas down 28%, Continental
Casualty 27%, National Fire 25%
and Government Employers In-
surance 24%,

Life sales have yet to score an
impressive increase over last year
and to this extent they are dis-
appointing. Lifé insurance as a
savings medium should increase
just as after the 1929 panic. But
interest earnings are highep, mor-
tality continues favorable and ex-
penses are declining in some in-
stances. Individual companies
however are exhibiting good sales
gains and their figures are more
significant than those for the in-
dustry which contain the giant,
slower-growing mutuals. The re-

covery in life stocks has been im- .

pressive,

Best performing life stocks dur-
ing the year include Northwest-
ern National which rose 14%,
Southland up 2%, Life of Vir-
ginia up 1% and Life &.Casualty
and Liberty Life, unchanged.

Among the poorest acting life
slocks were TUnited Services,
which dropped 48%, National Old
Line 44%, Government Employees
Life 35%, Continental Assurance
33% and Pacific National 31%.

1962, all things considered, was
a_ satisfactory year. The skies
seem clearer for a better 1963.

Significant Developments in
The Fire-Casualty Insurance
Industry in 1962
While recent years have pro-
vided the fire-casualty insurance
industry with an operational pat-
tern of relatively poor insurance
results more than overbalanced
by good investment profits, 1962
has brought about a reversal of
this trend. At this writing, it
would appear that this year’s in-
surance operations of the major
stock fire-casualty companies of
the nation may prove to have
been the best in a number of
years, On the other hand, the
sharp decline in common stock

Dow-Jones
Industrials

731.1

% Change
From
Prior

Yr. End

Standard

& Poor's

500-Stock
Index

36.0
455
46.7
40.0
55.2
59.9
58.1
71.6
56.3

% Chg.
From
Prior

Yr. End

4044
488.4
496.4
435.7
583.7
679.4
615.9
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Report of the IBA
Canadian Committee

Dudley Dawson, Executive Vice-President of Green-
shields Inc., Montreal, Canada, as Chairman of the
Canadian Committee, submitted the following Re-

port to the Convention.

The report‘on economic develop-
ments and financial conditions in
Canada for the years 1961 and
1962 is being submitted to ‘you,
together with .
the usual sta-
tistical sup-
plement.*

The Cana-
dian economy
began to
emerge from
a mild reces-
sion early last
year, at about
the same time
as the U, S.
economy
turned up-
ward. By mid-
1961 the previous cyclical peak
had been regained, with the vol-
ume of industrial production
showing a 4% % rise during this
period.

Business activity continued to
expand through the remainder of
1961 and the first three quarters
of the current year. In August,
(the latest month for which data
are available) the seasonally ad-

Dudley Dawson

justed index of industrial produc-
tion stood at 188.2, 134 % above
the recession low. While all the
major sectors (ie., mining, manu-
facturing and utilities) contrib-
uted to this gain, the expansion
was most pronounced in durable
manufacturing, particularly pri-
mary iron and steel and automo-
biles. The rise in industrial out-
put was accompanied by a marked
increase in employment and a
broadly parallel decline in the
unemployment rate. As of Sep-
tember, the number of people
without jobs and seeking work
was equivalent, on a seasonally
adjusted basis, to 5.6% of the
labor force, as compared to close
to 8% at the end of 1960.

Sources of Serength

The strength in demand for
goods and services, reflected in
the 10% advance in Gross Na-
tional Expenditure, from $35.6
billicn in the first quarter of 1961
to $39.4 billion in the second
quarter of 1962, came from a
variety of sources. Commodity
exports, mainly to the United
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States, rose sharply in the early
part of 1961, levelled off in the
fall and then resumed their up-
ward trend in the spring of 1962.
Apart from a significant increase
in volume, the rise in the value
of exports was due to the appre-
ciation of foreign currencies in
terms of the Canadian dollar, the
effect of which was offset, how-
ever, to some extent by a decline
in world prices of raw materials.
Among the export commodities
showing the largest gains during
this period were: oil, natural gas,
iron ore and lumber.

Another positive element in the
1961-1962 business recovery has
been the upturn in fixed capital
investment. Expenditures on new
construction rose markedly last
year, stimulated by a firm hous-
ing market, important industrial
expansion projects and a compre-
hensive social capital program
(e. g., schools, universities, hospi-
tals and roads). During the first
half of 1962, however, - private
construction outlays levelled off
at an annual rate of $4.3 billion.
Expenditures on new machinery
and equipment, while moving up
steadily from mid-1961 on, had
not regained their pre-recession
level one year later. This recent
lack of vigor in business invest-
ment, which may be attributed
in a large degree to the existence
of surplus capacity in many in-
dustries, has been the principal
factor in restraining the current
expansion.

