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Study aid , 1st midterm , Ecs . 100B , S87

Learning by vocabulary expansion . If you can define these words
and concepts , and/or discuss them intelligently , you will have no
problems .

fund , flow
flow/fund ratio
turnover
payback period
period of investment
consumption
KF ( fixed capital )
KI ( inventory capital )
durable , nondurable capital
long , short capital
depreciation ( use , time )
obsolescence
using , using-up
preempting space , time -slots.
implicit , imputed
capitalization
devaluation
revaluation
expense
investment
factor , compounding ( CF )
factor , discounting (DF )
factor , present value ( PVF )
factor , future value ( FVF )

*factor , instalment plan ( IPF )
*factor , sinking fund ( SFF )
capitalized interest
CWIP
com/simp ratio
valuation
level flow
annuity
coupon
productivity of consumer capital
investment ( I )
disinvestment ( -I )
appreciation ( capital gain )
value-added ( v.a. )
final product
collateral

flow- through
throughput
input
output
factor ( of production )
household
capital recovery
replacement
" financed " ( debt - financed )

inventory
infrastructure
Roman Road Syndrome ( edifice

complex )

goldplating
income
national income
gross product
GNP

using , using-up
expendable
corpus , substance
carcass
increase
equity
liquidity ( of real K )

capital (K )
"Price Club Principle "
investment ( net vs. gross )
exports (net vs. gross )
* levelling ( up vs. down )
net/gross ratio
driving the system ( or model )
loanable funds
investable funds
loan recover
capital recovery
cash cow
corporate saving
undistributed profits
solvent



amortization
direct investment ( vs. indirect )
system analysis.
tapped out
import balance
repatriation
crowding -out
land- saving
land-enhancing
upstream ( vs. downstream )
time - slot
bonds vs. stocks
term
growth rate
inflation
base year
deflated $
value- added
fallacy of composition
superior goods
artificial scarcity
structural chokes

debt service
zero- sum game
drawdown
saving
trade deficit
closed economy
transfer payments
land- linking
pipeline ( as allegory)
consumptive use ( preemptive use )
exclusionary
redeemable bond
possessory interest
rule of 72 ( doubling time )
CPI ( consumer price index )
current $
constant $
choke (bottleneck , venturi )
macroeconomics
Malthusian theory
valence
underconsumptionism
12 determinants of velocityvelocity

turnover : of money ; of loans ; of ownership ; of KI ; of KF
wages - fund theory circulating capital
subsistence advances

differences of kind ( vs. of degree )factor proportions
continuous variation ( vs. discrete ) either/or vs. shades of gray
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MONEY & BANKING

T S BANKS:
WHO WANTS 'EM?
Despite signs of a turnaround, most buyers are still gun-shy

ith oil prices rising and farm
land values stable after a long
plunge, the Texas economy

may have finally touched bottom-but
not the state's default-plagued banks .
As First Interstate Bancorp chairman
Joseph J. Pinola prepares to purchase
one of the Lone Star State's largest
and healthiest-banks for less than book
value, it is anything but the start of a

MOMENTUM PLACE: MCORP'S NEW DALLAS
HEADQUARTERS WAS BEGUN IN BETTER TIMES

:9

wave of bargain-basement acquisitions .
The Los Angeles banking mogul, on

the rebound from an unsuccessful effort
to acquire BankAmerica Corp., is buying
Houston's Allied Bancshares Inc. , which
has $9.15 billion in assets . The price is
right- securities worth $415 million to
$450 million for a bank with a book val
ue of $488 million . Still , Pinola's Texas
foray is likely to be a lonely one. Ever
since Texas opened up to interstate
banking in 1986 , only one major out-of
state bank has made an acquisition: New
York's Chemical Bank , which bought
Texas Commerce Bancshares Inc. in
April. Pinola will be No. 2 , but there isn't.
much of a clamor to be No. 3. "Every
body's still going to be gun-shy," says

