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1"“VER sinee the election. thig

query has arisen on all sides,
4 especially among businessmen
and financiers: * What will the Presi-
dent do with the tremendous new
power at his command? "

This question 1s the result of a
political phenomenon—a popular and
national verdict, almost unanimous
a3 to states: a President beholden to
no class or group for his re-election:
an opposition reduced to legislative
impotence,

It is not surprising that leaders of

finance and business are bewildered,-

sensing  their misunderstunding  of
public opinion with respect to the
policies of the President wnd their
OWh,

This query has often been ad-
dressed to me, among others by the
editor of Tup Satvrpay KEvenina
Posr. In my opinion. there is an-
other query which needs to bie an-
swered first, and [ venture to pro-
pound it in return, [tis: “ What will
the leaders of {inance and industry
do, in the light of the recent elec-
tion?"”

It these leaders continue to display
an unrelenting disposition fo hold
fast to what they too long considercd
their prerogatives, and thus gnore
the implications of the election of
November 3, 1936, [ feel sure that
the powers of the Federal Govern-
ment will perforce he extended. The
dear days =o happy in retrospect for
the few are departed, never to return.
The people of the United States will
not soon again elect a government of
the old Republican type, regarding
itsell as an agency of the privileged.
Not soon again, if ever, will we es-
tablish in office the phyl()ko vhy that
the welfare of the nation is advanced
if we guarantee prosperity for the
few. An English friend of mine puts
the situation best: “There cannot
simultaneously and successfully exist
in the same nation a pohtl(‘.l,i democ~
racy and an economic oligarchy.”

The Burning Question

B( T the immediate signs are pro-
pitions among the leaders of
business and finance. The day after
the election, the sign ‘‘Business us
usual’ was hung out. There were, to
be sure, some disappointed faces,
but, generally, the verdict was ac-
cepted in sportsmanlike. spirit. The
will of the majority has prevailed.
The question is: How long will this
feeling endure? That is for the lead~
ers of business and finance to answer,
and upon their answer, I think, de-
pends the immediate future of legiti-
mate business management in the
United States.

It may be recalled that about two
days after the election there was
published an exchange of letters be-
tween John D. Rockefeller, Jr., and

the Demoevatic National Chairman, James A, Far-
ley. Mr. Rockefellor congratidated Mr. ¥arley for
his ~i'~‘(«>m<>n t of election midnight o whieh he prom-
ised that ~there would be no reprisals.” T:ikf" My,
Rockefeller's letter as symptomatic—good as far as
it goes. But if it were followed by a thousand other
such letters, 1t would be of value only i fortified by
an sttitude in consonance with the sentiment thervin
uttered. This sentiment would amount to a pledge
that business will co-operate with the President n
his labors for a permanent recovery.

An Eight:Point Treaty of Peace

UT in what spirit and on what terms is that part-

nership to be bused? During the last campaign,
the spokesmen of Important business and finance
were, 50 far as could be axcertained from public sp-
pearance, overwhelmingly ommwd to the re-election
of the President. Rare, indeed, it was to find an im-
portant executive who took the other position. In
some nstances, when an officer of a large company
showed a disposition to foresee the popular deter-
mination better than his fellows, he was bullied or
cajoled into lining up with the rest. One result of this
has been, in my opindon, unfortunate. It was not
unfortunate in its effect on the rvesult, for a popular
majority of eleven million votes and an electoral] sue-
cess in forty-six of the fortyv-eight states demon-
strated the futility of individual pesitions, But tl
misfortune lies in the fact that many men w ho by their
r\'perii nee and patriotism, are best qualified to nd-
vise the Congress must bring their advice into o hos-
tile atmosphere of their own creating.

Possibly because I was not one of those who re-
sponded to the pressure or emotionalism of my nut-
ura) business [riends and associates, I have been
asked, as in this instance, to offer an opinion as to
what the future relations of Government and busi-
ness should be, Aecepting that role, thouvh protest-
ing myv inadequacy for it, I venture to make certain
proposals to those seetions of American business and
finance which have at last become aware of the diree-
tion in which the sovereign people have ordered the
American Govermuent to go.

There are, of vourse, a great many program items
that space will not permit me to enumerate at this
time, but 1 should like to mention eight points to
which business should give careful consideration:

Fiest. Industry should lead the way in reviving
the rood aspects of the NRA, with the ultimate ob-
ject of providing more employment in the ited
States and the elimination of unfair trade practices,
This revival need not include government by execu-
tive order and remote (*(mbml by Washington of the
smallest coneerns of village life. Those mistakes. nat-
ural to a hasty formulation, were swept away by the
unanimous Supreme Court deeision, and I do not
understand that anyone in anthority st Washington
wants to revive them.