Inventories Static

A broadly similar trend has
been evident in inventory move-
ments. Except for a brief rise in
the third quarter of last year, the
level of business inventories has
remained virtually unchanged in
the 1961-1962 recovery. This ten-
dency towards reduced cyclical
swings in stocks reflects the ab-
sence of inflationary expectations,
the ample supply of labor and
materials,” as well as improved
methods of inventory control.

In contrast to the apparently
short-lived stimulus provided by
the business sector, the three
levels of government have con-
tinued to exert an expansionary
influence on the economy over the
last year and a half. Govern-
ment expenditures on goods and
services advanced, in fact, by over
$1 billion, or 15%, during this
period,

Consumers have also played a
significant role in the 1961-1962
expansion, as evidenced by the
rise in  spending which broadly
parallelled the rise in personal
disposable income. The domestic
automobile industry has been one
of the prime beneficiaries of the
revival in consumer demand, al-
though the increase in expendi-
tures has been spread over a
broad range of goods and services.

Meanwhile, the trend of mer-

’Reqroduced in part herein—~Ed. The
Statistical Supplement consisted of tables
devoted to the following subjects:

(1) Monthly Economic Indicators: In-
dustrial Production, Employment, Un-
employment, Labor Income.

(2) ~Monthly Economic Indicators:
Retail Trade, Merchandise Exports, Mer-
chandise Imports.

(3) Monthly Economic Indicators:
Wholesale Prices, Consumer Price Index,
Prices of Industrial Common Stocks.

(4) Gross National Expenditure, by
Quarters,

. (5) Gross National Product, by Qer-
ers.

(6) Canadian Balance of International
Payments.

(7)) Ca ital Expenditures (Construc-
tion, Machinery and Equipment).

(8) Net Issues of Securities.

(9) Money Supply and Chartered Bank
Statistics.

(10) Miscellaneous Financial Statistics:
Interest Rates, Exchange Rate.

Source: Dominion Bureau of Statistics,
Bank of Canada. !

chandise imports has also been
upward. While part of the cyclical
expansion in demand (especially
as far as raw materials, com-
ponents, machinery and equip-
ment are concerned) is normally
met from foreign sources of sup-
ply, the rise in imports through

1961-1962 has been somewhat
more restrained. This is particu-
larly true, if allowance is made
for the increase in the value of
imports which may be attributed
to the decline in the exchange
value of the Canadian dollar.
Continued on page 41

Selected Monthly Economic Indicators

(Seasonally Adjusted)

Industrial
Production
Index (1949=100)

Employment
(Thousands)

Labour Income
(Million Dollars)

Unemployment
(% of Labour Force)

1961
January
February
March
April
May
June
July
August
September
October
November
December

1962

January
February
March
April

May

June

July
August
Septembér
October

NQYOO W ! ®

V_Iholeaale Prices
(Index, 1935-39=100)
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Prices of Industrial
Common Stocks
(Inde?:, 1956=100)

Conuumef Price
Index (1949=100)

1961

January
February
March
April

May

June

July
August
September
October
November
December

1962

January
February
March
April

May

June

July
August
September
October
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Report of IBA Aviation
Securities Committee

Richard W. Millar, Partner, William R.

Staats &

Co., Los Angeles, as Chairman of the Aviation
Securities Committee, delivered the following Re-

| port to the Convention.

Your Committee submits herewith
a review of significant trends in
w‘hat is known now as the Aero-
space Industry, a look into its
future; and comments on the pres-
ent position and problems of the
Air Transport Industry, together
with a discussion of certain factors
which may influence this industry
in the years ahead.

Aerospace Industry

' The fundamental changes which
have taken place have made it
increasingly ;
difficult to
define the
boundaries of
the ‘aerospace’
industry. A
narrow defini-
nition covers
the develop-
ment and pro-
duction of air-
craft, missiles
and spacecraft, -
including
their engines.
or propulsion
units. If the definition is broad-
ened to cover complete aircraft,
missile or space systems, it em-
braces a substantial portion of the
nation’s electronics activity. It
takes in much of communications,
ground support equipment, auto-
matic test equipment, precision
instruments, and many other
areas. On this basis, any listing
of. the 500 largest companies in
the country would include rela-
tively few which were not con-
tributing in one degree or an-
other to the defense and space
programs.

Richard W. Millar

Even under the narrower defi-
nition, the term “aerospace” has
come to describe an industry
whose annual sales total close to
$15 billion and whose employment
of some one million persons is
among the largest of any industry
in the country.

The Space Market

The 1960’s mark the era of
man’s entry into space./The Na-
tional Aeronautics and Space Ad-
ministration (NASA) started with
an annual budget of $339 million.
By the end of the Eisenhower Ad-
ministration the NASA budget
had grown to $964 million, It now
appears that the moon shot pro-
gram alone may ultimately in-
volve total expenditures of as
much as $40 billion.