120 BUSINESS WEEK/JUNE 8, 1987

banking consultant Alex Sheshunoff.
The list of Texas banks that could at

tract out-of-state attention is not long .
Heading it are Texas American Banc
shares Inc. of Fort Worth , San Antonio's
Cullen/Frost Bankers , and MCorp, which
is still building Momentum Place, a
spanking new Dallas headquarters that
was started in happier times . But what
ever these banks ' strengths , out-of-state
bankers have good reason to remain ner
vous about Texas institutions.
'AN ABSCESS.' Even with the uplift in the
oil patch, bad news still abounds . Bank
ruptcies in Dallas are up 55% over a

a former state banking commissioner.
Chase Manhattan Corp. , for one , is

trying to keep an open mind . "We see
the first signs of a turnaround ," says
Vice-Chairman Robert R. Douglass . But
Citicorp, which itself faces a $2.5 billion
second-quarter loss , is not interested in
Texas banks, though it may buy a thrift
to enter consumer banking . And in Los
Angeles, Security Pacific National Bank
Chairman Richard J. Flamson III flatly
states : "We've put the checkbook
away." Banks in the Southeast are not
likely suitors because of legal strictures .

Texas banks may well be able to over
come a troubled past . But with loan
write-offs hurting banks nationwide,
outlanders have enough problems of
their own without taking on a whole
new set in Texas.

By Todd Vogel in Houston, with Todd
Mason in Dallas

BRIEFS

yearago. InMarch, Manufacturers Han- After last year's 52% spurt, theover Trust Co. foreclosed on prize of
the city's skyline : the 60-story Allied
Bank Tower, whose defaulted loans to
taled $214 million . In April alone, lenders
foreclosed on more than 3,000 properties
in Houston, where a 34-story office
building built for about $90 million in
1984 sold recently for $30 million .
"You've got to be awfully damn careful
that you've assessed the market correct
ly," says Thomas F. Donovan , vice-chair
man of New York's Marine Midland
Bank. "Otherwise, what you have is an
abscess that continues to bleed ."

off $96 million in bad loans . Republic
bank Corp.'s repossessed properties shot
up to $218 million in the first quarter
from $99.1 million a year earlier. Texas
American's property roster ballooned
from $35.2 million to $94.2 million in the
same period . And the travails of these
banks are minor compared with those of
Houston's First City Bancorporation of
Texas Inc. , whose $918 million in share
holders' equity and reserves for bad
loans fail to offset $956 million in non
performing assets .

JUNK BOND FEVER
COOLS OFF-FOR NOW

Ironically, troubled banks have poten
tial cachet in the hunt for a suitor: possi
ble federal financial assistance. Healthi
er banks have only their unimpressive
balance sheets . "Even after you turn the
economy around , the banks continue to
hit the wall because of all the junk on
their books," notes James L. Sexton,

Indeed, the bleeding has yet to be
stanched for many Texas banks , which
have suffered from defaults on real es
tate loans . Allied expects a loss of $100
million in the second quarter as it writes tual funds , processing accounts

ith more money going into mu

only 15% to 20% in 1987 , estimates
Drexel Burnham Lambert Inc. With
stocks up strongly and interest rates
lower than a year ago , many issuers
are replacing their high-yield junk
bonds with less costly financing . When
this phase passes , a Drexel study finds
room for more junk : Only 1,100 of the
23,000 U. S. companies with sales of at
least $25 million qualify for an invest
ment-grade rating . And of the rest,
only 1,200 or so have issued junk bonds
over the past 10 years .

THE FRONT-RUNNER IN THE
MUTUAL-FUND PAPER CHASE -

has become big business . Of the 50
million shareholder accounts , 18 million
are with giant funds that handle their
own paperwork , such as Fidelity In
vestments . But most mutual funds hire
other companies to handle the complex
data entry and processing tasks.

