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Scarity of capital in depression
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Houston : boom in the heart of Texas Thanks to
no zoning?

Real-estate developers in Houston gal
loped through the 1960s at a pace so fe
verish that the city always managed to
rank among the country's top four for
square footage under construction . But
if the first five months of 1970 are any
indication , the next 10 years in Texas'
largest city will make the 1960s pale by
comparison . Already this year , devel
opers have announced plans for, or be
gun work on , a total of 8.7-million sq.
ft. of office space compared with 15,2
million sq . ft . put in place during the
past decade .

And those figures do not include
what may become Houston's most im
portant real-estate deal to date . Re
cently, Texas Eastern Transmission
Corp. announced that it had nearly
completed the acquisition of 75 acres of
underutilized land on downtown Hous
ton's long-dormant East Side and
would develop the 32-block tract over
the next 15 to 20 years at a cost esti
mated by others of $1.5-billion . The
land alone, roughly the size of the
downtown area already developed , cost

V.
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Downtown Houston expands
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about $50-million . The way it will be
built up will influence future planning
for all of Houston , a city without a zon
ing ordinance , where rapid urbaniza
tion has spawned a growth pattern
that local architect Thomas A. Bullock
calls "completely undisciplined. "

adop al

MART

Texas Eastern's plans for its new
property are not firm yet, but it has
hired William L. Pereira & Associates
to map the development . Pereira, a
well-known architect-planner in Los
Angeles , says that the project "must
involve the entire metropolitan com
munity ," and that "it can't be an island
in the middle of Houston ; it should be a
landmark in urban design . " B. D. Good
rich , Texas Eastern's president , adds
that the development will include "pro
visions for taking care of automobiles,
hotels, apartments , office buildings ,

commercial space."

Eastex Freeway

The company first acquired two
small pieces of land in the eastern sec
tion of downtown in 1961 , when it
moved its headquarters to Houston
from Shreveport , La. Then , in late
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1968 , it decided to conduct its own ur
ban renewal program . To handle the
acquisition , Texas Eastern hired La
guarta , Gavrel & Bolin Inc and Shind
ler/Cummins . Inc.. two Houston real
estate firms. Headed by George R. Bo
lin, a vice-president of Laguarta, Gav
rel, a team of 18 brokers from the two
firms contacted every property owner
in the area during a three-dav blitz last
June. Within one week, they had
agreements for 10% of the land. Now
the company holds agreements for 96%
of the property and expects an addi
tional 3% to be signed in the next two

Big developers plunge
ahead with plans
to rebuild the central city
months or so . Two holdouts have re
sisted the company's overtures , Bolin
says, and the project probably will have
to be developed around them.
Moving in. Texas Eastern's new acquisi
tion currently is a hodgepodge of un
sightly warehouses , filling stations ,
parking lots , garages , cheap hotels,
apartment houses , and once-beautiful
old homes . Because of the area's de
cline , few developers have been willing
to chance major investments more
than a block or two east of Main Street ,
the major thoroughfare through the
central business district . And while Bo
lin will not reveal the tactics he used to
acquire the tract , he probably borrowed
a technique from Greenway Plaza , a
$450-million suburban development
about 10 mi . from downtown . At
Greenway the developer offered home
owners prices 25% above appraised
value of their property and will allow
them to live rent-free for five years ,

after which they may salvage what
they can and leave.

The Greenway Plaza project, begun
in 1967 by Century Development Corp.,
reflects the direction Houston real-es
tate men took in the mid- and late
1960s. They emphasized areas south
west of the central business district,
along the Southwest Freeway , and
west of the city along Loop 610. They
also concentrated on elements , such as
low-level shopping centers, parks ,

apartment complexes , and offices , that
give a city a horizontal look . The aim ,
says Century Development President
John A. Davis , was to provide a "total
environment"-all the amenities that
could not be found in the central city.
New wave . But lately developers , and
especially major corporations , have re
turned downtown with a mind to
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ArgylDon't stop progress . Just make it gracefully.
to build big . The scale alone
frightens some people.
But maybe it will help if the giants
turn out to be handsome . Koppers
Company, Inc., Pittsburgh , Pa. 15219.

towers like the one you see here,
already built and tested for loads of
345,000 volts . Laminates can be
straight, tapered , or curved , and
their wood is chemically treated to
resist insects and decay.

Koppers is no newcomer to the
electric utility industry . We supply
electrostatic precipitators to
control air pollution ; construction
materials ; protective coatings;
sound conditioning equipment for
generating plants ; chemically
treated poles ; reinforced plastic
pole line hardware ; even reinforced
plastic booms for line repair hoists.
We know what power companies go
through . When they build , they have

Marching across the country in the
seventies and eighties , a new race
of giant transmission towers will
carry electrical loads of a million
volts into U. S. cities . How will they
look? How will the public respond?
As electric utilities have often
discovered , the same people who
desperately need new power
sources sometimes fear and oppose
the needed facilities . But even a
high-voltage transmission tower can
be handsome , and the industry has
sponsored an ambitious design
program to prove it.
That's where Koppers comes in .
Our strong , good looking laminated
wood structurals form transmission

K..PERS
Engineered Products
Environmental Systems
Chemicals and Coatings
Architectural and
Construction Materials
Plastics
Engineering
and Construction
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This three-fourths-size replica of the famous Flying
Cloud is in Bethlehem's East Boston ship repair
yard . But she is not being made ready to sail the
seas . Instead , she is being converted into a special
annex for the Boston 1800 Restaurant, a waterfront
facility of Holiday Inns , Inc.
Bethlehem Steel has been a leading designer,
builder, and repairer of ships for nearly 70 years.
Wewere the largest private builder of U. S. Navy
ships during World War II. More recently,
Bethlehem built both the nuclear cruiser USS Long
Beach and the nuclear frigate USS Bainbridge.

PÕNEVA

What's a steelmaker
doing with a wooden
clipper ship?

1.7
N

}

One of the fastest sailing ships in history, the original Flying Cloud was built in an East Boston
shipyard in 1851. Before being destroyed by a dock-side fire in 1874 , she established an all-time
sailing record by racing " 'round the Horn" to gold -crazy San Francisco in 89 days.

Today, we are busy building tankers, container
ships, chemical carriers , . .. and repairing and
converting a variety of ships in our yards on the
Atlantic , Gulf, and Pacific Coasts . A new
shipbuilding basin now under construction will
enable ourSparrows Point Yard to build ships up
to 300,000 deadweight tons.

At Bethlehem we are continually looking ahead
... to new steels, new ways to make them , new
products, new materials , and new methods to get
them to our customers quickly.

BETHLEHEM STEEL BETHLEHEM
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The cost of a college education is up 70% since 1959.
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This card is for business travel only. It guarantees that
you will pay our pre-set commercial rate at every
TraveLodge. It can save your company importantdollars.
We also give you free reservations from any place in
the country. Just dial 800-255-3050.

STATISTICS: DEPT . OF HEW- OFFICE OF EDUCATION

Fill in your name . Attach to your business letterhead.
Mail to : TraveLodge, Dept. BW,Box 308, El Cajon,Calif.
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"humanize" it with fountains , small
shops , living areas . "Our clients now
are saying , 'let's save the trees,' " ob
serves architect Bullock . "Two years
ago, they couldn't have cared less ." An
other local architect , Joe Santa Maria,
believes the Texas Eastern devel
opment , under Pereira's influence , will
take this thinking a step further. "Per
eira is big on doing away with the au
tomobile," he says . "He uses people
movers , mini-monorails , moving side
walks, with garages on the fringes and
mass transit inside."

Even the most optimistic Hous
tonians feel a mass transit system can
not be developed much before the
1980s . By that time, concentration in
the central business district, spurred
by the current building boom, probably
would be able to support it . In addition
to the Texas Eastern project , for in
stance , Dallas builder Trammell Crow
and Metropolitan Life Insurance Co.
are collaborating on an 18-acre devel
opment in the southwest corner of
downtown. It will include a 34-story of
fice tower, shops , hotels , parking.

Gerald D. Hines , a prolific developer
who started building in Houston in
Texas Eastern thinks it
has to do something
big- to match its earnings
1957 and has completed 104 offices,
apartments , and the like , accounts for
another 7-million sq . ft . of space under
construction . His biggest project is the
city's tallest building , the 50-story, 714ft. Shell Plaza, scheduled for occupancy
this summer, and a companion 29-story
building. Another building , 44-story
Dresser Tower , will be completed in
early 1973. It will be part of a walk
way-connected complex of office build
ings , hotels , and apartments called Cul
len Center, on the far southwestern
end of downtown.

Other downtown plans include a
$150-million three-block hotel and of
fice project, connected by tunnels and
sponsored by Tenneco , Inc. and Pru
dential Insurance Co.; a 40-story Za
pata Norness, Inc. , office building ; and
a 35-story building planned by Century
Development.

Texas Eastern , which previously limited itself to the transportation , manu
facture , and sale of oil and gas and
their products , is taking its first step
into Houston's red-hot real -estate mar
ket . But Goodrich , its president . Doints
out that real estate and pipelines are
similar in some ways : They require
large amounts of capital. involve super
vision of construction , and pav off over
relatively long periods of time. His
company earned $53.4-minon on reve
nues of $588-million last year, and he
says : "We had to do something on a
scale meaningful to our earnings."
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Smog threat

Smog may be coming back to London.
The reason: a severe shortage of
smokeless coke that homeowners and
industry, under government prodding
and incentives, have widely substituted
for banned soft coal . If the smog rolls
back in , it means a setback in a model
antismoke program that has impressed
officials in many other cities.

In 1952, after some 4,000 Londoners
died during a week-long smog , the gov
ernment took steps toward what even
tually became a comprehensive pro
gram of smoke control. Government
imposed "smokeless zones " in London
and other British cities reduced smoke
by more than half and the once-com
mon eye-smarting smogs became a
thing of the past.

Now , the shortage of smokeless coke
threatens the effort . Britain's National
Coal Board , which runs the nation
alized industry , estimates that coke de
mand this winter will outrun supply by
300,000 to 400,000 tons . As a result, au
thorities must relax restrictions on
burning soft coal. Last week , Peter
Walker, State Secretary for Environ
ment , authorized suspension of 40% of
London's smoke control regulations.

Antipollution forces are alarmed .

The British National Society for Clean
Air, which played a major role in smoke
abatement programs , says : "We regard
the situation with grave concern . This
is definitely a setback."

New York City
Chicago
San Francisco

December 1-2, 1970
December 3-4, 1970
December 7-8, 1970

International organizations seeking new
markets, new sources of basic resources,

low cost labor, new manufacturing sites,
and unique investment opportunities are
investigating the Republic of Indonesia.

Possessing an area of 735,000 square
miles ( roughly the same as the U.S. East
of the Mississippi ) , a population of 120 mil
lion industrious people , and the world's
third richest reservoir of natural resources,
Indonesia commands the interest of far
sighted managements .

Despite the Suharto Government's encour
agement of foreign investment, many
organizations encounter difficulties assess
ing Indonesia's true potential . The princi
pal problem has been a lack of know-how
and practical information available for
management review prior to making and
implementing high level decisions. To
bridge this communications gap , Ness
International- the pioneer U.S. electronics
company in Indonesia-offers an objective,
down-to-earth symposium for corporate
executives and investors desiring a realis
tic view of Indonesian opportunities.

" Indonesian Venture/Investment Seminar,"
an intensive , two day meeting , features
comprehensive presentations by speakers
having "hands-on " experience : Indonesian
and U.S. Government officials , senior rep
resentatives of international banks , mem
bers of international legal and accounting
firms , and executives of Ness International.
Topics to be covered include Indonesian
Government Policies , legal considerations,
business practices , political conditions,
union and labor questions , expatriate
management, logistics and communica
tion , taxation , and an economic-social
cultural background .

The seminar fee is $400 per person, and
it includes a valuable course text and both
luncheons. For complete information , write
to Philip Breitmeyer, President , Ness Inter
national, 422 Waverley Street , Palo Alto,
California 94301 , or call (415) 322-4626 .

Ness International

BUSINESS WEEK : OCTOBER 24 , 1970

Critical factors . The reasons for the
shortage add up to what the presti
gious Times calls a "muddle"-a blend
of technological and bureaucratic mix
ups . Most important is the British gas
industry's conversion from manufac
tured to natural gas . Extracting manu
factured gas from coal produces coke.

A decade ago, the gas industry began
substituting oil for coal and then , six
years ago , when large supplies of natu
ral gas were found in the North Sea,

gas users began changing over to natu
ral gas . This has put the so-called
"town gas" plants , which make gas
from coal, out of business , and coke
production has plummeted from nearly
10-million tons in 1960 to only 2.5-mil
lion tons this year.

The gas industry , which is also na
tionalized , takes little responsibility.
Its job, says a spokesman , is to "pro
vide gas, not coke . ” But the Clean Air
Society is pressing the government to

CARTMA..
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Chimneys may belch again as London
relaxes rules on the use of soft coal.

prevent the industry from closing
down any more plants that manufac
ture gas. It also wants the government
to work out a national fuel policy and ,
in the meantime , to redistribute coke
supplies more sensibly . Right now , for
example , Brighton , the seaside resort
which has no smoke controls , has
plenty of coke , whereas Croydon , an in
dustrial suburb of London where soft
coal is outlawed , has practically no sup
plies.

Also contributing to the present
crisis is the failure of the National Coal
Board to develop an alternative smoke
less fuel. It has spent $20-million on re
search in recent years and come up
with "Bronowski's bullets ," small bri
quettes of coal and dust named after
scientist Jacob Bronowski , who devel
oped them . While they work well in the
laboratory, their actual use presents
headaches . For example , they dis
integrate easily and often fall apart
during shipment . Production of the
"bullets" has lagged while scientists
try to solve such problems.

Meantime , in a coals-to-Newcastle
flavor , anthracite briquettes are being
imported from France over loud pro
tests from Welsh miners . And would

be coke users , including government
agencies , are working to switch over to
natural gas or oil.

Ominously, no end to the coke
shortage is in sight . Government min
ister Christopher Chataway warns that
smokeless zones will probably have to
be suspended in the 1971-72 winter as
well as the upcoming one.

CITIES
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Managing the "Money Supply"-Part I
To the question , Who manages the "money supply" in

the United States? the almost universal answer would be,
the Federal Reserve authorities . Technically , this widely
held view is correct, and it is shared by the members ofthe
Federal Reserve Board and others engaged in managing the
Nation's banking system . The booklet entitled The Federal
Reserve System, published by the Board of Governors, in
cludes the following statement at the beginning of the first
chapter: "The function of the Federal Reserve System is to
foster a flow of credit and money that will facilitate orderly
economic growth , a stable dollar , and long-run balance in
our international payments .

Moreover, when the Federal Reserve System was
created in 1913 , Congress delegated its constitutional
responsibility for coining money to the newly created
independent banking system . Thus , for the past 57 yearsthe Federal Reserve banks and the commercial banks that
are members of the Federal Reserve System have been the
source of "credit and money " created for use in the
Nation's economy . By means of its regulatory powers
over the activities of the commercial and regional Federal
Reserve Banks , the Federal Reserve Board has attempted
to regulate the amount of "credit and money" made
available to the economy by the banking system.

The purpose of this discussion is not to question
whether or not the banking system, under the direction
of the Federal Reserve Board , has in fact created virtually
all of the "credit and money" that have been made
available. Rather, our concern is with the apparent lack of
effectiveness with which the system has performed its
self-stated functions , and the possible reasons why.
Because developments during the decades prior to World
War II now are "water long over the dam, we shall
consider only the post-World War II period , with primary
emphasis on the two decades since 1950.

>>

During the 20 years from January 1950 to January 1970,
there were three recessions , a "mini" recession , and the
current contraction of business activity, the magnitude and
duration of which remains to be seen . Thus , the Federal
Reserve's efforts "to facilitate orderly economic growth"
have not been highly successful . During these 20 years the
Consumer Price Index increased 60 percent (the consumer
dollar lost nearly 40 percent of its purchasing power) .
Obviously, the objective of providing a "stable dollar" has
not been met. The Nation's balance of international pay
ments was in deficit for 18 of the past 20 years , and the
deficits have been a principal cause of serious international
problems during much of the past decade . Clearly , manage
ment of the domestic monetary system has not facilitated
"long-run balance in our international payments."

The foregoing observable results seem clearly to
indicate that the monetary authorities have not succeeded
in achieving their stated objectives . Our continuing
research on money -credit developments during the past 35

137

years reveals what we believe may be some of the reasons
why, in spite of their well-intentioned efforts, these
authorities have failed to carry out their functions as
effectively as they and others would have wished .

A technical discussion of the detailed procedures
involved in managing a complex banking system is not
essential to this discussion . However , a description of the
relationship between the banking system and all other
sectors of the economy should be useful. In an attempt
to communicate effectively, we shall describe what we
refer to by certain names used in this discussion.

Among their activities , commercial and Federal Reserve
banks make loans and buy and sell investment-type assets
such as Government , corporate , and tax-exempt bonds. Of
course, savings banks , other financial institutions , busi
nesses, and individuals also engage in lending and investing
activities. However , only the commercial and Federal
Reserve Banks have the privilege of paying for the
securities that they purchase or providing the loans that
they make by printing new currency or by merely
entering a credit to the checking account of the seller or
borrower. Savings banks , savings and loan associations, and
other financial institutions can lend or invest only funds
that have been acquired from (deposited with them by)
someone else. Thus, only the Federal Reserve banks and the
commercial banks can create new "purchasing media,"
which is our preferred name for demand deposits and cur
rency that popularly are referred to as the "money supply.'
Therefore, only the commercial and Federal Reserve Banks
are included in what we shall hereafter refer to as the
"banking system ," because only transactions between these
banks and the "people," by which we refer to all individu
als, businesses, and other entities in the economy outside
the banking system, can result in changing the total amount
of purchasing media available for use . However , the people
have the option of spending or saving the purchasing media
that they acquire when they sell assets to or obtain loans
from the banking system .

""

For example, if the banking system buys a bond from
Mr. Jones and pays for it by making a bookkeeping addi
tion to Mr. Jones ' checking account, the supply of pur
chasing media available to the people would be increased by
an equal amount . However, if Mr. Jones decides to save his
newly acquired purchasing media and transfers the bond
sale proceeds from his checking account to his savings
account, the amount of purchasing media available to the
people would revert to its former level.

Broadening this individual transaction to include all of
the transactions between the banking system and the
people reveals that whenever the banks create purchasing
media for making loans to or for purchasing investment
type assets from the people , additional purchasing media
are made available to the people . On the other hand ,
whenever a loan is repaid to the banking system or an



investment-type asset is purchased from the people by the
banking system , purchasing media are returned to it from
the people. The managers of the banking system,
therefore, seem to be in a position to regulate the amount
of purchasing media ("money supply") in use in the
economy by regulating the amount of loans made and the
net amount of investment-type assets sold to or purchased
from the people.

However, that this sometimes is not the situation was
indicated by the example given above with reference to
Mr. Jones ' actions . Even if the banking system pays out
$10 billion to the people in exchange for securities
purchased from and loans made to them, the people
decide how much of the $ 10 billion they wish to retain
in their checking accounts and currency holdings and how
much they wish to return to the banking system as
deposits to their time (savings) accounts. If the people
choose to add the entire amount to their savings
accounts, the net result will be no increase in total
purchasing media . On the other hand , if they choose to
retain the entire amount in their checking accounts and
currency holdings , total purchasing media would be
expanded by $ 10 billion . Consequently , the managers of
the banking system can regulate the amount of lending
and investing undertaken by the banks but they cannot
effectively regulate changes in total purchasing media.

The accompanying chart reflects the experience during
the past 20 years . The top line on the chart shows the
changes , plotted semiannually, in the total liabilities of
the banking system. These total liabilities of the banking
system include all time (savings ) deposits, demand
deposits (checking accounts) and currency outstanding.
Increases in the total liabilities of the banking system
initially result in increases in the total amount of
purchasing media transferred by the banks to the people.
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However, as we indicated above , the people decide what
portion of these purchasing media they wish to return to
the banks by adding them to their time (savings) deposits,

changes in which are reflected by the second line from
the top on the chart , and what portion they wish to add
to total purchasing media by retaining them in their
demand (checking) accounts and currency holdings.
Semiannual changes in the total of purchasing media are
reflected by the lower solid line on the chart . The people
also decide what portion of total purchasing media they
wish to spend in day-to -day business transactions and
what portion , if any , they wish to hoard or hold
temporarily idle . The gradual return to active use of the
substantial portion of total purchasing media that had
been idle during and shortly after World War II is
reflected by the bottom (dotted) line on the chart.

Although the rate of increase in both the total
liabilities of the banking system and in total purchasing
media was substantially more rapid during the decade of
the 1960's than it was during the 1950's , the rate of
increase in the amount of purchasing media in active use
has remained relatively constant during the two
decades , subject , of course , to short-term fluctuations.
Thus, adoption of generally more "expansionary"
monetary policies by the banking authorities during
the past decade has not resulted in acceleration of the
rate of increase in total purchasing media in active
use.
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This evidence strongly suggests that the people , not
the managers of the banking system , have the power
effectively to regulate changes in the total of purchasing
media in use.

In the next issue of these reports we shall discuss
additional evidence that appears to substantiate this
conclusion.
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STATISTICAL INDICATORS OF CYCLICAL TRENDS
Group percentages of the primary leading, roughly

coincident, and lagging indicators expanding cyclically
shown on the accompanying chart reflect the "short list"
of primary series selected by the National Bureau of
Economic Research in 1966. Shaded areas represent
periods of cyclical contraction of business activity since
1953 that have been identified to date by that
organization .

1926

Mamy

1957

¹28

LEADING

ROUGHLY COINCIDENT

The percentage of primary leading indicators expanding
cyclically remained at 8 , as only housing permits are
definitely expanding cyclically. However , improvements
recently have occurred among five other series. Whether
or not the change in consumer installment debt , inverted
initial claims for unemployment benefits , and common
stock prices still are contracting cyclically has become
doubtful ; and the cyclical trends of new orders for
durable goods and price per unit of labor cost, which had
been contracting, became indeterminate . These five series
may have reached cyclical troughs , but data for a few
more months are needed for ascertaining whether recent
increases are the beginnings of cyclical expansions or only
interruptions of contractions .

Among the primary roughly coincident indicators,
improvements occurred among two series : the cyclical
status of manufacturing and trade sales , which had
been contracting irregularly since late last year but
which increased during May and June, became
indeterminate ; and the July increasethe July increase in industrial
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production raised doubt that this series still is
contracting cyclically. Nevertheless , the percentage of
primary coincident series expanding remained at 29 ,
and this group reflected contraction of general business
activity through June .

Among the primary lagging indicators , the group
percentage expanding cyclically remained at 50.

Although only one of the twelve primary leading
indicators definitely is expanding cyclically, as many as
five other such leaders may have begun to do so. Further
increases among these series would tend to support the
belief that the contraction of general business activity
soon will end.

NEW CONSUMER GOODS PER CAPITA

¹46

Our seasonally adjusted index of new consumer goods
per capita decreased 0.7 percent from May to June and
was 2.7 percent less than that during June 1969."The
index in June was slightly less than the previous trough in
January as a result of recent decreases in residential
construction. Before adjustment for population growth,
which currently is at the rate of about 1.0 percent
annually, seasonally adjusted new consumer goods pro
duction decreased 0.6 percent from May to June and was
1.7 percent less than that a year earlier.

1

Seasonally adjusted production of manufactured con
sumer goods was 0.4 percent more during July than that
during June but was 0.7 percent less than that during
July 1969. The trend of such production has been slightly
upward since last November. Manufactured consumer
goods production , including durable and nondurable
manufactured goods , accounts for more than three
quarters of total new consumer goods production . Among
the principal categories of manufactured consumer goods,
production of automotive products increased 0.4 percent
and that of home goods and apparel increased 0.1 percent
from June to July ; production of consumer staples
increased 0.5 percent during the latter month . Output of
automotive products was 8 percent less, and that of home
goods and apparel was 5.3 percent less , than that a year
earlier. Production of consumer staples was nearly 7
percent more than that during July 1969. Production of
television and radio sets increased 3.3 percent from June
to July but was 17 percent less than that a year earlier.

Production of manufactured consumer durable goods,
including automotive and home goods , increased 1.3
percent from June to July but was 4.6 percent less than
that during July 1969. Production of manufactured

impinan
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consumer nondurable goods , including apparel and staples,
increased 0.1 percent from June to July and was 0.7
percent more than that during July 1969.

Data on residential construction put in place , which
accounts for almost one-quarter of total new consumer
goods production , are available only through June . Such
construction , in terms of 1957-59 dollars , decreased a
total of about 5 percent during May and June , and during
the latter month it was 15 percent less than that during
June last year. However, the trends of both housing
permits and the number of houses started have been
substantially upward since January . Therefore , increases in
residential construction put in place during the next few
months would not be surprising.

The cyclical trend of new consumer goods produced
per capita has been indeterminate during recent months.
Manufactured consumer goods production would be
affected adversely by a strike of automobile workers, but
increases in residential construction put in place seem
probable . These factors may obscure the trend of new
consumer goods produced per capita during the next few
months.

INDUSTRIAL PRODUCTION

Production of steel , automobiles , electric power , and
lumber (1) in the 1- and 4-week periods ended on the
indicated dates in the current year and (2) in the
corresponding periods of earlier years was as follows:

1929 1932 1957 1961 1969 1970
Steel

Ingots, etc.-million tons
1 week: August 22
4 weeks : August 22

Automobiles
Vehicles-thousands

1 week : August 22
4 weeks : August 22

Electric Power
Kilowatt-hours-billions

1 week: August 22
4 weeks : August 22

Lumber
Board feet-billions

1 week: August 15
4 weeks: August 15

p Preliminary.

1.24 0.24 2.10 1.94 2.58 2.43
5.15 0.96 8.24 7.51 10.31 9.75

100 20 124 17 126 81p
389 94 475 145 250 177p

1.8 1.4 12.0 15.7 30.2 32.6
6.9 5.7 49.0 64.0 120.8 130.5

0.68 0.20 0.71 0.68 0.63 0.56
2.81 0.86 2.78 2.61 2.65 2.38

DEMAND
RETAIL SALES

Estimates of retail sales for the most recent week and 4
weeks compare with such sales during the corresponding
periods a year earlier as follows:

Period
Week ended August 22
Four weeks ended August 22

PRICES

Percent Change

+ 3
+4

CONSUMER PRICES
The Consumer Price Index before adjustment_for

seasonal variation increased 0.4 percent during July ,
according to the latest report of the Labor Department.

The July index of 278.5 (1935-39=100 ), which is
equivalent to 135.7 on the 1957-59 base , was 6 percent
more than that for July 1969. The unadjusted index
increased at an annual rate of 4.8 percent during July,
which was the same rate as that during May and June.
The seasonally adjusted index increased 0.3 percent
during July , which was the same as the downward revised
increase for June.

Four of the five principal components of the index
increased from June to July . Percentage changes in these
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PERCENT INCREASES IN THE
CONSUMER PRICE INDEX DURING 1970

Month
January
February
March
April
May
June
July

Unadjusted
0.4
0.5
0.5
0.6
0.4
0.4
0.4

Seasonally adjusted
0.6
0.5
0.4
0.5
0.5
0.3
0.3

component prices from those a month and year earlier,
respectively, were as follows: food, +0.5 and +5.3 ;
housing, +0.4 and +7.2 ; apparel, -0.6 but +3.6;
transportation , +0.6 and +5.7 ; and health and recreation,
+0.4 and +5.3.

The component index of food prices increased slightly
more than seasonally during July, primarily as a result of
an increase of nearly 15 percent in prices of eggs . Prices
of meat , poultry , and fish increased less than seasonally,

and vegetable prices decreased . Apparel prices decreased
during July, but prices for gasoline , cigarettes, and
newspapers increased . Among prices of services, increases
were reported in hotel and motel rates, water and
sewerage charges , and medical care.

Average weekly spendable (after tax) earnings for a
factory worker with three dependents increased $0.801
during July. This amount was $4.90 , or 4.9 percent , more
than the average during June 1969. The purchasing power
of such earnings in July , however , was less than that of
smaller earnings a year earlier because of the relatively
larger year-to-year increase in consumer prices. The
purchasing power of the consumer dollar during July was
only 35.9 percent of that during the 1935-39 period.

Two technical changes in the methods of reporting the
Consumer Price Index have been adopted by the Labor
Department . Department officials began to report the
seasonally adjusted index last spring , and recently they
began to carry the seasonal adjustment factor and the
seasonally adjusted index to two decimal places. The
reason given for the use of two decimal places was the
"elimination of rounding errors " in the adjusted index ,
which accounted for the downward revision of the
adjusted index for June.

Percent increases in both the adjusted and unadjusted
Consumer Price Index this year through July are shown in
the accompanying table. The table shows that the rate of
increase in the adjusted index during June and July was
somewhat less than the rates of increase earlier this year.

A blight that has attacked much of this year's corn
crop might affect future prices of meats and poultry . If
the blight restricts corn production greatly , supplies of
corn-fed cattle , hogs, and chickens probably would be
restricted next year. However , if many producers expect a
shortage of corn feed and market their animals earlier
than usual, meat and poultry prices might decrease
temporarily .

Further large increases in the Consumer Price Index
seem probable during the next few months.

COMMODITY PRICES
1969 1970

Index Aug. 17 Aug. 10 Aug. 17
Spot-market, 22 commodities* 296 295 294
Commodity-futures 293 295 305
Steel-scrap $33.50 $39.67 $39.67
*For the preceding Tuesday.
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JUST ASK... HHHHHH
FINANCINGA EF HESALDADOLLAR ECONOMY

INVESTMENT OPPORTUNITIES IN FIXED -INCOME SECURET(183)

4

Investing for

C•

Call or write your account executive to
send you a copy of our material on fixed
income securities . We offer two booklets :

FINANCING A TRILLION DOLLAR ECONOMY and
THE STORY OF MUNICIPAL bonds . And our
monthly reports include FIXED-INCOME SECU
RITIES and CONVERTIBLE BONDS .

We know the bond business- and we
offer whatever kind of bond you desire .

You may have a definite preference to in
vest for a certain length of time in the obli
gations of your own locality or home state.
You may have a favorite industry or firm.
And you obviously want the highest return
on your investment you can find . We can
help . Our new search system can match
specific suggestions to your own particular
needs.

We're eager to serve you . A telephone
call toyour account executive will put him
along with all of Merrill Lynch- to work ,
for you .

MERRILL LYNCH ,
PIERCE,
FENNER & SMITH INC
70 PINE STREET , NEW YORK , N. Y. 10005

AREA CODE 212 , WHITEHALL 4-1212
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COULD NOW BE YOUR RIGHT
TIME BECAUSE ...

Bond yields are nudging their highest levels
in U.S. history: up to 9% on quality corporate
issues and 7 on tax-free municipals . The
fixed- income market could now be at a most
attractive point.

There are two main approaches to bonds:
buy and hold to maturity, or buy and resell later
if prices rise. While interest rates were climbing
to their present heights , selling a bond before
maturity could cost its owner a loss when the
bond's price slipped . It had to slip , to keep its
yield competitive with higher-paying newer
bonds.

WHAT HAPPENS NOW, IF
INTEREST RATES DROP?

Not only do we think that discounted older
bonds could begin to inch back upward in price

- we also believe that newer issues sold at par
could begin to command a premium . Either way,
the bonds bought now could gain in value.

In these uncertain days , the relative safety of
bonds is worth looking into . Bond issues will
continue to supply the new money business and,
government both need to finance the expand
ing , trillion -dollar economy foreseen for the
coming years.

WE AT MERRILL LYNCH HAVE
A VAST SELECTION OF
FIXED- INCOME SECURITIES.

We handle high-quality corporate issues and
tax-free municipal bonds . And for customers
who desire more choice in their investments,
we offer a wide array of convertible securities
which give the investor the potential apprecia
tion of common stocks, while receiving a fixed
yield and fixed maturity value.

LET US SHOW YOU A FEW EXAMPLES IN EACH OF THESE FIELDS ...

T C.L
Bonds and notes from cities , states and local agencies are exempt from federal income
taxes, and often those of the issuing state as well . The higher your income , the more you
generally save . Some recent tax-free issues include:

MOODY'S
RATING

A(S&P)

Baa

NR

NR

MOODY'S
RATING

Aaa

Aa

A
Baa

ISSUE

Delaware River
Port Authority, Penna .

Atlanta , Ga . Airport Revenue
(Delta Airline)

RATING

Baa

Baa

Baa

Ba

Project Notes of Various
Public Agencies
(U.S. Gov't Guaranteed)

New York City
Bond Anticipation Notes

DESCRIPTION

Michigan Bell Telephone Co.

Scott Paper Company
Consolidated Edison Co.

The Signal Companies

COUPON

734

DESCRIPTION

Carrier Corporation

S.S. Kresge Company
Mallinckrodt Chemical Wks.

American Broadcasting Cos.

8

4.93

MATURITY

2010

COUPON

8%

8%8

8.90

8.85

2000

8/6/71

6.40 6/11/71

APPROX .
PRICE

103¾

MATURITY

2010

2000

2000

1994

COUPON MATURITY

5% 1989

5 1995

5¾ 1995

5 1993

104½

. 100%

100%

YIELD TO CURRENT
MATURITY RETURN

% %

C• ...AT
The IOUs of American business offer buyers substantial income for a long -term span of .
time . A sampling of recent prices:

APPROX .
PRICE

98

90

108

70

7.45

APPROX.
PRICE

100

103¾

99%

89

7.60

4.70

5.65

7.47

7.65

C . TC. V TEL
Convertible into common stock , these combine the features of bonds with the chance to
appreciate in price along with the common . Yet when common stocks decline , the price of
the bond is eventually supported by its yield . Some recent prices :

4.92

MERRILL LYNCH , PIERCE, FENNER & SMITH INC
More than 210 offices in the U.S. and abroad

6.36

YIELD TO
MATURITY

8.625

8.50

8.95

10.08

CURRENT CONVERSION
YIELD PREMIUM

5.23 22%

5.55 28

5.32 22

7.15 23
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Fuel stocks shrink
to the danger point
In Minneapolis , companies are
scrambling to get fuel oil at high
prices . In Chicago , the public housing
authority has tried twice without suc
cess to let a 19-million-gal . heating oil
contract. And in Pittsburgh , an indus
trial customer is resigned to natural
gas cutbacks of up to 50% some days
this winter. This pattern of woe is
being repeated across the Midwest and
Northeast as the U. S. suddenly comes
to realize that it is running short of
available supplies of all the fossil fuels
at once .

Fuel oil is short , natural
gas is rationed , and
the situation in coal is bleak

Supply and demand of industrial and
home-heating oils are seriously out of
whack. Soaring demand for natural gas
is causing difficulties . And coal, the
poor relation in the energy family until
recently, is tight in supply and spiral
ing in price.

aA shortage of one major fuel would
have been bad enough . But now
whole series of diverse and often unre
lated factors have combined to create a
much more alarming situation . For ex
ample , U. S. population growth and ef
forts to control air pollution have
joined forces to jack up the demand for
clean-burning natural gas and low-sul
fur residual fuel oil . Simultaneously, a
worldwide shortage of tankers is slow
ing residual-oil imports and pushing
prices higher.