Estimates of the total outlays
for civilian and military space
projects by the end of the present
decade vary from $65 billion to
well over $100 billion. [The Re-
port included a chart which indi-
cated the present and potential
aerospace market through 1970.]

These estimates represent
thinking prior to the Cuban crisis.
There now may well be new de-
mands for increased military
spending, perhaps at the expense
of the space program. Also, the
military services will undoubtedly
assert with new vigor the im-
portance of military applications
of space. Such efforts may have
a bearing not only on the mix of
the defense and space expendi-
tures but also on the level of

spending itself which may rise
further.

By any standards and under
any foreseeable circumstances,
our space effort alone will call for
outlays of prodigious sums with
far - reaching economic - conse-
quences of such an allocation of
so large a part of our resources.

The Military Aircraft Market

The market for the military
airplane as we have known it has
of course been yielding to com-
petition from missiles. At the
same time there are stirrings in
other directions which may mean
new and sizable markets for air-
borne vehicles of various types.

There is, first of all, a good
deal to be said for the view of the
airmen that we will always need
a force of manned aircraft for
missiqns requiring flexibility and
the exercise of human judgment.
Then there is the expanding role
of the airplane as a missile
launcher. If mobility is desirable
for our missile launchers, cer-
tainly the airplane offers the ulti-
mate in mobility, and we are on
the way to having bombers which
can launch ballistic missiles of
very considerable range. There is
also recognition that the effec-
tiveness of a fighter is measured
not only by its own performance

but by the speed and deadliness :

of the missiles it carries.

As we understand it, the philos-
ophy of the new Chairman of the
Joint Chiefs of Staff, General
Maxwell Taylor, emphasizes that
our military force must be able to
cope with many types of threats
other than ultimate nuclear war.
This, for example, means that
special forces for counter - insur-
gency and other specialized land
and sea operations will require
new types of aircraft. The Army,
particularly, has been stressing its
need for airborne craft intended
to expand the capabilities of the
infantry. This includes long range
logistics transports as well as
vehicles that can transport any-
thing from a 'single infantryman
to a full combat unit, vehicles that
can land and take off either ver-
tically or from tight places and
rough terrain, and vehicles that
can hover or skim the surface.
Such vehicles will give the foot
soldier seven league boots and
enable the jeep or the truck to
skim over impassable ground, thus
providing infantry units with the
desirable quality of rapid mobil-
ity. Aircraft of this type will be
judged not by how fast or how
high they can fly but how well
they can perform operations
formerly carried out on foot or by
vehicles traveling on the ground.

These developments represent
market potentials which should
not be underestimated.

Total Aerospace Market,

Following are the total govern-
ment expenditures for each of 10
fiscal years. ended June 30 (1963
estimated) for military aircraft
and missiles and NASA space
projects:

Companies in the aerospace in-
dustry have on the whole done
an extraordinary job of changing

over from a business characterized

. The Commercial and Financial Chronicle

by large production runs to one
increasingly dominated by re-
search, development and limited
production quantities. They have
displayed considerable far-sight-
edness annd ingenuity in  adapt-
ing to an environment of rapid
technological change and in pro-
viding the management tech-
niques to harness the technologi-
cal upsurge,

There is a very real concern
as to whether so large and in-
creasingly important a segment
of industry is able to operate in
the best traditions of free enter-
prise, or whether the dominance
of the government, as the indus-
try’s principal customer, tends to
stifle this freedom.

Without question the top man-
agement of the Defense Depart-
ment — and that of the space

for

program as well — is making a
determined effort to preserve a
free industrial society. They have
emphasized this by word and deed
at every opportunity,

However, where contracts are
awarded and administered by an
extensive hierarchy of military
and civilian officials, there is
almost a built-in tendency to re-
gard defense industry as another
extension of the government. It
is understandable that many con-
scientious officers and officials;
faced with the responsibility of
administering large defense con-
tracts and the ever-present duty
to hold costs down, should tend to
extend their concern into areas
normally reserved for industrial
management. Unfortunately, some
of these administrators seem to
feel it is also their duty to hold

company treasurers,
bank and trust

officers,
corporate
counsel

hooklets
that smooth the path of
executive responsibility
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industry profits to a minimum.
The effect of this attitude may be
accentuated if, as has been pre-
dicted, contracts become larger
and relatively fewer in number.
In any event, the trend, if allowed
to go unchecked, could ultimately
end in the disappearance of our
traditional system from an. ex-
tremely important part of the
economy. In addition, there is the
risk that the ability of American
industry to support original com-
pany-financed research and de-
velopment might be seriously im-
paired.

Many of the industry’s leaders
are devoting much constructive
thought to this problem. They are
less than happy with a system
which, while it may to some ex-
tent limit the possibility of loss.

Continued on page 73

[C] Corporate Impact—How large and

AF-GL, the largest financial agency
and the second oldest advertising
agency in the country. Some reasons
why a long and distinguished list of
clients all agree that AF-GL means
business.