By far the dominant firm in that be
hind-the-scenes business is DST Sys
tems Inc., of Kansas City , Mo., which
provides shareholder services to such
mutual funds as T. Rowe Price and
Kemper. DST handles 15 million ac
counts , which last year produced reve
nues of $101 million . Earnings per
share jumped to $1.36 last year from
86¢ in 1985, and one big investor looks
for $1.80 a share in 1987. He thinks the
over-the-counter stock , at 33 lately,
Icould nearly double.

FINANCE
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Just because it's sma
coesn't mean you shou can't

take it serious y.

EET

Targa

In fact, there is nothing funny about the
Tandon Targa's high level of advanced features
and performance . It has been designed to
quietly fit into your working environment .
Not dominate it.

With its trim , attractive design , it takes
up 40% less space than comparable PCs.

But its small size belies its large number
of features . Like full AT-compatibility. Five full
size expansion slots . 20MB of Winchester
hard disk storage . A standard 1MB of memory
on the main board . And Tandon's advanced
memory management system that lets you
use it all.

The Targa's small size is matched by its
incredibly small price . At $1,999* it's a midget
among the giants of the industry. And there
is nothing funny about that , except that you
can laugh all the way to the bank.

To see this small wonder in action ,
visit your nearest Tandon dealer or call us
toll-free at 1-800-338-4555 . In California call
1-800-237-1735:

landon
■ Price. Selection . Quality.

Please send me your Tandon Fact Pac,
a comprehensive set of literature and product reviews:

Name

Position

Company

Address

BW 6/8/7

Telephone

Tandon Computer Corporation
405 Science Drive Moorpark , CA 93021 805/378.6104

* Monitor not included.
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low for pockets of inefficiency, and there
are active money managers and mutual
fund managers who seem to have a
knack for finding profits in those pock
ets. That's why many big investors place
some 50% to 70% of their equity dollars
in passive management and look for
heavy-hitting active money managers
for the balance . An individual could do
the same by placing a core holding in
one of the few index mutual funds and
picking stocks or turning to a few choice
mutual funds in hopes of home runs.

That's exactly the strategy that the
giant College Retirement Equities Fund,

MARKETS & INVESTMENTS

CHASE CHASES THE STOCK
RUNUP AND BIG INVESTORS

If the Chase CD looks like a
stock market investment, the
point has not been lost on
Wall Street . The Investment
Company Institute , a mutual
fund trade group, is trying to
halt the CDs in a federal suit,
charging violation of the
Glass-Steagall Act , which
bans banks from the securi
ties business . Chase , which
obtained Federal Deposit In
surance Corp. clearance, de
nies any violation.

The new CDS do indeed look
like stock market invest
ments . The retail CD , for de
posits of $1,000 to $1 million,
is available in four maturities

300

FINANCE

290

280

270

Chase claims to have a "proprietary"
formula for trading index futures, leav
ing the bank with minimal market risk.

"By and large, we're indifferent to the
movement of the market," explains Ni
gel E. Gardner, the Chase vice-president
who runs the program . A form of "dy
namic hedging," the technique involves
gradually buying S & P 500-index con
tracts , which increase in value as the
market rises . Chase buys no stocks , and
if the market stays steady or falls,
Chase needs to do no hedging . The only
worry, says Gardner , is if the market
rises and then falls . The cost of meeting
its obligations to investors would then
be high . "Volatility is the main variable

in terms of the cost of hedg
ing , ” Gardner notes .

Chase's hedging may pro
duce an unwanted side effect.Onlyone bank investment links

yourreturn to stock marketgrowth If others adopt the approach,withno risk toyourprincipal. inhigher-volume trading
stock-index futures "may ac
centuate some of the market's
extreme moves , ' concedes

But critics fear its new CDs could unsettle the market

he stock market rally on May 26
couldn't have been better timed if
it had been orchestrated by Chase

Manhattan Bank . As the Standard &
Poor's 500-stock index jumped 6.95
points , to 289.11 , Chase unveiled a new
certificate of deposit for institutional in
vestors . The appeal : It's money in the
bank , but it's also a bet that stocks will

keep climbing .
The Chase move widens the

potential market for a contro
versial product, available in a
consumer version since Mar.
18. The new CDS allow deposi
tors to play the market with a
money-back guarantee . Chase
expects to eliminate any mar
ket risk of its own by artful
trading in stock-index fu
tures an activity that may
spur program trading and
thus increase the volatility of
the stock market.