Meanwhile , once-plentiful supplies of
natural gas are now being rationed to
industrial customers . Gas producers
claim that government-enforced low
prices have held back tapping new
fields in the last few years . Now , avail
able gas reserves are dwindling and
transmission companies are hard
pressed to meet demand .

The situation in coal is bleak , too . As
companies and utilities have switched.
to fuels that cause less pollution , coal
mine owners have closed marginal op
erations and lined up export contracts .
Industrial users now are having to pay
a premium for coal- if they can get it .
Home fires. The fuel oil shortage is caus
ing special problems . While most oil
jobbers say they should be able to take
care of home-heating oil customers ,
they are not so sure about commercial
accounts . "I don't expect any difficulty
in supplying fuel oil for private
homes," says R. J. Wohleber, president

BUSINESS WEEK: AUGUST 29 , 1970

of Oil Products Co. , in Pittsburgh . But,

he adds , "I don't know what some big
industrial plants are going to do."

In Minneapolis , industrial oil users
are already feeling the crunch . "We
view the fuel oil situation as a very
critical one," says Ronald Saldin , a
buyer in procurement services at Hon
eywell , Inc. "We're in the process of
trying to line up supplies for the win
ter , and we anticipate problems in get
ting supplies as well as higher prices.'

Institutional fuel oil users are hav
ing an even tougher time lining up fuel
oil supplies , since most of them are
forced to call for annual bids on new
contracts . The Chica Housing Au
thority just made its third try to get
bidders on a 19 -million-gal . fuel oil con
tract and got only two bids . But it may
not be able to accept either because the
fuel offered has more sulfur than
allowed by city ordinance and the
prices are much higher than last year.

In the Northeast, utilities are having
the toughest time getting fuel-oil sup
plies. Braintree ( Mass .) Municipal
Power Co. , for one , limped along on
day-to-day purchases until it recently
snagged a 10,000 bbl .-per-day con
tract-but at a much higher price than
it paid before.

Widespread fuel-oil shortages
prompted the Associated Industries of
Massachusetts , a trade group , to hire a

Fuel consumers are
worried ...
'We're praying for a warm winter'

Jack Smith
Scott Paper Co., Philadelphia

'We view the industrial fuel oil
situation as very critical'

Ronald Saldin
Honeywell, Inc., Minneapolis

and so are their
suppliers
'Our present policy is to turn down all
new industrial business'

R. J. Wohleber
Oil Products Co. , Inc. , Pittsburgh

'Home fuel oil is definitely in tight
supply' Everett C. Hash

Humble Oil & Refining Co.,
Milwaukee

'The price of coal is out of sight'
Vice-president,

a Midwest gas company

'If it's a normal winter, we may be
able to skin by' P. H. Robinson

Texas Eastern Transmission Corp.,
Houston

research concern to survey the situ
ation . And Governor Francis Sargent
of Massachusetts has named an emer
gency committee to help deal with fuel

and electric power shortages in pros
pect for the state.
Burning low . Of all fuels , natural gas is
perhaps in tightest supply- and de
mand for it is soaring because of its
clean-burning qualities . "There's prob
ably going to be a shortage ,” admits
P. H. Robinson , a vice-president at
Texas Eastern Transmission Corp. , a
major wholesale pipeline supplier to
the East Coast . Robinson says that his
company has potential customers for
20% more gas than it has available and
cannot make increased supply commit
ments for this winter or next.

El Paso Natural Gas Co., which owns
and operates a major pipeline system ,

will import liquefied natural gas from
Algeria beginning this winter to help

For Milwaukee schools
coal is now $20 a ton .
Last year it was $14.55

close the gap in its domestic supplies.
But it will have to pay up to three
times more for the imports than it does
for U. S. gas.

Industrial customers acknowledge
that they face natural-gas cutbacks
this winter. Unlike last year, they are
now having a hard time finding re
placement fuels . "We'll probably have
to cut down to 50% of normal use once

or twice,” says John Fisher, a facilities
engineer at Kennametal , Inc., in Lat
robe , Pa . " The only thing we could do is
set up an alternate system . But fuel oil
is also in short supply, and propane is
very expensive."
Golden glow. The situation in coal is
somewhat easier , but only slightly . At
Northern States Power Co. in Min

neapolis , Vice-President Leo Wachter
expects to meet the company's coal.
needs by buying added supplies in the
Western states.

But a Milwaukee coal user has a dif
ferent story to tell . Thomas A. Linton ,

business manager for Milwaukee's
public schools , says that coal is the big
gest problem for the system this year.

"It is not a matter of shortage but of
high prices ," Linton says . "Coal prices
are up 39% over last year ." The in
crease means that the school system
will be paying about $20 a ton for its
year's supply of 22,000 tons , compared
to $14.55 a ton last year.

While fuel shortages worsen and
prices leap upward , there has been
little in the way of real action by the
federal government to alleviate a po
tential crisis . The Administration has
set up a high-level committee to study
the fuel situation . But it recently re
jected a plan that would have allowed.
more crude oil imports into the U. S.
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$30-million worth of bonds and notes THE PENTAGONplus other equities in exchange for $12
million in cash and a sizable share in
the motion picture Darling Lili, pro
duced by G &W's Paramount PicturesYet neither do many analysts think

that 631 low will be tested again. Most subsidiary. But as Commonwealth's fi- Blueprint for keepingnances deteriorated, it was compelled
to make other financial arrangements the C-5A going

observers reason that price breaks will
simply bring in more buying power
which is just what happened last
Tuesday. "There may be some flat
spots in the weeks ahead," says Robert
Stovall of Reynolds & Co. , “but not a
major selloff." Investors have probably
loaded up on oil shares- a hot group re
cently. If analysts are on target , the
next groups will be building materials,
chemicals , and capital goods.

been spent . "The individual investor
has yet to be heard from ," adds Robert
Johnson , a partner at Paine, Webber,
Jackson & Curtis.

A hot-shot broker
makes a cold exit
In the high-flying 1960s , Los Angeles
broker Burt S. Kleiner was one of the
most dazzling bodies to flash across the
financial horizons . He catered to a
fast-spending group of Hollywood in
vestors , promoted stocks that were in
variably among the most active, and
put together deals that were as pre
carious as they were ambitious.

Now , Kleiner's arc has reached its
perigee. His firm , Kleiner , Bell & Co.,
is in liquidation , having quit the retail
brokerage business in March. It is
settling accounts , and selling its re
maining seat on the New York Stock
Exchange . Details of the continuing
dissolution came from the firm's at
torney , Seymour B. Goldfeld , who said
that discussion of any future activities
of Kleiner and his associates was "not
possible at this time."

Always highly voluble on his way to
the top , the 45-year-old ex-wunderkind
had no parting word for the press.
However, the go-go firm apparently
foundered on some of the same in
vestments that it sold to its customers .
Among the stocks that Kleiner , Bell
promoted , and in which it had substan
tial positions at times , were Com
monwealth United Corp. (which re
cently defaulted on its debentures) ,
National General Corp. ( down to about
14 from a 1968 high of 60) , and Per
formance Systems , Inc. , (formerly Min
nie Pearl, which dropped to under $1
this year from $23 in 1969).
Panache. For sheer flamboyance , Klei
ner was the equal of such big leaguers
as Gulf & Western Industries' Charles
G. Bluhdorn and IOS's Bernard Corn
feld , with whom he occasionally
worked . In one loan transaction that
showed his flair , Commonwealth
United agreed to give Gulf & Western

Burt Kleiner was drawing $1 -million a year
until his go-go firm ran out of gas.

to pay off Gulf & Western , and it for
feited all but a tiny interest in the
movie. For engineering this deal, Klei
ner, Bell was purportedly paid a fee of
$500,000 . According to its December,
1969 , proxy statement , Commonwealth
paid Kleiner, Bell a total of $2-million
for services rendered in 1968 and 1969.

While all his stocks were still going
strong , Kleiner was personally draw
ing $1- million a year in salary and com
missions from his firm , aside from cap
ital gains . And he spent it with gusto.
He assembled a large pop art collec
tion ; he invested in an underground
newspaper and a record company; henewspaper and a record company ; he

Kleiner may salvage enough
to continue the good
life , if not his business
drove an Excalibur roadster ; he fre
quented the Factory, a jet set hangoutquented the Factory , a jet set hangout
in Beverly Hills ; and he owned a piece
of the Seattle Supersonics basketball
team .

His good life may continue, although
his business may not . The word in the
Los Angeles financial community is
that the principals will still be able to
salvage something for themselves, de
spite Kleiner , Bell's sharp decrease in
capital in the past couple of years . Most
of the free assets are believed to be
blocks of restricted securities , such as
letter stock, which may eventually be
cashed in , although this cannot be done
immediately.

The Defense Dept. is close to unveiling
the details of its plan for guaranteeing
that hard-pressed Lockheed Aircraft
Corp. can continue to produce the C-5A
military cargo plane . The still-tenta
tive plan is expected to include:
■ A negotiated settlement of the dis
pute over some $600- million that Lock
heed claims the Pentagon owes it be
cause of a cutback in C -5A orders from
115 to 81 planes and differences over
terms of the contract . This would take
the argument out of the courts . Be
cause of huge cost overruns , Lockheed
will soon be in a loss position on the C
5A with only about 20 planes built.

A revised contract for the rest of the
C-5A production run that will saddle
Lockeed with a specific loss , instead of
a fixed -price incentive agreement .

■ Full government ownership of the
Marietta (Ga .) plant where the C-5A is
built. Lockheed would continue to oper
ate the plant, but the C-5A would be
isolated from the rest of the company's
business . This would give the Pentagon
greater control over the C-5A program.
Restrictions. The Senate this week
cleared the way for settling the C-5A
issue when it rejected restrictions pro
posed by Senator William Proxmire
(D-Wis .) . That amounted to approval of
the Pentagon's request for a $200-mil
lion contingency fund , already cleared
by the House, to keep C-5A production
going until the Lockheed dispute can
be settled .

Proxmire wanted to prohibit any use
of the $200-million by Lockheed until
the Armed Services Board of Contract
Appeals (and a possible appeal to the
courts after that ) determined how
much the government legally owed .
This would have left Lockheed without
any more government money for the
C-5A for perhaps as much as two years .

Lockheed has said it would stop produc
tion of the controversial plane at the
end of 1970-far short of the number of
planes the Air Force has ordered -if
the money were not forthcoming .

The Pentagon's proposal for insuring
C-5A production is expected to go to
Congress in four to six weeks . But de
tails will not be completed until Lock
heed and its bankers reach agreement
on additional financial support for the
company's new commercial airplane
project , the L -1011 airbus . Defense
Dept. officials do not want civilian
troubles to jeopardize Lockheed's mili
tary work , which also includes the
Cheyenne helicopter (page 58).
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He feeds capital
to the computers
When the stock market was afire with
speculation in 1967-68 and Wall Street
was turning more daring by the min
ute , money men looked to venture capi
tal as the ultimate investment return .

By backing the brainstorm of some en
trepreneur or stoking the expansion of
a growing private company, they
dreamed of amassing a fortune when
the company went public.

The bear market and tight
money have crimped many such
heady plans . Caution now grips
investors . Not only has the mar
ket for new issues slowed to a
crawl, but fledgling companies
have a hard time attracting new
money to keep projects on track.

Morton Collins , president of
Data Science Ventures , is among
the many venture capitalists who
are worried about their in
vestments . "We made the origi
nal financing on the assumption
that we could attract other ven
ture money in the next stage of
development," he says . "Now
these sources are not there."

But Collins , a former data pro
cessing instructor at Princeton ,
has something going for him that
other venture capitalists lack.
Data Science Ventures may well
be the only one of some 450 ven
ture capital sources that devotes
itself entirely to one industry
data processing . And he is using
that gambit to tap new wells for
his projects , including bank trust
departments , many of which
tend to equate venture capital
with horse racing.

stake in DSV , the investors often par
ticipate directly in projects with which
Collins is involved . Indeed , DSV is
rarely the sole backer of a company. To
spread the risk , Collins is glad to join
with other venture capitalists . They, in
turn , are attracted by DSV's in
volvement in the venture.

Shepherd . Collins founded DSV two
years ago on the same strength that
still enables him to attract money : Big
time investors wanted someone who
could screen promising data processing
ventures and keep a daily watch over
their affairs . The original backers ,

brought together by White , Weld &
Co., included the Rockefeller , Roths
child, Warburg , and Crocker families.

Of the 30 capital sources assembled
for DSV , most had previously engaged
in capital ventures , and some even had
their own companies . Even so, says
Collins , "They wanted somebody to
shepherd and act as front line in as
sessing EDP [electronic data pro
cessing] projects ." And besides their
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So far, Collins has screened some
1,200 projects and made investments
(ranging from $ 75,000 to $1.4 million )

in twelve of them . Though a venture
capital company typically has 50 to 75

investments going at once, Collins lim
its himself so that his five staffers can
keep close watch on the companies DSV
has invested in . Collins chooses his EDP

experts from the academic rather than
the financial world . " We are basically
technical people who have learned
something about business," he says .

Most new EDP companies , he adds , re

XA

see if they can pay for the goods Cam
bridge ships . " His men also help Cam
bridge interview job applicants .

Search. Until six months ago , if one of
DSV's projects was ready for expansion
Collins had only to pick up the phone
and "we'd have $ 1 - million in 15 min
utes." The money often came from in
vestment bankers and asset managers
willing to go in directly on a company
that they knew nothing about except
that Collins was watching after it .

Today , he says , these same sources
"don't even answer the phone."

As a result , Collins started to look

elsewhere for money and hit upon bank
trust departments . "We figured we
would have to educate them that ven
ture capital does not involve a bunch of
wild , crazy people ," Collins recalls.

"And we had to convince them that
they were better off with us. "

quire business counseling because their
founders are technically oriented.

In some cases , DSV gets deeply in
volved . At Com-Share Southern , where
he was only one of several venture cap
italists that took a stake , Collins won
the right to undertake the main job of
restructuring the company. He re
moved the chief executive officer,

changed the name to Computer Comchanged the name to Computer Com

plex , and split the company into four
independent operations : time sharing ,

leasing , software , and hardware. At
Cambridge Memories , a software man
ufacturer, Collins talked the president
out of what he considered a premature
public stock offering . DSV men visit the
company weekly and , as Collins puts it ,

"They can smell out the customers to

Sticking to companies in the data processing field gives
Morton Collins an edge among venture capitalists.

Nonetheless , Collins appar
ently has found some bankers
who feel differently . He claims to
have lined up agreements from
six trust departments to provide
"second-round financing" for
some of his projects .

One such deal is Tempo Com
puter, a manufacturer of mini
computers . Besides financing the
company's startup , Collins re
cently lent it $300,000 and says
he may have to seek an addi
tional $1- million in venture capi
tal . About a year ago , he says,
sweeping his hand toward the
ceiling , "sales went bazoom ." But
recently, orders for time-sharing
services have been stretched out.

And though he thinks the "future
is as bright as ever for Tempo ,"
Collins feels he may need some
money for "insurance purposes. '

Squeeze. Tapping bank trust depart
ments is one way to get "insurance".

But as with all such deals these days ,

Collins will have to offer more for the
money . He plans to set the valuation of
Tempo at about $5-million , half what it
would have brought six months ago.

Even so , Collins is not all that con
vinced that he can raise the money . He
will not identify the banks for fear
that other venture capitalists will tap
them before he does . Moreover , though
DSV still has several million dollars to
invest , it is not going into any startup
ventures just now . Many well-launched
EDP companies urgently need follow-up
capital-and by providing it , Collins
thinks he can find excellent buys at re
duced risk .

~

Some major banks , in fact , still
have strong reservations . Arthur
B. Mittwoch, vice-president in
charge of trust investments at
First National City Bank , says
that venture capital investment
companies are “a little way out
for personal trust accounts . "

THE MARKETS
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James Freeborn : "Between natural
earthquakes and legislative ones , busi
ness is difficult."

A RAND Corp. study of the Peruvian
military seeks to explain this sudden.
swing to social concern . It cites the
army's successful campaign against
guerrillas, which President Velasco led,
as having provided a stark look at the
country's urgent needs . The tradition
ally conservative military officers be
came a progressive force for drastic
change . Foreign experts have known
for years that the army's Center for
Higher Military Studies had been
mulling over social blueprints . And in
December, 1968 , the regime outlined
precisely what it intended to do . "We
all heard it," says a lawyer, “but no
body was listening ."

PAPER

The 50-50 empire
that Scott built
G. Willing "Wing" Pepper , inter
national vice-president of Scott Paper
Co. , is aptly nicknamed . He spends half
his time flying around the world , ten
ding to Scott's operations abroad . The
half-time spent is only fair , since most
of Scott's 15 overseas ventures- from
Bangkok's tiny Thai-Scott Paper Co. to
London's heavyweight Bowater-Scott
Corp. are 50-50 arrangements with lo
cal partners.

Scott , a Philadelphia-based giant ,
has favored 50-50 ventures since it first
tested the international market in
1954 , via a partnership with Canada's
Westminster Paper Co. Emboldened by
success , it pushed on into Europe , Asia,
Australia , and South America where
Scott toilet paper , Scotties facial tis
sues , and Scott paper towels are now .familiar household items . So familiar
that the company's overseas sales
should reach $200-million , or 27% of its
projected total sales for 1970 .

At times , the international group
points the way to the domestic oper
ations . Scott's vari-colored facial tis
sues, launched six years ago in Mexico
and selling like wildfire overseas, are
only now being introduced in the U. S.
What's more , Scott's international
earnings are offsetting a decline in do
mestic business . In the first half of
1970 , overseas profits climbed to nearly
$3-million compared with a first-half
$1.8-million in 1969. But domestic pre
tax profits were off nearly $6 -million
from last year's first-half $52.6-million.
"Every one of our affiliates makes a
profit," says Pepper proudly. "That
hasn't always been true, but it is now .'

Like most policies , Scott's 50-50 for
BUSINESS ABROAD
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London stroll: Scott's Pepper (right)
visits with Bowater-Scott's O'Brien .

mula developed by chance as much as
by plan . Its Canada deal evolved as a
partnership to avoid heavy taxes that
could have been incurred had Scott
used its stock to take over West
minster . And it was only when the
Costa Rican government required local
production facilities that Scott subsi
dized its former agent in a 50-50 deal.

As a rule, expansion -minded U.S.
companies prefer to buy the extra 1%
that means control . But Scott's man
agement is convinced that 50-50 part
nerships put it on the right inter
national track . Four of its 15 overseas
affiliates are still more than 50% Scott
owned , but the company is casting
around for partners in these ventures.
Going native. "If you pick the right part
ner, you can be more successful to
gether than alone," says Pepper . For
one thing, it is diplomatic to give local.
outfits a piece of the action . "Con
sumers are the key to our success ," says
Pepper, "and they prefer to buy what
is made by their country-men ."

Pepper admits that the 50-50 policy
can bring difficulties when there is no
one boss "to pound the gavel . " By the
same token , equal authority leads to
mutual trust , and it also robs competi
tors of the chance to hurl such charges
as "U. S. economic imperialism. " The
value of an equal partner was proved
in 1961 , when Scott set up a joint ven
ture with Japan's Sanyo Pulp Co. The

screams of competitors reached all the
way to Japan's International Trade &
Industry Ministry, which oversees such
ventures . But relations with the min
istry were handled deftly by Sanyo
Scott's top man , Yataro Ishikawa , a
Japanese. "We bent , like the willow
tree ," he remembers with a very
scrutable smile . Launched in 1963 ,
Sanyo-Scott is now Japan's top seller
of paper towels and toilet paper.

Scott is not really sacrificing a great
deal when it forgoes the controlling 1% .
No matter who holds control , local
management must be better informed
about local marketing and product
needs than Philadelphia is . And so
Philadelphia must rely on local man
agement to run the day- to-day oper
ation , with an occasional assist from

'With a good partner,
you can be more successful
together, ' says Pepper
the peripatetic Pepper. Scott puts few
Americans in its foreign affiliates,
scattering only 15 U. S. citizens among
its 9,000 employees overseas . Still, the
company inserts Americans in some
key posts abroad . Frank O'Brien , man
aging director of Bowater-Scott Corp.
in London , is a prime case.

Buildup . Scott's array of allies includes
Italy's Burgo-Scott , Spain's Gureola
Scott, Mexico's Compania Industrial de
San Cristobal, and two Bowater-Scott
partnerships in Denmark and Austra
lia . The case history of London's
Bowater-Scott shows how such al
liances are formed and develop . When
Bowater-Scott was created in 1956 ,

Scott contributed its brand names , tis
sue-paper technology , product market
ing knowhow , and $ 1.7 -million .
Bowater contributed St. Andrew's Mill,
a small tissue business . On the less tan
gible side, it also provided local finan
cial muscle , experience with Britain's
bureaucracy, and knowledge of the
marketing terrain . Since 1956 the two
companies have increased their in
vestment to $9.6- million , and plowed
back all $20-million in profits.

Besides making money , Bowater
Scott has helped end the tyranny of
glassine waxed toilet paper in Britain.
Scott claims that 90% of British homes
now use soft toilet paper . And it can
probably claim some credit for melting
British reserve on the entire subject.
When Bowater-Scott set up shop , toi
let-paper ads were not accepted on
British TV . Now they are . But Scott's
victory is not total . A Bowater-Scott
executive recalls that , on a transatlan
tic flight , he sat next to an American
lady whose opening gambit was to
complain about Britain's hard toilet pa
per. "You can't imagine a British
housewife plunging into that sort of
conversation," he says.
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The SST: sitting duck for budget cutters

The economy's woes may
yet force Nixon to
block the Boeing project

With all the ceremony it has learned to
stage so well , Boeing Co. was scheduled
to unveil the mock-up of its 300-passen
ger, 1,800-mi .-an-hour supersonic
transport late this week . Yet despite
the glowing promises that the SST will
enhance U S. prestige , insure its tech
nological supremacy in the world , and
bolster its balance of payments , there
is a chance now that the controversial
aircraft may never be built.

Ironically, if the SST gets shot down ,
it will not be done by the environmen
talists , who complain that big jet would
irreparably harm climate , people's
hearing, and the quality of life. The
project may have to be blocked by a
leading supporter , President Nixon.

What has gotten the SST into deeper
difficulty than ever before are the
troubles now plaguing U.S. economy
and the federal budget . From forecasts
of a surplus for fiscal 1971 , starting
July 1 , the budget has swung toward a
growing deficit, and the President will
come under increasing pressure to
slash low-priority spending . For the
economizers in Congress , the SST is a
sitting duck .

Matk

Last week, in fact , the $290-million Any major reduction or cutoff of funds
in federal money needed to keep the would virtually end the program . Sev
program going squeaked through the eral subcontractors are considered wor
House by the narrowest margin since ried enough to drop out in the face of
Congress began voting annual appro- any further delays.
priations for the plane.
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More perils. In coming weeks , the Sen
ate will take up the Transportation ap
propriation , including the SST money.
Senator William Proxmire (D-Wis .) ,
leader of the anti-SST forces , has in
tensified his campaign and won con
verts. But the feeling on Capitol Hill is
that Senators Warren Magnuson and
Henry Jackson of Washington , the
state where the SST will be assembled ,

have enough friends to see the money
through . Again , the voie promises to be
closer than ever before.

This is where the buck stops . Even if
the Senate clears the SST money, the
President will be pressed not to spend
it . True, White House lobbyists put on
a drive for the funds in Congress , but
there is known to be sentiment within
the Administration for cutting SST out
lays.

That could hurt badly . With con
struction of two prototypes scheduledstruction of two prototypes scheduled
to start in fiscal 1971 and the giant
General Electric engines due to go into
production the same year, the program
is at the point of no return . “We have
no fallback position ," one Trans
portation spokesman said last week.

The economy is the problem here,
too . Subcontractors have a hard time
carrying a large part of the financial
burden during a period of incredibly

_tight money for a program that is still
a gamble . Avco Corp. and Aerojet-Gen
eral Corp. have already dropped out.
Tough stand . Boeing has a tough con
tract with the government , says H. W.
Withington , vice president and general
manager of Boeing's SST Div. , and “we
insist prime subcontractors take part
on the same basis as we . That means
cost sharing , with a tight target and
with the prime subcontractors furnish
ing its own facilities . We are going to
be real tough ; that is the only way we
can stay within our cost estimates .'

Boeing expects to complete signing
up its subcontractors by July 1. It
claims the capability to "do the whole
thing" in the Pacific Northwest , but it
wants prime contractors to take part
because that spreads the work in the
industry and "helps on the financial
burden.'

But it is just this burden that jeop
ardizes the whole project. Trans
portation Under Secretary James M.
Beggs opened the floodgates of Con

Boeing's SST, with its needle nose (right, foreground ), has reached mock-up stage , while its future is under debate.

BOEING
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and tire slashing . Pennsylvania state
police recorded more than 500 incidents
of personal injury or property damage
during the strike . Seven steel com
panies , arguing that the owner-operThe steel haulers' ators were " independent businessmen"

rebellion rolls on
and thus guilty of conspiracy to re
strain interstate trade, sought a court
order halting the strike . At one point,
National Guardsmen were called out in
Pennsylvania and Ohio.

All of this put pressure, finally, on
the National Labor Relations Board to
open hearings in Pittsburgh on FASH

petitions for representation elections.
at hundreds of firms where steel driv
ers are now represented by the Team

Owner-drivers push

Steel shipments began moving by
truck again throughout the Midwest
last week , but the end of a seven-week
strike by steel haulers failed to halt
their rebellion against the Inter
national Brotherhood of Teamsters.

The Fraternal Assn . of Steel Haulers
(FASH) , representing about 10,000 of
the 20,000 Teamsters drivers who haul
steel from mills , called an end to its
strike as the walkout began to lose
steam . Ohio FASH units had gone back
to work, leadership had split, and a fed
eral district judge in Pittsburgh had is
sued a restraining order against FASH
interference with truck traffic on the
highways.

Most importantly , perhaps , the haul
ers had voted nationally 3 to 1 to accept
the terms of a special steel addendum
to the Teamsters national master
freight agreement . FASH charged that
many of its members did not receive
ballots for the mail ratification refer
endum , but the Teamsters replied that
the U. S. Labor Dept. , which supervised
the national Teamsters contract vote ,
decided who got ballots.

At any rate, FASH Chairman William
J. Hill, a mustached , debonair rank
and-filer thrust into leadership during
a 1967 FASH strike, claimed that this
year's strike had resulted in "tre
mendous" gains for steel drivers . Most
steel haulers own their own rigs and
are paid a percentage of the gross rev
enues for each trip . They split on a
75%-25% basis with the trucking firms
that employ them . FASH , contending
that the Teamsters has failed to bar
gain adequately on the haulers' pay and
other problems , wants to disaffili
ate and negotiate its own contracts.

In national trucking negotiations,
however, trucking firms agreed to seek
steel freight rate increases of 10% the
first year and 10% over the next two
years , thereby swelling the haulers '
75% portion . The first increase has al
ready come through . Truckers , more
over, agreed to assume the $150-a-year
federal highway use tax , which the
haulers have paid since 1964. Hill con
tends that the union would not have
won these gains without the pressure
of the haulers ' strike . He charges that
"the union bargains with us for the
companies , instead of bargaining with
the companies for us."
Violence. The FASH walkout , like the
1967 strike, precipitated a good deal of
violence-shootings , beatings , fires,

LABOR

to leave Teamsters and
bargain on their own
sters . The union and most truckers
have opposed FASH's request.

The case is one of the most com
plicated ever heard by the NLRB , with
188 separate petitions involved in the
hearings . NLRB must decide whether
steel haulers have a “community of in
terest" apart from that of hourly-paid
drivers in the same firms , and whether
appropriate bargaining units could be
formed of owner-operators . A decision
may not come for weeks or months .

Standoff. Meanwhile , FASH goes its own
way . From his Pittsburgh office , Hill
now directs the activities of full-time
staff people in four other cities (Gary,
Philadelphia , Youngstown and Mil
waukee) . During the strike , FASH won
"letters of recognition"-a form of in
formal collective bargaining rights
from 21 non-union truckers and is now
negotiating a contract with one of
them , Trajon Trucking , which employs
90 drivers in 13 states.

"The Teamsters don't want to orga
nize the unorganized ," Hill says , "and
so we may as well do it . We're going all
the way. Some day , some way, we're
going to have the only union represent
ing owner-operators , whether they
haul steel or ice cream . "

Hill admits that the steel haulers
would have settled for separate locals
within the Teamsters , like those estab
lished long ago for bread , milk , and
newspaper drivers . Now , steel drivers
are members of general freight locals.

Teamsters officials , however , per
haps wanting to avoid the embarrass
ment of negotiating with a rebel , have
refused to bargain with Hill on a na
tional basis . If the steel drivers have
complaints about their union represen
tation , union officials say , they should
work through their locals.

Hill argues that these attempts have
failed. In the 10,000-member Local 249
in Pittsburgh , for example , owner-op
erators are prohibited from holding of
fice by the local by-laws.
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The Tu-144 , Soviet entry in the SST race , has flown at twice the
speed of sound , but U. Š . jet would be able to top that.

gressional criticism when he admitted
that the government might be called
upon to guarantee SST production loans
after the prototype development and
flight test stage . Earlier plans had
been for private capital to take over at
this point . But with tight money ex
pected to persist through the 1970s , pri
vate investors might insist on the gov
ernment guarantees.

This disclosure allowed critics to
charge that the program will end up
costing the public $3-billion or $4-bil
lion rather than the $1.3-billion the
President announced last September.
They say now is the time to get out ,

cutting losses at the $643-million al
ready spent, plus an estimated $60-mil
lion to terminate the contracts.

tering
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Foreign rivals . A great deal of what does
happen will turn on how the Anglo
French SST, the Concorde , performs in
test flights in European skies this sum
mer and, to a lesser extent, on how the
Russian SST, the Tu -144 , does on its
tests. Last week , the Tu-144 flew at
twice the speed of sound for the first
time. Flights at this speed by the Con
corde have been delayed , and it is not state of their clients . Some carriers
known
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The British-French Concorde will undergo test flights this
summer that could clinch orders with 16 airlines.

The current thinking by both the
British and French builders is that the
Concorde will have 112 seats , all in one
class with two-and-two seating. The
narrowness of the Concorde fuselage
will make these seats comparable to
today's economy seats, but . since the
plane will fly twice as fast as subsonic
jets, a passenger will have to sit in one
only half as long , Fares are projected
at 15% below today's first class and
35% above economy class.

Whether the Concorde will be profit
able to operate with that seating and
fare setup is a key question . So far, the
reports are encouraging for the Con
corde's builders . The aircraft is said to
come close to " projected pa
rameters" and is rated a growing con
tender for world SST sales.
Money worry . At the moment , the big
gest worry for the British and French
manufacturers is the current financial

Further delay could give
the U. S. market to the
Anglo-French Concorde

"The other big airlines ," said Miss
Goldring , "will then be obliged to buy
the Concorde because BOAC and Air
France between them control too big a
portion of world air capacity for the
Pan Ams and TWA's of this world to
allow them to have a supersonic mo
nopoly." Thus , for a limited operating
subsidy to their airlines , Britain and
France could generate enough world
wide sales to recoup the Concorde's
$1.75-billion in R&D costs and possibly
produce a manufacturing profit .
Squeeze on U.S. If the Concorde meets
its certification date in 1973 and if the
airlines feel pressures to buy it-even
though it only breaks even or worse- it
is bound to affect the market for
American SSTs . Estimates of that mar
ket run all the way from 350 to 800
planes . But any delay in Boeing's pro
gram beyond the present 1978 certifi
cation target could dash U. S. hopes for
recouping the SST investment . Under
the government's contract with
Boeing, royalties would be paid on each
aircraft at a rate that would repay the
taxpayer investment by the time the
300th plane was sold and produce a
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Vacuuming ores from the ocean floor

Next month, a converted cargo ship
will begin to suck up chunks of man
ganese ore from the floor of the ocean
150 mi. off Florida in 3,000 ft . of water.
It will be the first trial for a technique
that could make deep-sea mining a go
ing business by 1975.

The developer is Deepsea Ventures,
Inc., a subsidiary of Tenneco, Inc. A
number of other U. S. companies are
studying methods of recovering and
processing ore from the ocean , though
most of them are closemouthed about
their plans . Such giants as Kennecott,
International Nickel , U. S. Steel , Beth
lehem Steel , and Union Carbide , re
portedly are interested in tapping
these rich ore beds.

Deepsea Ventures , which believes it
has a head start , estimates that it
would take $100-million to $200-million
to set up a commercial mining and pro
cessing operation . It hopes that the
tests over the Atlantic Ocean's Blake
Plateau will be favorable enough to
lure a consortium willing to invest that
kind of money.

Any such consortium would have to
face up to two big questions:

Will a method that works in water
half a mile deep work in two or three
miles of water, where some of the rich
est deposits apparently lie?

Who has rights to the sea bottom? A
United Nations committee will take up
the matter again in August , and Presi
dent Nixon two weeks ago said the
U.S. will press for international con
trol.
Growing need. Undersea mining at
much shallower depths is done in sev
eral corners of the world . Among the
oil platforms in the Gulf of Mexico are
two full-fledged sulfur mines . Alaskan
waters yield lode barite . Magnetite is
pulled from Japanese waters , and tin is
mined off the shores of Indonesia and
Thailand . This spring , a company be
gan to strip away ocean bottom in the
Bahamas to get aragonite .

Such operations use simple exten
sions of land-mining technology. This
limits them to depths of less than 600
ft., and many of them are in water no
deeper than 100 ft . Mining at the
depths contemplated by Deepsea Ven
tures is generally considered to be a
good many years away . But interest in
ocean mining-shallow and deep-is
growing. Industry and government
leaders around the world are concerned
over the dwindling reserves of essen
tial minerals on land .

What makes the ocean deeps so at
tractive to Deepsea Ventures and oth
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ers is one of nature's freaks : the pres
ence on the ocean floor of manganese
rich lumps, or "nodules ." Scattered
about like so many eggs waiting to be
gathered, the nodules seem potentially
to be a new , competitive source of
manganese, a key alloying element in
steel that the U.S. now buys chiefly
from Brazil , Gabon , and Australia. But
the nodules also contain other useful
metals , some of them in short supply
worldwide.

No one knows for certain how the
nodules came to be , but John E. Flipse ,
president of Deepsea Ventures, thinks
they were formed by an electro
chemical process . They evolved in parts
of the ocean where the water was
clean , he says , and where its acidity

nd electrolytic potential happened to
be just right . Ions of metal normally
found dissolved in sea water began to
precipitate out on some tiny nucleus
perhaps a grain of sand or a shark's
tooth . Years and years of building on
such tiny starts produced nodules that
sometimes measure a foot across.
Strategic metals . Judging by samples
that Deepsea Ventures has recovered
from the Pacific Ocean , the manganese
content of ocean-floor nodules ranges
from only 25% to 35% , compared with
46% to 50% in the ores mined on land
today. Their redeeming virtue is the
metals that come along with the man
ganese: nickel ( 1 % to 1.8%) , cobalt (0.3%

to 1.5% ) , and copper ( 1% to 1.6%).
Nickel and cobalt are strategic metals

Much depends on how
concentrated the
nodule deposits are
often in short supply . And that low
copper percentage is high compared
with the 0.7% average in copper ores
being mined today.

