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"Greater than the tread of mighty armies is an idea whose time has come." 

o - -~ __ ~_-_, __ ~ ~-, _ 0_ _ _ Victor,Hugo~_~c • ___ ~_ 

Hugo's oft-cited quotation is equally applicable to the equity market as to other fields of endeavor. 
For stock-market purposes, however, it is necessary to append to the quotation and say, "An idea whose 
time has come--again." For there are seldom any new ideas in the stock market--only old ones which, 
at irregular intervals, become rediscovered as blinding flashes of revealed wisdom. One such notion, 
dormant for almost ten years and now, apparently, in the process of rediscovery, is the concept that util
ity stocks, as a class, might constitute attractive investment vehicles. 

The table below cites price and earnings statistics for the Standard & Poor's Utility Index plus two 
representative utility stocks, Florida Power Corporation, generally regarded as a growth utility, and New 
England Electric System, a typical example of the more stable" income" type. All figures given are for 
the year-end except 1972, where present prices and full-year earnings estimates are used. 

I S & P UTILITY mDEX I FLORIDA POWER CORP. /NEW ENGLAND ELECTRIC SYSTEM 
Year End I Price Earnings % gain P,:1; ratio I Price Earnings % gain P;tratio I Price Earnings % gain P;t ratio 

1962 61.09 $3.06 + 5.2 20.0 44 $1.59 27.7 25 $1.36 18.3 
1963 66.42 3.22 + B.6 20.6 44 1.59 27.7 27 1.46 + 7.3 18.4 
1964 74.52 3.50 + B.6 21.3 47 1.77 +11.3 26.6 29 1.50 + 2.7 19.3 
1965 75.51 3.8B +lO.B 19.5 46 1.B9 + 6.7 24.3 30 1.60 + 6.7 18.B 
1966 69.35 4.16 + 7.2 16.7 48 2.12 +12.1 22.6 28 1.73 + 8.1 16.1 
1967 66.08 4.40 + 5.7 15.0 46 2.27 + 7.0 20.3 26 1.93 +11.5 13.4 
1968 69.69 4.41 + 0.2 15.8 42 2.51 +10.5 16.7 2B 1.94 + 0.5 14.5 
1969 56.09 4.61 + 4.5 12.2 49 2.91 +15.9 16.8 22 1.96 + 1.0 11.2 

____ t97_0_. __ S1.V, ~4.67--±"1.~_13.2_~55 3.0B + 5.8 17.8 23 1.98 + 1.0 11.6 
1971 59.834.92 + 5.3 12.1 46 3.ci2~.:""l.9-i5~~2~24~-~5-+3.5- -Ii. 7'--- - -
1972 62.35 5.16 + 4.9 12.0 50 3.35 +10.9 14.9 27 2.30 +12.1 11.7 

10 year compound + 5.3 + 7.8 + 5.4 
growth rate 

The figures are interesting. The first relevant conclusion is that, for the past ten years at least, there 
has been absolutely no reason to own these stocks. Both the Index and New England Electric are selling 
today below where they were selling in 1964, and the price of Florida Power is not that different. The 
second obvious conclusion is that, despite the lackluster performance, the fundamental record for the 
industry is fairly good. Earnings for the utility average have managed to grow at a rate of 5.3% a year 
compounded, an increase which has been duplicated by New England Electric. Florida Power, meanwhile, 
has been growing at a rate half again as great as that of the industry. , 

It is also notable that the market has tended to accord to the Index and to the two stocks fairly con
sistent pie ratios relative to each other. In recognition of its growth rate, Florida Power has consis
tently sold at a higher multiple than the mdustry as a whole, and New England Electric at a very slightly 
lower one. What the table clearly shows, however, 15 the fact that, despite the fundamentally good 
record, the market has tended to place a decreasing value on utility earnings over the past decade. A 
dollar of earnings by the Utility Index was worth $20 in 1962 and is worth only $12 today, and the record 
of the price-earnings ratios of the two stocks is similar. 

Now all this is just another example of the point that we, as market technicians, repeatedly feel com
pelled to ra-ise, i.e. that prices depend on investor sentiment as much as on earnings. The earnings 
record for the utility industry over the past decade is impeccable. Its price record is dismal. The im
portant factor at the moment is not that fundamentals have improved; they have simply stayed the same. 
It is that technical factors suggest a possible change in the attitude which the stock market might take 
towards the industry. 

In 1964, the Standard &Poor's Industrial Average sold at a lower pie ratio than did the Utility Index. 
At mid-1972, the Industrial pie was almost twice as great. Florida Power can be bought today at less_ 
than 15 times estimated 1972 earnings, affording a 3.5% yield. New England Electric, with a more slowly 
growing earnings trend, affords a 6.2% dividend return. The investor in selected utilities today, it seems 
to us, is assured of reasonable income and, even should the present technical strength prove ephemeral, 
slow capital growth in line with continuing earnings improvement. Should the market again come to regard 
utility stocks as highly as it did in the early 1960's, the capital-gains potential would be rewarding indeed. 

NOTE: The above comments are bas ed largely on technical factors. Further information is available 
on request. 
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