F. Y. I.—Samples of frequently re-
quired financial ads—Admission of
Partners, Change of Firm Name, For-
mation of New Firms, Corporate and
Municipal Offerings, ete.

small corporations can employ adver-
tising to assure a receptive market for
new equity or debt financing in today’s
competitive markets. Six other aspects
of sound corporate public and em-
ployee relations are also discussed.

Big Returns—How to make your com-
pany’s dividend and fiscal announce-
ments work overtime for you, through
distinctive advertising in newspapers
and financial publications.
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Report of the IBA
Research Committee

Ralph F. Leach, Vice-President and Treasurer of
the Morgan Guaranty Trust Co., New York City, in

his position as Chairman

of the Research Commit-

tee, informed the Convention of the excellent prog-
ress made in connection with the study being made
of the investment banking business via a grant of
$150,000 by the IBA to the Wharton School of Fi-
nance and Commerce of the University of Pennsyl-
vania. Text of the Committee’s Report is as follows:

As we near the final stages of
our three year study of the In-
vestment Banking Industry and
the New Issues Market, it is well
to review our
original ob- l
jectives and
briefly look at
the progress
we have
made. ’
I would
like to quote
from our 1960
report on the
objectives of
this study.
“The purpose
is to provide
a body of
basic data of various aspects of
our business which is nowhere
available today. The Industry
should find this invaluable in sup-
porting its positions in hearings be-
fore the Congress, the SEC, State
and other regulatory agencies.
The study should help to clear up
public misconceptions about the
Industry and contribute toward
forestalling potentially hostile in-
vestigations. In the absence of
such comprehensive background
information, it is easy for groups
outside the Industry to assume
(1) That a few cases involving
questionable behavior are gener-
ally representative of Industry
practices and, (2) Because large
units are much better known than
the small to proclaim the exist-
ence of undue concentration of
economic power, It is much easier

Ralph F. Leach

to refute such charges with facts
than with opinion.””

The same report went on to say,
“This study should help to foster
a more realistic public image of
the investment banking business.
We believe the facts would show
that the underwriting business is
much less concentrated than most
other industries and that it is
widely dispersed throughout the
country, Myths die hard and it
takes facts to kill them.”

As previously reported, your
Research Committee prepared an
outline of study during the Spring
of 1961 and, in June of that year,
a contract was signed with the
Wharton School covering a three
year period during which the
study would be conducted. The
balance of 1961 was devoted to the
preparation of questionnaires to
supply the data needed and a pre-
text of these schedules was con-
ducted with a number of IBA
firms. About a year ago, the final
schedules were agreed upon and
mailed to some 800 IBA member
firms and a selected group of
about the same number of
N. A. S. D. firms which were not
IBA members,

Gratifying Response

At this time the questionnaire
phase of our study is drawing to
a close, with gratifying success.
Of the 30 largest underwriting
firms, 26 have completed the
questionnaires, Two more have
promised the figures within the
next two weeks. One has been

Established 1928
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unwilling to supply data and one
is still in an uncertain stage. Of
the total of 1,600 questionnaires
sent out, the response rate by
number, will run about 60% but
in terms of the coverage of total
underwriting by volume, the re-
sponse rate will exceed 90%.

This high response rate is par-
ticularly gratifying in view of
the heavy demands for informa-
tion by the SEC and the New
York Stock Exchange. It took the
help of various Industry leaders
and a particularly strong assist
from the group chairman to pro-
duce the indicated response rate.

One of the consequences of the
slowdown in returning the ques-
tionnaires is to delay the first re-
port which we had expected to
make at this time, until early next
Spring. This first report will be
derived from Schedule A which
analyzed activity in the New Is-
sues market during the first three
months of 1962, We expect this
report to indicate the relative im-
portance of new security issues,
over-the-counter market activity
in outstanding issues, and trading
on organized exchanges for each
of the major types of securities in
our capital market. This informa-
tion will be broken down accord-
ing to the size of investment
banking concerns and their geo-
graphic location, This will pre-
sent a picture of the investment
banking business in six different
regions in the United States and
will indicate the relative impor-
tance of large, medium-size and
small firms. ‘Analyses will show
the relative importance of fypes of
activity for wvarious groups of
firms and will permit an individ-
ual firm to compare itself against
a composite picture of companies
of similar size and location.

Analytical Phase to Begin Shortly

As data from other -schedules
become available, a comprehen-
sive picture of the market for new
securities will be possible. This
will indicate the relative impor-
tance of institutional and indi-
vidual buyers for various types of
securities, in various regions, and
for different types of firms. It
will cast light on the role of small
regional firms in both national
and local distributions. The data
on syndicating practices should
provide detailed information on
the blending of the facilities of
the large and small numbers of
the industry to accomplish the
most effective distribution.