To make deep-sea mining pay, Flipse
says, a company would have to bring
up 1-million tons of raw ore a year. At
that rate, a nodule-mining operation
would meet about one-quarter of the
current U.S. demand for manganese
(last year's imports : about 2-million
tons). It would also be producing 1% of
the copper, 10% of the nickel , and 40%
of the cobalt now used by the U. S.

The market impact would vary. The
nickel and copper could be absorbed
easily, says Flipse . And while the Bu
reau of Mines says there is no antici
pated shortage of manganese, Flipse is
confident that the added supply could
be absorbed worldwide . Cobalt could be
more troublesome , as the Congo is
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the transitions between positions . Let us here at least try to sketch

some dynamic phenomena , without which the statics are not always plausible.
Two transitional factors worth emphasizing are changes of land prices ,

and capital flows .

Urban expansion may tend to lower average unit prices of urban land ,

but as noted before , it raises prices of newly urbanized lands .

rising of price evokes opposite responses from different groups . It
causes some speculators to sit on idle land for years . But it draws a

positive response from some builders , to whom land is just another raw

material which they turn over nearly as fast as the other materials in a

house . The prospect that materials will appreciate in one's hands is a

lucrative adjunct and a stimulus to any business . It is , however , a

speculative stimulus which forces growth rather than just facilitate

it . Without formal proof , it seems likely that it overstimulates building_

and commits more capital to this durable form than would be optimal .

Thus rising land prices both stimulate overbuilding and broadcast

it over areas much wider than those actually built on . New transportation

utility networks are required for both the new buildings and thereby,

unavoidably , for the empty spaces between . Thus the rising land prices

that attend supersession of land uses tend doubly to retard the replacement

The
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not that investment opportunities simply disappear , but that they move

farther and farther away from the ultimate consumer , requiring more

capital than society can muster . If we increase the capital requirements

of production , then production cannot increase as : fast as we

1create new capital .

It is also unavoidable that some day the overpriced land will seek a

market . Then the problem becomes not finding investment outlets , but

finding capital to improve all that land , and finding demand for its
services . There is a sertain contradiction in an economy's undertaking

concurrently to spread its capital over more land , and to retard its
turnover . The danger is that we start more than we can finish .

Whence comes the capital for territorial expansion ? Net new capital

formation supplies some , but , directly or indirectly , a large share must

come from recovery of capital from older buildings elsewhere . These

yield up a surplus because old sites are not renewed as buildings de

preciate .

In the early years ofa land cycle , peripheral growth areas typically

import capital from older areas . Among other effects , that capital

flow tips the terms of trade in favor of the growth area -- a familiar

principle of international finance . It tends thereby to generate ex

pectations in the growth area more favorable than can be sustained , and

virtually guarantees that some of the oversanguine investments of the

growth period will never be turned over , but languish pending in perpetuity .

Harrod's assumption of a fixed "Relation" between capital and output
thus assumes away this sort of barrier to growth , and disqualifies his
theory from shedding much light on some of the key issues in eccnomic growth .



40

The growing fringe of an expanding economy does not feed on the

country, like a grass fire . It draws its sustenance from the older

center . But as it sucks the center dry , the center begins to demand

capital too , for renewal . That worsens the terms of trade of growth

areas , presaging trouble recovering all the capital committed there.
It adds to the already excessive capital requirements imposed by dis

orderly expansion .

Thus the demand for disposable capital rises high . Now , what of

supply? Supply does not run dry simply because the older buildings are

exhausted of value . Their value has been stored up in newer buildings

of the earlier boom , which buildings are now themselves yielding up

their value for reinvestment . There may be some " echo effect" from ir

regular amortization patterns inherited from earlier booms . There is

probably a slowdown of capital recoveries because investments of the

early boom were too slow-turning that we have already mentioned . Now

let us sketch out the effects of a dynamic factor , the rise of land prices ,

which as much as any influence is responsible for a shortfall of capital

supply.

When , as a building depreciates , the land under it appreciates an

equal amount , the owner is spared any need to reinvest the proceeds to

maintain his assets . He may regard as net income everything the building

yields to him. If he wanted to make two steps of it he could deduct

depreciation and then add the land increment , but it would come to the

same thing. Thus the rise of land prices destroys capital .

But how is it that land prices rise if , as I allege , we are developing

excess land-capacity? There are several causes , and in their analysis we

can identify another way that rising land prices destroy capital .
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I have mentioned supersession : specific lands shift to higher uses .

Another cause is the speculative fever , which defies rational analysis

but is an observable and substantial factor in boom land markets . A

third cause is the increase of optimal area of land units , which pushes

the marginal value of land for expansion up above the whole-unit value .

A fourth cause , of especial interest here , I will call the concentric

ring effect. There is not just one front of territorial expansion ,

neatly defined . There are as many fronts as there are different inten

sities of land use , and many of them are hard to find because of the

intermingling of land uses. Now as developmental works expand , and land

loses scarcity in its present use , it often gains the prospect of higher use .

Say we bring on the market more land for citrus . That devalues old

for citrus . Meantime a city is expanding , however , and

residential value supersedes citrus value , at least over some areas .

Residential expansion tends to devalue old residential land for residences .

Meantime commerce is expanding , however , and freeways and industry and

schools and institutions , and those values supersede residential value

in many areas . And so on .

Even if type of use does not change radically , any rise of land

prices imposes some locational obsolescence on buildings . Residences

that were appropriate to $500 lots 111 become $7,000 ones , even if
they are the same lots .

How does locational obsolescence destroy capital? Let us revert ,

for the movement , from true dynamics to comparative statics. If the

citrus land
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land-building package does not , the value of the building is impaired .

It is pirated , so to speak , by the land .

The effect of that on capital recovery is evident if we suppose

land expectation value to have risen to equal the present land-building

package value , so that nothing but a little inertia delays demolition .

Then all the yields of the building are net income . There is no depreciation .

The owner can consume it all without a qualm .

That is the extreme case , to illustrate the point . In general , land

expectation value rises to pirate away only part of the building value.

The part so pirated ceases to depreciate . Its gross yield becomes net

income.
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This effect is not dynamic . It is not due to rising land prices .

It is due to their having risen . It is in addition to the dynamic movement

in its effect.

The effect of each is to destroy capital . The gross yields from

buildings , orchards , and other improvements fixed to land , that might

have been reinvested to meet the demand for capital , become largely

income and are consumed .

The effect of high land values is not entirely bad . High land values

generally tend to promote quicker-turning new investments , and the high

land values of the late boom do that . But the timing is unfortunate . High

land values promote not just fast capital , but lots of it -- more per acre .

Coming as they do at a time of worsening capital shortage , they aggravate

the problem and help to bring it to a crisis before their faster return

of capital can be much help .
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If high rents and land prices could be sustained they could serve

a very constructive role , inciting owners to apply capital heavily and

frequently. But land prices cannot , under conditions as described , be

sustained . There is not enough capital to finish improving all the land

as soon and as intensively as would be appropriate to the high prices .

With much capital destroyed , and much other capital frozen or

viscous in half-finished land developments , expansion must finally grind

to a halt from shortage of disposable capital . The lyrics of "How the

heck can you work when there's no work to do" arefheard-again in the land .

The role of land prices in the sequence has been in several ways

to expand demands for disposable capital , but to contract the supply by

indisposing or freezing some capital , and pirating and destroying other .

Now, as the resulting shortage of disposable capital brings a crisis of

high interest rates , land values must pay the penalty for their mischief.

High interest rates erode land prices both by lowering the share of gross

income imputable to land , and raising the rate at which the rent is

capitalized . Land values also suffer from higher local taxes , as muni

cipalities struggle to meet the high commitments assumed in the earlier

flush of growth . Land values suffer from depressed expectations , as

financing of promised developmental works grows harder , and voters revive

the habit of rejecting bond issues .

The prospect of falling land prices is as depressing to builders as

the earlier rise was stimulating , and that , coupled with tight capital,

chokes off building . Asking prices tend to lag behind bids in such times ,

and a long period of attrition set in with few transfers . The fall of

land collateral staggers financial institutions , and the stage is set for

a cumulative downspin.



r

(

{

44

The downspin may be aggravated or meliorated by the handling of

monetary and fiscal policy , but monetary machinations alone cannot thaw

out frozen capital . We can make money , and make money turn , yes, but

merely turning money does not turn real capital . We can use the fiscal

and monetary powers of government to force the creation of new circulating

capital , and that would speed recovery . But in the main we must let the

passage of time free the bulk of our capital , and pray we do not then

use it to build pyramids .

I will not say that new land development does not for a time employ

labor . It is better than complete stagnation . Once in a generation or

so, to pick up our capital from one place and lay it down somewhere else.
does employ labor . But how much better it would be to move it enough

quicker , and more regularly , to afford steady employment at higher wages .

Replacement frequency and the acceleration principle

of J. M. Clark

The unstabilizing effect of change in growth rate is directly pro

portional to the durability of a capital stock. If we are replacing 5%

of our houses yearly , and adding 1% , then growth is 1/6 of housing pro

duction and can halve or double without cataclysmic effects on the whole .

But if we are replacing 1% and adding 1% , then growth is half the whole ,

and changes in growth rate are seriously unstabilizing .

That is , I believe , the simple essence of what is called the acceleration

principle . Certainly it was what J. M. Clark stressed in his original

article on the principle . Some later expositors seem to have gotten away
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1from the main point , so I refer to it as Clark's acceleration principle .

The bearing of the principle on our subject is so obvious I will merely

call attention to it : a low replacement frequency of capital , along with

its other drawbacks , aggravates the problem of economic instability.
Territorial expansion and adoption of innovations

If expansion does not help employment directly , it does accelerate

adoption of new techniques and so forestall stagnation , so the argument

goes . But it seems to me quite obvious that that which slows capital

replacement is no friend of innovation .

We hear many theories these days about how to transform primitive

cultures into modern , and much worry about modernizing our own capital .

The goals would be much more attainable , it seems to me , with an advanced

turnover tempo . Every time capital is replaced it can be completely

transformed, but if it lasts 80 years it cannot be the least altered.
during the period . Quick change of capital is not a sufficient con

dition for speedy innovation , but none is more necessary. Given the

other conditions , one might almost say that the rate of adoption of in

novations is a simple direct function of the rate of replacement.

Far be it for me to deny the important truths of the Turner thesis ,

The venturesome frontiersman , freed from binding traditions and stultifying

prejudices , goes back to direct observation of Nature and adopts in

novations before his book-blinded Eastern cousins . My plea is that we

1 It is common for them to emphasize a sort of " crack- the-whip"
principle , where small percentage changes in " consumer goods industries"

The distinctionbring large changes in the " capital goods industries . "
is suggestive , but too vague . Durability is the essence , and durable
consumer goods , like houses and seaside resorts , are much more subject
to acceleration gyrations than are soft capital goods like feed grains
or potter's clay .
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modify our institutions ( and perhaps even our books ! ) so that those

pioneers need not turn away from the rest of us in order to innovate .

For in removing themselves they also remove more than their aliquot share

of our capital , and retard its future turning tempo . Thus , while pioneering

seems to be associated with mobility and change , and while it is , as I

have mentioned , an improvement over sedentary stagnation , it retards

the evolution of capital by lengthening the period between generations ,

and renders the economy less progressive , less adaptable , more ponderous ,

more clumsy , more sprawling , and more vulnerable to any nimble competitor

in peace or war .



. G glimpse at the dynamics of territorial expansion .

We have been treating a dynamic situation in terms that might be

described as comparative statics. That is necessary in a brief survey,

in which we cannot begin to do justice to the dynamics of the subject ,

1 Wicksell , who used this kind of terminology earlier , also used
" height ' to represent prolongation , and horizontal length to represent
volume . The analogy is confusing , I think , and not at all mnemonic . I
much prefer to describe the temporal aspect in temporal terms like fre
quency , tempo , etc.
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after December 29 , 1969 , when they reached 7.13%

(Chart) . By the end of February the market yield on U.S.
Government Bonds , ( 10 years due or callable) dropped 91
basis points to 6.22% . But after about a month of
fluctuation at about that level , yields started to increase
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The twenty-fourth survey of the Builders Economic
Council of the National Association of Home Builders was

completed recently . Nearly 40% of the 675 members of the
Council responded.

JUN

NAHB-Economics Department

BUILDERS' ECONOMIC COUNCIL REPORTS ON OPERATIONS, LABOR
RATES, PARTICIPATION IN GOVERNMENTAL PROGRAMS

BEC members are selected by their local associations as
being representative of their market . They are , however ,
generally more active in local associations and more
progressive in their building operations . Their own opera
tions may not be always typical , but since they have a
thorough understanding of the local market , their observa
tions are useful in identifying trends of the industry.

Economics Department
NationalAssociation of Home Builders

BUILDING OPERATIONS

In 1969 nine out of ten builders had other business
interests in addition to residential construction . Over 40%

of the BEC builders were involved in land development last
year. Over 20% were involved in real estate brokerage ,

remodeling and/or commercial industrial construction . The
remaining builders were involved in various other opera
tions in addition to building homes.

In 1970 some change is noted . The percentage involved
in land development dropped to 31 % . The total number in
real estate , remodeling and/or commercial industrial in

ECONOMIC NEWS NOTES and HOUSING STARTS
BULLETIN are available by subscription for $50.00 a year
from:

July, 170

again , getting to a new alltime high of 7.34% on May 26,
1970. Since then , yields began a slide down and at the end
of June were at 6.86% , down 48 basis points from the May
high , and 27 basis points below December's high .

The slow reaction of long term rates could be attributed
to difficulties in convincing investors and the general public
that the fight against inflation has been going well . Until
this is done , the long term rates may not drop as much as
short term rates . Some easing , however , will undoubtedly
occur.

One such area very likely will be in the mortgage
markets. The more relaxed mood in the money markets and
a substantial improvement in the flow of funds make it
imperative that loan officers look for investments in
mortgages. In this way they may well begin to force a
further slow decline in long term rates.

That an easing in the supply of available funds is starting
to have some effect is clear from the increased mortgage
loan commitments and the easing in the FNMA auction
market offerings . This trend , it appears , will continue for
the balance of the year.

creased to 27% . Also builders have become more active in
rehabilitation , medical- religious buildings , mobile home
parks, component manufacturing and lumber materials
dealer operations . Some of these wider diversifications on
the part of BEC builders is attributable to the fact that the
depressed housing market has forced many to seek other
sources of revenue.

BUSINESS ACTIVITIES OF BUILDERS
IN ADDITION TO RESIDENTIAL CONSTRUCTION.

Item

Land Development
Remodeling
Rehabilitation
Commercial/Industrial
Educational
Medical/Religious
Recreational/Public Building
Streets/Highways/Bridges
Utilities
Mobile Home Parks
Mobile Home Manufacturing
Component Manufacturing
Home Manufacturing
Architect/Engineer/Planner
Financial Institution
Insurance/Title Company
Lumber/Materials Dealer
Mortgage Banking
Real Estate Broker
Subcontractor
Vacation Home
Other
No Answer

1969

43%
6

1

1
1

1
3
1
9
1
2

15
10

100%

1970

31%
9

7

1
1

4

1
1

1

1

4
1

11

1

1
11
12

100%



RESIDENTIAL CONSTRUCTION LABOR -
WAGE INCREASES

The BEC builders reported that the average wage
increase experienced among the residential construction
building trades in their area was 10% . However , the actual
wage increases reported varied widely . Seventeen percent of
the builders reported wage increases of over 14% and 26%

of the builders reported increases between 10% and 14% . In
general , the raises were the same for all crafts. It must be
pointed out that residential construction employs relatively
fewer trade union members than other aspects of construc
tion. Therefore , the amount of wage increases usually varies
widely from area to area . According to the 1969 NAHB

Membership Survey , less than 20% of the builders reported
having all worker union members.

CONSTRUCTION TRADES
Average Wage Increase

May 1969 to May 1970

Craft

All Crafts
Carpenters
Bricklayers
Cement Masons
Electricians
Painters
Equipment Operators
Laborers
Truck Drivers

CONSTRUCTION LABOR SUPPLY

Similarly, the supply of labor varies widely between
areas . One-third of the BEC builders reported that most
trades workers are scarce , the greatest need appears to be in
carpenters, bricklayers , and cement masons . Workers in
least demand are truckdrivers . This is basically the same
situation that existed in 1966 , the last time this question
was asked in a BEC Survey.

Craft

Page

RELATIVE SUPPLY OF LABOR
May, 1970

Percent ofBEC Builders Responding

Carpenters
Bricklayers
Cement Masons
Electricians
Painters
Equipment Operators
Laborers
Truck Drivers
Composite Total

Average Percent Increase

10.0%

10.0
10.2
10.0
10.2
9.5

10.2
10.0
10.0

Oversupply Adequate

9% 44%
4 54
3 58
5 68
5 64

67
58
73
61%

5
9
7
6%

LOW INCOME AND INNER -CITY
CONSTRUCTION

Shortage

47%
42
39
27
31
28
33
20
33%

For the first time several questions were asked of the
BEC members about their participation in governmental
programs . The 251 respondents answered them as follows:

Are you planning to build or are you currently building
low income housing?

Yes
No

No Answer

The degree of participation varies widely among home
builders. However , the average number of units being built
under the government programs is expected to increase
from 24 units in 1969 to 85 units in 1970 , an increase of
over three times.

Under which of the following government programs are
you building?

Governmental Programs

235 Home Ownership for lower
income families

Public Housing Turnkey II
for sale

221 (d) (2) Home Mortgage
Insurance, Low & Moderate
Income

236 Rental & Cooperative
Housing for Lower Income
Families

45%

48%

7%

100%

221 (d) (3) Rent Supplement
Market Rate

203 (i) Home Mortgage
Insurance for Outlying Area
Properties

Impediment

Land Cost

In-Adequate Allocation
of Funds

Zoning
Too Little Profit

Red Tape
Codes

No Special Assistance
Other
Time

60%

Units
1969

60
40
42
34
23
10
11

42%

26

17

5%

Percent ofAll Units

6

Participating
Builders

5

4

100%

All BEC builders , whether they are participating in the
government low income and inner-city construction pro
grams or not, agree that major impediments to these
programs exist in their areas . They also seem to agree on
which are the most important . The only difference between
the participating and non-participating builders view of
these problems is that those builders who are involved in
the programs have decided to become involved despite the
problems.

What are the major impediments to build low-income
housing in your area?

Expected Units
1970

Percent Respondents

on-Partic.

Builders

61%

29
43
32

42%

23

38
22
8
6

8%

3

25

6

1

100%

All
Builders

61%

43
40
37
36
22
9
9
7%
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Profits falloff
loses speed
The midyear profits reports of U.S.
business seemed to be making much
the same point this week that midyear
gross national product figures made a
couple of weeks ago : The second three
months of 1970 were not quite as dis
mal as the first three months of the
year.

This year's second quarter was bad
enough, of course . Ford Motor Co. re
ported second-quarter profits down 8%

from the same period in 1969 , while at
Chrysler Corp. the dip was 80% . Du
Pont, biggest of the chemical com
panies, reported a 6 % decline . Second
quarter profits were off by 10% for
Standard Oil of New Jersey, by 25% for
U. S. Steel , and by 45% for RCA . Gen
eral Motors , the biggest corporation of
all , earned $473-million in the quarter,

up 5% from a year earlier . But in that
quarter last year GM's earnings were
held down by labor strife.

In fact, the second-quarter figures.
for U. S. business look good only when
compared with the first-quarter earn
ings . Net corporate profits dipped by
10% in the first quarter to a $44.6-bil
lion seasonally adjusted annual rate.
The dip in the second quarter probably
was not that steep .

The Commerce Dept.'s official sec
ond-quarter figures will not be out for
a month or so . A BUSINESS WEEK study
of the earnings of 350 manufacturing
companies , though, shows net earnings
for the lot at $4.3-billion , down 6% from
the same period a year ago . The 350 re
ported second-quarter sales up 3.7%

and profit margins (net income per dol
lar of sales) down to 5.5% , against 6.1%

in the second quarter of 1969 .

The BUSINESS WEEK figures are not
adjusted for seasonal factors ; the Com
merce figures will be . The BUSINESS

WEEK study , moreover , covers only
manufacturing concerns-mostly the
larger ones .
Improvement. If the study is on target,

then U. S. corporations earned money ,
after taxes , at around a $46-billion an
nual rate in the second quarter- down ,
of course, from the $49.7-billion rate of
the second quarter of last year, but up
from that $44.6-billion rate, in this
year's first quarter.

Only a handful of industries were
able to fatten their earnings in the sec
ond quarter . Copper prices have been
holding firm , and that pushed earnings
of the nonferrous metals companies up
by 19% over a year earlier . Kennecott

FINANCE

Copper reported a 56% gain in the sec
ond quarter, and American Smelting &
Refining a 26% gain.

The food and beverage group shows
a sharp gain , but a good deal of that
comes from Anheuser-Busch bounding
back from a strike-torn second quarter
in 1969. Even so, most of the big food
companies-Kraftco , Kellogg , CPC In
ternational-all earned more this time
than in the second quarter of 1969. The
conglomerates as a group were ahead
of their 1969 performances , but that
was mostly because International Tele
phone & Telegraph reported a 28%

jump in second-quarter profits .
Autos down . Second-quarter auto sales
were off by 16% and auto and truck
makers as a group earned 6% less than
in the second quarter of 1969. Detroit
suppliers- glass for one , and rubber
felt the squeeze . Steel production was
down by 5% in the quarter , and steel
companies as a group earned 23% less
than in the same period of 1969.

In chemicals, besides the 6% decline
at Du Pont , second-quarter profits
were down 10% for Dow Chemical , 16%

The profits squeeze continues

No.
of
cos. Industry

5 Aerospace
4 Appliance

14 Auto, trucks parts
16 Building materials
29 Chemical

9 Conglomerates
8 Container
6 Controls , instruments
9 Cosmetics, toiletries

14 Drug

15 Machinery
11 Nonferrous metals

15 Paper
6 Photo equip ., optical ....
5 Plumbing , heating

11 Printing , publishing
5 RR equipment
6 Rubber
3 Shoes, leather

16 Steel

16 Textile, apparel
3 Tobacco

22 Elec . equip ., electronics . 5,539,504 + 0.7
16 Food , beverages +11.13,114,443

658,535 + 3.3
1,581,304 + 0.1
2,185,992 + 7.8

6 Glass

7 Wood , wood products
53 Misc . mfg .

Total

for Union Carbide , and 25% for Mon
santo . Defense cutbacks continued to
hurt aerospace , and waning capital
spending cut into earnings of machin
ery , railroad equipment and electrical
gear makers . Among the computer gi
ants, IBM said second-quarter earnings
were up 6% and Burroughs reported a
20% rise . But profits were down 4% at
National Cash Register and 80% at
Control Data.

Percent
Sales change

2nd qtr.
1970

[$000]

Consumer spending rose by $11-bil
lion in the second quarter , but it is hard
to find that money among the con
sumer goods manufacturers . Among
producers of TV sets , Magnavox and
Motorola both reported lower second
quarter earnings , while Zenith and Ad
miral lost money . Both Polaroid and
Eastman Kodak reported lower second
quarter profits.

Once again, the hardest-hit groups
were construction industry suppliers.
Profits for the quarter were down 20%
for Johns-Manville , 33% for Armstrong
Cork , 16 % for Georgia-Pacific , 50% for
U.S. Plywood- Champion Papers , and
57% for Boise Cascade.

VS.

2nd qtr.
1969

. $2,013,858 + 3.6%
458,986 + 7.5

13,287,438 + 3.1
788,108 4.4

5,328,704 + 0.8

10 Office equip . , computer . 3,085,879 + 5.7
18 Oil 14,024,692 + 7.0

2,070,352 + 3.6
3.91,015,978

294,427 +33.9

3,997,405 + 3.9
1,534,999 +7.3

114,132 4.5
1,012,752 + 9.1
1,563,710 + 8.7

-

M

745,779 + 6.4
491,434 0.3

1,885,176 1.7
485,094 + 5.2

3,104,115 0.1

Percent
Profits change

2nd qtr. VS.

1970 2nd qtr.
[$000] 1969

$45,633 -21.9%
13,964 21.0

668,664 5.5
39,219 25.7

331,660 14.9

195,106 +5.7
79,144 +1.2
3,782 -38.8

68,294 + 6.9
131,826 +9.5

334,994 + 4.2
922,868 4.5
98,007 14.0

103,129 7.3
10,163 +8.2

Profit margin

2nd qtr. 2nd qtr.
1970 1969

37,430 - 17.0
16,859 21.0
50,359 38.3
17,923 +0.7

116,060 -22.8

2.3% 3.0%
3.0 4.1
5.0 5.5
5.0 6.4
6.2 7.4

207,342 8.9
126,531 +24.6
34,030 -11.2 5.2
77,098 18.7 4.9

225,594 +19.2 10.3

4.9
5.2
3.3
6.7
8.4

3.7
4.1

10.9
6.6
4.7

10.2
3.5

5.0
3.4
2.7
3.7
3.7

4.8
5.5
5.2
6.9
8.4

3.8
5.5
3.8
4.8

4.1
3.6
6.0
6.0
9.3

11.0
7.4
5.7

10.5
4.3

6.4
4.3
4.3
3.9
4.9

1,330,331 3.6
1,319,483 + 4.1
1,314,935 4.2
3,695,844 + 1.5

50,903 - 11.1
72,517 4.5
49,485 41.4

179,136 9.4

78,043,389 +3.6 4,307,720 - 5.9 5.5 6.1

4.1
5.5
6.2
5.4

IN
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On the long , rocky road to an auto contract
The United Auto Workers is not
"strike happy" this year; instead of one
strike, it hopes for three settlements
by mid-September . But the union has a
fistful of major demands-and the auto
industry says the projected costs are
way beyond what the Big Three ex
pected or what they can afford.

Negotiations now are well under
way. The union has filed economic de
mands , and the companies have begun
their presentations . Subcommittees are
at work, and everyone is settling down
for the long, hard effort to confound
those experts who feel an auto strike is
inevitable this year.

Both sides profess to be optimistic
because of the serious , hardworking be
ginning. But privately , industry people
and UAW officials concede that it will
be hard to reconcile their positions this
year. Because of political problems
within the union and the uncertain eco
nomic situation that worries the indus
try, neither side will budge easily.
Key demands. Leonard Woodcock, bar
gaining for the first time as UAW presi
dent and following in the footsteps of
the late Walter Reuther , has avoided
bombastic statements and threats . But
recently in Detroit , Woodcock said
unionists are "deadly serious" about
demands for pension gains, more insur
ance, increased supplemental unem
ployment pay (SUB) , wage protection
through an unlimited cost-of-living
clause, and , of course, more pay.

At the same time , Woodcock said
that the union , known for breaking
new ground in contract talks , would
not try to forge into new areas in 1970
because of "distortions in the econ
omy." Instead, he said , it would concen
trate on shoring up past contract gains.

Woodcock said that financial support
for the SUB program "is grossly in
adequate." Layoffs in the aerospace in
dustry have exhausted two UAW funds ,
while in Canada , a GM fund ran into
difficulties recently . The union , wary
about what might happen in a reces
sion , wants employer contributions to
SUB reserves raised and employers to
pay some costs now paid through SUB
funds . Further , it wants benefits im
proved with eligibility extended to any
workers with six-months seniority ,
something now limited to those on the
job a year or longer.
$30 and out.' At least a $500 a month
pension after 30 years , regardless of
age, is sought by UAW to guarantee re
tirees an adequate standard of living ,
Woodcock said . This would be "a realis
tic, practical device" for making earlier
BUSINESS WEEK: AUGUST 1 , 1970

Both sides are 'serious
and optimistic ,' but their
positions are far apart
retirements meaningful and to open up
badly needed jobs for newcomers to the
labor force . The so-called "30 and out"
retirement demand is not new , but
there is every indication that , for the
first time , it is a really serious union.
goal.

According to Woodcock , the union is
determined this year to restore the
cost-of-living allowance formula "as it
existed in the industry from 1948 to
1967," without any limit on the in
crease. After unlimited adjustments
before 1967 , UAW agreed to a limit of 8¢
a year. This cost workers 26¢ an hour
over three years as prices soared . Now
the union wants this amount added to
pay , while the Big Three wants to use
it in part to pay for the increased costs
of fringes.

While the UAW has yet to set a figure
on wages- and probably will not until
after Labor Day- it has said flatly that
auto makers must eliminate a 17¢
wage-fringe differential between auto
rates and higher rates in agricultural
equipment plants under UAW contracts.
Other issues . Below these are other de
mands-some for everybody , others for

UAW's 'stand
on key' issues
Pensions

A $500 pension after 30 years,
regardless of worker's age, plus
protection against inflation .

Insurance

More of everything .

Jobless pay

Increased supplemental
unemployment benefits [SUB]

payments, including 100%

pay in short weeks .

Cost-of-living

Unlimited "escalator" increases,

ending an 8¢ per year limit.

More pay

So far unspecified "substantial"
gains, and equality with

pay in farm equipment plants.

particular groups , such as skilled
tradesmen , foundry workers , office
workers , or technical and professional
employees . Although most of these or
dinarily would not explode into strike
issues , they cannot be brushed aside . If
any group is not satisfied , strikes are
probable despite any tentative settle
ment by top negotiators.

Skilled workers , for instance, want
more money, over and above any "sub
stantial" raise others get; tradesmen
have their sights set on the teamsters'
settlement and on the high pay in the
construction industry for what they
consider to be "comparable" work .

Many production workers object to
compulsory overtime and demand that
UAW require in new contracts that
overtime work be scheduled on a volun
tary basis only , exc under emer
gency conditions . And they want such
things as group auto insurance , an
educational fund , and bonus-pay for
vacations to "help defray the addi
tional living and recreational expense
a vacationing family incurs."

Beyond these, they want-and UAW
is prepared to insist on-more protec
tion against subcontracting and
against the production of motors or
other components abroad for U. S. cars
(foreign components are a growing
problem in the compact car field) .
Pollution demand . The UAW , now allied
with youth and other groups in antipol
lution campaigns , also has demanded
that the industry "protect the jobs of
our people" by engineering and devel
opment work "to bring the internal
combustion engine down to where it
operates at acceptable levels [of air pol
lution ] or . . . to develop an alternative
engine source."

There also are proposals on such
things as studies of yearend bonuses
for production workers "as now pro
vided for executives ," inverse or re
verse seniority to let older workers
take layoffs voluntarily , and a stock.
purchase program.

The industry has criticized the entire
package as "beyond anything we ex
pected, much too expensive ," and has
cited the cost- of-living demand as a
particularly critical issue . But when it
noted that UAw had paid little atten
tion to urgings of moderation from
George Shultz, former Labor Secretary
and now Director of the Office of Man
agement & Budget , and Treasury Sec
retary David M. Kennedy , Woodcock
replied tartly , "If they [the companies]
take that advice seriously , I don't think
there will be a contract."

LABOR
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THREE HUGE DAMS TO BE DEDICATED IN CALIFORNIA

20

A Record Attendance
SAN LUIS DAM AND RESERVOIR

0

announced that on his return to

IDA's SPRING CONVENTION

OVER 800 delegates and wives representing member agencies and
other interested organizations gathered at the St. Francis Hotel in
San Francisco on March 20 for the three -day spring convention of

the Irrigation Districts Association of California.
At a luncheon on the opening*

day, U.S. Senator Thomas H. Kuchel Local and State

Senator Kuchel Kellogg Project.
The Senator pointed out , how

ever, that construction of these proj
ects would have to wait until the
Vietnam war is over . "We will be
forced to shift these and other pro .

grams into second gear for the time
being," he said . "Authorization of
these projects will not add a penny
to the Federal budget . What a call
for authorization will do is force the
Administration to state its priorities
candidly and to tell the people of
California why studies on these
projects have been delayed up to
five years while our (water) crisis
grows." Kuchel was vehement in his
attack on "five years of foot-drag
ging and paper-shuffling" by the Ad
ministration on these and other
projects.

****..

-Bureau of Reclamation Photo

Kuchel, a member of the Senate
Interior and Insular Affairs Com
mittee for 15 years and now its
ranking Republican member , ex

(Continued on page 3 , col . 4 )

Washington the Roles In Water
following week he
would introduce Development

Ľ
legislation in the
Congress to au- OCAL water agencies in Califor
thorize three ma nia have an investment in wa
jor California wa ter facilities equal to that of
ter projects the both the State and the Federal Gov
East Side Canal , ernments.
the Peripheral This little known fact was re
Canal and the vealed in a talk on "Local Water

Organizations and the State" pre
pared by William R. Gianelli , Direc
tor, and presented by P. A. Towner,
Chief Council of the State Dept. of
Water Resources before the recent
Bureau of Reclamation Annual
Water Users' Conference in Sacra
mento.

AN

A

April 27th

New Exchequer
Dam Dedication

OROVILLE DAM AND RESERVOIR

50

T the local district level, anAother world's record breaking
dam-NEW EXCHEQUER

TW
wo of the world's greatest construction jobs will
be dedicated in California in the next few weeks.
Both are for water development . Both are basic

to the requirements of this State's exploding popula
tion , higher living standards and future progress.
They are SAN LUIS DAM , to be dedicated on
April 20 ; and OROVILLE DAM , to be dedicated
on May 4. Appropriate dedication ceremonies
summarized later in this article-are being planned

* for both projects.

will be dedicated with ceremonies
this Spring on April 27. (See photo
of dam in January 1968 issue of
"WWN”. )

No. 4

FE
-State Dept. of Water Resources Photo

SAN LUIS DAM , sixth largest in
the world , is the key facility of the
$435.5 million Federal-State Project.
San Luis Reservoir , behind the 320
foot-high-dam , will store up to 2.1
million acre-feet of surplus winter
runoff from northern California
rivers for irrigation and municipal
purposes in the western San Joa
quin Valley and for municipal and
industrial uses in southern Califor
nia. Storage of water in the reser
voir will have reached about 300,000
acre-feet by the time the project is
dedicated .

San Luis Complex

New Exchequer Dam is the major
facility of the Merced Irrigation Dis
trict's Merced River Development

"In my opinion , local water dis- Project . Standing at a height of
tricts are the foundation of water 490 feet, it is the highest concrete The San Luis Dam Complex is a
development and use in California," faced rockfill dam in the world . joint-use project of the Bureau of
Gianelli said . "To date , local Cali- New Exchequer Reservoir , behind Reclamation and the State of Cali
fornia agencies have invested more the dam , will have a storage capa- fornia . It will serve as a major addi
than $3.5 billion in water facilities city of 1,025,999 acre-feet of water. tion to the Central Valley Project
as compared to a Federal invest- MID's $85 million multiple -pur- and also as an essential link in the
ment of some $2.5 billion and a pose hydro development will ulti- State Water Project . Water re
State investment of some $1 billion . mately include four dams and ap- leased will serve both Federal and
Foreseeable future expenditures by purtenant works , together with State water users through the (Fed
local water agencies will be at least power installations totaling 166,000 eral) San Luis Canal and the (State)
equal to those of the Federal and kw . It also will make possible the California Aqueduct.
State Governments ." full control of floods on the Merced

River.
The project was built under the

He also pointed out that to a con supervision of Region 2 , Bureau of
siderable extent the great success Besides New Exchequer Dam , the Reclamation in Sacramento . On
of the Federal Central Valley Proj- initial development includes Mc- completion , the project will be
ect has been due to the existence of Swain Dam (reservoir capacity,, turned over to the State for opera.