260
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250

240

230
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200

with $30 billion in assets , has followed
since 1981. "It's worked beautifully,

says James Martin , CREF's president.
"We've earned the market's return with
an index approach , and our actively man
aged funds have outpaced the S&P by
two percentage points."

190

To be sure, if the market were to trail
off, index funds would be losers . But the
dip in interest rates and a stronger dol
lar portend a bull market that is still in
full run. And that means index funds
could be the savvyest way to invest.

By Jeffrey M. Laderman in New York,
with Jonathan B. Levine in San Francisco

180

170

ranging from three months to a year.
The amount of the market's rise during
that period is multiplied by a factor, set
periodically by the bank , that now
ranges from only 30% for the three
month CD to 70% for the one-year CD . If
the investor settles for a reduced multi
plier, he can have a guaranteed annual
interest rate of 4% . When the choice is a
30% multiplier, a 25% rise in the S&P 500

would bring a gain of 7.5% and the
original money back after three months .

The new institutional CD is available in

terms up to 36 months , with a $1 million
minimum . Institutions willing to commit
their funds for that term get 115% of the
S&P 500's rise in that span . Or, in return
for a lesser stake in the market, they
can opt for a floor return of 1% to 15%

over the life of the CD .
NO RISK. Neither retail nor institutional
customers lose any of their original in
vestment if the market falls- and there
is $100,000 in insurance in the unlikely
event that Chase itself does . "In effect,
the FDIC is kind of an ultimate options
clearinghouse, guaranteeing the invest
ment if Chase fails ," says Robert N.
Gordon, president of Twenty-First Secu
rities Corp.

Introducing The Chase
Market IndexInvestment:
Forbusiness and
individual investors.
Thisrevolutionary new investment gives you
the opportunity to linkyour earnings to today's
dynamic market.

The Chase Market Index Investment isa
bank time deposit(FDIC insured up to
$100,000) which features the safety ofafixed
term CD, but is keyed to stock market perfor
mancefor potential high returns. Interestrates
for The Chase Market Index Investment are
based on one ofthe most reliable indicators of
the stock market the S & P 500 Index. While
market advances can accelerate the growth of
your investment, you may also select a guar
anteed return-so your investment can onlygo
up, never down. And there is never a fee or
commission to pay.

1i ||||4
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Marc Chaikin , a first vice
president at Drexel Burnham
Lambert Inc. "It's almost pre
ordained," declares David D.
Holt, director of technical re
search at Morgan, Olmstead,
Kennedy & Gardner Inc.

Chase's Gardner discounts
that possibility. But he readily
concedes that the bank's sales
of the new CDs, which Chase
won't disclose, may someday
reach into the billions of dol
lars- even if competitors
don't join the fray . And some
rivals have already expressed
interest in offering similar
CDS , notes one brokerage
house executive. Competition
would mean new choices for
bank customers- and , per
haps , new headaches for the
stock market.

By Gary Weiss in New York
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WHY CHRYSLER'S CASH
HANDLES LIKE A DREAM
TreasurerZuckerman's cagey strategies have made $2 billion

ZUCKERMAN CALLS CHRYSLER'S REVIVAL ONE OF THE “ THREE GREAT EVENTS” OF THE CENTURY

In August, 1983 , Lee A. Iacocca called
a news conference to announce that
Chrysler Corp. was paying off its

$1.2 billion government-guaranteed loan
seven years early . Behind Iacocca's podi
um was a wall-size cashier's check,
placed strategically for the cameras . But
before the TV lights went on , Iacocca
pointed to the front row of the packed
room and yelled, "Zuckerman, this check
better not bounce!"