SeconD. A great many objections have been levied
against the Social Security Act—obhjections relating -
primarily to method, and not to ohjective. We should
remember that it has taken Ingland more than
twenty-five years to arrive at a workable plan of so-
clal security. But there are a great many points in
the current act that must be studied in order to muke
it practical. Industry, instead of offering all the ob-
jections to the plan that can be thought of, should,
out of its experience, offer way~ and means to make it
workabhle. :

Tuien, Industry surely recognizes the attermpt of
the President and the State Department to generate
more business in the United States through the
veciprocal-tariff treaties. It, therefore, should become




FHOTO BY CHARLES PHELPS CUSHING

the object of finance and industry to zssist in per-
fecting these treaties to their stated end of recaptur-
ing some of the lost foreign trade.

Pourra. The financial community should address
itself to a plan whereby corporations held by the
publie shall more generally be run for the benefit
of stockholders instead of that of the management,
Up 1o date, management has proceeded as if in
ownership of these corporations.

Firra, PFederal legislation lo reform investment
trusts should be welcomed by the financial com-
munity.

Sixta. Federal legislation to
tion committees formed for the
holders should be welcomed by

reform reorganiza-
benefit of security
the financal vom-

munity,
Sevenrs. Business leaders should give cordial

consideration to Federal incorporation {or the pur-
pose of acquiring a -uniform law under which all
corporations can work.

Tigara, Private bankers should be eliminated
from control and management of corporations.

Heeding the Voice of the People

N THESE suggestions [ have discussed atiitudes

for both the business and financial community.
bub, space not permitting amplification of the items
affecting both groups, I shall confine explanatory de-
failg to the fleld in which I have had most experi-
ence—the financial. I venture these suggestions in
the hope that business and fiscal leaders have ac-
cepted the 1936 election as a most decisive factor in
eur economic history and in that spirit will read the
President’s second inaugural, about to be delivered.

That election has properly been deseribed as a tri-
umph of the democratic process. While intorpretations
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have differed here and theve, these conclusions were
virtustly unanimous: That an overwhelming major-
ity of the American people told the President to go
forward with soeial and economie reforms and said
they wanted business and finanee to co-operate in
carrying out his geners) ideas; that no group or party
can claim eredit for the President’s vietory and thus
demand a controlling part in the Government.

In accepting these interpretations, which, indeed,
must appear logical to any thinking man, the leaders
of business and finance must perforce accept the new
duy and labor in its light. The dictates of successful
private management are firm that they should so
proceed. They can, it is true, point to the seventeen
milhions who, for one reason or ancther, and on argu-
ments real or spurious, voted against the President.
But in this country we abide biv rule of the majority,
and this is the third time the President has submitted
his eanse to the people. It is notable that on each
submission the mandate gre sspecially in the
songressional election of 1934 and in the presidential
election of 1938. On both occasions the sole issue
was: “Shall the President proceed as he thinks
best 2"

I am assuming that business and finanee will ac-
cept this condition with a certain amonnt of thank-
fulness— thankful shat many irresponsible elements
in our political life opposed the President; thankful
that, because these extremists did not support the
President. they cannot now rush forward with claims
for recognition. The position of business and finance
would now be far more difficult if these temporvary
associabes of theirs had been on the winning side.

[ am assuming, also, that husiness and finance now
realize that the great weaknesses of their Republican
political ullies were: Their failure to repudiate the old
order; their blindness to the need of change; their

Henry Doherty's Cities Service Ballding
at 60 Wail Street Towers in the Center

failure to recogrize that the American
people are permanently disillusioned
with the leaders of 1029 their fuilure
to conceive that such generalities ax
“The American W e not suffi-
clent to erase the memory of the peo-
ple. It iz a faet that only & handful of
the leaders of business und finanece
have, sinee partisan polities sueceeded
the emergeney spirit of 1033,
real spivit of co-operation, The
cial community reassumed its vi
the Government ss an alien thing, to
be resisted or controlled. Through the
press and otherwise, by radical vituper-
ation and through ma ort to the
courts to enjoin the process of govern-
ment, the Administration pic-
tured as an enemy of honest enter-
jge, Finis " should be written to all

Wik

A Basis for Co-operation

I IARDLY a thought was given,
; from 1934 to 1937, to the gradual
evolution in this country from less to
more government regulation m order
to meet the haffling problems of a mod-
ern complex socle Bat sssuming
this neglect is now relegnted to the
I have ventured to outline my
as to how business could ro-
operate under the new order.