(Continued on page 3 , col . 1 ) (Continued on page 2 , col . 2) (Continued on page 2 , col . 1 )
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Dedication of Dams
(Continued from page 1 , col . 4)

tion. The State will pay 55 % of the northern California water to 32
cost and the Federal Government
45% . Water will be shared in the
same ratio.

contracting water agencies located
from Plumas County in the north to
San Diego County in the south .

Flood control, power generation ,
fish and wildlife enhancement, and
recreation are other benefits to be
derived from the Oroville Dam com
plex . The development is located on
the Feather River five and one-half
miles upstream from the City of
Oroville.

The offstream water facility is lo
cated 12 miles west of Los Banos in
San Joaquin County , 100 miles
south of its water supply in the Sac
ramento-San Joaquin Delta . Addi
tional benefits will include power ,

fish and wildlife enhancement , and
recreation .

Oroville Complex
OROVILLE DAM , standing at a

height of 770 feet, is the tallest em
bankment dam in the Western Hem
isphere and the third largest dam
in the world in volume of material
used.

Lake Oroville , behind the dam ,
will have a water storage capacity
of 3.48 million acre-feet , 750,000
acre-feet of which will be reserved
for flood control . The Lake will be
about one-half full when the dam is
dedicated .

Dedication Ceremonies

Will Review Past Plans

under study for many years by Fed
Inasmuch as the area has been

eral , State and local agencies and
many water control structures have

Dedication Ceremonies
Los Banos Municipal Judge Rob- Governor Ronald Reagan will de

ert M. Falasco , Chmn . of the Dedi- liver the main address at the dedi
cation Committee , has announced cation ceremonies , scheduled to
that Secretary of the Interior Ste- begin at 10:30 a.m. on May 4 at thewart L. Udall, Cong . Bernard F. damsite . Other notables , who have
Sisk and other high-ranking Fed- accepted invitations to attend , in
eral and State officials have indi- clude Earl Warren, Chief Justice of been completed and others havecated they will attend the cere- the U.S. Supreme Court and former been recommended for construcmonies. Also in attendance will Governor ; former Governors Ed- tion , these previous studies and recbe officials from statewide water mund G. Brown and Goodwin J. ommendations will be reviewed
groups ; representatives from local Knight ; U. S. Senator Thomas H. along with plans and suggestions ofirrigation districts and water agen- Kuchel ; U.S. Representative Harold other interested agencies and indi
cies; local city and county officers ; T. "Bizz" Johnson; State Dept. of viduals for both specific and genand a very much interested general Water Resources Director William eral areas within the Basin.public. R. Gianelli and other State water

officials ; and former SDWR Direc
tors Harvey O. Banks and William
E. Warne.

~ ~ ~

According to reports , the State of
Texas is revising its State Water
Plan in typical big-scale Texas fash
ion-the expansion of its irrigated
acreage by 12,816,000 , or more,
acres . One big question said to be in

Texas can develop the waters To irri
volved in the revised plan is how

gate such a vast new acreage, it is
estimated that water for 8,239,000 of
these acres must be brought into
some 15 major project areas from
inside or outside Texas . One big facility under study is that of moving
Missouri River water to West
Texas and Eastern New Mexico . TheA Revised Water revised plan also envisions other deExchequer Dam

Rights BillThe multipurpose water develop
ment complex at Oroville has the
basic responsibility of conserving
and providing at least one million

An up-to -date version of the Fed
eral water rights legislation , S. 2919,

acre-feet of water and about 2.5 bil- velopment is to provide a depend- ests of the United States and the this year, is expected to include data

to clarify the relationship of inter- The plan , which will be issued

(Continued from page 1 , col . 3)
9,400 a/f) and power facilities at
both structures.

velopments beyond the 12,816,000
acres, called non -project irrigation ,

which can be done by individual

Conservation
farmers along creeks and from Soil

Service reservoirs.The principal purpose of the de

able supply of irrigation water for
the District.

lion kwh of power annually for the
$2.8 billion State Water Project
the largest water supply system
built by man. When completed and
in full operation , the huge project
will provide 4,230,000 acre-feet of

States in the use of water of certain compiled by Texas A&M University
streams , was introduced by Senator to the effect that the State could
Thomas H. Kuchel of California un- find markets for the products of
der the title of "The Water Rights 16,780,000 irrigated acres in 2020.
Act of 1968".

ANTON SIMONICH , Tulare
President

RALPH A. NISSEN , Williams
Vice-President
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Will Study San
Joaquin R. Basin

The Army Corps of Engineers has
initiated an investigation of the San
Joaquin River Basin , including the
Tulare Lake Basin.

ROBERT T. DURBROW, Sacramento
Executive Secretary-Treasurer
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The "Western Water News" does
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lication and distribution is made pos
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ganizations and Districts.

Individuals may support the "West
ern Water News," and the IrrigationDistr Water News and Informa
tion Program by sending in $5.00 or
more per year.

Civic organizations , businessmen
and residents in the Oroville Dam
area are arranging a gigantic, 5-daycelebration in conjunction with the
dam dedication.

I

It is rumored that President John
son may attend one or both of these
dedications.

Dravo Corporation , Bellevue,
Washington , was the general con
tractor , and the Tudor Engineering
Company of San Francisco was the
design engineer and construction
manager.

Notes & Quotes
The Imperial Irrigation District

adopted a resolution expressing its
appreciation to Rep . John V. Tun
ney, Riverside and Imperial Coun
ties , for his successful efforts in
having $103,000 placed in the U.S.
Dept. of the Interior's 1968-69
budget for a comprehensive Salton
Sea study and for the Congress
man's support on Colorado River
legislation acceptable to California
and the IID . At the State level, As
semblyman Victor V. Veysey of
Brawley, Imperial County , intro
duced legislation which would bring

studied in an effort to conceive the about a study of the Salton Sea as
most desirable overall plan. a permanent multi-use body of

water. The bill declares the prime
use of the Salton Sea area is to re
ceive agricultural and other waters.
It also would establish recreational
uses for the people of the area and

for a report to the Legislature by
California . Veysey's measure calls

January 1969.

CALIFORNIA'S STAKE
IN COLORADO RIVER
"California's Stake in the Colorado

River" is the title of a new 24-page ,
illustrated brochure made available
without charge by the Colorado River
Board of California , 909 South Broad
way, Los Angeles , Calif . 90015-while
the supply lasts . The text is intended
to assist any Californian to understand
better some of the basic elements of
the water supply problems faced by
10,000,000 so . Calif . residents who
now depend upon the Colorado River
to meet 80% of their water needs.
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If, during the course of the inves
tigations , it is found that one or
more specific problems can be

would be consistent with the overall
solved by individual projects which

comprehensive plan , consideration
will be given by the Corps to the
preparation of interim feasibility
reports thereon so as not to unduly
delay construction of such projects .

The bill was sponsored by Senator
Kuchel for himself and eight other
western senators : Murphy of Cali
fornia; Bennett of Utah ; Bible and
Cannon of Nevada ; Hansen of Wy.
oming; Hatfield of Oregon ; Moss of
Utah ; and Young of North Dakota .

S. 2919 is a revision of the earlier
bills S. 1275, 88th Congress ; S. 1636 ,

89th Congress ; and S. 2530 , 90th
Congress . S. 2530 was reviewed inthe December issue of "WWN”.

Dr. C. E. Butterworth , Jr. , medi
cal scientist at the University of
Alabama Medical Center , foresees
widespread famine in the not too
distant future which , he says , makes
it time to start educating doctors

unknown diseases of malnutrition.

in how to cope with old and as yet

Taking his view from the many
studies of world population growth
in relation to food supply , he found
"an overwhelming consensus thatThe new bill , like earlier bills , famine is a virtual certainty for

carries the recommendation of the large segments of the world popu
American Bar Association, of which lation" and the impact may hit the
Northcutt Ely is chairman of the U.S. as early as 1974- six years
Water Resources Committee , Sec- from now . He foresaw an increasingtion of Mineral and Natural Re- need for the U.S. to husband its

food supply because once burden
some surpluses are now down to
amounts that would be quickly ex
hausted should there be a major
crop failure . To aid the husbanding,
Dr. Butterworth said that medical
science must now define “in greater
detail than ever before , the optimal
nutritional requirements of man."

The report, which will take about
six years, is expected to be compre
hensive in scope and will present a
basin-wide plan for flood control
and for full development of the re
lated water resources of the basin.

The Corps regards the problems sources Law; and a large number of
of the San Joaquin River Basin , other national , regional , state and
which is growing rapidly , as many local organizations concerned with
and complex . Prospective solutions , water resources.
according to the announcement, in- S. 2919 was referred to the Com
clude reservoir storage , hydroelec- mittee on Interior and Insular Af
tric power plants , channel enlarge- fairs and ordered to be printed in
ment , levees, diversion tunnels and the Congressional Record (Vol . 114 ,
conveyance channels . These will be ' No. 16 , February 5 , 1968) .

I
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Local Districts and State
Roles In Water Development

(Continued from page 1 , col . 2)

1

viable, dynamic local agencies , will case financing must be delayed.
ing and able to assume responsibil- | He pointed out that the market
ity for the repayment of costs and ability of the water developed by
the distribution of water , and added the construction is substantially de
that the $2.8 billion State Water F

Project is similarly dependent upon
local agencies.

e

State's Role
Describing the State's role in wa

ter development , the Department
Director said that the Legislature ,

through the years, had enacted some
40 general district acts and hun
dreds of special district acts to en
able local water users to form more
than 1,000 districts to meet their member agencies." (Member dis- Enters Privatetricts and agencies of the IDA dis

"(1) Statutory responsibilities in
the formation and supervision of
districts. (2) Review of legislation
pertaining to districts . (3) Actions
before the California Districts Se
curities Commission. ( 4 ) Construc
tion and operation of the State Wa

particular water situations.

He explained that the State Gov- | tribute some 75% of all the water Practiceused inernment entered the water arena in
the 1870's because of the heated
controversy between mining and
irrigation interests . Also , that the
study of irrigation was one of the
chief duties of the Office of the State
Engineer when it was created in
1878. Gianelli said that DWR's pres
ent activities with water districts
include the following:

ter Project. (5) Loans and grantsunder the $130 million Davis-Grun
sky Act program . (6) Regulatory
functions in the supervision of safe

Interest Rates
Gianelli said that he was greatly

concerned by the high interest
rates that districts are being re
quired to pay to borrow money and
recommended that managers and di
rectors of districts should start proj .
ect planning as early as possible to
provide an adequate lead time in

I

WATER IN SUBSIDING
AREAS OF CALIFORNIA

A professional paper (497-A ) on
physical and hydrologic properties of
waterbearing deposits in subsiding
areas in central California may be
purchased for $4.25 from the U. S.
Geological Survey at 504 Custom
House , 555 Battery St. , San Francisco.
The paper describes testing methods
and presents and evaluates resultant
data on the hydrologic , physical and
engineering properties of undisturbed
cores of subsiding sediments in the
San Joaquin and Santa Clara Valleys,
California .

pendent upon extensive develop
ment of the lands to be served and
the construction of distribution fa
cilities to convey the water to the
supplier and consumer . "During the
next decade, vast sums will be spent
on such development," the Director
said . "A recent estimate by the Irri
gation Districts Association of Cali

fornia placed this amount at ap- J. Robert Rollproximately $2.5 billion for their

The state water official also noted
that for many years the Department,

or its predecessor , has been engaged
in comprehensive planning for wa
ter development in California and
that these plans have resulted in
projects constructed by local agen
cies , the Federal Government and
the State Government.

Coming Events
Western Snow Conference , Sahara
Tahoe , April 16-18.

The Future

California will be sky-high,” accord
"Future demands for water in

ing to Gianelli . “Future industrial
and municipal demands will climb
sharply, but we estimate that 50

ture will still account for 75% ofyears from now irrigated agricul

the total water use . It is estimated
that by that time the amount of irri

the Legislature and the Depart
ment, saying: “Legislative study of First Section of
the problem has resulted in the Uni
form District Election Law and the Pacheco Tunnel
District Reorganization Act of 1965.

As the principal water department Completed
in the State organization , we are
called upon by the Governor and the
Legislature to review and comment
upon legislative proposals ."

Spring Meeting , Calif. Society of
Farm Managers and Rural Ap
praisers, Yosemite Lodge , Yosemite
Valley, April 26.

Other Addresses
Caspar W. Weinberger, newly-ap

pointed California State Director of
Finance, addressed the morning
General Session on Thursday on the
subject of Regional Government
and Reorganizational Plans .

| Weinberger was followed on the
program by George B. Maul, Chair
of the State Water Resources Con
trol Board , and by Robert Brown ,

California Taxpayers Association.
Executive Vice President of the

Excellent Section Meetings
Public relations for local agencies

ing activities . (7 ) Planning."
ty of dams, water wells and rainmak. gated land will increase from 8 mil- Dam . In 1957 , he was responsible and the impact of regional govern

lion acres to 11 million acres with
an increase in annual water require

He observed that the problem of ments from 29 million to 36 million
multiplicity and diversity of dis- acre-feet."tricts has been of some concern to

Water Project Dedications: San
Luis Dam , April 20 ; Exchequer Dam ,
April 27; Oroville Dam , May 4;
Kern County Water Agency facili- .
ties, May 17.
State Chamber of Commerce 41st
Annual Statewide Meeting , El Do
rado Hotel, Sacramento , January
16, 1969.

The first section of the Bureau of
Reclamation's 11 -mile Pacheco Pass
Tunnel for carrying water from San
Luis Reservoir to water-short areas
of San Benito, Santa Clara, Monte
rey and Santa Cruz Counties , was
completed in February.

The project took 36 months to
complete and required 3.7 million
pounds of steel ribbing at some
places as close as two feet apart.

The 18-foot diameter , horseshoe
shaped excavation is lined with 2½
feet of concrete.

◄

J. Robert Roll has resigned as
Chief Engineer for the Santa Clara
Valley Water Conservation District
to enter private practice as
sulting engineer.

con

He served SCVWCD continuously
since 1932 , beginning immediately
after his graduation from the Uni
versity of Santa Clara . During this
35-year period, he has served the
District as surveyor; as hydro

engineer and , from 1954 ,

graphic engineer ; as assistant chief

engineer.
as chief

In 1949 , Roll designed and super
vised the construction of Leroy An

which at the time was the second
derson Dam in Santa Clara County ,

largest earth and rock dam in the
State, and later that of Lexington

3

Wide Experience

for revamping SCVWCD's existing ment proposals on public water dis
distribution and percolation facili- tricts were among the subjects cov
ties for the percolation of an addi- ered during IDA Section meetings
tional 100,000 acre-feet per year of on Wednesday and Thursday. Pro
imported water. grams in each section were designed

to fit the interests and answer the
Roll is a member of the Executive particular questions of members of

and Underground Water Commit- each section . Also discussed were
tees of the Irrigation Districts As- problems in relocating facilities ,

sociation and is Chairman of its Spe- waste water reclamation and the
cial Agencies Section . He also various acts under which agencies

agement of Flood Control Criteria
serves on the Ground Water Man- are formed .

Subcommittees of the State Cham
ber of Commerce and is a member
of the Technical Division of the Na
tional Water Well Assn.; the Amer
ican Water Works Assn .; the Na

According to the construction tional Reclamation Assn .; and the
firm of Dravo Corporation of Pitts- Weather Modification Assn . In addi
burgh , Pa., and Bellevue , Wash. , tion , he has been called upon to
the 1.8-mile excavation was one of assist technical delegations from
the most difficult tunneling jobs of several foreign countries in solving
recent years because of its proxim- their ground-water problems.
ity to the active Ortigalita Fault.

The geology of the area has been
shattered by generations of earth- trict formation and management ; liamson.
quakes a number of which oc
curred during the tunnel's construc
tion.

Gianelli Reports
Department of Water Resources

Director William R. Gianelli pre
sented a graphic picture of the
progress in the State water pro
gram to the Friday morning General
Session . Up-to-date slides of the
State Water Project around the
State dramatically illustrated the
progress being made .

1

~

Gianelli's talk was followed by a
discussion of the Joint Committee

As a consulting engineer , Roll on Open Space Lands by its new
will be specializing in special dis- Executive Director , John C. Wil

IDA Convention
(Continued from page 1 , col . 1 )

plained that one billion dollars in
water projects had been authorized
by the Committee for California but
only a fraction of that amount ever
received Congressional approval.

ground - water problems; water
rights ; and earth dams . His address
is : 100 Oak Rim Way, Apt . 19 , Los
Gatos , Calif. 95030.

Whitaker on Politics
In a luncheon address the follow

ing day, Clem Whitaker, Jr., Presi
dent of the nationally-known public
relations and campaign firm of
Whitaker & Baxter , discussed the
"Political State of the Nation", and
delivered encouraging news to
Kuchel fans.

"If Kuchel takes the primary, he
will be an odds-on favorite for re
election in November ," Whitaker
stated . "If Max Rafferty is the Re
publican nominee he would have a
tougher time in November but
could probably pull off a victory."

comments on the possibility of two
Whitaker also had some intriguing

Californians, Governor Reagan and
Assemblyman Unruh , opposing each
other on a national ticket.

Beautiful weather was provided
by San Francisco for the entire
convention , hailed by many as one
of the best in recent years. IDA's
1968 Fall Convention is slated for
December 4, 5 and 6 at the Disney
land Hotel in Anaheim.

The Imperial Irrigation District
concrete lined a total of 344.13
miles of lateral canals on a partici
pation basis with farmers from 1954 The people residing in the five
through 1967 as one of its several California counties of Los Angeles ,

Pacheco Pass Tunnel , paralleling activities to conserve precious wa- Orange , Riverside , San Bernardin
Highway 152, is a part of the Bureau ter supplies from the Colorado and Ventura represent almost half
of Reclamation's San Felipe Divi- River . Number of miles of canals of the State's population of approxi

Tsion of the Central Valley Project. concrete lined in 1967 totaled 60.64 . | mately 20,000,000.



Water Council
Delegates

Assemblyman Carley V. Porter,
38th District, Chmn . of the Assembly
Water Committee , has been re
elected to a third one-year term as
chairman of the California Advisory
Committee on Western States Water
Planning.

The Committee, which was created
by the Legislature in 1965 , advises
the Governor, the Legislature and
California's delegates to the 11
member Western States Water
Council on regional water planning .

California delegates to the Coun
cil are: State Dept. of Water Re
sources Dir. William Gianelli ; Colo
rado River Board Chmn , Raymond
Rummonds and Sen. Gordon Co

logne , Chmn . of the Senate Water
Resources Committee .

Re-elected Vice-Chmn . of the Ad
visory Committee was Jerome Gil
bert of Novato, Chief Engr. , North
Marin County Water District. Other

Subsequent construction will
carry the drainage waters on to the
Sacramento -San Joaquin Delta to a
final discharge point , location of
which is still under study . Also un
der study by both Federal and Statemembers are : James F. Sorensen, agencies is the development of de

Visalia , IDA Executive Committee nitrification processes for possiblemember and Pres . , National Recla
mation Association ; William H. Jen- treatment of the drainage waters.

nings, San Diego , Vice-Chmn . of
the California Water Commission; Colorado River
Joseph Jensen, Los Angeles , Chmn .,

Metropolitan Water District Board Flow Dips
of Directors ; Sen. Lawrence Walsh ,
Huntington Park ; and Theodore
George, Marysville.

No.Bay Aqueduct

Work Begins On
S.J.Valley Drain

The Bureau of Reclamation has
awarded a $246,433 contract to
Darkenwald Construction Co., Inc.,
Sacramento , launching construction
of the first section of the $56.6 mil
lion San Luis Drain as a part of the
Bureau's San Luis project facilities
in western San Joaquin Valley.

The American Water Works
Assn.'s publication “Willing Water"
says that in testimony before the
House Subcommittee on Irrigation

Aqueduct and Reclamation. Secty. of the In
terior Stewart Udall indicated that
the Dept. now believes that the 62
year average runoff of the Colorado
River is 14,963,000 a/f annually, a
drop from 15,063,000 a/f which pre
viously had been testified to.

"Willing Water" also said: "It was
clear that the water supply in the
Colorado is not sufficient to meet
developing demands . Augmentation
of the Colorado is necessary if there
is going to be sufficient water for all
requirements . (Note : During the
Colorado River Compact negotia
tions , prior to 1922 , the dependable
average annual supply from the riv
er was considered to be 17 million
a/f. The average annual runoff since
1930, however , is reported as only
13 million a/f.)

First water deliveries were made
early this month from the State
Water Project through the North
Bay Aqueduct facilities to the Napa
County Flood Control and Water
Conservation District.

The 7-mile section , near Mendota,
is part of the first-phase drain con
struction program which includes a
total of 62 miles of main drain and
the Kesterson Regulating Reservoir
near Gustine . Completion date for
the 7-mi . section, January 1969; for
the initial 62-mile drain and first
stage of the reservoir, December
1969.

NCFCWCD (entitlement , 25,000
a/f annually) will transmit water
from the newly-completed , first
phase of the aqueduct to water
users in Napa County . The water
now being pumped into the county
was purchased from the Bureau of
Reclamation by DWR to meet State
Water Project commitments in that
area .

ENGRS.- Several career positions open
for both recent grads and experienced
engineers with expanding Water District
in northern San Francisco Bay area . Duties
in general hydraulic or structural design,
and materials control . Send resume or
apply: Personnel Dept. , Marin Municipal
Water District, 220 Nellen Ave., Corte
Madera, Calif. 94925. An equal oppor
tunity employer.

POSITIONS OPEN
GENERAL MGR . Goleta County

Water District with 10,000 services in a
rapidly growing Santa Barbara area wants Jansen Fills New
an experienced person able to promote
both public and employee relations. Post At DWRDemonstrated administrative experience.
Salary open . Confidential. Send resume
to Geo. W. Smith , Board President, 1743
San Marcos Pass , Santa Barbara , Calif.
93105 .

Robert B. Jansen , Chief of the
California Dept. of Water Resources
Division of Dam Safety for the last
three years , was named on March 6
to the new post of Division Engineer
for the State Water Project Opera
tions and Maintenance by William
R. Gianelli, DWR Director.

Under Jansen's jurisdiction will
be 20 reservoirs with a total storage
capacity of 6,802,000 acre-feet of
water ; seven power plants with a
total capacity of 1.5 million kw and
total annual output of 6.2 billion
kwh ; and 21 pumping plants to

MGR.- Wanted by the Jackson Valley move more than 4 million acre-feet
Irrigation District, Route 1 , Box 235, lone, of water annually through almostCalif. 95640. Letters of application con- 700 miles of aqueducts.taining biographical information , educa
tion , experience and references of appli
cant and any other relevant information
should be mailed to the District.

F

Jansen topped a list of 125 appli
cants for the job throughout the Na
tion in a competitive examination.

Becker paper

Actions and Reactions

The Kern County Water Agency and the Water Association of Kern
County are planning a celebration on May 17 when the first water from
the State Water Project is expected to reach that area via the California
Aqueduct. Oroville Dam , key facility of the $2.8 billion State water de
velopment project , will be dedicated on May 4. Water flowing from Oro
ville Dam when it is dedicated on May 4 is expected to reach Kern
County on May 17 at which time it will receive a second dedication by
the local citizens in recognition of its service to them . Allen Bottorff
and Monroe Browne are co -chairmen of the celebration .

WESTERN WATER NEWS - APRIL , 1968

Spring began with statewide precipitation for the water year in California
averaging about 80% of normal, according to the State Dept. of Water Re
sources. Generally, precipitation has been fair in so . Calif., good in no . Calif.
and poor in the central portion of the State . Reservoir storage is above average
and groundwater levels are up from those of a year ago . Storage in 119 major
reservoirs in California was 115% of average for March 1 , which was 65% of
total capacity.

Total acreage of crops receiving water from facilities of the Imperial
Irrigation District increased from 581,744 in 1966 to 607,054 acres in 1967-a gain of 25,310 acres . Kind and acreage of major crops grown in 1067
were: irrigated field crops 532,209 (alfalfa, barley, head corn , sugar beets,
cotton and rye grass ) ; irrigated garden crops , 69,671 (lettuce , can
taloupes, carrots , watermelons , onions , cabbages ) ; irrigated permanent
crops 5,174 (asparagus , oranges , grapefruit and mixed citrus).

The California State Depts . of Public Works and Water Resources have de
veloped a plan to use the same maintenance facilities and personnel- so far as
practicable to service those stretches of the California Aqueduct and the West
Side Freeway (Highway I -5 ) , which parallel each other for about 200 miles in
the San Joaquin Valley . The Depts . figure that considerable savings in facilities
and maintenance costs can be made by adoption of such a plan-following com
pletion of the two projects.

Ralph M. Brody Mgr . and Chief Counsel for the 600,000 -acre West
lands Water District-Fresno and Kings Counties- estimates that sup
plemental Federal water (just under 1,500,000 a/f annually) to be re
ceived from the San Luis Unit of the CVP will boost cash farm income
in the District's service area $70 million a year to a total of $225 million .
Because of the tight money situatio completion date for Westlands'

Myron B. Holburt has been designated Chief Engr . of the Colorado River
Board of California , subject to Civil Service procedures , succeeding Dallas Cole,
who retired March 7. Holburt has been Principal Hydraulic Engr. for the Bd.
since 1965. He has held many important assignments in the field of water, in
cluding some as far away as Pakistan and Peru . The State agency is responsible
for protecting the rights to divert water from the Colorado River, which is re
lied upon by 10 million citizens in so . Calif . to meet 80% of their needs.

Joseph Jensen, Chmn . of the Metropolitan Water District Board of
Directors, was presented a 25-year service pin on March 12 in recognition
of almost continuous service as one of the Board's representatives from
the City of Los Angeles since 1940. Jensen has served as MWD's Board
Chmn. since 1949. Vice-Chmn . Warren W. Butler made the presentation .

The U. S. Geological Survey reports the average annual flow to the ocean of
the Columbia River to be 182,400,000 acre-feet , and the ocean flow of the Colo
rado River to be only 170,000 acre-feet- a difference of 182,230,000 acre-feet .

Charles H. Lawrance , an authority in the field of public health engi
neering, has been appointed to the newly created post of Dir. of Environ
mental Engineering of Koebig & Koebig , Inc., 58 -year-old Los Angeles
based engineering-architecture-planning firm .

Excavation of trenches began in March for the purpose of geological explora
tion at Diablo Canyon ( near the coast in San Luis Obispo County ) for the second
nuclear power unit which the Pacific Gas and Electric Company proposes tobuild there. PG & E has received California Public Utilities Commission approval
to build Unit 1 and is awaiting a construction permit from the U.S. Atomic Energy
Commission . The firm has filed application with the CPUC for authorization of
Unit 2 .

Assemblyman Carley V. Porter of Compton , California , was named as
"National Conservation Legislator of the Year 1967" in the third annual
Conservation Achievement Program conducted by the National Wildlife
Federation , world's largest private conservation organization .

F. P. Bystrowski , who was Chief Engr. with Oro Dam Constructors for construc
tion of Oroville Dam and Oroville Dam Spillway; Asst. to Vice-Pres ., Merritt Chap
man & Scott Corp., engineers and constructors ; and Foundation and Soils Engr .
with Mueser Rutledge , Wentworth and Johnson , consulting engineers , has es
tablished a firm for consulting and engineering for heavy construction contractorsand engineers under the name of F. P. Bystrowski & Co. , P. O. Box 323 , Chico ,Calif. 95926.
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Mining coal for hungry steel mills

Huge new Kaiser complex
will send Japan
5-million tons a year

It was hands-across-the-sea as well as
hands-across-the-border in British Co
lumbia last week as Japanese custom
ers and Canadian officials ned Kai
ser Resources , Ltd. , in inaugurating
the company's $110- million coal-mining
and shipping complex . In pomp , glitter ,
and duration , the two-day dedication
outshone the opening of a U. S. super
market. Even Prime Minister Pierre
Elliott Trudeau hopped over from Ot
tawa to cut the ribbon and impart his
benediction .

The coal mine at the center of the ex
citement was not even a new one . Yet
the reasons for the fanfare were not
hard to find :
■ The world steel industry desperately
needs coking coal . Canada has a good
deal of it . And Kaiser has fashioned a
mechanized system for mining and
shipping it on a gigantic scale that sets
new standards for economic manage
ment of resources.

■ Japan's need for coking coal is acute
and growing more so . The Japanese
steel industry more than tripled pro
duction in the last 10 years and hopes
to double it again in the next 10 , per
haps even dropping the U. S. to second
place in the non- Communist world. But
Japan is very short of all fossil fuels
and will have to import 90% of its coal.

That is why President Chujiro Fu
jino of Mitsubishi Shoji Kaisha , Ltd. ,
and Vice-President Hisao Makita of
Nippon Kokan K. K. headed a large de
legation of Japanese steel and shipping
executives at the British Columbia cer
emonies . Kaiser is committed to sell
them 75-million tons of coal at $12.85 a
ton (FOB Vancouver) over the next 15
years.

Billions . The Kaiser complex is in two
parts . One is a 108,000-acre tract in the
Rockies at Fernie , B. C. , that contains
proved reserves of 135-million tons of
high-quality metallurgical-grade coal
in the first 20,000 acres to be explored .

A royal commission 25 years ago esti
mated 7.4-billion tons of coal may lie
within a 50-mi . radius .

The other part is a 55-acre " island ,"
man-made from dredged silt , in the
Strait of Georgia . It is 3 mi . off the
coast near Vancouver and is linked to
the mainland by a narrow strip of land ,
also dredged silt from the tidal flats .
The causeway, in turn , supports a 24-ft .

BUSINESS WEEK : JUNE 27 , 1970

roadway and a single-line railroad
track.

Kaiser Resources , a subsidiary of
California's Kaiser Steel Corp. , owns
the Elkview Mine property , but rents
the "island ," Roberts Bank , from the
Canadian government as a deep-water
shipping terminal-known as a super
port in maritime jargon because it will
take bulk carriers up to 125,000 tons .

A 685-mi . ribbon of railroad track
joins the two . On it , the Canadian Pa
cific Ry . operates a fleet of three unit
trains to provide a virtually continuous
flow of coal from mountain to sea . The
objective , after the present shakedown
period , is to maintain such a flow that
the big carriers can be bulk-loaded ,

either from huge stockpiles or directly
from CP's specially designed gondola
cars , at 6,000 tons per hour . The rail
road designed the trains for as many
as 100 cars each , hauling as much as

-7

Self-propelled dragline can pick up
54 cu . yd . of coal in a single bite .

10,000 tons at a clip on the 36-hour one
way run . If the system hits its target
of 97,000 ton-miles per round - trip hour ,
it will be the most efficient unit-train
operation in North America , according
to Kaiser.

Kaiser's coal deposits are not in vir
gin soil. They were mined as far back
as the turn of the century , and their
previous owner , Crows Nest Industries ,
Ltd. , continued to mine them until a
few years ago . But rising trans
portation costs. obsolete mining tech
nology , and radical changes in energy
sources made the operation economic
suicide.

Titans . Massive sala is the key that
Kaiser President Jack J. Carlson ex
pects will open the treasure chest . By
assuring Canadian Pacific sufficient
tonnage to justify a $48-million capital
outlay, Kaiser was able to negotiate a
freight rate of $3.50 a ton . To strip

mine tonnage of that magnitude , the
company custom-designed such equip
ment as a 54-cu.-yd . walking dragline
and giant trucks that can handle 200
ton loads of coal . Mechanization at the
superport includes a machine that
seizes a loaded gondola car and without
uncoupling it , turns it over to discharge
its load , then sets it back on the track
and pulls the next car into position for
dumping-all in 100 seconds .

"Sometimes ," says Carlson , “I get
the feeling that the international steel
business is really the transportation
business because transportation costs
loom so large in the finished product .
Shipping costs can represent from one
half to two-thirds the delivered cost of
steel -making raw materials."

Carlson has maneuvered Kaiser
Steel into a position to cash in three
ways from the exploding worldwide de
mand for steel that saw production
jump from 340-million tons to 630-mil
lion tons in the 1960s and is forecast to
reach 900-million tons to 1-billion tons
by 1980. Ranking 10th among basic
steelmakers in the U. S. , Kaiser earns a
moderate return on its bread-and- but
ter activity ($25.7 million after taxes
on $420-million sales last year) . It is
now increasing its 2.9-million-ton steel
capacity by 500,000 tons.

Kaiser Steel and the related Kaiser
Aluminum & Chemical Corp. jointly
own a steamshin transportation com
pany that has barely got started but
can be expected to compete for some of
the long-haul ocean commerce that
both companies generate . In addition
to shipping coal from Canada to Japan ,
the steel company ships coal from Utah
to Japan and iron ore trom California
and Australia to Japan and Europe.
Kaiser Aluminum ships bauxite and
alumina from Jamaica and Australia to
New Orleans and Tacoma-and , oddly
enough, iron ore from its own mine in
Canada to the same Japanese steel
companies that buy Kaiser Steel's coal.
Muscle in raw materials is a Kaiser
family hallmark.
Running short. But Kaiser may be a ra
rity among steel producers in the de
termined position it has taken as a pro
ducer and marketer of merchant coal.
Most big steel companies have captive
coal mines to meet their blast furnace
needs for coke ; they may even sell or
trade some to balance inventories . Kai
ser does that too . But in addition it has
now plunged headlong into the coal
business for its own sake.

It could not have chosen a better
time . To reach 1 -billion tons of steel

CANADA
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There are oro emsɔ
in every business
that on y

ew ett- Packard
can so ve.

Ifyou're one of the many companies spending from three to 50 thousand
dollars a month on time-share rental , you should weigh the financial

advantages of owning your own system. Hewlett-Packard now offers you two
to choose from . You can lease-to-own our new 32-terminal system for just

$2667 a month on a five year plan . Or get started on our popular 16-terminal
system with a monthly investment of only $2016 . As your time-sharing

needs grow you can upgrade to our larger system, since it is

completely compatible. Add your operating costs and compare.
Then encourage your technical people to get in touch

with us. To make it easy we have a staff of 2000
at 141 service centers throughout the world .
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travelers who have been
shamelessly spoiled by
the other Ritz
at Place Vendome .
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Action .
VISUAL DISPLAY BOARD

OPEN

MOVEABLE LIGHTS & WORDS
LIGHT, FLASH ANYWHERE
ON BOARD
. Completely changeable without rewiring .

• Wherever you place a light, letter or word, it
will light, flash or go out on command.

• Another set of lights alternates with above.
Flashing Lights attract attention to your exhibit,
sales presentations, display, charts, critical areas.
Many sizes and colors available.

METHODS RESEARCH
METHODS RESEARCH CORP .
210 Willow Ave.
Staten Island , N.Y. 10305

Please send FREE ILLUSTRATED BROCHURE

Name

Company

Address

City State Zip

shorton lig.cap.
roduction by 1980 , steelmakers around

the world will need an additional 200
million tons of coal per year—at a time
when resources are already strained to

[ produce enough coal for 630-million
tons of steel . Some U. S. steel produc
ers that normally have a 90-dav supply
of coal on hand , are now down to a 10
day supply. The reasons: booming
prices for coking coal on world mar
kets , labor problems at home , and the
new Coal Mine & Health Safetv Act ,
which is hamnering production .