We are now entering the all im-
portant analytical phase of this
project. .

In the very near future, I expect
our new President to announce
the membership of a Senior Ad-
visory Committee which will
work with the Wharton School on
the analysis and interpretation of
the data collected. I am sure this
Committee will be one which will
merit the confidence of the In-
vestment Banking Industry.

Respectfully submitted,

RESEARCH COMMITTEE
Ralph F. Leach, Chairman
Morgan Guaranty Trust
Company
New York, N. Y.
William M. Adams
Braun, Bosworth & Co.
Incorporated
Detroit, Mich.
Amyas Ames
Kidder, Peabody & Co.
New York, N. Y.
W. Yost Fulton
Fulton, Reid & Co., Inc.
Cleveland, Ohio

Remarks of Subcommittee
On Industrial Aid Financing

Marsom B. Pratt, Manager, Municipal Department,
Estabrook & Co., Boston, as Chairman of the Sub-
committee on Industrial Aid Financing, advised the

Convention as follows:

I wish to take just a few minutes
to present not a Committee re-
port, but a comment on the activi-
ties of the Subcommittee on
Municipal
Industrial Aid
Financing,
duringthe
year.

It is a privi-
lege to have
served on the
Subcommittee
under Cush-
man  McGee.
He was an
able, dedi-
cated . spokes-
man on the
problem to
which we address ourselves, and
is greatly missed. We are fortu-
nate, indeed, to have a man like
George Wendt to carry on.

Marsom B, Pratt

During the year the Committee
has concerned itself with expand-
ing the educational program de-
signed to acquaint the corporate
executive and the institutional
investor with the dangers inherent
in Municipal Industrial Aid Fi-
nancing. As individuals, members
of the Committee have approached
the management of corporations
contemplating the acceptance of
this type of government subsidy to
point out that the spread of the
practice might well place in
jeopardy both the private enter-
prise concept and the balances of
power basic to the American
System.

The Committee is drafting at
this time brochures on the
Municipal Industrial bond prob-
lem directed to corporate man-
agement, and the institutional
investor, to supplement the out-
standing brochure on Municipal

Industrial Financing written by
Monroe Poole’s Committee.

Recently the Committee was
invited to have a spokesman ex-
press its views before a group of
corporate executives. I agreed to
speak. It was gratifying to find
that the group was conversant
with the problem and that many
individuals were acutely aware of
its dangers. It was disturbing to
discover that some of those pres-
ent, though opposed as individuals
to Municipal Industrial Aid Fi-
nancing, felt obligated, as corpo-
rate executives, to accept it. This
conflict arose because, as corporate
executives, they saw as their
objective—maximum profif within
the law. Perhaps this stand brings
us to the heart of the problem at
hand and defines the educational
job before us.

Respectfully submitted,

SUBCOMMITTEE ON
INDUSTRIAL AID FINANCING

Marsom B. Pratt, Chairman
Estabrook & Co., Boston, Mass.

IBA Announces
1963 Convention
Site and Dates

The Investment Bankers As-
sociation of America will
again hold its annual conven-
tion at the Hollywood Beach
Hotel, Hollywood, Florida, in
1963. The IBA will convene
from Dec. 1 to Dec. 6.
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Dividends paid consecutively for last six-
teen years — Current dividend $1.00 per
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Plant: Holt, Alabama
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Continued from page 38

The various factors of produc-
tion have shared unevenly in the
rising flow of income ‘during the
current cycle. Corporation profits
before taxes and before dividends
paid to non-residents showed
sizable gains in the early part
of the recovery, but have re-
mained virtually unchanged at
$3.8 billion since the fourth quar-
ter of 1961, Labor and farm in-
come, on the other hand, have
registered consistent rapid ad-
vances throughout this period.

7% Rise in GNP

Canada’s Gross National Prod-
uct for the whole of 1962 is cur-
rently estimated at $39% billion,
7% above last' year’s level. One
of the contributing factors is the
higher value of the 1962 Western
grain crop which, compared to
last year’s below average crop,
represents an addition to GNP in
the range of $% billion. Of the
estimated 7% increase, close to
2% may be accounted for by
“higher prices. Excluding the ef-
fect of the 1962 harvest and of
the indicated priée movements, it
appears, therefore, that ih real
terms the increase in total pro-
duction of goods and services in
the current year may amount to
about 4%. This comparatively
modest gain and the large gap
that still exists between actual
and potential utilization of pro-
ductive resources — a common
feature of the North American
economies—underlines the need
for further efforts towards achiev-
ing a higher rate of economic
growth.

Financial Conditions

The year 1961 was characterized
by growing monetary ease, with
official policy, at least from mid-
vear on, directed at stimulating
the domestic economy and reduc-
ing the exchange value of the
Canadian dollar.