Frederick W. Zuckerman , Chrysler's
treasurer, is Iacocca's pal from their
days at Ford Motor Co. in the early
1960s. While Iacocca was dreaming up
the Mustang, Zuckerman was crunching
numbers to see if the car would make a
profit. He left Ford in 1967 to join Inter
national Business Machines Corp. as a
financial executive . They were reunited
at Chrysler in 1979 , with Iacocca still
selling cars and Zuckerman still han
dling the cash. But lately , Zuckerman
has been doing a lot more for the compa
ny than making sure the checks are
good . Since mid-1984 , while Iacocca has
been racking up well-publicized profits
moving automobiles , Zuckerman , 53 , has
made Chrysler a couple of billion manag
ing its funds . Indeed , most money man

2
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agers would give their eyeteeth to have
his investment record.

On July 19, 1984 , Zuckerman , who re
ceived his MBA from Columbia Universi
ty in 1958 , was convinced that interest
rates had peaked . He fired Chrysler's
outside money managers . The pension
fund disposed of all stock and purchased
$1.1 billion in high-grade bonds yielding
14.2%. For two years , Zuckerman sat
back and watched . Meanwhile , interest
rates fell five percentage points , and the
bonds doubled in value . " He couldn't
have done better, " says Martin L.
Leibowitz, a managing director at Salo
mon Brothers . "His timing was perfect."

In the spring of 1985, Zuckerman de
cided that the dollar was peaking . He
recalls : "In London , taxi drivers were
taking dollars in lieu of pounds . I real

Mostmoney managers
would give their

eyeteeth to havehis
investment record

ized the top had come right then." He
set up a hedge in which he bought for
ward contracts on foreign currencies to
lock in the favorable exchange rates .
"We have avoided losses of well over
$100 million over the past two years on
the company's corporate working capi
tal," says Zuckerman . During the same
period he made an additional $100 mil
lion trading government bonds for
Chrysler's cash account.

In late November , 1986 , Zuckerman
says, he was leaning toward getting out
of bonds and buying stocks for the pen
sion fund . But he didn't actually do any
thing until Mar. 10 of this year. He con
cedes that he missed one of the sharpest
stock market rallies in history and that
the delay cost him a couple of hundred
million dollars in stock profits . But Zuck
erman did take $1.3 billion , or half of the
pension portfolio , out of the bond mar
ket a few weeks before the bottom fell
out. True, the money went into the Stan
dard & Poor's 500-stock index , and since
late March the index is down about 5% .

But bonds have dropped 15%. The net
result: He saved the pension fund $100
million in losses.
NO FALSE MODESTY. Zuckerman likes to
make daring decisions . Take late 1979,
when he left a secure job at IBM to join
Iacocca at what looked like a dying com
pany. "I told my two teenage daughters
that if it didn't work out, they could still
go to college , but all the frills would be
gone," he recalls . "But it was an oppor
tunity to be a player in what could be a
great event. There are maybe three
great events in the 20th century,” says
Zuckerman, with a touch of hyperbole.
"Landing in Normandy in 1944. Putting
a man on the moon in 1969. And the
Chrysler revival."

Like other executives who joined Ia
cocca at Chrysler , Zuckerman at first
drew a modest salary . But he also re
ceived options giving him the right to
purchase stock at $1.33 a share. Things
worked out. Chrysler stock recently
traded at 36. Zuckerman lives in a Park
Avenue apartment decorated with 18th
century British furniture and art and
shuttles between offices in New York
and Detroit.

The Chrysler pension fund has grown
from $1.2 billion to $3.4 billion in three
years, placing its returns in the top 11%
of all plans . Chrysler's fund now is
equally invested in bonds and the S&P
500. What is Zuckerman forecasting for
the financial markets over the near
term? "The stock market , in a very er
ratic fashion, will go above 2500 in the
next three to six months . And it
wouldn't shock me to see yields on 30
year Treasuries drop to 7.5%."

By Stuart Weiss in New York
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