Fordham University's Reverend Wil
liam T. Hogan , S. J. , recognized by the
industry as an authority on steel eco
nomics , says there is plenty of coal,
worldwide, that meets the coking spec
ifications of low ash and low sulfur-as
much as 268-billion tons in the U.S.
alone. But , says Hogan , much of the
coal is either inaccessible or too far
from where it is needed , and young
men are hard to recruit for the nasty
work of underground mining . The U.S.
has abundant underground reserves ,
but it is eating into its above-ground

In the end , says Hogan ,
'if the price is right,
the coal will be produced '
stockpile , burning more than it is min
ing. Six weeks ago , Hogan estimated
the U. S. stockpile at 50 days' supply.
And now some electric utilities , under
pressure to stop befouling the air with
their stack emissions , are paying pre
miums up to $5.50 a ton for metal
lurgical coal because it burns cleaner
than steam coal.
Demand. Even with Kaiser's 5- million
tons per year and other long-term im
port contracts aggregating 50-million
tons , Japan faces a 1980 deficit of 33
million tons , says the Fordham econo
mist. One remedial step Japan has
taken is to lend $25-million at generous
terms to the Island Creek Coal Div . of
Occidental Petroleum Corp. for devel
opment of a mine to yield 2-million
tons a year. In the end , says Hogan, it
all comes down to a simple exercise in
supply-demand economics : "If the price
is right, the coal will be produced ."

But not all Canadians laid out the
red carpet last week . A few pickets
were on hand in Vancouver with pla
cards demanding cessation of strip
mining . And the Vancouver Sun raised
an "ecological question mark" about
the whole project . The editor reserved
his apocalyptic rhetoric , however, for
the rail line that divides a pleasant
little coastal town to reach the super
port . "The host municipality of Delta,"
he growled in an editorial , "has been
treated as though it wasn't there.
There is no need to wait for the verdict
of history to show that the placement
of the feeder railway into the port was
sheer bloody-minded vandalism ."

CANADA
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Can you make
your peace with
ecology without
getting your controller
all choked up?
The essence of American genius
is that once we decide to do something,
we find a practical way of doing it.

There are practical ways
of cleaning air of dust and fumes.
It does not have to be the horrendous
expense you might think.

The critical decision
is working with someone
who knows what he is doing.

Carborundum knows what it is doing.
We have installed more than 15,000
successful fume and dust control
systems over the last 60 years under the
Pangborn name . 94 of the 100 largest
industrials use our systems .

We have total control...

we engineer the system, we build the
equipment, we install, and turn the key,
we design and make the consumables,
we service .

Our president says :
"Carborundum intends to play
a vastly greater role in controlling
air and water pollution . "

To that end we have formed
a Pollution Control Division to synergize
our many and diverse disciplines .

The pivot is Pangborn
baghouse systems for cleaning air.
In effect these are giant vacuum
cleaners which remove solid
contaminants . There are three
other major methods . We have
an exclusive licensing agreement...
with AB Svenska Flaktfabriken (SF)

which gives us total expertise in all three.
We will make and sell in this country
electrostatic precipitators which charge
and collect pollutants with high voltage.
Also, wet scrubbers which entrap contaminants
in water droplets and flush them out of the air.
And , centrifuges which mechanically
collect large particles in gases . We have
acquired a British firm , Spencer & Halstead ,
long recognized a leader in air pollution
control equipment.

To support the new Division ,

Carborundum is involved in a heavy
research program extending from such
things as basic fiber and weaving technology
to the development of infrared scanning.
devices for monitoring air pollution.

We also have considerable investment
and expertise in solid waste disposal
and fluid control processes .

Call Mr. Schoeck.
Vincent E. Schoeck is the General Manager
of our Pollution Control Division . He can
put his people to work on your pollution
problems pronto . Call him when you want
to know what it will cost to make peace
with nature, the governments , your
controller , and your conscience.

The Carborundum Company,
Pollution Control Division ,

Hagerstown , Md . 21740 .
Phone : (301) 739-3500 .

CARBORUNDUM
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ECONOMICS

Making Ricardo's prophecy come true
Rational division of
world labor and resources
is one step nearer

American companies proclaim their
presence abroad in neon signs that
light the skyline of almost every major
foreign city. But like the well-disguised
budget of the Central Intelligence
Agency, the expatriate economy that
U.S. companies have constructed lies
hidden away in dozens of separate na
tional income tables . It is not that the
U. S. is shy about disclosing the full di
mensions of its foreign holdings, de
spite years of rhetoric about "economic
imperialism." The fact is that econo
mists only recently have come to view
these multinational operations as part
of a pattern of development quite dis
tinct from their geographical settings.

Yet it is an "economy" that the mul
tinational companies have created .
And it has a dynamic of its own that
does not fit comfortably into con
ventional modes of thought . It is , in ad
dition , a giant . When all the pieces are
put together, the total annual produc
tion of American companies abroad
comes to some $ 200 -billion , about
equivalent to the gross national prod
uct of Japan .

The multinational economy is also
exhibiting a growth rate that is closer
to Japan's than to the more leisurely
pace of the U. S. According to the Com
merce Dept. , private direct investment
has just about doubled since 1962 and
last year rose by nearly 9% to $71-bil
lion. Sales by foreign manufacturing
affiliates rose more than 12% in 1968
(the last year for which figures are
available) to a total of nearly $60-bil
lion . Perhaps symptomatically, while
corporate profits barely inched forward
in the U. S. last year, the foreign earn
ings of American companies jumped by
more than 13% .

Dream . To Judd Polk , economist at the
U. S. Council of the International
Chamber of Commerce , this growth is
the product of a new industrial revolu
tion , similar in scope to the one that
produced a continental market for the
U.S. "The state of industrial . tech
nology-very much including world
electronic communications and com
puters-has created the situation in
which, for the first time , men are in a
position to treat the world itself as the
basic economic unit ,” he says.

Polk and many others see the mul
tinational corporation as the in
ECONOMICS

strument for achieving what has been
the dream of economists since David
Ricardo first set forth the "law of com
parative advantage" in 1817: a fully ra
tional international division of labor
that will "optimize" the productive re
sources of the world . Critics , on the
other hand , fear that combining de
centralized production around the
world with centralized management in
a few cities such as New York, London ,
and perhaps Tokyo , could lead to the
development of a "branch-plant men
tality" on a worldwide scale.

The debate-which in many ways is a
replay of the free trade vs. protection
ist arguments of the 19th Century- is
leading economists to examine much
more closely the forces that impel

Economist Ricardo : International
trade makes everybody better off.

American companies to go abroad in
ever-increasing numbers .

The motivation traditionally cited by
both classic economists and Marxists
that companies go abroad to get
cheaper sources of raw materials-is
clearly on the wane . Mining and petro
leum account for a steadily declining
slice of new investment , from more
than 50% a decade ago to less than 25%
now , and there has also been a steady
erosion of the share of private capital
going to less-developed countries.

Nor is the movement a flight away
from high U.S. labor costs , despite
growing suspicions to the contrary on
the part of the U. S. labor movement.
Most foreign investment is in capital

( intensive , not labor-intensive , indus
tries . Moreover , very little of the out

·

put of foreign plants winds up in the
U. S. market, which would be the case
if the "runaway plant" argument held
water. In 1968 , only about 8% of the
sales of foreign manufacturing affil
iates showed up as U. S. imports-and
about 80% of this amount originated in
Canada , where labor market conditions
are so similar that even many of the
unions are the same.

The lure . The explanation is that Amer
ican companies have gone abroad.pri
marily to exploit their own compara
tive advantages . They have discovered
economies of scale for a worldwide en
terprise that outweigh political risks,
financial regulations , and the intricate
difficulties of adjusting business prac
tices to a different cultural setting .

In part , the advantages are finan
cial. The multinational corporations
are the largest accumulations of wealth
the world has ever seen . For many, an-
nual sales outrank the GNP of most
countries. Moreover , they have ready
access to the U.S. capital market ,
which over the long run can provide
virtually unlimited funds.

Size and diversity are also advan
tages . A small company, even when it
is operating on its home territory, is
naturally reluctant to risk a couple of
million dollars on a new enterprise . For
a billion-dollar corporation , such ven
tures are routine-and are , in fact ,

more acceptable the more they are
spread over the globe.

Beyond this , the multinational corpo
ration is the device for applying, on a
worldwide scale , the managerial ex
pertise that had been developed in the
continent-wide , mass-consumption.
Americaneconomy.

Professor Raymond Vernon of the
Harvard Business School believes that
much of the impetus behind foreign di
rect investment can be accounted for
by the operation of an “international
product cycle." As the wealthiest mass
market in the world , the U. S. provides
the most scope for consumer inno
vation and is usually where new prod
ucts are developed . In the second stage,
the product is exported to countries
that rank just below the U.S. in per
capita income . At this point , American
companies commit themselves by in
vesting in ex
pensive distribution.
systems , often in
cluding brand-name
advertising . In
stage three , the lo
cal market becomes
large enough to sup
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port manufacturing operations, and
U. S. companies begin to establish
branch plants . Gradually , earnings
from exports are replaced by repat
riated profits.

For some industries , there appears to
be a fourth stage- that of genuinely
multinational operations in which a
company with a network of facilities
expands the plants where costs of pro
duction are lowest and begins to export
to third-country markets .

By-products. The theory of the product
cycle, particularly if it is expanded to
include research-based industries such

as computers and telecommunications ,

helps explain why American companies
may have an initial advantage in ex
ploiting foreign markets . It does not
say much about whether a far-flung
empire has enough long-run advan
tages over purely local enterprises to
offset obvious disadvantages , including
political ones .

One of the chief arguments for toler
ating U. S. ownership of significant
shares of key industries is that such di
rect investment leads to the "export"
of the elements that have made Ameri
can business the most productive in the
world . A British economist , Professor
John Dunning of the University of
Reading , notes that while U. S. subsidi
aries have a productivity rate 20%

higher than their British competitors,
the gap was twice as large only 15

years ago. He says that there have
been "substantial spillover effects"
from the imported management ex
pertise "on competitors , suppliers , and
customers of each U.S. firm and on
management and labor practices in the
British economy in general."
Criticism . Still, it is largely because of
their obvious advantages that the mul
tinational corporations have come un
der strong critical attack . The complex
network of international economic re
lations that they are forging has im
measurably complicated the age-old
question of conflicts between private
profit and public interest . And from
the AFL-CIO executive council to the
new Marxist president of Chile , the gi
ant concerns face a bill of particulars
that is lengthy- and somewhat self
contradictory.

In Ricardo's classic demonstration ,
international trade made everybody
better off. But critics say that both the
U.S. and the host countries can be
made worse off by the operations of
multinational corporations . Evidence is
shaky but there is enough apparent.
logic in their analysis to put the com
panies on the defensive in both places.

Though they have injected $38-bil
lion worth of repatriated profits into
the U.S. economy over the past decade,
the multinationals' rise has probably
had an adverse effect on American out
put and employment . Because com

panies have found it profitable to build
plants abroad, foreign production has
replaced exports . Not only has this
meant fewer jobs and slower economic
growth in the U. S. , it has also gener
ated balance-of-payments problems
that are still far from being resolved.

While host countries have clearly
benefitted from new productive facil
ities , foreign-owned investment does
not always have the same impact on
economic development that purely local
enterprise would have . A wide variety
of ancillary activities that ordinarily
would grow up on the periphery of any
large operation are performed else
where. Profits that might otherwise
find their way into domestic capital
formation instead go abroad . And , in
some cases, the multinational com

panies have added to the "brain drain"
by attracting and moving around the
competent professionals who might
have become valuable additions to a lo
cal entrepreneurial class.

Headaches . On another level , the rise of
multinational enterprise has im
mensely complicated the responsi
bilities of governments for economic
management . It is doubtful whether
Canada, for example , could ever set
economic goals independent of devel
opments in the U. S. economy. In other,

British management
has improved substantially
through U. S. methods
less extreme cases , investment trends
may be tied more to conditions in the
U. S. than to the local scene.

Many of the strains that have devel
oped in the international monetary
system are probably a direct result of
the operations of multinational corpo
rations . Much of the time , what looked
like huge "hot money " flows of cur
rency speculation in the past couple of
years were actually the cash balances
of the multinational companies slosh
ing back and forth across borders in an
understandable search for security
against devaluation . Largely because
of these movements , West Germany
has been caught in a real bind : If it
raises interest rates to dampen its
runaway boom , it attracts a huge flow
of international funds ; if it lowers in
terest rates, it adds fuel to the boom .

Part of the feeling of apprehension
among economists and government of
ficials about the multinationals is that
the "multinational economy" is so new
a phenomenon that its rules of oper
ation have only begun to be under
stood . And much of the future of mul
tinational enterprise probably hinges.
on whether the companies can learn to
manage their affairs in a way so that
foreign investment is as demonstrably
compatible with national economic in
terest as foreign trade .
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The National Bureau of Economic Research is the
generally recognized leader of business-cycle analysis . At
four different times- in 1938 , 1950 , 1961 and 1967- that
organization has published lists of series of economic data
that appeared to be related to cycles in business activity.
Each succeeding study was intended to extend and update
the results of the preceding study.

Included among the indicators of business-cycle trends
in the earliest published list through the most recent is
the inverted series , liabilities of business failures . The
National Bureau found that the cyclical trend of this
series usually had changed prior to such changes in the
trend of general business activity . Until the most recent
list of indicators was published by the National Bureau ,
inverted liabilities of business failures was included in the
"short list" of primary leading indicators . The series
comprising the short list are considered the most reliable
of the business-cycle indicators . Although the liabilities of
business failures series now receives less attention than it
once did , a study of recent developments in this series
may be useful.

Data on the number and liabilities of business failures
are gathered and made available by Dun and Bradstreet,
Incorporated. Business failures data are limited to
industrial and commercial enterprises ; they exclude such
concerns as railroads , banks , other financial companies ,
holding companies , real estate and insurance brokers , and
a few others . Liabilities , as reported herein , are seasonally
adjusted monthly amounts of current liabilities , including
all accounts or notes payable and all obligations , whether
in secured form or not , known to be held by anks ,

officers , affiliated companies , supplying companies, or the
government, but excluding long-term , publicly held
obligations . Offsetting assets are not taken into account.

100

Historically , peaks and troughs in the 6 -month moving
average of liabilities of business failures have generally
preceded , respectively , the troughs and peaks in general
business activity designated by the National Bureau . This
relationship is discernible in the accompanying chart . For
example , a cyclical low occurred in the liabilities series in
January 1951 , and a cyclical peak in business activity
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occurred in July 1953. The liabilities series reached a
peak in February 1954 , and business activity reached a
cyclical trough in August 1954.

LIABILITIES OF BUSINESS FAILURES
SEASONALLY ADJUSTED CENTERED AT 3rd MONTH

6 -MONTH MOVING AVERAGE

1 .

The leading aspect of the inverse relationship between
the liabilities series turning points and the business-cycle
turning points has not held in every instance . For
example , a peak in the liabilities series followed by one
month the April 1958 business-cycle trough . Furthermore,

some business-cycle turns have occurred without a clearly
recognizable turn in the cyclical trend of the liabilities
series. The business-cycle trough in February 1961
without an obvious peak in the liabilities series illustrates
this point. Also , what one might interpret as a cycle in
the liabilities series might not be accompanied by a cycle
in business activity . The change in the liabilities series
during late 1963 and early 1964 is an instance of such a
development.

Apparently because of the anomalies described above ,
the National Bureau dropped the inverted liabilities of
business failures series from the 1966 "short list"
(published in 1967) of business-cycle indicators. (The
Bureau did retain this series on the full list .) However,
these anomalies do not preclude the use of the liabilities
series as a device for assessing the condition or prospects
of business activity in all situations.

For example , to use the liabilities of business failures as
one indicator of the general financial condition of U.S.
businesses seem valid . In fact , the National Bureau lists
this series under the classification , Credit Difficulties . As a
measure of financial trouble , this series indicates that U.S.
businesses since late 1968 have been experiencing a period
of financial hardship greater than that during any period
since the adjustment to peacetime activity following
World War II. From August 1968 through July 1970 , the
6-month moving average of the monthly amount of
liabilities of business failures has increased about 160
percent, from a level of about $70 million to
approximately $ 184 million , and no cessation of this
upward trend is now apparent . Since 1950 the previous
greatest cyclical increase in the liabilities series was about
120 percent , which occurred from January 1951 through

wp-~~~~.
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February 1954. The increase in the liabilities series
associated with the business recession of 1957-58 was
about 80 percent , and that which occurred before and
after the business -cycle peak of May 1960 was nearly 70
percent. The cyclical upward trend of the liabilities series
associated with the Great Depression of the early 1930's
amounted to an increase of about 150 percent .

The liabilities of business failures series also may be
useful in assessing the likelihood that a business
contraction has ended . The liabilities series never has
continued to increase for a substantial period following a
cyclical trough in general business activity . In fact, except
for the 1 -month lag at the business-cycle trough of April
1958 , the liabilities series stopped increasing prior to
every business-cycle trough .

the liabilities series and was not as significant from an
economic point of view ; therefore , the inverted liabilities
series was retained on the full list while the inverted
series , the number of large failures , was dropped . We have
found that since the carry 1900's the series, number of
large failures, has not been a useful leading indicator of
the series , liabilities of business failures .

"A

To summarize, the magnitude of the increase in the
6-month moving average of liabilities of business failures
during the most recent 2 years was nearly unprecedented ,
and this increase exceeded that associated with the Great
Depression . The absence of any indication that s
increasing trend has ended has unfavorable implications
for the near-future trend of general business activity.

STATISTICAL INDICATORS OF CYCLICAL TRENDS
No further recent data on the primary indicators were

received since last week's report.
Apparent cyclical expansion of only one-quarter of the

primary leading indicators does not support expectations
that general business activity soon will begin to expand
cyclically.

Because the liabilities of business failures series is a
6-month moving average that is centered at the third
month , this series lags the most recent month for which
data are available by 3 months . And because the liabilities
data for a given month are made available with nearly a
2-month lag, the total lag between the liabilities series and
the current month is about 5 months . Thus , the most
recent month plotted on the accompanying chart is July
1970. Therefore , we cannot at this time ascertain if the
average liabilities of business failures series has ceased
increasing during the latter months of 1970 and thereby
assess the likelihood that the recent business contraction
has ended . The data that become available in the coming
months presumably will permit us to evaluate better these
possibilities. However, the monthly liabilities of business
failures through October give no indication that the
upward trend of the liabilities series has ended .

If the inverted liabilities series were dropped from the
"short list" in 1966 because of its poor timing and
conformity record since 1948 , at some future time the
National Bureau might restore the liabilities of business
failures series to its "short list" of business-cycle
indicators . On the matter of timing , the National Bureau
weights current periods more heavily than it does earlier,
though longer , periods . It seems that the record of the
inverted liabilities series since 1965 might be scored quite
high on timing and conformity with the business-cycle.
The substantial increase in this series during 1966
preceded the December 1966 peak of the Federal Reserve
Board index of industrial production , which apparently is
a reliable coincident indicator of business-cycle trends.
The beginning of the downward trend in the liabilities
series led by. 7 months the June 1967 trough in industrial
production. And finally , the upward trend of the
liabilities series that began in August 1968 led by 11
months the downturn in industrial production that began
after July 1969. Future changes in the liabilities of
business failures series may provide additional evidence
that the inverted series should be restored to the "short
list" of primary leading indicators of business-cycle
changes.

Our study of recent changes in business failures.
included an examination of the relationship between the
number of large business failures and the liabilities of
business failures. Large businesses failures are defined as
those with current liabilities of $ 100,000 or more . The
inverted series , number of large failures , was on the
National Bureau's full list of leading indicators of
business-cycle changes until the 1966 list was published .
Furthermore, the number of large business failures
appeared to be a leading indicator of the liabilities of
business failures . In the opinion of the National Bureau ,
since 1948 this series suffered from the same anomalies as

21

INDUSTRIAL PRODUCTION
Production of steel , automobiles , electric power, and

lumber (1) in the 1- and 4-week periods ended on the
indicated dates in the current year and (2) in the
corresponding periods of earlier years was as follows:

1929 1932 1957 1961 1969 1970
Steel

Ingots, etc.- million tons
1 week : December 26
4 weeks : December 26

Automobiles

SUPPLY

Vehicles- thousands
1 week : December 26
4 weeks: December 26

Electric Power
Kilowatt-hours-billions

0.55 0.18 1.37 2.22 2.45 2.26
3.23 0.87 6.71 8.65 10.71 9.43

17 23 79 149 39
80 75 503 641 583

1 week : December 26
4 weeks : December 26

Lumber
Board feet-billions

1 week : December 19
4 weeks : December 19

p Preliminary . n . a . Not available.

93p
574p

1.6 1.6 12.2 16.6 27.5 29.0
7.2 6.1 49.5 65.4 114.6 118.1

0.74 0.20 0.54 0.54 0.75 n.a.
2.84 0.80 2.13 2.22 2.70 n.a.

DEMAND
THE HARWOOD INDEX OF INFLATING

The seasonally adjusted index of inflating decreased 2
points during November to a level about 5 percent less
than that a year earlier.

Inflating occurs when either a commercial or a Federal
Reserve bank creates purchasing media , not for repre
senting consumable things offered in the markets, but
instead for acquiring investment-type assets . Such assets
include Government or other securities and loans to
borrowers for buying such securities or for buying
consumable things that are represented by purchasing
media that already have been created.

For example , inflating occurs when a commercial bank
that has no saved purchasing media available makes a
bookkeeping addition to the checking account of a
business for use in buying new plant and equipment.
Purchasing media already had been created for repre
senting the equipment and other things used for building
the plant, and these purchasing media had been
distributed to those engaged in processing such things.
The additional purchasing media created by the bank are
inflationary because they are in excess of the amount
needed for representing the gold-exchange value of the



equipment and other things offered in the markets.

Deflating occurs when a commercial bank sells

investment-type assets or acquires them less rapidly than
it receives saved purchasing media through time deposits,
capital funds , or other savings -type liabilities . This process
reduces the amount of excess or inflationary purchasing
media in use.

Investment-type assets of the commercial banking
system totaled about $448 billion late in November,
which was nearly $4 billion more than the revised amount
late in October . (This revision reflected the semi-annual
incorporation of call date data , which revealed that
investment-type assets were somewhat larger during much
of 1970 than earlier estimates had indicated . )

Savings-type liabilities increased $1.7 billion during
November to nearly $313.5 billion . The net result of

these changes was an increase of $2.4 billion in
inflationary purchasing media in use to $ 137 billion late
in November. This amount was relatively unchanged from
that a year earlier . The effect of this increase was partly
offset by an increase of $0.7 billion in noninflationary
purchasing media during November. (The index is the
ratio of total purchasing media in use to the portion that
is noninflationary.)

The seasonal increase in investment-type assets , to
gether with the larger-than -usual increase in savings-type
liabilities , resulted in less-than-seasonal inflating during
November and a small decrease in the adjusted index.
This was the second small consecutive monthly decrease
in the adjusted index following a large increase during
September. (The recent increase in the 3-month moving
average of the adjusted index , shown in the accompanying
chart, reflects an average during the early fall somewhat
greater than that last summer. )

Recent changes in the index reveal that the substantial
deflating during the 6 months ended in August did not
continue thereafter, but that substantial inflating did not
occur during much of the fourth quarter of 1970.

The index has not yet revealed whether the substantial
deflating that began early in 1970 has been reversed or
merely interrupted.
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119.1
85.5
82.6
71.6
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16.6
8.2

24.3
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RETAIL SALES
Estimates of retail sales for the most recent week and 4

weeks compare with such sales during the corresponding
periods a year earlier as follows :

Period

Asset Classification
U.S. Government securities
Consumption loans
Other securities
Real estate loans
Term loans

INVESTMENT-TYPE ASSETS OF
THE COMMERCIAL BANKING SYSTEM

As of November 25 , 1970
(Billions of dollars)

Speculative inventory loans
Security loans
All other

Gross amount

WN

Week ended December 19
Four weeks ended December 19
Note : Data for December 26 were not available.
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CONSUMER PRICES
The Consumer Price Index before adjustment for sea

sonal variations increased 0.3 percent during November, ac
cording to the latest report of the Labor Department. The
November index of 282.8 (1935-39= 100) , which is equival
ent to 137.8 on the 1957-59 base , was 5.6 percent more +

than that for November 1969. The unadjusted index in
creased at an annual rate of 3.6 percent during November,
in contrast with a 7.2-percent annual rate of increase during
October and a 4.8-percent rate during September. The sea
sonally adjusted index also increased 0.3 percent during
November, which was considerably less than the 0.5
percent increase in the adjusted index during September
and also during October.

Except for food prices , all other principal components of
the unadjusted index increased during November. Per
centage changes in these component prices from those a

¹48
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Amount ofChange
Latest Latest
Month

+2.8
-0.3
+1.6
+0.1
-0.1
+0.4

--0.7

+3.8
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Percent Change
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12 Months
+7.4
+5.8

+11.7
+0.9
+1.0
+2.3
-0.5
+2.4

+31.0
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month and a year earlier , respectively , were as follows :
food , -0.5 and +3.4 ; housing, +0.6 and +7.3 ; apparel and
upkeep, +0.7 and +3.8 ; transportation , +0.7 and +7.0 ; and
health and recreation , +0.4 and +5.6 .

¹4.1.

The food price index decreased for the third consecutive
month during November to the same level as it was during
May. Contraseasonal decreases in fruits and vegetable prices
and substantial decreases in beef, pork , and poultry prices
accounted for much of the decrease in food prices . Gasoline
prices decreased , as did conventional mortgage interest
rates. Price increases were reported for residential gas,
water, and sewage services , transportation , home repairs,
medical care, new car prices , and apparel.

1914 '16

The purchasing power of the consumer dollar during
November was only 35.4 percent of that during the
1935-39 period .

'18

Wohnung

Early in 1970 Administration economists predicted that
the average Consumer Price Index for 1970 would exceed
that for 1969 by 4 percent . Recently they revised this
estimate upward to slightly less than 5 percent, which
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would be somewhat less than the 5.4-percent increase
from 1968 to 1969 .
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During the past 6 years the spendable weekly earnings of
a manufacturing worker with three dependents have in
creased approximately 26 percent . However, such earnings
expressed in constant dollars are no greater than they were
6 years ago , largely as a result of the marked increase in
consumer prices that has occurred . Such a worker obviously
has made little progress during recent years in increasing the
exchange value of his spendable earnings.

Further substantial increases in the Consumer Price
Index seem probable during the next few months.

100

COMMODITY PRICES
1969 1970

Index
280

Dec. 21 Dec. 14 Dec. 21
Spot-market, 22 commodities* 299 281
Commodity-futures 294 301
Steel-scrap $35.16 $35.50 $37.18

303

*For the preceding Tuesday.
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FFICIALLY LAUNCHED by the Communist
Party of India at Hyderabad on 13 July 1970, the

"Land-Grab Movement" is still gathering momentum .
To date there have been large scale occupations of lands
in Assam , West Bengal , Bihar , Kerala , Andhra Pradesh
and Rajasthan . The failure after many years to put an end
to absentee landlordism by legal measures has brought the
CPI nationwide support for land grab . The Delhi State
Youth Federation for example called for forcible occupa
tions of lands , many of which were government owned ,
as wellas those belonging to rich landlords and monopoly
houses . Agitators up and down the country working in
sympathy with the movement have conducted demon
strations and hunger strikes , while a series of encroach
ments have been made onto tracts of forest land , tea
estates, and the "surplus" lands belonging to ex-rajas
and the like . Sometimes the take-overs have been quite
peaceful affairs though more often they have involved
some violence.

Land grabbing has been going on spasmodically for
some four years but these recent moves have aroused
interest at all levels . It has been even said that this year
the Communist Party has so dramatised the problem of
economic poverty that it has made the question of land a
national issue. In all , some ten million people have taken
part in one form or another in the agitation.

Press reports on local activities give colourful accounts
ofwhat is taking place : " The police (in Madras) arrested
2,648 Communists when it was announced that land.
would be forcibly occupied . . ." and in another area :
"hundreds of Communist workers arrested in a midnight
swoop." At Cuttack-"about 500,000 acres , most of it
Government fallow land , occupied by landless peasants,"
and in Rajasthan , “armed gangs grab 60,000 bighas of
Government land . ” And so it continues.

There can be little doubt suggests one reporter that the
Naxalities (Maoist Communists ) "have shocked the
conscience of the nation into awareness of one of the
more serious problems of our time . . . have built a
disturbing political movement on the basis of land
hunger and in doing so , have revealed its political
potential."

Some officials, in Tamil Nadu for example, claim they
are quite prepared to hand over surplus land to the land

Y

less in an orderly and constitutional way but will not
tolerate violence . The Communists , however, reject
these assurances . They have waited long enough , they
say, for legislation and are determined to carry through
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LAND GRA
INDIA

Julia Bastian

"Who are the most deserving of the landle

should be given to whom ?

their land grab activities at all costs . The Land Ceiling
Act, designed to dispossess the big landlords of their
"surplus" land has already proved a farce . Even a land
ceiling can be drafted in such legalistic terms , the Com
munists point out, that families may hold thousands of
acres under such guises as "benami holdings."

While the Ministers and their advisors are arguing
about a solution , public meetings have been banned and
in some districts the police have been strengthened by
bringing in hundreds of men from surrounding areas to
protect croplands and other properties.

Even before independence, land reform was recognised
as being the corner stone of India's economic regenera
tion . Yet despite constant pressure from many quarters
the Government has consistently avoided reform , prob
ably because most political support comes from the well
to-do-landowners . Neither the economic nor the human
itarian aspects of land reform have so far persuaded the
Government to throw out what is clearly an ancient but
iniquitous system of land tenure.

A landholding in India , however modest , ensures not
only a home and livelihood but also social status . The
lot of the landless labourer becomes all the more desper
ate in a community where other sections are moving
forward .

In 1960-61 it was estimated that 52 per cent of the rural
population were living at "poverty level ." By 1967-8
the poverty line had moved up to 78 per cent . According
to 1969 estimates , out of a total rural population of 434
millions , 103 millions own no land at all while 135
millions operate less than five acres per family . Taken
together these represent 67 per cent of the total rural
population and of these, about 210 millions live near to
starvation on a per capita income of less than 200
Rupees per year (£11 ) . And the situation is growing
worse .

Yet the proportion of idle land with agricultural
potential is high in relation to geographical area- about
one-fifth of India is uncultivated though much of it
might well be put to good use.

This is why the land grab movement is moving from
strength to strength . In some districts it is taking the form
of small rural festivals . In West Bengal , for example,
hundreds of landless countryfolk thronged the head
quarters of the Peasant Action Committee . Wielding
sticks and spears and led by volunteers in jaunty red
caps, they formed up into gay processions, some beating

LAND & LIBERTY



1-11

AM lowers i, yet adds to expu, of infin.

ThisThur doubly encourages bonowing...

And doubly lower real i.# real i. Yet this is disequilibrating,

there must be a reaction.

1



THE MILWAUKEE JOURNAL

1000

950

900

850

800

750

700

650

600

500

550

450

M

400

B

P

GAGARIN
[1st SPACEMAN

BAY
OF

TEN YEAR DOW -JONES INDUSTRIAL AVERAGE
ALL TIME HIGH

(DAILY CLOSE)-995.15

PIGS

U.S. SUB -ORBITAL
FLIGHT

HIGH
CLOSE

LOW

BERLIN CRISIS

Buddy
GLENN ORBITS

[*****
1961

DECEMBER 1970

STEEL PRICE BOOST
RESCINDED

EX
KENNEDY

ASSASSINATION

CUBAN CRISIS

1962

NUCLEAR TEST
TALKS

3½ %*

1963

JOHNSON ELECTED

GULF OF
TONKIN

*4%

F

1964

4½ % *
U.S. BOMBS

N. VIET BASES

STEEL PRICE
INCREASE

REPEAL OF INVESTMENT
CREDIT PROPOSED

CEILING ON

S& L INTEREST RATES

Monday, January 11 , 1971

1965 1966

HOUSING 4%
STARTS *

PLUMMET

7%
INVESTMENT
TAX CREDIT

MIDEAST
WAR

!

TET
OFFENSIVE

5%
AUTO

STRIKE

1967

* NEW DISCOUNT RATE ESTABLISHED

tt NEW FRB CENTRAL RESERVE CITY BANK RESERVE REQUIREMENT

N

412%,

GOLD
CRISIS

[POUND
DEVALUED

JOHNSON
SEEKS

VIETNAM
PEACE

5¼%
** 5½ %

PARIS
PEACE.
TALKS

INCOME
SURTAX

5½%
*

6%

PRIME 1

RATE
7½ %

FRENCH
MONETARY

CRISIS

9%
CORPORATE

BONDS

PRIME
RATE

8½2%
NIXON

ELECTED

CZECH
INVASION

MAN ON
THE MOON

FRANC
DEVALUED

AUTO
STRIKE

8%
PRIME
RÁTE

PRIME
RATE
7%

5¾%
PRIME
RATE

7½ %
CAMBODIA
INVASION PENN

CENTRAL
BANKRUPTCY

15

71131ATHEDA
-1000

950

900

850

800

· 750

700

650

600

550

500

- 450

400

1968 1969 1970

Dean Witter and Co. Incorporated Research Department

A

4.

Ve

TSGRUAU



÷

F.

Evidence of .cap. shortage fullof equity valuer..

All time high : 1.966., spring.
Secondary high . 1969, spring
1970 mean : about 150 BJ, or 25 % down from 1966 max...sg.

|



Stranded comply. invs. threatof cusin, etc.shoot the price , plus costs to complete , TRAVEL
up past $750-million .

Despite such additional costs, there A chill wind nips island hotelsis general agreement
that this country will build an SST .
"The U.S. Senate has taken the U.S.
out of competition in the supersonic
transport business for the moment,"
says a leading West German indus
trialist . "But I don't think an American
SST is dead . . . only delayed." In Ja
pan , a similar mood prevails . And Brit
ain and France , who are building the
Concorde SST , also doubt that the U.S.
will stay out of the competition for
long .
Reverberations . Meantime , there are at
least two changes in plans for the Con
corde . A meeting scheduled this week
between British Minister of Aviation
Supply Frederick Corfield and French
Minister of Transport Jean Chamant ,
for a "major review " of the whole Con
corde program , was postponed until
Apr. 22. At this meeting , a decision will
be made on whether the Concorde's
manufacturers, British Aircraft Corp.
and Société Nationale Industrielle
Aerospatiale, will get the go-ahead to
build four more planes.

The French and British have also ar
ranged to extend for another six
months until next Sept. 30- the option
expiration date of 16 airlines that have
signed to buy the aircraft . "The air

Will the SST's critics
be able to bar all supersonic
transports from U. S. soil?

lines don't really want to talk about
Concorde now ," says one observer.
Threat. The threat now is that the surge
of opinion that buried the SST will
sweep on to prevent all supersonic
transports from landing on U. S. soil.

Henri Ziegler, president of SNIAS , ad
mits some apprehension about such a
possibility. But BAC sees the only prac
tical way of banning the plane as being
through noise regulation . "And if the
U.S. attaches numbers [to the noise
regulations] that prohibit Concorde ,

they attach numbers that pro
hibit the 747," says a BAC spokesman.
"So, they won't do it ."