Between December 1960 and
December 1961 the money supply
increased by $1,150 million, or a
little over 8%. With the overall
demand for bank credit rising
only moderately, the liquid posi-
tion of the chartered banks con-
tinued to improve. At the end of
the year, the ratio of liquid assets
(cash, day-to-day loans and
Treasury Bills) to deposit liabil-
ities was 18.7%, compared to
16.8% at the close of 1960.

The volume of net new secu-
rity issues increased steadily
throughout 1961. To a large ex-
tent, this reflected the growing
financial requirements of the Fed-
eral Government. |

Interest rates which had changed
little in the first half of 1961, de-
clined scharply at mid-year, fol-
lowing the budget speech in
which the Minister of Finance
emphasized the need to reduce
interest rate differentials between
Canada and abroad in order to
discourage excessive borrowing in
foreign financial markets. Long-
term ‘rates continued to drift
lower during the remainder of the
year.

Government action aimed at
lowering the external value of
the currency and thereby reducing
the country’s deficit from current
international transactions led to a
substantial weakening of the

| Canadian dollar in foreign ex-
change markets. In the final

month of the year the U. S. dollar
was quoted at a premium of 4% %
in terms of Canadian funds, as
against a discount of 1% % which
prevailed in December 1960. The
net increase in Canada’s official
gold and foreign exchange re-
serves during 1961, resulting from
official intervention in the -ex-
change market, amounted to $227
million.

Financial conditions during the
early months of 1962 continued to
reflect the expansionary monetary
and fiscal policies introduced in
the Budget of June 20, 1961. At
the same time, however, move-
ments in Canada’s balance of in-
ternational payments began to
exert an unsettling influence on
the foreign exchange market.

Capital Inflow Halted

In 1961, merchandise trade had
resulted in an export surplus, fol-
lowing a long series of deficits,
and the imbalance on current in-
ternational account had corre-
spondingly been reduced. [The
traditional inflow of long -term
capital had declined drastically,

however, and a growing portion of
the current deficit had, in fact,
been financed by short-term capi-
tal movements.

In early 1962 Canada’s deficit ~ 1

from current international trans-
actions widened markedly (as im-
ports were stimulated by theldo-
mestic business expansion), while
long-term capital flows became
largely offsetting and other capi-
tal movements (mainly in short-
term form) turned negative. As
a result, the entire current ac-
count deficit in the first quarter
of 1962 had to be met from offi-
cial holdings of gold and foreign
exchange. Intervention by the au-
thorities prevented the exchange
rate from declining during this
period and the U. S. dollar traded
at a premium of close to 5% in
terms of Canadian funds until the
beginning of May.

Austerity Measures

However, as pressure on the ex-
change rate continued and the loss
of official reserves accelerated, the
government, with the concurrence
of the International Monetary
Fund, fixed the exchange value of

the Canadian dollar on May 2

at 921% U, S. cents. In spite of the
devaluation and pegging of , the
currency, the situation became

Continued on page 42

Money Supply and Chartered Bank Statistics

(Millions of Dollars)

Money Supply
Currency and Chart. Bank
Deposits (Av, of Wed.)

Average Cash Average Liquid General Loans
Reserve Ratio ~ Asset Ratio (average of
(Percent) (Percent) Wednesdays)

1960
“January

February
March
April
May
June
July
August
September
October
November
December

2961
January
February
March
April
May
June
July
August
September
October
November
December

13,113
13,000
13,012
13,110
13,140
13,255
13,269
13,195
13,280
13,594
13,717
13,830

13,722
13,722
13,827
13,797
13,833
13,938
14,104
14,404
14,432
14,488
14,702
15,035

1962
January
February
March
April
May
June
July
August
September

14,973
14, 907
15,062
15,229
15,499
15,509
15,397
15,076
14, 968

Gross National

17.4
17.4
17.0
16.8
17.2
17.6
16.9
16.8
17.7
18.3
17.3
16.8

4,710
4,663
4,691
4,742
4,830
4,909
5,021
5,033
5,029
5,032
5,044
5,066
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17.4
18.2
18.2
17.3
17.7
18.3
18.3
18.9
18.8
18.8
19.0
18,7

5,001
4,997
5,038
5,106
5,195
5,341
5,452
5,564
5,539
5,582
5,642
5,656
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17.9
18.0
18.0
17.1
17.1
16.1
15.5
15,6
16.1

5,687
5,748
5,856
6,013
6,170
6,410
6,650
6,692
6,741
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Product, by Quarters

(Billions of Dollars.

