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Recently, In the Investment Per-
sonallty Questlonaire, Betty Jones
marked high yield bonds as No. 4
(high confidence) and junk bonds as
No, 1 (extreme nervousness). This
typifies the exlsting confusion (n
this area, because both refer to the
same type of bond.

Not too long ago, the representa-
tive of a leading brokerage flrm
provided me with valuable infor-
matlon on junk bonds. This column
is based on that infermation.

Junk bonds arc everywhere

There are 795 companies with
sales of more than $25 milllon
headquartered in Michigan:

® 25 companies have Invest-
ment- grade ratings (16 parent
companies plus nine subsidiaries),
and another eight very large com-
panles (move than $1 billion in rev-
chues) might qualify as Investment
grade if they were rated;

® 762 companies (96 percent of
the tatal) have less than invest-
ment- grade ratings or are unrated
and probably would be less than in-
vestment grade if they were rated,

‘The 762 companies that are lden-
tified as non-investment grade:

® employ 510,000 people world-
wide:

@ gencrate annual revenues of
$71 billlon;

@ raised $6.7 billion of capltal
in the public markets 1980-1986, in-
cluding $2.3 billion of common
stock and $4.4 billlon of flxed-in-.
come “junk” seeuritles,

Non-lnvestment-grade  compa-
nies are the nation's fastest-grow-
ing companics. The 1,200 compa-
nies rated less-than-investment
grade that have issued pubilc debt,
*junk bonds,” have increased reve-
nues by 32 percent and employ-
ment by more than 24 percent over
the past three years.

By contrast, 800 investment-
grade American companies have
increased revenues by less than 12
percent during the same period and
actually Jost jobs. Similarly, from
1980-1985, whereas total industrial

number of companies
Michigan us.

parent companies that have
recelved Investment-grade ratings 16 520
subsldiaries that have recelved
invesiment-grade ratings 9 259

total 25 79
companles that could recelve
Investment-grade ratings 8 a21
total number of Investment- )
grade companles 33 1,100
total number of non-Investment-
grade companles 762 21,867
total number of companies with
ravenues of $25 million or more 795 22,967
percentaga that are non-
Investment grade 96% 95%

Solid companies
issue junk bonds

Origin of junk bonds

S&P assigns a grade to a compa-
ny's bond issues as a service 10
Investors. This grade represents
the agency's best estimate of the
probability that the company will
be able to repay the loan represent-
cd by the bond.

‘When assigning a rating, the rat-
Ing agency considers several fac.
tors, Including the company's slze
and lts past financlal history. Much
less attention |s pald to the quality
of a company’s management and
its patential for growth.

Bonds rated in the top grades (A
or better) are called “investment
grade" bonds. Bonds that do not
carry an investment grade must
pay a higher rate of interest, or
yleld, as an incentive for investors
1o buy them, Hence the term “high-
yield" bonds,

Unill the late 1970s, the only
publicly traded bonds that were nat
{nvestment grade were those that
had been downgraded because the
company was experiencing serlous
financial troubles. Companies [n
this predicament were called “fall-
en angels” their bends were
termed “junk.”

Although the high-yield bond
market of today is dramatically
different from what it was a dee-
ade ago, the term “junk” bond con-
tinues (o be used.

Not for the falnthearted

Notwithstanding what I have
sald above, junk bonds aren't for
everyone. In fact, I would urge you
not to invest in bonds rated lower
than A unless you or your financlal
planner has specifically deter-
mined that it Is In your best inter-
est to doso.

Semloar: “How to Invest Home
Equity Safely; New Investment Op-
portunlties under the New Tax
Law," The seminar, sponsored by
the Observer & Eccentric Newspa-
pers and Coordinated Financial
Planning, wili be held 7-8:30 p.m.
Thursday, N‘o‘y. l?. at the Kingsley

p in America
tmore than 8 percent, the Fortune
500 companies reduced thelr work
force by almost 12 pereent.