Another ominous cloud hangs over
the Concorde , however . One of its key
buyers , British Overseas Airways
Corp. , is in financial troubles . BOAC's

pretax earnings , according to Chair
man Keith Granville , have nosedived
during the current fiscal year to less
than $12-million (from $74.4-million in
1969-70) , and the company "faces a po
tentially difficult cash problem in the
coming fiscal year."

BOAC will still go supersonic "if the
economics are right ," according to
Granville . But it's just such potential
problems with the airlines that scare
all financial backers .

Usually the trade winds temper the
subtropical sun just enough to make
the Bahamas and the Caribbean isles
favorite winter havens for flocks of
U. S. spenders . This year , an economic
chill has fallen , and there is trouble in
paradise.

Belt-tightening on the mainland,
cutbacks in service by money-pressedcutbacks in service by money-pressed
airlines , and the weight of financial ar
rangements arrived at in the heady op
timism of booming tourist years just
past have made it a sunless winter for
a number of hotel and resort operators .

Their woes are compounded by a flood
of new rooms on the market , including
those quietly rented out by owners of
newly built condominiums . Some pro
prietors are curtailing operations , oth
ers have shut down altogether, and at
least one last week took its problems to
bankruptcy court.

In filing under Chapter 11 , Executive
House, Inc., of Chicago , said it could no
longer carry the load imposed by the
22-year operating lease it holds on San
Juan's Condado Beach Hotel . Malcolm
M. Gaynor , counsel for Executive
House, is seeking relief from terms
that now make no allowance for soar
ing operating costs and a fall-off in
business.

The Condado Beach has had both thisboth this
year, and Gaynor says that "the result
has been heavy operating losses and a
major cash drain . " The action , he notes ,
does not affect two other hotels which
are operated in Puerto Rico by Execu
tive House subsidiaries.
Foreclosure. Another Puerto Rican ho
telier , Rene Aponte of Corporación
Hotelera, who owns the San Jeronimo
Hilton , faces a foreclosure sale on Apr.
12 , forced by his primary mortgage
holder , Chase Manhattan Bank . Mean
while , Hilton International Co. , the
Trans World Airlines subsidiary , has

agreed to continue operating the San
Jeronimo at least through May 29, un
less a new owner decides differently.

Hilton International itself maintains
that business has generally been as
good or better than last year at most of
its other Caribbean properties . "In
fact ," says a spokesman , " the Caribe
Hilton in February had its best month ,
on record , from a revenue standpoint ."

The Caribe Hilton's performance
stands in stark contrast to many of its
neighbors . The Hotel Miramar, for one,
has found its lack of a beachfront too
great a handicap this year and has
been closed throughout the 1970-71
winter season . Others are considering
shuttering when the last winter vis
itors leave , rather than weather what
promises to be a really "off" season.
Shutdowns . To the north , hotel and ca
sino operators on Grand Bahama Is
land , already dispirited by a sluggish
season , were further depressed this
week by two developments . First , Pan
American World Airways , facing fi
nancial troubles of its own , announced
it is discontinuing service on Apr. 25
between Freeport and Miami, chief '
take-off point for Grand Bahama vis
itors . Second , the $7.5-million Inter
national Hotel , which openea just last™

December , closed on Monday.

......

The hotel , owned by multimillionaire
D. K. Ludwig , is being operated under
a 20-year lease by Morris (Meyer) Lan
sky , the Miami Beach hotelman now
under federal indictment in connection
with an alleged plot to "skim " $14-mil
lion from a Las Vegas casino. Spokes
men for the management group note
that two other of its hotels will remain
open , and denies the closing has any
thing to do with the indictment . “This
is purely a good business move," says
one . "The International will open
again when business warrants it."

The San Jeronimo Hilton (across inlet) is set to go on the block next month.
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More pay for these executives in 1970 ...

American Brands , Inc.
Robert B. Walker, chmn .

American Electric Power Co.
Donald C. Cook, chmn .

American Motors Corp.
Roy D. Chapin Jr., chmn...
Atlantic Richfield Co.
Thornton F. Bradshaw , pres.

Caterpillar Tractor Co.
William Blackie , chmn .

Dow Chemical Co.
Herbert D. Doan , pres .

Gulf & Western Industries , Inc.
Charles G. Bluhdorn , chmn.

International Harvester Co.
Harry O. Bercher, chmn .

Johnson & Johnson
Philip B. Hofmann , chmn.

Kraftco Corp.
Gordon Edwards , chmn .

Litton Industries , Inc.
Charles B. Thornton , chmn .

National Biscuit Co.
Lee S. Bickmore, chmn.

Chrysler Corp.
Lynn A. Townsend , chmn .

E. I. du Pont de Nemours & Co.
Charles B. McCoy, pres.

Monsanto Co.
Edward J. Bock , pres.

Trans World Airlines , Inc.
Charles C. Tillinghast, Jr. , chmn .

Union Carbide Corp.
Birny Mason , Jr. , chmn .

Standard Oil Co. (Calif. )
Otto N. Miller, chmn .

... about the same for these ...

U.S. Steel Corp.
Edwin H. Gott, chmn .

.. and less pay forthese
Avco Corp.
Kendrick R. Wilson , Jr. , chmn .

General Electric Co.
Fred J. Borch, chmn .

International Business Machines Corp.
Thomas J. Watson , Jr. , chmn .

Olin Corp.
Gordon Grand , pres.

PPG Industries, Inc.
Robinson F. Barker , chmn .

Westinghouse Electric Corp.
Donald C. Burnham , chmn .

19691970 Other Other

salary* payments salary* payments

.$301,047 .. $173,097 ..$273,414 .. $123,415

BUSINESS WEEK: APRIL 3 , 1971

231,785 .... 16,376 . . . 206,210 . . . . 10,474

152,328 . . . . . 2,000 ... 126,634 . . . . . 1,500
shares shares

.300,872 .....6,000 ...211,602 . . . . .5,500

237,500 ...

.247,235 .

.250,000 ...

.251,933 . . . . 96,082 ... 166,200.....2,338

.286,088 .

.167,300 ..

.302,409 ...367,584 ...287,272 ... 289,111

.217,500 ...

.227,630 . ..

150,000 . . . .

.219,186 ...

.200,000 . . . .48,422 ...187,500 .... 6,226

.250,000 .... 19,912 ...225,000....18,534

..200,000 ..... 1,500

$200,000 .. $ 10,000 .. $200,000 .. $ 10,000

.$130,000 ...

.150,000 ....

193,000 ... 173,655 ...193,200 ...182,761

175,000 ...

shares

. 100,000 . . . . 25,000 ...100,000 . . . . 25,000

shares

130,000 ..

. 285,000 . . . . 66,000 . . . 285,000 . . . . 66,000

..146,250 ....

.300,000 .... 12,000 ...297,919 .... 11,917

242,509 ..... 1,252 ...274,990 .....1,389

. $250,000 . . .

150,000 ...263,735 ... 150,000 ...282,018

shares

.175,000 . . . .50,000

.. 183,750 ....21,240

236,748 . . . . 72,000 . . . 238,992 ... 156,000

Weyerhaeuser Co.
George H. Weyerhaeuser, pres. 215,000 ... . .270,000 . ...
*Salary in some cases includes other direct remuneration such as bonuses and deferred compensation

EXECUTIVE SUITE

The pay pendulum
swings toward cash
Pay for top executives in large U. S.
corporations inched ahead during 1970,
but, suitably for a recession period , it
was the smallest annual increase in
three years. A BUSINESS WEEK sampling
of 40 proxy statements indicates that,
while salaries moved ahead 4.1% , total
compensation increased only 2%.

The differential suggests that more
executives may be favoring cash ,
rather than deferred compensation
schemes , because of the 1969 Tax Re
form Act . In addition , many companies
simply did not make bonus or incentive
payments last year.

In perspective , the executives may
have fared well-corporate profits were
down in 1970 by almost 12% . But pay
for executives did not keep pace with
inflation . The Consumer Price Index
rose 5.5% from December , 1969 , to De
cember, 1970. And while the Commerce
Dept. reports that wages and salaries
over-all climbed 6.1% , business and pro
fessional income grew only 1.8%.

A handful of executives drew in
handsome salary increases . Gordon Ed
wards , chairman of Kraftco Corp. , got
a 43% boost to $286,088 , but his total
compensation was up only 9.2% . Ameri
can Motors Chairman Roy D. Chapin,
Jr. , took an increase of 20.3% to
$152,328, while Atlantic Richfield Co.'s
President Thornton F. Bradshaw rated
a 42.2% increase to $300,872 .

The winner. But it was Charles G. Bluh
dorn, chairman of Gulf & Western In
dustries , Inc. , who was the big per
centage gainer . His salary jumped
more than $85,000 for a 51.6% increase ,

and his total compensation more than
doubled. The reason : Bluhdorn had
taken part of his pay in past years in
restricted warrants , and during 1970 , a
portion of the restrictions was lifted.

But a number of top executives took
steep pay cuts . Robinson F. Barker,

chairman of PPG Industries , Inc. , had
his salary decreased by 29% . And
George H. Weyerhaeuser , president of
Weyerhaeuser Co. , took a cut of 20.4%

for 1970. The big percentage loser was
Avco Corp. Chairman Kendrick R. Wil
son, Jr., whose salary fell from $250,000
to $130,000 . In 1968 , he made $275,000.

Among top executives whose salary
remained the same is Birny Mason , Jr.,
chairman of Union Carbide Corp. But
that is nothing new for Mason . His to
tal pay package has been $285,000, with
$66,000 in incentive compensation ,
since 1966 .
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FINANCE

The quality of credit is strained

Penn Central and Lockheed
have shaken bankers ' faith in
the standards they apply

Something very strange happened tothe nation's commercial banks on their
way through the booming 1960s: Loan
standards became dangerously di
sheveled .

Now , in the somber 1970s , the banks
are reaping the harvest . "The trend of
the loss experience of the banks has
been terrible ," says Chairman William
Renchard of Chemical Bank of New
York. As a consequence, bank earnings Heldring: The 1970s may behave come under substantial pressure " the decade of defaults ."
and banks are fighting to hold down
expenses as they have not done in
years. One reason bankers have been so
eager to hike their prime lending rate
is because earnings have come under
such pressure. And the errors that the
bankers made in the 1960s may haunt
them for many years to come. Vice
Chairman Frederick Heldring of Phila
delphia National Bank warns that the
1970s may yet be called the "decade of
defaults."

Lockheed's $400- million line of
credit from 24 banks is stealing the
headlines , but it is only the tip of
the iceberg in the banking system's
commitment to the aerospace andairline industries . Most of the seven
banks that put up $30-million each
(table, page 72) are also involved in
lines of credit to Lockheed's major
subcontractors on the L- 1011 Tri
Star: Avco Corp. , $329- million ;
Sperry Rand Corp., $125-million ;
Collins Radio Co. , $104-million. The
stake of these subcontractors is not
limited to the TriStar . Avco is also a
sub for Lockheed's C-5A military
cargo plane, Sperry Rand for its S
3A antisubmarine plane , and Collinsfor both aircraft.

Bernie Cleff

happens to Lockheed Aircraft Corp.
and to all the suppliers and the airlines
that one way or another are tied to the
aerospace giant . And there are other
trouble spots as well (box ) .

The banking system does seem to
have escaped disaster in its loans to
Ling-Temco-Vought , Inc., the finan
cially distressed conglomerate . Where
LTV was once in hock to its banks for
nearly $350-million , that debt has now
been worked down to around $50-mil
lion , and the banks may escape with no
loss whatsoever . But the banks have

1The final verdict is not in , of course.
Billions of dollars in bank loans and
lease agreements ride now on what

-Airlines and aerospace: the debt load factor

The banks are also creditors of the
airlines that have ordered the Tri
Star (table). Among Eastern's major lenders are Chase, $55-million ;First National City , $33-million;
Bankers Trust , $10- million , and
Morgan Guaranty , $9-million . Trans

BUSINESS WEEK: JUNE 26 , 1971

Medberry: " Banks could
lose a lot of money."

World Airlines also has Morgan
Guaranty as a major creditor, with
$39-million , and another of Lock
heed's creditors , Irving Trust, with
$100-million . Delta , the third major
purchaser of the TriStar has among
its creditors First National City and
Manufacturers Hanover , with $37
million each; Bank of America, $16
million , and Morgan Guaranty, $9
million.

Beyond this involvement , Chase
as a trustee holds 6.4% of TWA's com
mon stock, and Continental Illinois
National Bank , another Lockheed
creditor, to the tune of $23-million ,
holds 5.2% . Chase also holds stock in
other trunk airlines.
Spreading effect. If the L- 1011 sub
contractors should lose their $350
million investment in the program ,
their difficulty in carrying out other
contracts in the face of such a blow
might have further repercussions.
Their current financial strength
varies considerably , but all three

Wriston : four times the
original loss estimate.

staked aircraft manufacturers to more
than $3-billion in loans , beyond the
loan to Lockheed . And the airlines ,

which have been losing money at a pro
digious rate lately , are into the banks
for some $45-billion , including both
loans and agreements by which airlines
lease aircraft from the banks . In brief,
the banking system has advanced more
than $8-billion to two closely related
industries where financial good health
today is the exception rather than therule.

There really is not much danger that

major subs are in debt to the same
banks as Lockheed

Avco is well in the black , but its
corporate backlog dropped sharply
from $927-million to $709-million in
the year. ended last Nov. 30, and
first-quarter sales were off 3%. Both
sales and earnings are off at Sperry
Rand , but the company is still com
fortably in the black . On the other
hand , Collins Radio is in dire straits
even without a potential TriStar
loss . Running in the red and with its
bank credit lines almost exhausted,
it has had to give North American
Rockwell Corp. a majority position
on its board and the right to acquire
'more than 50% of its stock.

1

Among the airlines also financed
by the same banks as Lockheed , TWA
suffered a $64-million loss last year
and could ill afford to lose its $110
million investment so far in 33 Tri
Stars. Eastern eked out a $5-million
profit last year ; it has a $75-million
stake in the TriStar . Delta is an ex
ception among trunk airlines with
its $41-million profit last year; it has
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fyour cor ɔorate cas ŉ
is working narc

for everybody outyou,
consic er Vorgan Guaranty

Consider, for example , the economic
facts of life. Persistent inflation , fluctu
ating money rates , an unsettled business
environment, the complicated tax pic
ture, all sharply point up the critical im
portance of sound cash management .

Now is the time to see if your cash-con
trol system is really efficient-or is even
a system . Find out if your money is
working for you or moonlighting for
another company.

Morgan Guaranty can help . To a
greater extent than other major U.S.
banks , Morgan concentrates on corpo
rate banking. At your request, our spe
cialists in corporate cash management
will undertake a complete , objective ex
amination of your cash-control proce
dures, from receivables to payables.

Then they'll provide innovative ways to
adjust your float, make your money
work full time for you.

If your company operates multina

tionally-with cash resources widely dis
persed, denominated in different cur
rencies, and subject to a patchwork of
regulations-your problems are more
complex . Here Morgan specialists in in
ternational money management can de
sign an integrated program, country-to
country, specially tailored to help your
company get its money's worth .

Whatever your banking needs , con
sider Morgan Guaranty . You'll be in
good company. Our experts are already
helping 94 of the world's 100 largest
corporations solve their financial prob
lems.

MORGAN GUARANTY TRUST COMPANY, 23 Wall
Street, New York, N.Y. 10015 ● OVERSEAS BANK

ING OFFICES: London , Paris , Brussels , Antwerp,
Frankfurt, Düsseldorf , Zurich, Milan and Rome
(Banca Morgan Vonwiller) , Tokyo, Nassau
OVERSEAS REPRESENTATIVE OFFICES : Madrid,

Beirut, Sydney, Hong Kong, São Paulo, Cara
cas ASSOCIATED FINANCIAL INSTITUTIONS in
31 countries . Member, FDIC.

Morgan Guaranty-the corporate bank

i
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a big bank will fail , come what
may. The Federal Reserve showed how
quickly and decisively it can pump
funds into the banking system when
the Penn Central Transportation Co.
went under , precisely one year ago.

And yet the experience of the past two
years has seared the memories of bank
ers , as the Great Depression trauma
tized an earlier generation of bankers.
No matter how much money the Fed
makes available , it will be a long time
before the bankers again dole out
money the way they did in 1968 and
1969 when it seemed that the boom
would go on forever. "The chickens,"

says Heldring of Philadelphia Na
tional, "are coming home to roost .

The loss trend . New York bank stock
dealer M. A. Schapiro & Co. estimates
that loan losses in 1970 , mostly because
of the Penn Central dehacle , were the
heaviest for any single year since the
1930s . The 10 members of the New
York Clearing House Assn . ran aggre
gate net loan charge-offs of $191.5-mil
lion . And the New York Times made an
interesting document public this week:
an internal message to senior officers

Bank

Chase Manhattan

-The banks', stake in aerospace and airlines

Biggest lenders to the Biggest lenders
to the airlinesaerospace industry

Manufacturers Hanover
Bank of America

First National City
[New York]

Bankers Trust

Morgan Guarantee
First National of Chicago
Chemical Bank & Trust ..
Security Pacific
Mellon National

Data: Aerospace Daily

""

Estimated loans

Millions of dollars

FINANCE

$189
148
143

142

97
94

77
69
66
64

$36-million tied up in the Lockheed
airbus.
Broad credit demand . The reliance on
credit by Lockheed and its custom
ers and major subcontractors is by
no means exceptional. The banks
are also financing other aerospace
companies , mainly for work on such
new airliners as the McDonnell
Douglas DC-10 and the Boeing 747.
An analysis of 19 aerospace manu
facturers by Aerospace Daily , the
industry newsletter , finds $4-billion
in credit agreements outstanding .
That is a 55% rise from two years
ago.

According to this analysis,
McDonnell Douglas has a $650-mil

from Chairman Walter Wriston of
First National City Bank of New York.
Citibank was the Penn Central's lead
bank and , in the message , Wriston con
cedes that the bank last year had to re
vise "our net loss estimate upwards to
$47.7-million , or more than four times
as much as originally anticipated ."

The trend has continued in 1971 .

Chase Manhattan Bank of New York

has revealed that it wrote off $19.9-mil
lion in loans in the first quarter of this
year. That compares with only $1.8
million in the first quarter of 1970 and
an average quarterly rate of less than
$15-million for all of 1970. The New
York bank stock firm of Keefe, Bru
yette & Woods , Inc. , figures that loan
losses for the nation's big banks as a
group were 106% higher in the first
quarter of 1971 than a year earlier-af
ter an 80% jump in 1970.

And now , on top of the Penn Central
and some less well-publicized corporate
failures , the bankers have the Lock

heed situation to worry about . It is a
gargantuan worry.
Lockheed crisis . Twenty- four banks
have lent Lockheed a total of $400-mil

Bank

Chase Manhattan
Bank of America
Bankers Trust
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Irving Trust
Chemical Bank & Trust ..
Manufacturers Hanover
Continental Illinois

United of California

Data: Civil Aeronautics Board

164

132

97
82
66

50

lion credit line : $400-million for the
corporation as a whole , $200-million
for its financing subsidiary to help
customers buy or lease planes , and
$50-million for Douglas Aircraft,
Ltd. , of Canada . United Aircraft
Corp. has a $490- million credit line ,
and Boeing Co. has $471-million , in
cluding $262-million for its financ
ing subsidiary.

Other credit lines cited by Aero
space Daily : General Dynamics
Corp., $260-million ; Northrop Corp.,
$250-million ; Litton Industries ,
$225-million , and North American
Rockwell, $195-million .

The survey finds that the aero
space industry relies chiefly on the

lion so it can build the L- 1011 TriStar
airbus . And the banking system has
lent a good deal of money to the 35,000
companies that supply parts and mate
rial to Lockheed ; if Lockheed should
collapse , at least some of those sup
pliers would undoubtedly follow . More
over, a number of airlines have bor

rowed money to finance purchases of
the airbus when it finally rolls off the
production line , and that money could
be lost if Lockheed goes under. In
short , if anything happens to Lock
heed , the ultimate loss to the banking
system could be staggering.

Some of the $400-million that the
banks have lent to Lockheed is col

lateralized . But U.S. Treasury offi
cials , who are now trying to persuade
Congress to guarantee a further $250
million in bank credit to Lockheed , say
that if the existing bank debt must be
written off, the collateral is likely to re
alize only a shade over $100-million for
the lenders . Chairman C. J. Medberry
of Bank of America, one of the lead
banks in the Lockheed lending group ,

says simply: "Banks would lose a lot of
money."

Obviously, bankers don't like the
idea of losing so much money. Neither
do they like what the Lockheed mess
has done to their image . No matter
what happens to Lockheed, the bankers
involved won't come out of it looking
very good . "I can understand bankers
lending to Penn Central ," says a man
at one of the Washington regulatory
agencies . "It was one part of the estab
lishment lending to another. But I am,

major New York banks , though Cal
ifornia banks such as Bank of Amer
ica, Security Pacific National,
United California Bank , and Wells
Fargo are also among the top lend
ers. Outside New York and Califor
nia , the largest lender is First Na
tional of Chicago.

Records of the Civil Aeronautics
Board show the extent to which the
same major banks finance the air
lines, too . Out of $2-billion in airline
borrowings , Chase supplied 16.7%,
Bank of America 14.7% , Bankers
Trust 12.8%, First National City
7.7%, and Morgan Guaranty 7.5%.

The banks are also heavily in
volved in a relatively new finance
technique of airlines : leasing air
craft instead of buying them . In
1960, only 4% of planes operated by
trunk airlines were on lease; last
year 19% were leased , with a dollar
value of $2.5-billion . The no-money
down lease arrangement enables
the industry to put new planes into
operation despite shaky financial
conditions.
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amazed at the way banks put money
into Lockheed."

For one thing , Lockheed had been
out of the civilian plane market for a
decade, ever since it lost millions on its
Electra. It decided to produce the air
bus despite predictions by Senior Vice
President Blaine Cook of Trans World
Airlines , among others , that introduc
tion of such a plane before the market
was ready could bankrupt some air
lines . Finally , it became clear very
early in the game that rival McDonnell
Douglas would have its DC-10 airbus
out long before Lockheed could produce
the TriStar.

Looking for trouble . Worse still , it ap
pears that when the 24 banks agreed in
May , 1969, to extend Lockheed money
for the 1011, they already knew that

-Who's lending money
for the Lockheed Tristar

Creditors *

Bank of America, Bankers Trust,
Chase Manhattan , First National
City [New York] , Manufacturers
Hanover, Morgan Guarantee,
Security Pacific

Crocker-Citizens , First National of
Boston, First National of Chicago,
Irving Trust, Wells Fargo

Continental Illinois,
Mellon National

Chemical Bank , United of California .

Girard Trust, Philadelphia National

Citizens & Southern , First National of
Atlanta, Trust Co. of Georgia

Bank of California .

Fulton National , Pacific National
of Washington

Data: BW; * In each group, creditors hold equal shares

the company had secured its big gov
ernment contract for the C-5A military
transport by submitting a below-cost
bid and that Lockheed could expect to
run into trouble with the government .But neither the C-5A cost overruns nor
the news that the Pentagon had just
canceled a production contract for
Lockheed's Cheyenne helicopter kept
the banks from going ahead . Not until
the fall of 1970 , long after Lockheed's
problems became public knowledge , did
the banks attempt to collateralize anypart of the loan.

Amount lent
Millions of dollars

Ultimately , the collapse of Rolls
Royce, the British outfit that was to
supply the engines for the 1011 , forced
the banks to ask Washington to stand
good for an additional $250-million to
keep Lockheed alive . If Congress does
not provide the guarantee-and the
BUSINESS WEEK: JUNE 26 , 1971

odds are barely 50-50 that it will-the
bankers insist that they will lay out no
more money for Lockheed . One prob
lem is that the only significant col
lateral that Lockheed could offer would
be its missile division . And, sighs Med
berry of Bank of America, what could
the banks do with that but sell it to the
U. S. government?
Fodder for Nader . While the Lockheed
experience is giving bankers the shiv
ers, it is serving as a textbook case for
the charges that consumer crusader
Ralph Nader's study group made
against banks this week in a prickly re
port on First National City Bank, one
of the 24 Lockheed lenders.

It is the basic Nader thesis that a de
cline in profit margins-in Citibank's
case from 20¢ on the dollar in 1964 to 9¢

in 1970-has forced the large
banks to press for increased
volume. This in turn has pro
vided "a strong incentive to
strengthen ties with the largest
and fastest-growing corpora
tions." By so doing , the banks
could accelerate the growth in
balances on deposit, the basis of
their most profitable activity:
lending . Until the Penn Central
trouble , the report adds , banks
had "a tendency to equate size
with strength and over-all cred
itworthiness."
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As for the decision to lend to
Lockheed in 1969 , Nader's anal
ysis is that the TriStar and its
fellow jumbo jets were pushed
through because "the giant air
craft companies needed a new
outlet for their technology and
enormous productive capacity."
Lockheed's problems had
reached an advanced stage
when the banks forked over the
$400-million , the report says, so
"either [the banks ] did not
analyze Lockheed's economic
situation very carefully or were
depending on the taxpayers

to protect their loans ."
The excesses of the 1960s went be

yond Lockheed and the Penn Central ,
of course . Bank money financed many
of the mergers and takeovers that en
abled the conglomerate corporations to
grow so rapidly . Bank money helped fi
nance the wildest bull market in the
history of Wall Street . Bank money
helped finance such super growth in
dustries of the 1960s as computer leas
ing and nursing homes . Chase Manhat
tan Bank even lost money in loans to
another banking venture-the Parsons
group of banks in Michigan . That
group , organized by Donald Parsons ,
got into a financial bind last year.
Mistakes. Of course , to indict the banks'
lending judgement at this late date
takes advantage of hindsight and ig
nores the intervening recession and its

strains upon the creditworthiness of a
great many borrowers . "It is a matter
of the business cycle ," one federal bank
regulator assures . "I have no feeling
that a lowering of credit standards is a
generalized thing ."

But the impression remains that the
banks ' handling of the Lockheed affair
and similar transactions was much too
casual until the liquidity crisis of mid
1970 chilled the financial community.
In fact, some bankers put their finger
on some of the same problems that the
Nader team singled out : "the over
riding desire to maintain deposit rela
tionships , and excessive reliance on
credit analysis by other banks."

Heldring of Philadelphia National
sees two basic mistakes : lending on too
little knowledge and lending short

'We were awed by its
size . We should have had
more information '
term for long-rango proionts. His bank
participated in the Lockheed loan to
the tune of $8-million because it was a
correspondent of Bankers Trust Co. of
New York , one of the lead banks in the
Lockheed lending group . It left the eco
nomic analysis to the lead banks and
now wishes it hadn't .
Penn Central . Bankers find it easier to
talk about Penn Central than Lock
heed , but the loans to the railroad be
trayed the same pattern . Charles
Woodruff, executive vice-president of
Manufacturers Hanover Trust Co. of
New York, recalls the lament of a
banker from a smaller institution that
had made a $1.5-million loan to the rail
road "on the recommendation of the
big fellows from New York ." Says
Woodruff, "The banker said he had to
lend the money because he had big bal
ances from Penn Central , and I told
him not to be swayed by balances."

Looking back at Penn Central now ,
Woodruff feels : “We were awed by its
size . We should have had more infor
mation about the company . But I've
heard that Penn Central financial
people were adroit in avoiding giving
information ."

Some government banking officials
put it more bluntly : Penn Central's fi
nancial data were "fabricated , and
bank credit groups just didn't pick it up
until too late."

Some bankers have a "there, but for
the grace of God , go I" feeling about
Penn Central . Says a senior executive
of one of New York's six largest banks ,
"We had a less difficult time than oth
ers did because a real smart young
vice-president here spotted trouble. We
gave them no unsecured loans , even
though [Paul Gorman"-Penn Cen
tral's last chairman-"was a member of
our board."

Common sense saved Patrick Clif
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This announcement is not an offer to sell or a solicitation of an offer to buy these ·
securities. The offering is made only by the Prospectus.

$50,000,000

Harvey Aluminum (Incorporated)
93 % Sinking Fund Debentures due June 15, 1996

New Issue

Copies of the Prospectus may be obtained in any State only from such of the
undersigned and others as may lawfully offer these securities in such State.

Kuhn, Loeb & Co.

Drexel Firestone
Incorporated

Goldman, Sachs & Co.

Smith,Barney & Co.
Incorporated

Dean Witter & Co.
Incorporated

June 17, 1971

Price 100%
and accrued interest

Blyth & Co., Inc.

duPont Glore Forgan
Incorporated

Halsey, Stuart & Co. Inc.

Lazard Frères & CoKidder, Peabody & Co. Lehman Brothers
IncorporatedIncorporated

Merrill Lynch, Pierce, Fenner & Smith Paine, Webber, Jackson & Curtis
Incorporated Incorporated

Hornblower & Weeks-Hemphill, Noyes

Loeb, Rhoades & Co.

Salomon Brothers

Stone &Webster Securities Corporation Wertheim & Co. White,Weld & Co.

Bache & Co. Equitable Securities , Morton & Co. Paribas CorporationIncorporated Incorporated

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

Tucker , Anthony & R. L. Day

Eastman Dillon, Union Securities & Co.
Incorporated

1,321,420 Shares

Harvey Aluminum (Incorporated)
Common Stock
(Par Value $ 1 Per Share)

June 17, 1971

The Company is offering the holders of its Common Stock the right to subscribefor these Shares , subject to terms and conditions set forth in the Prospectus.The Subscription Offer will expire at 3:00 P.M., Pacific Daylight Saving Time, on July 6 , 1971. The underwriters have agreed , subject to certain
conditions , to purchase any unsubscribed Shares and may offer the Shares , bothduring and after the subscription period , as set forth in the Prospectus.

Kuhn, Loeb & Co.

Subscription Price $ 19.50 Per Share

Copies of the Prospectus may be obtained in any State only from such of theundersigned and others as may lawfully offer these securities in such State.
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Tucker, Anthony & R. L. Day

Blyth & Co., Inc.

ford , chief executive officer of the me
dium-sized Security National Bank on
Long Island . Recalling how he was ap
proached by another bank to lend to
the railroad , "I spoke to a friend at
that bank and asked him what they
were doing , running out to Hunt
ington , Long Island , to make a loan to
a corporation with $8-billion in assets."

As to how banks can get their loan

'We have required that
more people be involved in
the loan decision '

standards back in shape, Woodruff
feels that they must look more at cash
flow and more sophisticated analysis ,
including the use of computers . "Be
cause we have more marginal credits to
follow these days , we are adding a few
people to the corporate analysis.
group ,"." he notes.

Another top New York banker says
that at his institution "we have re
quired that more people be involved in
the loan decision , that more fundamen
tal research is presented to these
people, and , as an absolute require
ment , that there be a six -month review
of every loan . This must include a re
statement of the quality of credit by
the lending officer to be sure that the
things that should be going on are, in
fact , going on."

Bank computers can work out mar
ket shares and produce quantitative es
timates of the borrower's cash flow out
of which the loan must be repaid , notes
one analyst with a New York bank.
Quite obviously, the banks were ex
cessively optimistic in this department
with respect to Lockheed . "Computer
runs ," the analyst concedes , "are only
as good as the assumptions that went
into them . If the economic situation
deteriorates , therefore , you tend to go
on the borrower's past record , and
older corporations have a history of
paying back loans which influences
judgment." The snag here , he adds , is
that "everybody knows everybody else,
and when a Penn Central deteriorates
rapidly, somebody spots it first but is
muffled ."

No one wants the banks to go back to
the kind of conservatism that prevailed
in the 1930s , which was so head-down
cautious that it helped engender the
Reconstruction Finance Corp (page 23).
Bankers are determined that hence
forth the risks they take will be backed
by proper information . Yet it is not
likely that they will be forever frozen
into immobility by their recent loss ex
perience.

Says a source at Citibank , “Right
now , the credit policy committee people
have a vivid memory of Penn Central
and want to be strict . But the loan offi
cers are increasingly eager to make
loans ."
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Those fourwords tellyou what we do . We provide our 76,000
clients with business information on which to base their personnel,
marketing, and inspection decisions . Information like whether a job
applicant is all he says he is . Or whether Duluth would be a good place for
a Greek restaurant . Our 6,500 experienced field representatives do more
of this type work than anyone in North America .

Which means that you can come to us with any business information
problems you might have . We've already developed 120 different
personnel , marketing , and inspection services , but if none of those fit your
needs, we'll create an information program tailored specifically for you .

Write or call us for details on how you can have the business
information you need quickly, efficiently , and economically.

RETAIL CREDIT COMPANIES / INFORMATION FOR BUSINESS DECISIONS.
P.O. Box 4083 , Atlanta , Georgia 30302
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Coryp.cash flow drives up

General Dynamics
finds a new boss
Feet propped on his desk , smiling , and
looking completely relaxed for the first
time in months , Colonel Henry Crown
said , "Now we're really starting."

After an eight-month search , Crown
happily announced at midweek that
David S. Lewis , president of
McDonnell Douglas Corp. , has been
named chairman and chief executive
officer of General Dynamics Corp. Ro
ger Lewis (no relation ) , chairman and
president of the troubled defense con
tractor since 1962 , remains as president
and director.

David Lewis, president and chief op
erating officer of McDonnell Douglas
since 1967 and heir apparent to the
throne there , will assume his new
duties shortly . Crown says no exact
starting date was set , out of deference
to Chairman James S. (Mr. Mac )
McDonnell, who reportedly was dis
appointed but not bitter about Lewis '
decision .

David Lewis will leave a top spot
at McDonnell Douglas to head GD .

At 53 , five years younger than Roger
Lewis , David's lessons in frugality
learned from Scotsman McDonnell at
tracted Crown, who always operated
conservatively, if on a dramatic scale.
David Lewis came into the GD picture
only six weeks ago through a mutual
friend of his and Crown's , and he won
the colonel's approval after three meet
ings in the colonel's Chicago offices.
The full board approved the selection
at a special meeting on Tuesday.
Promise. Crown had given his word to
Roger Lewis to keep him on as head
man until the end of this year , and
Crown emphasizes that "Roger will

continue as president in fact as well as
in name." A contract for several years
at about the same 1969 pay of $176,295
appears to have hastened Lewis' depar
ture as top man . David Lewis earned
$195,000 at McDonnell Douglas , and his
salary at GD will be in the same range.

Roger Lewis is expected to concen
trate on government and industry rela
tions . David Lewis will decide whether
to name an operating head, but it will
not be Roger Lewis.

"We need David Lewis more than
you do," Crown told "Mr. Mac ."
McDonnell is expected to tap a nephew,
Sanford N. (Sandy ) McDonnell , presi
dent of McDonnell Aircraft Co. , a divi
sion , to succeed Lewis . The elder
McDonnell would have trouble dis
puting Crown , 74 , whose investment
group controls 18% of GD's stock . GD ,
the nation's No. 3 defense contractor,
has been in deep trouble since 1967.
Credit. David Lewis was president of

King Resources
McDonnell Co. before its merger with shrinks to survive
Douglas Aircraft 1967. He an ex
cellent reputation in the industry as a
production and operating man
Crown's principal prerequisites for the
top job at GD . Lewis is credited with
straightening out Douglas ' problems
with the DC-8 and DC-9 , which spurred
its merger with McDonnell . He is no
stranger to GD , a subcontractor on the
Douglas DC-10 air bus.