Seasonally adjusted at Annual Rates)

1961 1962

Labour Income
Farm Income
Corporate Profits

Deduct : Dividends

Paid Abroad =0.5 -0,5

Other Income * 5.0 5.1 4.9

Year T oI W 1

18.1 18.4 19.7 20.0

1.2 0.9 .2 L3

3.3 3.0 3.8 3.9

5.1 5.0 5,5 5.4

Net National Income 27.2 26.9 26.9

Ind. Taxes leas

Subsidies 4.5 4.5 4.4

Capital Consumption All. 4.3 4,3 4,3

27.2 26.6 29.6 29.9

4.4 4.6 5.0 5.1

4.3 4.3 4.5 4.6

Gross National Product 36.0 35.6 35,7

35,9 35.6 38.8 39.4

* Incl. Military Pay and Allowances, Rent, Interest and Miscell us I t

t I

.
Net Income of Non-Farm Unincorporated Business and Inventory Valuation Adjustment.

Net Issues of Securities
(Millions of Dellars)

Govt of Canada Provincial Municipal Corporate and Finance Co, Corporate Total Net Of which payable
(incl. Treas.Bills] Bonds Bonds Other Bonds Paper Stocks New Issues in for. currencies

176 68 15 173 52 45 629 113

«136 239 125 144 1 12 483 67 |

- 64 . 155 56 45 44 30 178

637 15

|

91 ~42 1 34 35

Push -button bills for

1,374,000 electric
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3%
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man payroll in only 4 minutes, and can update files

on one million accounts every day. Office work that
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RCA 501 System has been a big help in streamlining
accounting procedures for customer billing at Niagara
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Niagara Mohawk is planning today for the power
needs of tomorrow. : J
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Report of the IBA |
Canadian Committee

Continued from page 41

more critical in June, particularly
following the indecisive federal
elections.

|

In order to arrest the exchange
crisis, the government introduced
on June 24 a series of austerit
measures, The program, consisting
of import tariff surcharges, a cut
in tourist exemptions, proposed
reduction in the government’s def-
icit and a 6% Bank Rate—sup-
ported by special financial as-
sistance from abroad—resulted in
a strengthening of the Canadian
dollar and a rapid recovery in ex-
change reserves. At the October,
official holdings of gold and U. S.

dollars (excluding the $475 mil-
lion representing short-term in-
ternational loans and currency
swaps) were in excess of $2.1 bil-
lion, the previous peak reached a
year earlier. In the meantime,
part of the foreign credits had

¥ been repaid and the austerity

measures considerably relaxed.

Money Supply Increased

In the monetary field, the ear-
lier part of the year saw a con-
tinuation of a policy of general,
though somewhat less active, ease
with the money supply expanding
by close to $500 million from Dec.
1961 to May 1962. In view of the

Miscellaneous Financial Statistics

Day-to-Day
Loan Rate
(Closing Rate, last

Treasury Bill Yield
(Av. Tender Rate on
91 Day Bills, last

Govt. of Canada
41% Sept. 1,1972
(Closing Market Yield

Exchange Rate
USDollar in Can. ¢
(Spot Closing Rate

Wednesday of Month)  Thursday of Month) Last Wednesday of Month) for Month)

1960
January
February
March
April
May
June 3

July 31/4
August 13/4 |
September 1
October 3
November 31/2
December 23/4

3
41/4
3

31/2
21/2

961
January
February
March
April

May

June

July
August
September
October 21/4
November 21/4
December 3

21/2
23/4
23/4
31/4
‘23/4
23/8
25/8
13/4
23/8

e

1962
January
February
March
April

May

June

July
August
September

5,91

5,62
.50
.35
.24
.15
.24
.82
.76
.06
27
.22

95.25
95.06
95.78
96. 50
98.75
98.03
97.47
97.16
97.72
97.59
97.81
99. 66

.17
.07
.15
W12
.08
. 81
. 86
. 83
. 88
.82
.69
.71

99.03
98,75
98.91
98.87
98.69
10350
103.09
103.12
103,00
103,37
104.28
104, 34
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4.77
4,75
4,67
4.61
4,83
5,33
5,41
5,38
5.35

104.69
105,03
105. 00
105,00
. 109,00
108.19
107.81
107.72
107. 66
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sharp rise in bank loans, associated
with the business expansion and
the worsening exchange situation,
the bank’s liquid asset ratio de-
clined during this period from
18.75% to 17.13%. The reversal
in central bank policy, as part of
the austerity program, led to
heavy selling of government secu-
rities by chartered banks and a
further reduction in their liquid
asset ratio, close to the agreed
minimum of 15%. The contraction
in the money supply between May
and September (reflected exclu-
sively in ‘'government deposits
with the chartered banks) ex-
ceeded the expansion which took
place in the previous five months.
The excessive tightness in the
banking system has moderated
somewhat since.

In line with the monetary de-
velopments, interest rates rose to
near-record levels in the early
part of the summer. Chartered
banks raised their prime lending
rate to 6%, while yields on long-
term government bonds climbed
from about 4.90% to 5.50% and the
yield on 91-day Treasury Bills
from 3.50% to 5.50%. The im-
provement in Canada’s exchange
position in subsequent months
was accompanied by a selective
decline in interest rates and by
the end of October long-term gov-
ernment issues were yielding

5.05% and Treasury Bills 4.12%."