The accompanying table pre-
sents a summary of non-invest.
|ment-grade bonds issued in Michi-
gan and in the nation.

nn, 1475 N.
11ills. This will be the last seminar
of 1987.
For reservations, ¢all 643-8888.

Sid Mittra is a_professor of
management at Oakiand Uni-
versity and president of Coordi-
nated Financial Planning.

Computer
can affect

By Thomas O'Hora
special writer

After the large drop in the Dow
Janes [ndustrial Average on thal
fateful Monday, I was told computer
trading bad & great deal to do with
pushing stocks down, How do the
computer plans work?

There are different types of com-
puter programs used to trade stocks,
but the one believed to be responsl-
ble for the great votatility of the Oc-
taber 1620 period is the use of com-
puters for programs Lrading in stock
index arbitrage.

The computer is used to alert the
portiolio manager to the spread be.
tween a futures contract and the
stock’s price. The decislon might be
made to buy the futures contract and
sell the stocks, because of the favor.
able spread (price difterence) be-
tween the two.

A FUTURES contract Is an agree-

trading
the Dow

ment to buy or sell a stock at a cer-
tain price within a certain time lim-
it. With large votume, a minor price
decline can lead to trades of major
prapartions. If the spread was the
other way, the stocks might be
bought, Inflatlng share prices,

Computer program investing Is
probably not the maln reason we see
markets rise and fall. However, they
can add tremendously to the volume
belng handled and what might be a
“normal” decline can grow into a
very large one,

‘When you have an auctlon market,
which Is what the stock market is,
keeplng price changes to a minimum
between trades depends on keeping
the number of buycrs and sellers in
approximate balance.

Computerized trading can produce
huge changes between the number of
buyers and sellers in a matter of see-
onds, It would be almost impossible
to have a market that could react
with equivalent speed.

Das reckoning for Audi’s image

—

The story of in the
United States makes for a_plot
strajght out of the “Big Chill"
whereby the ldealism of the 1960s
{flower power, Volkswagen Beetles,
better yet, Yolkswagen Mlerobuses)
becomes jaded by middle age and
materialism (stuifing paintings In 2
Rabhlt, the Audi 5000).

At the end, as in classic tragedy,
having sown the seeds of its own
demise, Volkswagen sells one too
many Audls to successful product-li-
ability attorneys, and the end Is
near.

There are cars and there are sym-
bols, Symbolic cars cover a broad
speetrum, from 19508 Cadillacs
through Edsels, Corvairs to Pintos
and Volvos. Volkswagen, for reasans
that remain Inscrutable to rational
beings, over the years has had more
than its share of cars as symbols.

NOBODY IN the car business
plans symbolic automobites for the
simple reason you would sound llke
an idiot in the marketing meeting.
Picutre, for example, standing up In
a Wolfsburg board room surrounded
by the shambles of postwar Germa-
ny and proposing exporting this car
originally designed for Natlonal So-
cialists because it will be gohbled up
by New York sociology professors,
who will drive It as a statement of

. anti-establishment valucs,

Dan

auto talk

McCosh

Get serious.

But once vou've got a good auto
motive statement golng. yeu run
with It, and Volkswagen has done
this better than almost anybody for
several generations of new products,
from Bug to Rabbit to Audi.

Over the years, a series of smagi-
native ad campaigns has manuged 10
snowball the sometimes-inexplicable
affection the cars gencrated in their
owners. Most recently, the smartly
styled Audi 5000 had become one of
the most visible symbols of upward
mobility.

But image works (wo ways. To-
day'’s Volkswagen's Audi Division is
struggllng with consumer backlash
stemming from investigations of
allegations of “sudden acceleration™
of its Audi 5000 models.

THE RESULTS of the investiga-
tion so far are inconclusive, Neither
the governmem's nor Audi's engi-
neers have been able to locate any
specific cause, a sijuation that has
prompted a series of recalls and ten-

tative fixes

As for s Audi is concerncd, the
incidents reported have Laken on a
nightmarish quality. One recent cx-
ample was a case reported by, of all
people brake inspector at a New
Jersey inspection station.