King Resources Co., the Denver-based
natural resources outfit , is still alive
today, though a good deal smaller than
it used to be . It rushed to the rescue of
financially disabled Investors Overseas
Services , Ltd. , six months ago only to
wind up in serious financial trouble of
its own . But, after losing $16-million in
this year's first half and running up
some big debts , it has survived-to the
surprise of oil industry observers.

King Resources grew big through
exploration work of its own , and by
putting together natural resources
packages , mostly gas and oil , for in
vestors. To keep going, it has been sell
ing off some of its holdings . Just last
week, Sun Oil Co. announced it would
take over the bulk of King Resources '
drilling and exploration activities in
the Canadian Arctic . Sun is to pay
King Resources an undisclosed amount
of cash, and it will assume a share of
future development costs on 27-million
acres of land. Said a King Resources

spokesman this week : "Somebody else
is pitching and we're sitting on the
bench . But it means we can stay in the
ball game."

Much has changed at King Resources
since founder John M. King rushed off
to Switzerland in May with a deal to
take over IOS, the international mutual
fund empire that Bernard Cornfeld
built and lost. King Resources and IOS
had had a number of business dealings;
IOS investments accounted for 35% of
King Resources ' $118-million in reve
nues last year and at least that share
of its $25-million in earnings . In con
junction with 10s , King Resources had
been developing much of the Canadian
land involved in the Sun Oil deal. But
the IOS takeover fell through , and noth
ing went right for King Resources af
ter that.

IOS, in serious trouble itself , dried up
as a source of revenue for King Re
sources . After last year's strong show
ing , the company had to write off $6.9
million for suspended exploration in
the Middle East and $5.8-million lost on
investments in this year's first half.
Creditors began badgering the com
pany on overdue bills , and King Re
sources' shares slipped from $14 in
early May to $3.
Survival tactics . Now King is out as
chairman , replaced by President A.
Rowland Boucher . King has said he will
quit the board at the 1969 annual meet
ing , which has not yet been held. Seven

Boucher: He took over from John King .

other members of the board , including
astronaut Frank Borman , resigned
earlier this month and were succeeded
by company insiders . The company has
slashed its payroll from 739 to 535 ,
folded one 35-man division , written off
a small computer software business,
and is squeezing its elaborate Denver
offices into half as much space.

By the end of August , King Re
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sources had fallen behind in its pay
ments on $10-miiiion in loans . But last
month its creditors , who are owed $15
million for such items as oil drilling
equipment , agreed to settle now for
20% of the amount due them , with the
rest to be paid by January, 1972. At the
same time, banks holding $20.4-million
in loans due on or before June 30 , 1971 ,

agreed to a new schedule that will ex
tend payments until September, 1972.
King Resources says it will pay off
those debts from the sale of its oil
properties , by selling some holdings in
other non-oil properties , and out of fu
ture income.

K

King , who is 44 , still owns 93% of the
Colorado Corp. , an oil fund company
that spent some $27- million with King
Resources in 1969. But King Resources'
troubles spilled over and forced Colo
rado Corp. to suspend sales and re
demptions of the two oil funds it man
ages. Now the two funds are being
reorganized , while a merger has been
negotiated between Colorado Corp. and
Siboney Corp. , a diversified manufac
turing company with some oil inter
ests.

MONEY & CREDIT

The public changes
its saving ways
There used to be a clear-cut line be
tween savers and investors , with well
heeled investors putting their money
into stocks and bonds and the little
man putting his money into savings
banks or savings and loan associations .
But four years of super-tight money
and record-high interest rates have
blurred the line, and now the nation's
thrift institutions fear the line is about
to be totally obliterated . If that hap
pens , they warn , the U. S. housing in
dustry will be in serious trouble.

So there will be extra-close attention
next week when the U. S. Treasury an
nounces plans to raise $2-billion in new
cash . Thrift industry leaders have
made plain they hope the Treasury will
decide to issue bills , which are sold in
$10,000 units , rather than notes, which
are sold in $1,000 chunks . They reason
that small investors will not buy many
bills , but probably would load up on
notes , as they did last August . Then, an
offering of Treasury notes , priced to
yield 7.54% , was oversubscribed ten
fold . Few thrift institutions could pay
more than 6% for deposits and many of
those notes were taken up by small in
vestors , using money that might other
wise have wound up in a savings bank
or an S& L .

Equally unnerving for the savings
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Savings banks try hard to woo savers
lost to higher-yield Treasury notes.

institutions is talk that American Tele
phone & Telegraph Co. is mulling over
an issue of "savings bonds" next year
to supplement its borrowing in the
bond market . The savings bonds would
be sold in $100 units through the giant
utility's 2,000 local business offices , and
so would be aimed directly at small in
vestors . AT &T has so far refused to dis
cuss the report . Already , though , Presi
dent Louis R. Barba of the National
Assn . of Home Builders has warned
that if the bonds are issued , “It will
certainly set back the anticipated re
covery of the housing industry from its
recent depressed state."

The Treasury and AT&T are far from
the only borrowers looking to the small
investor . Last January, Philadelphia's
First Pennsylvania Banking & Trust
Co. jumped in with an issue of $100
notes , sold through its 73 branches ,

while a number of banks have been
selling small-denomination " earth"
bonds . This week North Carolina's
First Union National Bank was ready
to offer notes paying up to 7%% in
units as small as $2,500.
Disintermediation . The technical name
for what has been happening is "dis
intermediation , " meaning that the
public is bypassing the financial inter
mediaries- banks and savings associ
ations and investing directly in the
capital markets . The trend reache
flood proportions last year when the
highest capital market yields in a cen
tury drew even the unsophisticated
away from depository institutions and
into the market.

Wall Street prophet Sidney Homer
of Salomon Bros. computes that , be
tween 1966 and 1968 , the public put an
average of $27-billion a year into sav
ings accounts and only $9-billion di
rectly into the bond market . Last year,

he says , $29-billion went into bonds
and only $8-billion into savings ac
counts . The Federal Reserve Bank of

New York was startled at one point to
receive an order for Treasury bills from
an inmate of a U.S. Army stockade in
Korea . Two New York bankers recall
chatting in a taxi about a high-yielding
issue of the Federal National Mort
gage Assn. , only to have their driver
announce that he , too , had bought some
of the Fannie Mae securities.

Based on past experience , the cur
rent decline in interest rates should
have sent investors back to the thrift
institutions . Moreover , the Treasury
obliged the savings industry last year
by hiking the smallest unit of bills
from $1,000 to $10,000 , while a number
of federal agencies took similar steps.
And, in fact, where savings and loan
associations had a net savings loss of
$300-million in the first eight months
of 1969 , they had a net gain of $4.3-bil
lion in the first eight months of 1970.
Fight. Still , the flow of money into
thrift institutions this year does not
come close to providing what the mort
gage market needs to close the gap be
tween the demand for housing and the
supply . What deeply disturbs the thrift
industry is the probability that borrow
ers-private and government -will tai
lor future issues with an eye toward
reaching this army of small investors ,
suddenly grown wise. That is why talk
of an AT&T savings bond so worries the
savings institutions , and why they
have been yelling at the Treasury to is
sue bills rather than notes . S & L indus

A mutual fund in

Treasury bills accommodates
the small investor

try leaders were hopeful this week that
Treasury would heed their advice ;

Treasury, in turn , was not promising a
thing . For one thing , the Treasury is
also getting flak from small investors,
who want a crack at yields higher than
they can get at thrift institutions.

"You can see the pressure on the other
side," said one Treasury official. Also,
bills are issued for under one year,

while a note can run out to seven years,
and Treasury would welcome a chance
to stretch out the average maturity of
the national debt.

Even if the savings industry wins
this round , it clearly isn't home free.
Just after the Treasury lifted the de
nomination of its bills to $10,000, a Mu
tual Fund for Investing in U. S. Gov
ernment Securities was launched to
hurdle that barrier. Investors in this
no-load fund buy shares in a portfolio
of government short-term debt issues
for around $10 a share . The fund had
$32-million in assets as of Sept. 30,
against $9-million at the end of March
and, says Salomon Bros.' Homer: "It's
coming along very nicely . I think a
number of similar funds are being
started now ."
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Business Land Loans
Are, Will Be Plenti

Su >

Journal Special Correspondence common in 49% of the na
Washington, D. C. Funds compared with 47% last

for busines's property mort- tember. A rate of 5.75% is
gages will continue to be plenti- alent in 21 % , while it is 6
ful in the coming months, with 17% .
interest rates remaining firm , Credit availability for
according to the spring mort- mercial property in a
gage survey of the National As- cation with a local credit
sociation of Real Estate Boards , has improved further

The survey is based on data the last six months . For 71
supplied to the association's de- the areas the supply is am
partment of research by a pan- while it is tight in only 3%.
el of 125 real estate brokers most frequent charge contin
from around the nation who are to be 6% in 57% of the na
specialists in commercial and
industrial property financing.

Availability for loans on co
mercial buildings in a
location with owner-occupanInvestment demand for prime

quality commercial property is ample in two-thirds of
mortgages exceeds the supply An interest rate of 6% is

nation and moderate in 27,
of applications , according to
Maurice G. Read , association mon in 59% of the
president. He said interest rates the cost of credit for this

There has been a slight rise
might decline further on na
tional credit es, though of mortage in the last

months.
trade on collaseofcollateral,credit

Modest Tightening
ra

such factors as amount, amorti
zation or closing costs.

•

While panel members co
The general outlook is favor- mented extensively on tighten

able for borrowers, depending ing in the market for loans on
on their credit standing and the commercial properties in
ocation of the property. er class neighborhoods, they re
"The outlook is for additional ported only modest tightening
mphasis on environmental in resources for business prop

actors in the coming months ,
that is possible ," he said .

erties in secondary locations .
Currently, the supply of funds

for a mortgage on a commerLittle Change Seen cial property in a secondary lo
Mortgage conditions for ware- cation with a local credit lease

and industrial properties is ample in 47% of the nation,will change little in the next moderate in 40% , and tight inmonths, he predicted, 9% . Credit is said to be pracinterest rates continuing at tically unobtainable in 4% .t levels. A 6% interest rate is com
Commercial property is fa- mon for this type of loan in

vored by all types of investors , 69% of the nation . In the re
with borrowers offering as se- mainder, the charge is general
curity a prime location proper- ly higher. Most frequently it is
ty with a national credit lease either 6.25 or 6.50.
well supplied with credit . Avail- For an owner-occupant, the
ability of credit can be de- supply of mortgage money for
scribed as ample for 89% of a loan on a commerical prop
the nation, compared with 84% erty in a secondary location is
six months ago . In a few mar- little changed from that reportket areas, credit continues to ed last fall . Resources are am
be tight, even for top quality ple in 45% of the nation and
risks. They represent 2% of the tight in 14% . Interest rates re
nation, a percentage unchanged main stable with 6% the domifrom last fall. nant charge in 67% of the na

tion.Interest Rates
Interest rates on loans for a

prime location property have
declined slightly during the last

Nail Loose Boards
Regardless of the floor's origI

six months. These areas are inal construction , and whether
limited in number, and in gen- or not underlayment used, be
eral the decline is from 6 % to sure to nail down all loose
5.75% . boards before laying linoleum

A 5 % interest charge is or tile.
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Wood , Ramsey. "Govt mortgage credit commitments and economic stability . "

JNL OF FINANCE 11 : 151-65 (May 1956 ) .

Wood is with Bd of Gvnrs , FRS .

p . 156 Much of the disentanglings from mortgage debt come , despite
long term regularly amortized loans , from sales . I.e. mortgagors sell out ,
and repay the old loan with proceeds of the sale.

This source of funds is subject to much fluctuation , and dries up
completely if sales stop .

(So : if mkt begins to collapse , source of funds disappears , cumulates . )
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Municipal bond
yields are at
record levels ...

... so volume
of new issues
is slackening

FINANCE

PercentBillions of dollars
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Average yield 20 bonds

59 60 61 62 63 64 65 66 67 68 69

Data: Bond Buyer

General obligation bonds

Revenue bonds

11 | I 1

'58 59 '60 '61 '62 63 64 65 66 67 68 69

Data: Investment Bankers Assn.

In Moberly , Mo. , work is almost com
pleted on a $340,000 main to carry
water to the site of a new treatment
plant. But the plant site is a vacantlot-the town hasn't been able to raise
the $1.2-million it needs to finish the
project.

This picture is being repeated
around the country where local gov
ernments, barred from the municipal
bond market by record-high interest
68 Finance

Voney scue- e forces
municipa s to ac aɔt:

Long the pets of wealthy investors and banks, municipal
bonds now are scratching for bidders . And efforts by

cities to ease money woes may change market's future shape

rates, are simply running out of money
for vital projects such as schools, rec
reation areas, and public works. Cali
fornia State Treasurer Ivy Baker Priest
last month found she couldn't go
ahead with the sale of $40-million in
state construction bonds because no
bidders could be found . This week,

Chicago was coming to market for a
second try at marketing $28-million in
bonds for municipal improvements.

Bankers Trust in New York predicts
a decline in the volume of municipal
financing, from $16.4-billion last year
to $14.5-billion by this yearend.

Reaction. This doesn't mean that
the municipal bond market is drying
up completely. The coupon rates on
municipals are lower than those on
other bonds ; but , of course , the inter
est income isn't subject to federal in
come tax . And this holds obvious tax
advantages for the wealthy investors
and banks that largely make the mar
ket in municipal bonds.

But interest rates have been soaring
steadily for the past four years and
some investors are sure rates will go
higher before they fall . And bond in
vestors consider it dangerous to buy in
a period of rising rates since, ob
viously, to keep yields high, prices are
being eroded .

At the same time, the banks have
been feeling the squeeze of the Fed
eral Reserve Board's tight money pol
icy, and haven't been giving bonds
much of a play . Last week, the Fed
put on even more pressure by raising
the discount rate and hiking reserve
requirements on demand deposits.

"From the standpoint of their
yield,” says Philadelphia National
Bank's Gilbert Heebner , "municipal
bonds are very attractive . But the
bank places loanmaking on a higher
order of priority than buying munici
pal bonds." Bankers Trust predicts
banks will buy only $5-billion in mu
nicipals this year, compared with $8.3
billion last year.

Locked in . To make things worse,
municipal borrowers-unlike most cor
porations-are saddled with many le
gal restrictions that make raising
money in these times difficult , if not
impossible. "Usury" laws in many
states set limits on the rate that can be
paid for bond money. California was
thwarted in its borrowing efforts by a
constitutionally set 5% ceiling.

Chicago's first try at selling its $28
million issue, too , was blocked by
usury limits. But city officials went
back home and got the law changed to
permit selling the bonds at a discount
from their par value . Since investors
will be paying a lower price, the bonds
will yield a return at maturity that ac
tually will be greater than the coupon
rate .

Helping out. The cry of the cities.
for financial relief has brought sugges
tions thick and fast . New York's Gov
ernor Nelson Rockefeller has been
stumping the nation for federal reve
nue sharing with the states . He argues
that not only has the bond market
been stretched to the limit , commu
nities just cannot increase basic tax
levels much more.

Says Harry G. Kivell, of Mil
waukee's First Wisconsin National

Business Week April 12 , 1969
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We're talking about your
countrywide plant and office
locations . Think for a moment. Is

accessibility the factor that has

some of them situated in places
less than ideal? Fan Jet Falcon is

the business tool that lets you be
virtually any place, any time you
have to be there. In person.
Remember, in tomorrow's
business world, your plants and
offices are just going to have to be
where the new markets are. And

Fan Jet Falcon's just the bird
that can help you do it all-starting
today . For a demonstration that
will show you why it outsells all
the others, write Business Jets
Division of Pan Am® , Pan Am Bldg.,
New York, N.Y. 10017

PAN A

THE BUSINESS JET THAT'S BACKED BY AN AIRLINE.
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$10,000 ROOM
FOR RENT...

Part of the $10,000 we spend as
"hush " money. For soundproofing.
No squeaks, splashes or stereo
come through our soundproofed
walls . Quiet is
just one of 20
comforts busi
nessmen find
coast-to-coast,
at sensible
rates . Where do
you go to get
whatyou like
best in a Motor Lodge? Only under
the Orange Roof . Only at Howard
Johnson's. Only in the $10,000
room ...with a quarter of a million
dollar restaurant just a step away.

3,024 cubic feet
of quiet.
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MOTOR LODGES

$1,500 to $5,000

Personal
Loans

to Executives
Strictly Confidential

*
A nationwide Executive Loan
Service designed for responsible executives as a conven
ient supplementary source of
personal credit . No collateral,
no endorsement, no embar
rassing investigation . All de
tails handled by mail from
the privacy of your office.
Monthly repayments up to 2
years if desired . References:
First National Bank of St. Paul
Northwestern National Bank of St. Paul
First National Bank of Minneapolis
Northwestern National Bank of

Minneapolis

For full particulars write
MR. A. J. BRUDER, Vice Pres.

Industrial Credit
Plan , Inc.

608 Hamm Building
St. Paul , Minnesota 55102

Bank: "A number of issues have been
postponed because the communities
couldn't raise tax rates to meet the
high interest costs . In some rural areas
here, taxes have gone up 20% to 35%
already this year."

Congress is considering two propos
als that would keep interest costs low
to communities while assuring them of
a borrowing source:
■ A bill sponsored jointly by Repre

sentative Wright Patman (D-Tex.) and
Senator William Proxmire (D -Wis.)
would place federal guarantees under
municipal bonds , and subsidize up to
one-third of the interest costs. The
bonds wouldn't be tax-exempt.

create a

■ Another bill, sponsored by Sena
tor John Sparkman (D-Ala.), would

government bank-"Ur
bank"-to lend money directly to mu
nicipalities at costs as much as a third
below current market rates . Urbank,
in turn , would issue its own fully tax
able bonds in the open market.

Three major municipal lob
byists-the National League of Cities,
U.S. Conference of Mayors, and Na
tional Assn . of Counties-are giving
both bills close scrutiny. And Congress
seems willing to settle for whichever
one the lobbies agree on . Betting is
they will plump for Urbank if they can
soften some provisions they feel en
croach on their sovereignty . The In
vestment Bankers Assn. , which has
many members that deal in and under
write municipals , is opposed to the Ur
bank bill.

New wrinkles . Meanwhile, commu
nities are struggling to get along in the
market that exists , innovating and
changing in ways that may shape the
market for years to come.

For example, Fairbanks , Alaska re
cently withdrew plans for sale of
$10.8-million in bonds because bor
rowing costs had reached the state's
6% usury limit . So the city is issuing
one-year, tax-exempt , bond anticipa
tion notes instead. Since short-term
rates now generally are lower than
long-term rates , Fairbanks' interest
costs are below usury rates.

And in New York last month , Roch
ester sold $5-million of the one-year
notes at an average interest rate of
4.65%, when long-term rates were
around 5.19% . The notes are renew
able each for sixyear afteryears,
which they must be paid off or con
verted to bonds.

John Nuveen & Co., Inc., a big mu
nicipal bond underwriter and dealer,
sees individual investors doubling their
holdings of tax-exempt notes this year.

Many communities now are issuing
serial bonds as a means of reducing
their total interest costs . The issue is
broken into a series of maturities from,
say, one year up to 20 years . But many
underwriting syndicates find that ,

Two bills to help

enator would
give communities
low-cost loans
from a federally
sponsored bank
called "Urbank.” John
The bank, in turn , Sparkman
would issue its
own bonds at the going market
rate. The new organization's
securities would be taxable

Wright
Patman

William
Proxmire

The congressmen jointly propose
bills to provide federal
guarantees of municipal debt
issues. Government subsidies
up to 33% of an issuer's
interest costs would be made.
Bonds sold under the program
would be taxable

while it's easy to sell off the short
maturities in an issue , the long-term
portion doesn't move so fast.

Rating battle . With bonds so hard
to sell, a good rating from one of the
rating organizations-Standard &
Poor's, Moody's, Dun & Brad
street-can be crucial . Six months ago,
Philadelphia's rating dropped from A
to Baa. A short time later it found no
bidders for two issues totaling $28.5
million . In January a third issue for
$30-million was postponed indefinitely
for lack of bidders.

"It's touch and go for the city of
Philadelphia, " says Anthony Coculo,
vice-president of Fidelity Bank, “until
they get their financial house in order.
Investors are wary of the whole situ
ation."

And representatives of the Skagit,
Wash. , public utility district went to
New York last week to try to raise
their rating. They figured they could
reduce their interest costs by a quarter
of 1% by getting their rating bumped
up from Baa to A. End

Business Week April 12 , 1969
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We've reached back three hundred
years into European history for a roof
that revolutionizes building overnight.

Roofs produced on the "standing
seam" principle were a colossal break
through when they were first introduced
-principally because they didn't
break through . They stood magnifi
cently tight and dry , protecting Euro
pean institutional structures, generation
after generation.

And Butler's MR-24™ is a break
through now . Machine -made , double
fold, sealed seams represent the first
adaptation of the standing seam prin
ciple with economy thrown in .We've
eliminated craft guild handwork, in

Hamlet's castle
at Elsinore,

Denmark- made
famous by

Shakespeare.
Originally built in
1624 , the roof is
still in excellent

condition .

15000 20 2248 0

favor of one little machine we call the
Roof Runner and a qualified crew to
run it. You buy a new high in weather
proofing and long life , for a new low in
annual cost.

wa Senalduration

MR-24 is practically a single skin.
There are no holes in the roof proper,
no piercing of the metal anywhere on

BUTLER
Sales Offices and Builders Nationwide

BUTLER MANUFACTURING COMPANY
7313 East 13th Street , Kansas City, Missouri 64126

Burter
1FOCUces

He17thcentury
rooli.

LEONIN
**

11

the working surface . An exclusive
floating feature compensates for ex
pansion and contraction due totemper
ature changes . Superior insulation too.
Choose from timeless copper, alumi
num, or silicone-protected galvanized
steel to combine longevity and econ
omy at your desired investment level.

How can you get a new Butler MR
24 roof? Only one way . Let your
Butler Builder handle your next build
ing project . Call him on . He's in the
Yellow Pages under "Buildings" or
"Buildings, Metal!' Write for all
the details . Get the benefits
of Butler's very own automated
building renaissance today.
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Denable goods, replacement in

portponable. Hence unstable.
You Also is more exogenous,

independent, than other kinds

replacement.
and more dependent on land

market.
see "Urban Expansion ". p.513
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Businessusiness conditions continue to be favora
ble . At mid-summer many business firms in
both the consumer and capital goods indus
tries reported that 1963 sales and orders had
exceeded expectations at the start of the year

substantially in some cases . Last year at
this time experience typically had fallen short
of initial projections.

THE

In mid-August the Chairman of the Presi
dent's Council of Economic Advisers esti

mated that the gross national product (total
spending on goods and services ) would be at
least 580 billion dollars for all of 1963. This
implies a further moderate rise in activity
through the remainder of the year . After ad
justment for price changes, the 1963 level of
spending would indicate a rise of somewhat
more than 3 per cent in production over the
1962 total or slightly more than the average
gain for the past 10 years.

Three major developments have played a
role in buoying business sentiment in recent
months. First, seasonally adjusted retail sales
--virtually level between November and May

OF BUSINESS

-rose appreciably in June and July. Sec
ond , industrial production increased in June
and July despite a sharp drop in steel output.
Third , construction contracts , which were
somewhat sluggish in the first four months of
the year, rose substantially in May and June .

Retail sales improve
Consumer purchases of goods have in

creased in each quarter since the current up
swing began in early 1961. This trend played
a large role in reversing the slight decline in
business investment in new plant and equip
ment and inventories that developed late last
year. While business investment turned up in
the second quarter of 1963 some observers
expressed uneasiness over indications that re
tail trade had leveled off. However, gains in
retail trade in June quieted this concern and
preliminary data indicate that consumer pur
chases continued at a higher level during
July and early August than in the spring.

Retail trade in June and July was at a
record annual rate of 244 billion dollars , al

BUSINESS CONDITIONS is published monthly by the Federal Reserve Bank of Chicago . George W. Cloos was primarily
responsible for the article "The Trend of Business," George G. Kaufman for "Foreign long -term borrowing in the United
States" and Lynn A. Stiles for "Decline in home mortgage credit quality?"

Subscriptions to Business Conditions are available to the public without charge . For information concerning bulk mail
ings, address inquiries to the Federal Reserve Bank of Chicago , Box 834 , Chicago, Illinois 60690.

Articles may be reprinted provided source is credited.
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most 6.5 per cent higher than the level of a
year earlier. This compares with a rise of 4.3
per cent in personal income . Both hard and
soft goods shared in the increase . During
July, deliveries of new cars to customers were
at an annual rate of well over 7 million , 13
per cent above July of last year which in turn
had been the best month since 1955. Sales of
new cars in August and September will be
held back to some extent by low inventories
of certain popular makes until the 1964 mod
els become available in quantity . A similar
development was noted last year at this time.

Department store sales in July and early
August were 5 per cent above those of last
year, both in the nation and the Seventh Fed
eral Reserve District . Of the large metro
politan areas in the Midwest , Chicago and
Detroit reported the largest gains in depart
ment store sales.

Industrial production rises further
Production of steel for ingots and castings

dropped from a peak annual rate of 138 mil
lion tons in May to 104 million tons in July.
While the labor-management agreement was
reached in April , it took somewhat more than
a month for subsequent reduction in orders
to be reflected in production figures . The
June-July decline in production- after allow
ance for usual seasonal changes- was about
9 per cent. Despite this drop , widespread in
creases in production of other materials, con
sumer goods and business equipment resulted
in an over-all rise of 1.7 per cent in industrial
production in June and July. Industrial pro
duction has risen appreciably each month
since last January after a six month period of
virtual stability.

Steel output declined sharply further in
August, but steel producers are looking for
ward to an early reversal of this trend . A
study by Iron Age indicates that steel in the

Consumer purchases of goods
have increased each quarter
since 1961

billion dollars
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hands of fabricators and warehouses will be
down to a near "normal" 68 -day supply by
the end of September . Forecasts of steel pro
duction for the year continue to fluctuate
around 105 million tons, the highest level
since 1957. This would mean output of about
46 million tons in the second half of the year
compared with 59 million tons in the first
half and 44 million in the second half of last
year.

Trends in orders and shipments of dura
ble goods producers have been influenced
substantially by fluctuations in demand for
steel (see charts ) . The sharp downtrend in
steel orders after March 1962 and April
1963 , of course , reflects the conclusion of
labor management negotiations without work
stoppages . For durable goods producers other 3
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than steel firms , new orders were substan
tially above shipments in each month during
the first half of 1963 .

Inventories held by all durable goods man
ufacturers rose by about 1 billion dollars in
the first half of 1963 , accounting for about
half of the rise in total business inventories .

Nevertheless, at midyear inventories of dura
ble goods producers amounted to only 1.95
months sales for June compared with 2.05
months a year earlier and 2.02 months at the
start of 1963. This was the lowest midyear
ratio of inventory to sales for hard goods
manufacturers since 1959.

Construction still headed up
Total construction reached a record annual

Trends in orders and shipments
of durable goods producers
influenced by demand for steel

billion dollars
17.0 seasonally adjusted
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8
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rate of 64 billion dollars during July . For the
first seven months of 1963 , outlays were 4
per cent above those of the same period of
1962. During this period residential outlays
were up 7 per cent , public construction was
up about 2 per cent and non-residential pri
vate construction was about even with last
year.

Recent trends in construction contracts re
ported by F. W. Dodge suggest that activity
will rise further . For the January-April
period, construction contracts were about
even with last year for the nation and only
2 per cent higher than last year for the Mid
west. After a sharp gain in May and June,
however, total contracts in the first half of
1963 were 6 per cent above last year for the
nation and up about 7 per cent for the Mid
west.

Construction outlays on new industrial
plants have been only slightly above last year
thus far in 1963. Contract awards , however,
have been 12 per cent ahead of last year for
the nation and in the Midwest the rise has
been twice as great . A large steel plant con
tract for northern Indiana helped boost the
total for the Midwest , but sizable contracts
also have been let recently to construct chem
ical, food processing and rubber goods fac
tories in Illinois.

Early this year new housing starts were
lagging in most Seventh District centers . For
the first quarter housing permits issued in the
District were 11 per cent less than last year
compared with a 6 per cent rise for the na
tion. Including the April-May figures , how
ever, housing permits in the District were 3
per cent above last year for the five-month
period compared with an 8 per cent rise for
the nation . Large increases were shown for
Detroit and Milwaukee . The ready availa
bility of mortgage funds- indicated by longer
maturities, lower down payments and lower

.



1

}

I

T

i

interest rates on home loans- doubtless has
aided the recent rise in home construction.

Unemployment lower in Midwest

As in the case of industrial production,
nonfarm wage and salary employment was
stable from July 1962 to last January . Be
tween January and July, 1963, however,
there was a rise of 1.2 million ; manufactur
ing, which accounts for about 30 per cent of
the total , shared proportionately in the gain.

In June wage and salary employment was
about 2 per cent higher than last year in the
five states of the Seventh Federal Reserve
District, a somewhat greater improvement
than that reported for the nation . Estimated
unemployment- those individuals without
jobs and actively seeking work as a per
centage of the labor force currently is well be
low the national rate in all District states , as
shown in the table below.

Clearly, the most dramatic improvement in
the Midwest labor situation in recent years
has taken place in Michigan , largely as a
result of the recent high level of auto output.
Some of the reduction in unemployment in
various centers is believed to have resulted

from out-migration and the tendency of stu

Foreign long-term

OnJulIn July 18 the President requested Con
gress to impose a temporary tax on the pur
chase by United States residents from foreign
ers of foreign intermediate- and long-term
securities . The major purpose of the tax is to
reduce the amount of foreign borrowing in
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dents to remain in school rather than seek
scarce summer jobs .

Unemployment rates in June*

United States

Illinois
Indiana
Iowa
Michigan
Wisconsin

1960 1961 1962 1963
(per cent of labor force)

6.1 7.5 6.0 6.4

4.3 4.5
5.1 4.7
N.A. N.A. 2.8
6.5 10.0 6.2
3.8 4.8 3.8

5.8
6.7

*Not adjusted for seasonal variation.
N.A. Not available.

4.0
4.0
2.9
4.9
3.8

borrowing
in the United States

In June the Labor Department re-classified
the major labor markets of Detroit and Terre
Haute as "moderate labor surplus" rather
than "substantial labor surplus" centers . (A
6 per cent unemployment rate is the dividing
line) . After these changes none of the 23 ma
jor labor markets in the District were included
in the substantial labor surplus group-for
the first time since the present series was
started in 1956. Nationally , 38 of 150 labor
market areas were reported to have substan
tial labor surpluses in July.

this country by increasing the cost . The pro
posed tax , part of a broad attack on the con
tinuing deficit in the balance of the interna
tional payments , focuses attention on the
sharp rise in foreign long-term borrowing in
the United States which has contributed sub 5
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stantially to the deficit during the past year
and a half.

Capital outflows resulting from the sale of
new foreign securities in the United States.
totaled almost 1 billion dollars in the first half
of 1963. This compares with 482 million in
the first six months of 1962 and only 523
million in all of 1961. More than 600 million
dollars nearly two -thirds of the current
year's outflow-went to Canada , about 200
million to West Europe and 100 million to
Japan . Approximately four-fifths of this total
represented long-term borrowing by foreign
governments and business firms , with the rest
accounted for by the sale of equity issues.

With the exception of funds borrowed by
foreign governments for the purpose of bol
stering their holdings of dollar exchange ,

foreigners borrow in the United States be
cause funds here are both cheaper and more
available than in other countries . In recent
years, long-term interest rates in the United
States have been below those in many other
industrial countries . In mid- 1963 , for exam
ple, long-term rates on government securities
averaged about 4 per cent in the United
States , 5 per cent in Canada, France and

United States purchases of new foreign
securities rise sharply

Total new issues .
Canada .

West Europe ..

1961 1962 1963*

(million dollars)

523 1,076 1,954
237 457 1,214

57 195 410
101 18461Japan....

International institutions
and rest of world . . . . 168

*Preliminary: first half of year at annual rate.

323 146

Italy, 5½ per cent in the United Kingdom
and 6 per cent in Germany.

In part, the lower domestic rates reflect the
more highly organized capital market in this
country. Funds are channeled quickly and
efficiently from savers to borrowers by insti
tutions which through many years of unin
terrupted service have developed effective
means of handling and transmitting funds . In
addition, these institutions have gained the
confidence of investors , an important pre
requisite for a broad financial market.

Lower interest rates also reflect Federal
Reserve policies designed to accelerate the
rate of domestic economic growth through
monetary ease . On the other hand , most
European countries have experienced "full
employment" during most of this period and
have used monetary policy to maintain in
terest rates at high levels to dampen infla
tionary pressures.

The interest rate is not the only cost of
borrowing through the sale of securities .
Borrowers also pay costs of underwriting,
legal work and taxes . These costs are esti
mated to average somewhat less in the United
States than in other countries with highly
developed money markets , such as the United
Kingdom and Switzerland , and much less
than in countries such as Germany, France
and Italy where capital markets are less fully
developed.

Apart from borrowing costs there is the
question of availability . The United States
capital market can accommodate a much
larger volume of financing and much larger
individual issues than that of any other coun
try . The more limited availability of funds
abroad reflects less efficient money market
mechanisms and institutions as well as lower
levels of aggregate and per capita income and
savings . Bouts with domestic inflation and
currency devaluation in past decades have

1

1

1
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Foreigners pay higher interest
rates than domestic borrowers
in United States capital market

effective interest rate
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also made many Europeans wary of investing
savings in long-term fixed-value securities.

Borrowing restricted abroad
In most foreign countries , borrowers

especially nonresidents— are subjected to a
variety of controls which are often highly re
strictive . Such controls may be imposed offi
cially by the government as in the United
Kingdom and the Netherlands or may as in
Switzerland reflect voluntary agreements be
tween the private financial sector and the gov
ernment . In either instance demands on the
domestic money market are held in check.
With demand restricted , interest rates are
lower than would otherwise be the case and
capital outflows are reduced . These controls
permit countries to isolate their money mar
kets, more or less , from markets in other
countries . Through such measures , Switzer
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land , for example , is able to maintain rela
tively low long-term interest rates- 3½ per
cent- without stimulating either excess do
mestic borrowing or large capital outflows .
Similarly , the United Kingdom is able to re
strict long-term foreign lending largely to
Commonwealth countries.

Besides the United States , only Germany
among the major industrial countries imposes
no restrictions on its money market. The Ger
man market, however , has only a limited
capacity to accommodate either domestic or
foreign borrowing.

Because of controls and the limited ca
pacity of most capital markets , foreign gov
ernments and business firms often are unable
to find credit accommodation in their own
countries or in markets other than that of the
United States. Consequently , these borrowers
may be faced with the alternative of either
seeking funds in the United States or fore
going planned expenditure programs . In such
cases interest rate differentials may not be a
major deterrent.

United States main supplier of funds
In the three-year period 1960-62 , the

United States supplied one-half of the long
term funds raised by governments and busi
ness firms in eight major western countries
through the public sale of bonds outside their
own countries . Switzerland supplied a quar
ter of the total , the United Kingdom 13 per
cent, the Netherlands 9 per cent and Canada,
Germany, Italy and Sweden combined only 5
per cent. In 1962 , the United States supplied
over 60 per cent of the long-term funds raised
publicly by all borrowers outside their own
countries . These figures exclude the sale of
bonds placed directly with large lenders.