Meanwhile, the Bank of Canada
reduced its discount rate from 6%
to 5% in two successive steps. A
further reduction, to 4%, was an-
nounced on Nov. 14.

The volume of net new security
issues in the first half of the year
was considerably below the cor-
responding period of 1961. Debt
operations by the Federal Gov-
ernment resulted in net retire-
ments during this period. On the
other hand, municipalities and
corporations were net borrowers
on a much larger scale than in the
first half of 1961. As the trend of
the stock market discouraged
equity financing in the spring
months, new corporate stock is-
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sues declined substantially com-
pared to the first six months of
last year. A sharp increase in
foreign-pay issues occurred in the
second quarter, reversing the
trend of the two previous quar-
ters. In recent months, Canadian
provinces, municipalities and cor-
porations have done a growing
volume of new financing abroad.
The Federal Government itself has
recently raiséd $250 million in the
New York market. At the same
time, there has been a marked
revival in [non-resident purchases
of outstanding Canadian bonds.

Confidence Restored

On the whole, financial mar-
kets in Canada operated under
considerable strain during the
current year, undergoing wide and
erratic price fluctuations. By the
fall of 1962, however, confidence
seemed to have returned and a
great measure of stability had
been achieved.
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1 Payments

(Millions of Dollars)

1960

1961 1962

Current A ccount
Mezchandise Exports
Merchandise Imports
Trade Balance

Travel Expenditures (net)
Interest & Div. (net)

Other Receipts/Payments(net) -180

1st Half 2nd Half Year lst Half

Current Account Balance

-8Q3
_Capital Account

Direct Investment (net)

Cdn, Security Issues (net)

Trade in Outstanding
Canadian Securities

Other: Private Cap.

Movements 105

Loans & Subscriptions by
Govt, of Canada (net) 7

Inter. Fin. Assistance -

Change in Exch. Reserves* '93

Net Cppital Movement 803

* Minus sign indicates increase.
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Report of IBA Nuclear
Industry Committee

' Continued from page 31

energy—even with private own-
ership of nuclear fuels—would be
competitive in areas where con-
ventional fuels were as low as
30 cents per million BTU,

The conclusion is that even to-
day, the construction of atomic
plants is economically justified in
such areas as California and New
England. There are many signs
that nuclear plants will be started
in increasing numbers in the next
few years.

Plants Now Operating

In the meantime, the several
reactors now in operation in the
United States havel continued to
perform extremely well, For
some, the AEC has granted per-
mission to increase the power
output above the originally
planned capacity. Yankee Atomic
Electric Company has been oper-
ating its nuclear plant, inaugu-
rated in August, 1960, at the au-
thorized power level of 141,000
net electrical kilowatts. Permis-
sion was granted in October, 1962,
to increase the power level to
155,000 kilowatts, Commonwealth
Edison Company had been oper-
ating its plant,’ completed | in
October, 1959, at its nominal net

capacity of 170,000 kilowatts. The
company has now received per-
mission to increase the output to
200,000 kilowatts, These increases
in capacity will bring about such
a reduction in the cost of nuclear
power that it is quite possible that
these new plants may be fully
competitive at the increased
power levels. : !

The plant of the Consolidated
Edison Company of New York at
Indian Point went “critical” in
August of this year. Its power
output will gradually be increased
to the full capacity of 255,000
kilowatts (roughly 40% of this
output will come from oil-fired
superheaters).

The fast breeder reactor of The
Detroit Edison Company will

‘probably undergo criticality tests

early next year. Fast breeder re-
actors are now believed to be the
key to complete nuclear fuel
utilization.

Northern States Powel;( Com-
pany is building a 62,000 kilowatt
nuclear plant, equipped for in-
tegral superheating of the steam.
This plant will be ready early
next year.

Carolinas Virginia Nuclear
Power Associates is building a
pressure-tube reactor (as distin-
guished from a pressure-vessel

reactor) coupled with an oil-fired
superheater, This plant will also
start operating early next year,
The High Temperature Gas Re-
actor of Philadelphia Electric and
associated companies will be the
first gas-cooled reactor in "this
country. Unlike the gas-cooled

.reactors in the United Kingdom

and France, this plant will use
enriched uranium instead of nat-
ural uranium and will be cooled
by helium instead of carbon di-
oxide as in Europe. The plant,
with a capacity of 40,000 kilo-
watts, should be ready in late
1964.
In Planning Stage

A number of plants are in the
planning stage.

Pacific Gas and Electric Com-
pany decided last year to con-
struct a large 325,000 kilowatt

-plant at Bodega Bay, “solely for

economic reasons.” Some delays
in the go<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>