As It turns out, a number of late-
model cars other than Audis also ap-
pear to share the problem, although
Audis seetn 10 have a statistically
higher than average teodency to do

s0.

ftegardless of the merits of the in-
vestigation, it wasn't until “60 Min-
utes™ focused on the problem that it
was brought to national media atten-
tion.

ONE RESULT was a precipitous
drop in Audi 5000 sales. In fact, the
incident seems to have had a far
stronger effect on Audi sales than,
for example, the gas-tank fires had
on the Pinto.

Audi's {ree fall from grace as a
synonym for new-found wealth once
agmn demonstrates the difficulty of

predicting the durability of a car's
reputation.

The division is on its third general
manager In two years, and Audi
marketing types are scrambling to
repair the damage while they launch
a new series of modcls that are less-
et cousins to the 5000, which scems
o be slowly recovering its sales
punch as well.

But the sudden-acceleration flap is
only part of the problem with Audi
sales,

HONDA, IN particular, has been
doggedly pursuing almost an ldenti-
cal corporate sirategy to Volks-
wagen for years, It quickly duplicat-
od Volkswagen's front wheel drive
and bullt US. plants to avoid import
quotas,

Honda's most recent move was the
launch of its new Acura division.
bringing consigerably more compe-
tition 10 the Yuppie arena. In fact,
Audi’s sates drop seems more closely
timed to the Acura introduction two
years ago than the “60 Minutes” pro-
gram.

It's possible that Audi's elusive
search for image may end up gIving
way to a scramble for survival in a
market glutted with $20,000-plux
cars coming {rom J apanese manu-
facturers.

Dan McCosh 1s the automotive
editor of Popular Science.

liquid cash flow.
advantage of FSLIC protection and the
billion in assets.

A Straightforward

Answer

to a Complicated

Situation

In response to the current economic climate, we at Empire of America
have an investment alternative, ideal for uncommitted funds. Now
traditional market investors can beneiit from a solid rate of retumn.
and access to funds 24 hours a day. Plus gain the added
security of the Big E's $9.5

FUNDBEATER- AN INSURED MONEY MARKET DEPOSIT ACCOUNT
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DETROIT: 20060 Van

Mile Rox!, 425-8833.

FARMINGTON HILLS:

19080 East 10 Mile, 771-8840. SOUTHFIELD: 24700 Northwestern Highw
Greenficld, 557-7840 { Tel-Twelve Mall, 28658 Tel
644-0440. OAX PARK: 13700 West 9 Mile, 54
31300 Orchand Lake, 851.7222,
15 Mile, 977-0957, UTICA: 45676 Van Dyke, 731
Oaks Mall, 1266 Walton Boulevard. 656-1040. GROSSE POINTE WOODS:

egmph, 3584511
!

Alternative with,
Security & Liquidity

‘Empire
of America

afull swat at the stated rate (o varm the annuatyichd shomn Rates unthis account are subect e chang.

h c Detrolt area:
Dyke, 893-7180 1 7719 West Vernor Highway, 8418442 1 9810 West 7

7-6503 1 20400 WV
!

With a balance of $10.000 or more, the Fundbeater is beating the
Money Fund Report™ 7-day average of the nation’s leading
arn high rates on deposits as low as $2,500.
ions or service charges. It's the most

reliable alternative for these unstable times. Talk to the Big E today.

We'll listen and act.
“Stop in at any Big E office to open your Fundbeater. Or call
SMARTLINE* at 1-800-THE BIG E (1-800-843-2443)
week from 9 aum. to 9 p.m.

. seven days a

537-3400. EAST DETROIT:
‘est 12 Mile, 3582017 / 25137
. BIRMINGHAM: 4140 West Maple, 626-2546 £ 32800 Southficld,
i 7-6400. CLAWSON: 1305 West 14 Mile, 4353430,

L W Sast 14 Mile, 2646350, STERLING HEIGHTS: 3747 East
4500, DEARBORN: 13007 West Warren, 584-7650, ROCHESTER HILLS: Great
20065 Mack Avenue, 884-0161. LIVONIA: 33897 Fiwe