Since the President has been estab-
lished by the vote of the people in 1934
and 1936 as the nationsl leader ins eco-
nomic as well as socinl affairs, I revert
to what he sald in traunsmotiing the Securitics Act of
1983 What we seek is o veturu to o clearer under-
standing of the ancient puth—that those who man-
age banks, corporations and other agencies handling
or using other people’s money trustees acting for
others,” This is the basis for any fnancls corvections
that must come. In the same hiot, the President
atb that time pave life and renewed meanning te the
simple eode of falr dealing as applied o the stoak
exchanges and the monetary markets through the
enactinent of the Securities Exchange Act of 1034,
An investigation by the Senate had revesled the
shocking disregard of elementary honesty und the
unwillingness or inability of those known as leaders
to assure the American people that markets wonld
be free of unfair practices.

In this s t, American finance should itself begin
really to deliver the eontrol of business corporations
to their stockholders, proceeding to do these things:

Corporation boards of divectors should be purged
of persons who serve as officers of bunks. trust com-
panies, investment-hanking houses or similar finan-
cial organizations. Banks and bankers should not be
ted to control the affairs of corporations in
which they own little or no stoek.

Here are some examples of the workings of the
present svstem:

A leading private hunking firm has for many
years held a dominant position in our largest utility
company. This position has been held not through
ovnership of a large percentage of the stock, for the
stock is seattered among half a million stockholders,
but presumably through personal contacts and con-
trol of the proxy machinery hy the manugement.

During the past vewr, company has been re-
funding many of the bond issues of the system, The
syndieate for esch lssuc (Continued on Page 78)




HeCUused,

1 tried to leave them cussed calves
to home,” grated Bl in a rage that his
triumph was falling so tlat. “But the
old rip planted heiself and I couldn’t
budge her no more than I could move
Dixie Butte.”

“And vou claim o be a stockman.”
sueered Cal, unable to put up with this
latest exhibition of the man he had
hoped to fit to take his place. “No
stockman would try to take the young
away from a Percheron mare without

has heen headed by the private bank-
ers referred to and the spread has been,
uniformly, two points. The issues have
been of the highest grade and could
have been sold many times over with
no effort on the part of the bankers. A
one-point spread would have given
them a good profit. A number of issues
of smaller New England utility com-
punies have been offered for public
bidding during the past year or two.
In almost every case, the issues brought
a higher price than was expected and
were sold to the public with only a
<mall spread, Within the past few
weeks, a power-company issue of 314’s
was purchased through competitive
bidding by a syndicate at about 10214
and resold to the public at about 10334,
These are good bonds, but not com-
parable in quality to most of the bonds
of the larger system.

During 1935, a leading New York
banking house handled two large
industrial-debenture issues for a frac-
tion of a.point. It is understood that
the firra made a good profit on the is-
sues and was planning to handle sev-
eral more on the same basis. The deals
were very good for the industrial com-
‘panies, as they cost very little and re-
suited in large savings in fixed charges.
Presumably, many more industrial
companies would have done similar
financing. However, it is understood
that most of the large investment
bankers commenced to boycott the
house which worked for such a small
profit, and, as a result, that firm had
to discontinue the type of business
mentioned above.

When Bankers Step In

A large utility coneern has for many
vears been directed in its financial af-
fairg by a fiscal agent for the company
in New York. A few yearsago, the lat-
ter suffered reverses. At the time, it
owed the utility, as a deposit item in the
capacity of fiscal agent, about 2,000,
000. The deposit liability was settled
by the giving of a note secured by resi-
dence real estate, This note has been
carried by the utility for & number of
years as a cash item. Banking control
made such a predicament possible.

A leading New York bank has for
many years been in close contact with
a leading power and industrial con-
cern, presumably due to former per-
sonal relations between bank officers
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tries to get even hy playing a little,
lowdown trick, ain't big enough for
the smallest job on the Spade. Your
resignation is accepted!”

“So you come bleating everything
you know!” El flung at Lefty.

“Lefty didn't say a word,” denied
old Joe. “Maybe you've noticed that
Lefty can take care of himself.” Ile
gazed meaningly at Eli's bruised face
and then at the two blocky calves old
Doll was mothering.

dled. 'm going to retire.” He blinked
his eves. *“Ugh!" he grunted to cover
his emotion. Don’t it beat thunder,
Joe, how all them bumps yowget when
you're young—nhke being kicked by a
hoss, drug over the frozen ground and
tromped on by a stampede—all blaze
up and ache fresh as a daisv the min-
ute you pass a few years?”