Foreigners pay considerably higher rates
in this country than do major domestic bor
rowers. The accompanying chart shows that 7
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in recent years foreign borrowers paid on the
average 1 to 2 per cent more in the United
States market than comparable domestic bor
rowers. On occasion , interest rates paid here
by foreigners exceeded the posted interest
rates in their own countries . In 1961 , for ex
ample , the government of Australia borrowed
25 million dollars in the United States at an
interest rate of 5¾ per cent . Australia also
borrowed 15 million dollars in Switzerland

during the year at 4½ per cent , 10 million in
the Netherlands at 5 per cent and about 20
million in Canada at 5.9 per cent . At the same
time , interest rates on long-term government
bonds averaged about 514 per cent in Aus
tralia.

The limited availability of funds abroad
and heavy credit demands resulting from
rapid economic growth overseas account in
great part for the willingness of foreign bor
rowers to pay higher rates in the United
States . This suggests that foreign long-term
borrowers may be relatively insensitive to
changes in interest rate differentials between
other capital markets and that of the United
States. If so, small increases in long-term
rates relative to foreign rates probably would
not reduce the volume of foreign borrowing
materially.

Foreign borrowing in this country for the
most part has not been closely associated
either with changes in long-term domestic
interest rates or the differences between
United States and foreign rates . The jump
in the sale of new Canadian securities in re
cent months , for example , occurred mostly
while rates here held steady and Canadian
rates declined . Likewise , Canadian borrowing
declined substantially during 1960 while
United States interest rates were falling
sharply relative to Canadian rates , a develop
ment which would appear to favor borrowing
in this country. The abrupt decline in United

States interest rates in 1958 seems to have
attracted foreign borrowing , but a large part
of this rise was attributable to borrowing by
the World Bank . The sharp rise in rates in
1959, however , failed to discourage Canadian
borrowing more than briefly . Since 1957,
Canadian securities have accounted for about
half of all new foreign issues purchased by
United States residents .

Cost of foreign borrowing to rise
Increases in the general level of long-term

interest rates affect domestic as well as foreign
borrowers . United States monetary and fiscal
policies continue to be directed toward stim
ulating domestic investment and consumption
while guarding against short-term capital out
flows. Any slackening in domestic long-term
borrowing in consequence of higher interest.
rates would tend to dampen domestic busi

Canadian borrowing in United States
not closely related to interest rates

per cent per annum
5.50
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Government
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ness investment and slow the rate
of economic expansion. One-half of all foreign long-term

bonds sold publicly in major countries
are floated in the United States*

The President's tax proposal is
estimated to increase the interest
cost of long-term borrowing by
foreigners by about 1 per cent.
Costs to domestic borrowers.
would be largely unaffected . Se
curities sold by "underdeveloped"
countries and international insti
tutions of which the United States
is a member would be exempt
from the proposed tax . In addi
tion, the President would be em
powered to exempt selected
securities sold by industrially ad
vanced countries , primarily Can
ada , when the consequences of the
tax "threaten to imperil the sta
bility of the international monetary system . ”

Because the proposed tax would affect only
the cost and not the availability of funds, most
of the nondiscriminatory features of the
United States capital market would be re
tained . Any foreign borrower willing to pay
the increased cost would be able to sell securi
ties in the United States . Domestic borrowers
and some foreign borrowers would be fav
ored, however, through lower costs.

To reduce further the dependence of for
eign borrowers on the New York money
market, United States officials have urged
countries with highly developed capital mar
kets to remove their restrictions on foreign
long-term borrowing. Countries with less de
veloped markets are urged to initiate meas
ures which would broaden and improve their
money markets thereby reducing both inter
est and other costs and increasing the availa
bility of funds . Domestically , officials have
asked underwriters to attempt to sell a larger
proportion of new foreign securities to for
eign purchasers so as to reduce the net out
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Total issues
United States
Switzerland
United Kingdom
Netherlands

1960

546
306
132
81

1961 1962
Imillion dollars)

729 737
223 457
218 140
112 62
146 28

Total
1960-62

2,012
986
490
255
174

*Major countries include United States, Switzerland, United
Kingdom, Netherlands, Germany, Canada , Italy and Sweden.

SOURCE: International Bank for Reconstruction and Development.

flow of long-term capital.
Foreign long-term borrowing in the United

States may be expected to continue at high
levels as long as profit opportunities abroad
continue to be favorable and foreign money
markets remain restricted , either because of
controls or capacity . Although foreign bor
rowers probably have been attracted to the
United States more by the availability of
funds than by lower borrowing costs , an
"interest equalization" tax may discourage
some foreign bond issues . This would limit
the flow of dollars to foreigners and reduce
the deficit in the balance of payments.

Proposed as a short-run emergency meas
ure, the tax is not expected or intended to
provide an over-all solution to the payments
deficit, or to become a permanent part of the
United States exchange mechanism . In the
long-run , countries can attain their most effi
cient production and highest incomes only
when capital, as well as goods , is free to move
among countries in response to competitive
forces.
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Decline in home mortgage

Mounting concern has been expressed
lately over the quality of credit. Recent trends
in personal bankruptcy and business failure
rates , instalment loan delinquencies and
mortgage foreclosures , and indications that
easing of lenders ' standards has proceeded
further have been read as signs of deteriora
tion . Continued rapid growth in the volume of
debt, of course , underscores any apprehen
sion over its quality . Understandably, the
huge 170 billion dollar total of outstanding
loans on 1-4 family residences has attracted
considerable attention .

Preoccupation with the "soundness" of
credit is nothing new . Generally, any relaxa
tion of loan standards—as to term or down
payment, collateral or borrower credit re
quirements or the uses made of borrowed

funds is apt to touch off some " viewing with
alarm." So also is a sharp or long sustained
climb in debt, or evidence that borrowers are
finding it difficult to meet their obligations .

And understandably so, for credit plays a key
role in the modern economy . The stability of
the credit structure merits watchful attention .

The postwar record as a whole may be
judged reassuring in a number of respects .
Relatively moderate rates of delinquency and
loan loss and, even more significant, the
rapid growth and financial success achieved
by credit institutions during the period are
scarcely consistent with basic weakness or un
soundness . Yet , difficulties on the credit front

credit quality?

may be months or even years in a stage of
germination.

An elusive characteristic

Quality of credit is not only hard to meas
ure but hard to define in a way to make it a
usable concept . With hindsight , a credit is
good if contract terms have been fulfilled
satisfactorily. This is no help , though, in judg
ing a loan beforehand . Whether the debt will
be paid off as the borrower has promised is
for the future to tell .

No lender will make a loan he believes un
likely to be repaid but every lender must be
satisfied with something less than certainty of
full repayment . The prospect that loan obli
gations will be honored is crucial to any
judgment on credit quality. Experience and a
"feel" for the business are perhaps the best
guides the lender has.

In a sense , the fact that a loan has been
made is indication enough that its quality
passes muster, or that it did so when it was
granted . Debt contracts are entered into vol
untarily on both sides of the bargain . The
lender must be satisfied with prospects for
recovery of his funds- and the inflow of
finance charges the borrower agreed to pay
or the loan would not have been made .

There is the possibility , however, that a
credit sound enough at its inception may turn
bad, if only temporarily, because of some un
foreseen occurrence during its term . The bor

1



rower may lose his job or suffer extended
illness. A general economic decline, more
over, may transform many once prime grade
loans into questionable ones- at least for a
time.

Judging the application

In passing upon a loan application , a
lender seeks answers to two key questions :
What risk is there of nonpayment by the pro
spective borrower and what recourse exists
if the loan turns out badly? To answer the
first, the lender must know something (often
a great deal ) about the applicant's past per
formance his credit rating- and as much as
possible about his prospects .

In judging an applicant's prospects it may
be important to know what the proceeds of
the loan are to be used for, because this may
have a bearing upon the borrower's inclina
tion and ability to honor his obligation .
Knowing what use is to be made of the funds
also helps to supply an answer to the second
question.

Will the residence that the borrower pro
poses to buy or build prove to be "good"
loan collateral? It will prove so if, on default
of the borrower and foreclosure by the lender,
it can be resold at a price high enough to
cover the remaining loan balance and the ex
penses connected with recovery.

The shorter the loan term the greater the
rate of debt reduction and build-up in equity.
The greater the equity, the more reluctant the
borrower is likely to be to surrender his prop
erty and thus the more strongly motivated to
meet his obligations on schedule . The growth
in equity , moreover, affords the lender pro
tection against a decline in market value , if
foreclosure proves necessary.

The relation between the amount of the
loan and the value of the property securing it
directly reflects the size of the borrower's in
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terest in the property . Thus , the higher the
ratio of loan balance to property value, the
greater the lender's risk , other things the
same . Holding back on loan term or on the
loan-to-value relationship are alternative
ways for the lender to try to limit his risk
exposure. In certain instances, on the other
hand , a substantial down payment or a sched
ule of large instalment repayments may so
tax the borrower's budget as to heighten the
chance of difficulty. Sometimes, therefore, re
payment schedules are more likely to be met
on small down payment home loans than
those calling for a larger borrower equity.
The same may hold true for some long
maturity loans as compared with those of
shorter term .

Evaluation of any loan application typi
cally amounts to comparison of its features
with a set of prevailing "standards." Some of
these will be statutory or administrative re
quirements setting maximum terms or mini
mum down payments . Thus, a national bank
is not permitted to make a home loan having
a term exceeding 20 years or amounting to
more than 75 per cent of property value.

Other standards may reflect internal policy.
Examples are definitions of acceptability in
terms of loan-to-income ratios , the borrow
er's occupation and seniority on the job and
the age of the property to be financed as well
as its location, use and type of construction.
Frequently, the components of a given set of
standards are interrelated : a prevailing 75
per cent ceiling on the loan-to-property-value
relationship may be available only for terms
not exceeding 15 years , and a 20-year term
may be had only when the loan-value ratio is ,
say, two-thirds or less—that is, the down pay
ment is at least one-third . A 75 per cent loan
is "riskier" than one of 66% per cent and the
lender may protect himself by insisting on a
shorter term for the low equity loan than for 11

I
I
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one with a greater equity .
At any given time , loan interest rates and

other charges vary considerably from case to
case. Much of the reason for this is that dif
ferences in rate serve in large measure to
compensate for differences in risk . A lender

willing to make a mortgage loan at 514 per
cent, provided the down payment is at least
one-third, may be equally willing to lend at
only a quarter down if the rate is 5½ per cent.

Or, if a 15-year loan will be made at 5½ per
cent, a 20-year term may be acceptable at
5½ or 534 per cent.

Risk "premiums" of this kind are embod
ied in the nominal yields on virtually all loans
and investments , including many of excep
tionally high rating . Indeed , any use of credit
must offer the lender or investor some special
yield inducement to assume risk, however

slight it may be . Even a prime real estate
mortgage will provide an interest return that
includes an element compensating the lender
for accepting a somewhat less sure promise of
repayment than , for example , he might
ascribe to an obligation of the U. S. Treasury.

The prime objective of a financial institu
tion is to secure the best possible net return
on its total holdings of loans and other invest

ments . The higher the net yield , the better
the quality of the "package" of loans held .

Gross yields on loan holdings must be great
enough to cover the costs and losses associ
ated with individual instances of default. The
interest charges on loans of a particular type
will tend to reflect the risks associated with

such loans, as well as these may be judged
beforehand . Differences in rate , in short, con
stitute a means of standardizing loan quality
in the face of differences in risk.

Easier terms in home loans

During the past two or three years , stand
ards in residential financing appear to have

Credit terms in Chicago
home mortgage market have eased
since early 1960
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undergone appreciable relaxation , while the
volume of outstanding home mortgage debt
has grown rapidly . Some observers attribute
this to the continuing influence of the FHA
and VA programs for mortgage insurance
and guarantee, under which long-term financ
ing with little or no down payment has been
made widely available . Practices in conven
tional lending, according to this view , have
had to resemble those in the Government
underwritten end of the market in order to
remain reasonably competitive . Regulations
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governing this type of mortgage lending,
largely as a result , have been progressively
liberalized until there is today no great dif
ference between the loan terms and minimum
down payments available in conventional
financing and those available with the Gov
ernment insurance or guarantee feature.

From information made available to this
Bank on home mortgage loans made in the
Chicago area- by banks , savings and loan
associations and others- it appears that the
past three years have seen an almost unin
terrupted lengthening of loan terms and climb
in loan-value ratios in the local market . This

has taken place against the backdrop of de
clining mortgage interest rates . The accom
panying chart shows monthly averages of
term to maturity , loan-to-value ratio , contract
interest rate and effective interest rate for non
guaranteed and noninsured mortgages on new
and existing 1-4 family properties . Data cover
the period since April 1960 , when such in
formation first became available.

Shedding further light on changes in the
Chicago market during the past year and a
half or so are indications of a considerable
gain in the relative volume of home mortgage
financing in the longer maturity ranges . In the
case of loans on new properties , 72 per cent
of the transactions reported in the first six
months of 1963 carried maturities of 22½
years and longer, contrasted with 64 per cent
in early 1962.

Even more pronounced was the relative in
crease in long-term loans on properties that
had been previously occupied . Here, maturi
ties of22½ years and more were reported for
28 per cent of the total in January-June 1963,
as contrasted with 21 per cent a year earlier.
Moreover, loan-value ratios of 85 per cent
and beyond were found in 10 per cent of the
cases this year- up from 6 per cent in the
first six months of 1962 .
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The narrowing of down payments on home
loans in the Chicago market appears to have
been in line with developments since 1960 in
the national market, as reported by the Home
Loan Bank Board for Federal savings and
loan associations . The power to make loans
of up to 90 per cent of value was conferred
on the federally chartered associations late in
1958. In the following year , 102 million dol
lars in loans closed had loan-to-value ratios
exceeding 80 per cent . Reflecting the slight
decline in total home mortgage financing that
occurred in 1960 , the volume of "over-80
per cent" lending dipped to 95 million in that
year. But in 1961 , it rose sharply to 248 mil
lion and in 1962 it more than doubled , reach
ing 597 million dollars . Altogether, more
than a billion dollars in home loans with down
payments of less than one-fifth of value were
made by Federal savings and loan associa
tions between 1958 and the end of 1962 .

During much of the postwar period , real
estate prices were rising. This served to ac
celerate the build-up of equities by home
mortgage borrowers . Even with a 25- or 30
year loan maturity and a down payment of
10 per cent or less , three or four years' time
often enabled a buyer to gain a sizable stake
in his property, with a rising market contrib
uting more to the growth in equity than the
slow decline in the mortgage loan balance.

In the past three or four years , however,
real estate prices have advanced little if at
all . Borrowers have accumulated equities in
their properties almost entirely by paying
down their loan balances . No appreciable
assistance has come from the trend in market
prices. Because of this , some observers have
expressed concern over the continued drift
toward longer terms and smaller down pay
ments in home financing.

Relaxation of loan standards, however,

need not signify quality deterioration . Longer 13
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terms and smaller down payments may be
less "safe" than shorter terms and larger
down payments . The question remains , how
ever, whether in fact they prove to be so . One
step toward an answer is to review lenders'
collection experiences and the frequency with
which repossession of collateral has been
necessary.

Slowing repayment rates?
In 1962 , more than 86,000 nonfarm real

estate mortgages were foreclosed . This was
slightly more than 0.4 per cent of the esti
mated total number of home mortgages in
force in the United States at the end of the
year.

The annual volume of home mortgage fore
closures has been climbing since the end of
World War II and has risen more than eight
fold from the unusually low level of 1947. A
particularly sharp increase occurred in 1961 ,
when the total jumped 42 per cent from the
year before. The rise last year was
considerably smaller- 18 per cent

and in the first quarter of this
year the gain over a year earlier
was 12 per cent.

Although foreclosures last year
were somewhat more numerous
than in 1940- and well above any
year between then and 1962-the
1962 foreclosure rate ( the num
ber as a proportion of the total of
mortgaged properties ) was only
about half as great as in 1940.
This reflects the substantial
growth over the period in the
housing supply and the preva
lence of mortgage financing. In
the depression years before 1940,
of course, foreclosures had been
far greater than in any other
period . In 1933 alone , more than

1961 1

|||
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Delinquency rates on 1-4 family
home loans, 1961-63 *

Quarter

1962 1

[1

|||
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a quarter of a million nonfarm loans- three
times as many as last year-were liquidated
in this fashion . Even in the closing years of
the prosperity decade of the Twenties , fore
closure activity was considerably above any
thing experienced since World War II.

Before moving to the stage of foreclosure,
a loan passes through a term of delinquency
or default as the borrower encounters diffi
culty in making his scheduled payments . De
linquency rates reported by the Mortgage
Bankers Association of America have shown
some upward movement in the past year or
so, but , over-all they have remained within
the range of recent experience ( see table ) .
Nevertheless , the rates for the first half of
1963 were above those for the same periods
in the two preceding years , particularly for
FHA and VA loans .

1963 I
||

Delinquency ratios are somewhat decep
tive in that they do not directly reflect pre
cautionary action by lenders in order to main

All loans

2.73
2.66
3.02
3.10

2.68
2.67
2.88
3.04

3.03
3.09

VA

3.31
3.19
3.61
3.75

3.08
3.04
3.29
3.53

3.45
3.51

FHA

(per cent)

2.68
2.65
3.08
3.08

2.72
2.73
3.01

3.17

3.21
3.26

Conventional

1.67
1.62
1.78
1.85

1.73

1.75
1.72
1.76

1.75
1.79

*Data are U. S. averages for loans serviced by reporting mort
gage companies . Ratios cover loans one or more instalments overdue.
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tain collections . Thus , the comparatively
moderate rates reported may have been
achieved through an intensified effort by
lenders to forestall default- at the cost of
added administrative expenses impinging
upon net earnings . There is no ready way to
measure the importance of this factor , but
trade reports indicate that many lenders have
stepped up their loan servicing activities dur
ing the past year or two in order to ward off
a rise in delinquency and the consequences
such a development might have.

Effects on quality uncertain
From the kinds of information that it is

possible to piece together on the matter of
home mortgage credit quality, a tentative
conclusion might be that the forms of credit
have indeed undergone modification in the
direction of "deterioration ," and that possi
bilities for collection difficulties in the term
ahead thereby have been increased . Thus far,
however, troubles on the collection front have

been of modest proportions and generally
confined to a limited number of geographical
areas . Yet even this is not to be taken as the

acid test. In the last analysis , it is the finan
cial viability of lenders and borrowers alike
that mirrors the soundness and quality of the
credit provided . The record on this score for
the most part has yet to be written .

One of the leading factors behind recent
apprehension over the condition of credit

quality appears to be the course that events
have taken since the January 1962 relaxation
of Regulation Q, which sets the maximum

rates of interest that commercial banks may
pay on time accounts . The wave of rate in
creases set in motion by the hike from 3 to
3½ and 4 per cent in the ceiling rates un
doubtedly helped to swell an already sizable
net inflow of savings and other time deposits,
thus placing the banks in a position to com
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pete with increasing vigor in the acquisition
of mortgage and instalment loans, along with
other long and intermediate-term invest
ments.

A "reach" for risky credits?
Observing the continuing stretch-out in

loan maturities and dwindling of loan down
payments, some have concluded that the rise
in time account interest rates has prompted
bankers and other lenders, partly in re
sponse to commercial bank competition- to
reach out imprudently to build up holdings of
high-yield , risky credits in order to cover their
now higher interest expense . This apparently
assumes that riskier loans produce more gen
erous net yields than less risky ones . If this is
so, it might be doubted that such loans are in
fact ofquestionable quality . If they are indeed
higher in yield than less risky loans , it may
appear odd that such credits were not sought
before the change in Regulation Q and the
ensuing rise in deposit interest rates.

Judgments on these matters , however , are
necessarily tentative at the present time . Only
with hindsight can loan portfolio yields be
precisely assessed and only such a determina
tion can provide a definitive evaluation of the
bearing of recent and contemporary lending
practices upon the financial well-being of
lenders and borrowers .

The accelerated rise during 1962 in time
accounts at commercial banks-following the
substantial gains in 1960 and 1961 and along
side continuing rapid growth in the share
capital of savings and loan associations
took place at a time when the structure of
demand in the housing market was undergo
ing fundamental modification . Since 1960,
the construction of multi-family housing has
scored sharp gains , while the building of
single-family detached dwellings has re
mained virtually stable at slightly under 1 15
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million units annually, compared with the 1.2
million constructed in 1959 .

The result has been a change in the pattern
of single-family home lending. Relatively
fewer prime loans have been made on new
construction , while relatively more "risky"
loans have gone to owners of older dwellings .

In the Chicago market, for example , used or
previously occupied 1-4 family dwellings ac
counted for more than 66 per cent of all home
mortgage lending in the first quarters of both
1962 and 1963. This compares with 62 per
cent in the same quarter of 1961 .

In the nation as a whole , it also appears
that a growing proportion of home mortgage
funds has been going into the refinancing of
existing properties . Estimated construction
spending on single-family homes totaled 16.3
billion dollars in 1959. Recordings of mort
gages under $20,000 (a rough measure of
residential mortgage financing ) amounted to
slightly less than twice this amount- 32.2
billion dollars . In 1960 , expenditure on new
homes was down 17½ per cent, while the
drop in recordings was only 9 per cent . In
1961 , building was off again- by 2 per cent
-but mortgage recordings increased 6 per
cent. Last year's construction outlays turned
up by about 5½ per cent ; recordings scored a
gain of nearly 10 per cent . In 1962 , the ratio
of recordings to single-family construction
expenditure was 2½ to 1 , compared with the
2 to 1 relationship three years before.

Part of the reason for the growth in mort
gage financing in relation to the volume of
construction outlays lies in the shrinkage of
down payments and resulting rise in the pro
portion of total construction expenditure
financed on credit . This , of course , is one of
the signs widely taken as an indication that
the quality of home mortgage loans has been
declining. It also seems clear that existing
properties have absorbed a growing propor

tion of mortgage credit extended and that a
sizable share has been devoted to uses little
related to the financing of real estate as such.
This , too , has been construed as evidence that
lenders have been moving toward lower
grade loans .

It is possible , however , that the observed
increases in loan-value ratios and terms to
maturity and the liberalization of practice
mirrored in other characteristics of new mort
gage transactions of the past two or three
seasons , and the apparent slowing in collec
tions , reflect an attempt by financial institu
tions to adapt to changing patterns of credit
use and need. Rather than having reached
out to extend risky (but high-yield ) credits in
order to cover higher interest expense, the
banks and other lenders have by this inter
pretation essentially accommodated their
lending practices to the alterations that have
occurred in the structure of credit demand
registered in the market.

Since World War II , something on the
order of 400 billion dollars in mortgage funds
has gone into the financing of 1-4 family
dwelling units . This huge volume of credit has
played an indispensable role in underwriting
the cost of the 20 million new housing units
one-third of the total present supply-that
have been built during the period .

The nation's major financial institutions
banks, life insurance companies and savings
and loan associations- held nearly 145 bil
lion dollars in 1-4 family home mortgage
loans at the end of 1962. This represented
one-fourth of their total assets . Clearly, the
soundness of so substantial a holding as this
is an important matter to these institutions
and the economy generally . While up to the
present there has been little indication of
difficulties on a scale to merit general con
cern, the possibility that future troubles may
be in the making is not to be lightly dismissed .

I
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ox Moving to Raise Cash in Wake of Big Losses
By DALE POLLOCK and AL DELUGACH , Times Staff Writers

In the wake of the massive loss it
just reported for its most recent
fiscal year, 20th Century Fox Film
Corp. is moving quickly to raise
cash for its ambitious plans to
spend $297 million on film and
television production over the next
year.

Barry Diller

Mary Tyler Moore Enterprises
Inc., the television production com
pany responsible for "Hill Street
Blues" and other shows , said
Wednesday that it is in "serious"
negotiations to buy Fox's 50%
stake in the studio complex in
Studio City that it owns jointly with
CBS Inc. An MTM spokesman said
he hopes the negotiations will be
concluded by the end of the year
but declined to give a possible
purchaseprice.

Fox, which is owned by Denver
oilman Marvin Davis , quietly
dropped earlier plans to relocate its

11-29-84 . IV-1

main studio from its 63 - acre site in
West Los Angeles to the smaller
CBS-Fox facility . That plan had
been predicated on Fox's selling off
or developing the valuable West_
Los Angeles property . a nlan made
impractical by high interest rates
and zoning restrictions.

In a filing late last week with the
Securities and Exchange Commis
sion that disclosed an $85 -million
net loss for the year ended Aug. 25,
Fox indicated that it expects to
raise cash by disposing of assets,
attracting more outside investors
for its movie productions and mak
ing a public offering of bonds or .
preferred stock .

But some observers predicted
that a public offering of its own
securities might not be easy, given
current market conditions.

Some suggested that Fox could
raise cash by selling a portion ofthe

}

successful CBS - Fox home- video
operation through a public offering.
That operation , which manufac
tures and markets videocassettes,
is based in New York . A sale would
require CBS ' concurrence , and
sources at the network indicated
that such a move has not yet been
discussed.
* Meanwhile , on Wednesday,
speculation throughout Hollywood
centered on the motives of Davis
and his new chairman , Barry Dill
er, for the sweeping write -downs
on movie
contributed to the huge loss in
fiscal 1984.

The write-downs were alluded
to briefly in Fox's new 10K annual
report to the SEC but not detailed.

The figures are lumped into the
$708.5 -million operating expense,
which was more than $90 million

Please see FOX, Page 6
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one. ccording to the indictment,
Butcher used fraudulent and mis

E applied loans to take more than $4.2
million from the banks.

Tamco said it filed a suit
against City Investing.

City Investing's largest share
holder, Tamco Enterprises, said it
filed the lawsuit against the diver
sified manufacturing , service and
financial company in an effort to
block a shareholders meeting next
month called to vote on a plan to
liquidate City Investing . Tamco ,
which owns 8.8 % of City Invest
ing's common stock , said the suit*

was filed in Delaware Chancery
Court. The action also seeks to
block the sale of three City Invest
ing subsidiaries unless sharehold
ers approve.

Grumman said it will quit the
solar energy business in 1985.

The Bethpage, N.Y. , aerospace
firm said it will shift its Corcoran,
Calif., plant where the solar energy
products are made to increased
production of aluminum canoes and
truck bodies . As a result, the

After falling in the previous two
months, the level of help - wanted
advertising in the nation's major
newspapers rebounded to levels
attained in June and July, the
Conference Board reported. The
organization's seasonally adjusted
index of help -wanted ads in 51
major newspapers rose to 136 in
October from 129 in September and
was up sharply from its year -earli
er level of 111. The group said
help -wanted advertising rose in all
nine regions of the nation and was
up 3.8% in the Pacific region.

Philip Morris will take a
$140-million write - down.

The nation's No. 1 cigarette
producer said that it has been
forced to write down the carrying
value of its Miller Brewing Co.
unit's idle Trenton , Ohio , brewery,
cutting the company's fourth
quarter profit by $140 million or
about $1.14 a share . The new
brewery's opening has been de
layed due to a general slump in
consumer demand for beer and the
increased efficiency of Miller's oth
er plants , the company said. The

granted Dow the option to buy an
additional 450,000 shares at the
same price. The stock purchase will
raise Dow's stake in Magma to
nearly 20% from the current
16.8% . Magma said the proceeds
will be used primarily to upgrade
its geothermal power generating
plant in the Imperial Valley .

Soviet oil production fell in
October for the fourth month.

The Soviet Union also declared a
force majeure on oil deliveries to
contract customers at Baltic and
Black Sea ports until further no
tice, meaning that the Soviets can't
be held liable for failing to deliver
oilunder the contracts. The Soviets
blamed the cutoff of exports on "a
jump in crude oil and petroleum
products consumption in domestic
markets" and lower production due
to bad weather . Soviet oil produc....
tion averaged 12.13 million barrels
a day in October, down from 12.19
barrels a day in September.

Mexico has made no decision
regarding an IBM project.

Commerce Secretary Hector
Hernandez Cervantes said a deci

V.

ment official as sa
will be allowed 100% ownership
the proposed microcomputerplant.
The EEC said it is planning
to retaliate against the U.S.

Etienne Davignon , the European
Economic Community's industry
commissioner, said a list of possible
targets for EEC retaliation was
being drawn up and soon would be
submitted to the trading bloc's
governing council of ministers . He
did not specify the U.S. products
that might be blocked . The retalia
tion will be in response to a
temporary U.S. ban on imports of
some European steelproducts.

Wheeling-Pittsburgh Steel will
furlough 700 employees from its
Monessen, Pa. , plant until January

Beverly Hills -based American
Frontier Exploration said that it
may repurchase shares of its stock
on the open market from time to
time . Ameritech, a regional
telephone company , said it will
spend $1.88 billion on improve
ments to its system next year, up
17.5% from this year.

♥
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FOX: Moves to Raise Cash
Lawrence Gordon , are expected to
follow a similar formula at Fox
with the added burden of having to
start almost from scratch . Only six
film productions begun by the
previous management team were
continued on the fiscal 1985 books
by Diller, the studio confirmed.

Continued from Page 1

above the previous year.
However, some details began to

emerge Wednesday . The Times
learned that two completed but
unreleased films on which Fox said
it had set up unspecified reserves in
fiscal 1984 for "anticipated losses"
are "Kidco" and “Gimme an F."

Interestingly, "Kidco" was pro
duced by Frank Yablans-who be
came vice chairman of MGM/UA
Entertainment Co. in February,
1983 when he was an independ
entproducer.

Although described as unre
leased, "Kidco" was briefly test
marketed last Easter and "Gimme
an F" was shown in south Florida
last weekend, but there are no
current plans to release either on a
wider basis, sources said.

Also contributing to the huge
increase in operating expenses cit
ed in the Fox report were higher
write-offs on a number of feature
films released in fiscal 1984, when
the studio had few box-office hits,
and reserves set up for Cabandoned
feature film production costs."

Detailed figures were not given
and the company would not elabo
rate.

Return Fox to Profitability
Industry observers pointed out

the advantage that Diller receives
by starting his tenure with a
balance sheet cleared of some de
bris left by his predecessors . Diller
became chairman and chief execu
tive last month.

Diller's immediate task , howev
er, is to return Fox to profitabili
ty- a job that will require time and
lots ofmoney.

"Diller is not enamored of pick
ups," said one executive , referring
to Fox's reliance on films acquired
for distribution from independent
producers. "They've got to make
their own movies, and movies cost
money."

As chairman of Paramount Pic
tures for 10 years before joining
Fox, the 42-year - old Diller relied
on a mixture of high -profile, criti
cally acclaimed films and low-brow
commercial products , from "Terms
of Endearment" to "Friday the
13th ."

Diller and his production chief,

Fox also has trouble on the TV
front, with only three prime-time
series currently on the networks. A
year ago, Fox had 6½ hours of
programs on ABC, CBS and NBC.

The TV division has orders for
only two mid- season pilots , à¸Fox
spokesman said.

If Diller is to be successful, Fox
will have to pump vast sums into
film and TV development . The
question in Hollywood is where
that money will come from, given
Fox's current financial straits.

Since buying the company in
mid -1981 for about $800 million,
Davis and his former partner, fugi
tive oil trader Marc Rich, have
taken $538.6 million from Fox into
their private holding company.

That total includes $145 million
in payments during fiscal 1984,
when the studio's net worth
plunged to $67 million from $301
million a yearearlier.

"Maybe Marvin Davis is waking
up," one executive from a compet
ing studio said Wednesday. "He
always figured to spin off the
(film) library and the land . Now.it
looks like he'll have to do it, rather
than just cash in."

Some Maneuvering Room
The fact that the commercial

land market is in the doldrums and
real estate speculators are now less
interested in the Century City area,
which is built on part of the old Fox
lot, may leave Davis with few
options.

However, Davis has some ma
neuvering room left with Fox's real
estate holdings , which it owns in a
50-50 partnership with MKDG II, a
group comprised of Davis and sev
eral of his Denver associates.

Currently under construction on
the 63-acre studio lot is a 34-story
office building designed for Fox
staff and entertainment industry
tenants. Also planned is a Marriott
hotel, although no ground-break
ing date has been announced.

LosAngeles Times

Another possible source of new
cash may be what is known in
financial circles as “junk" bonds . In
the spring of 1983, MGM/UA used a
similar strategy of floating_high
yielding bonds in a successfuleffort
to reduce its heavy bank debt.

A Fox executive said he received
calls from investment bankers ear
ly Wednesday and found them
very receptive to the idea of such
an offering.

Davis could also sell off some or
all of Fox's common stock . enticing
investors with the track record
achieved by Diller at Paramount.

Still to be determined , however,
is how well Diller and Davis will
work together.

" Davis is no Kirk Kerkorian, who
doesn't mix in ," said one observer,
referring to the majority stock
holder of MGM/UA . “Davis sits in
the middle ofit."

Board Changes
One early indication of their

working relationship may have
been Davis' reported acquiescence
to Diller's desire for a vastly re
duced Fox board of directors. One
studio insider characterized the
former board as "little more than a
dog -and-pony show."

Former President Gerald R.
Ford and former Secretary of State
Henry Kissinger were among the
dozen or so directors dropped from
the board in a manner described by
one industry observer as "not a
distinguished move and rather in
eptly done ."

The new five -member board
consists of Diller; Davis; his son,
John , a production executive at the
studio, and two longtime Davis
associates, lawyer Edward Bennett
Williams and Denver executive
Gerald Gray.

Another key factor in Fox's plans
is the role of its banks . Fox's total
bank debt has risen to $363 million ,

compared to $193 million a year
earlier, and substantially all of its
assets are posted as collateral.

Although the Fox report raised
the possibility that it might not
meet "certain covenants" in its
bank credit agreement , based on
currently anticipated spending and
revenue, a company spokesman
said Wednesday : "We have no
covenants with the banks that will
notbe met."
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84. LI -1Occidental

Drops Mideast
Stock Offering

By PATRICK BOYLE,
Times Staff Writer

Occidental Petroleum Corp. said
Thursday that it has given up itseffort to raise $215 million fromMiddle East investors to fund oil
operations in the region .

The Los Angeles-based company said it ended its offering forArab Oxy Inc. , a stock issue thatwas to be sold only outside theUnited States . Occidental blamed"the tightening of liquidity in theMiddle East" for the decision to
cancel the offering.

The new Bahrain -based company was to have been 50% owned by
Occidental, with all of Occidental's
oil and gas properties in Abu Dhabi,
Uman , Egypt, Tunisia, Pakistanand the Netherlands sector of the
North Sea being transferred to thesubsidiary.

The proceeds from the stock salewould have been used to finance
drilling and production in thoseareas.
'Never GotOff the Ground'
One investment banking sourcesaid the offering , first announcedlast May, "never got off theground.'
He said the general economicproblems sweeping the Middle Eastas a result of the softness in world

oil prices made investors there
unwilling to commit funds to thenew venture.

"We just got a sense that this is a
difficult time to be making such anoffering," he said. "The conceptwas well received, but $215 millionis a lot of money."

Occidental President Ray Irani, a
native of Beirut, had spent consid
erable time laying the groundworkfor Arab Oxy before being namedto his current job in August . How
ever, sources said they didn't be
lieve that the offering had been
undermined when Irani quit devoting so much time to it after his
promotion .

Occidental Chairman Armand
Hammer said in a statement that
Oxy plans to "continue its commit
ment to exploration and productionof oil and gas in the Middle East"
despite cancellation of the offering.