Lefty, stunned, gapod speechlessly.
Cal snapped at him: *“Well, why don't
vou git on your hoss and ride out north

BIG BUSINESS, WHAT NOW?

(Continved from Page 111}

and corporation officials. Now the
bank owns about 17 per cent of stock,
most of which, presumably. came from
a loan defaulted by an official of the
corporation. The bank now controls
this great enterprise.

In 1929, a group of New York in-
vestment bankers acquired at a high
price a large interest in a leading util-
ity. In 1930, they formed a corporation
to hold this interest. About $20,000,000
had been borrowed from banks to
make the acquisition. With the depres-
sion, earnings of the system declined.
However, in order to get funds to pay
interest on the bank loan and to reduce
it, these investment bankers foreod the
utility to continue to pay dividends,
even though not earned and even
though the company had a $25.000,000
maturity in 1935 and no means in sight
of meeting it. As a result of this divi-
dend policy, the company was unable
to meet the maturity in 1935,

High and Low Finance

The indications are very strong that
the principal reason for the acquisition,
in 1929, by the New York investment
bankers was to enable them to get in on
the finaneing of this large system, In
1935, the utility probably could have
got holders of the $25,000,000 deben-
tures to extend the issue for five years,
If no commissions were paid to get
bondholders to extend, no registration
under the Securities Act of 1933 would
have been required. Many companies
obtained extensions in this manner.
This utility, however, chose to register
under the Securities Aet and pay in-
vestment bankers~—who controlled the
company—1iwo points to get the bonds
extended. The original agreement with
the bankers even provided that on
honds held by the bankers themselves,
and extended, the bankers should be
paid the two points for getting them-
selves to extend.

As a result of the plan to give the
bankers two points, the company had
to register. It filed a registration state-
ment so complicated that only by great
skill and great patience did the SEC
learn the real story, It required six
months of effort before the registration
statement could becoms effective. In-
cidentally, in the process the SEC re-
quired a complete recasting of the finan-
cial statements in order to reveal what
had been concealed—to wit, that for a

number of vears dividends paid had ex-
cesded net earnings, The bankers were
not able to secure the consents of a suf-
ficiently large number of the bond-
holders and late in 1935 the utility took
steps to reorganize under the Federal
Buankruptey Law.

This affair cost the company seversl
hundred thousand dollars in account-
ing, legal and other expenses as well as
several hundred thousand in bankers’
commissions, all futilely expended, It
probablv cost the company a million
dollars of unnecessary expense and re-
sulted in great lose of value of holdings
to security holders. The investment
banlkers, however, got their comruis-
stons,

Recently, the SEC made a study at
the request of Congress, This study
showed serious shortcomings in our
nstitution called the corporate trustee
and in the protective-committee device
which was supposed to be o method of
protecting the holders of defaulted
securities.

Basically, the problem arises because
of the -helplessness of the individual
seeurity holder. The poorer he is the
more insecure his position. Let us con-
sider the case of Mr. A, who owns a
boud of the X Company. which has
defaulted in its interest. The Y Trust
Company is trustee under the mort-
gage. It alone ean instifube proceed-
ings to foreclose and to take the steps
necessary 1o protect the security
holder. The researches of the SEC have
diselosed that this company which calls
itsell a trustee is in effeet o mere stuke-
holder. Although the sale of the honds
has been aided by the prestige of the
Y Trust Company, it gives the indi-
vidual security holder practically no
protection and has assumed numerous
relationships which make it almost
impossible for it to concern itself with
the rights of the bondholders. Mr. A
has no one who acts in hiz interest
either to prevent sbuses by the issuer
or to protect hini when loss isthreatened.

A Misleading Word

There never was a more misieading
term than the word “trustee’ as ap-
plied to this situation. For vears and
years, the ingenuity of the Wall Street
lawyers has been devoted to devising
language which would immunize these
trustees, so-called, from any sort of
liability, with the result that for all

his neck.

Old Joe's voice bellowed for him ity g
pull up. Lefty stopped and locked 2
hack. Old Joe cupped his hands apd
shouted: “What did you say the na
of them breeders was where you g
themn calves?”

Lefty yelled back the mforma
Smiling, he rode north. A hard road
svretched ahead of him, but his feel §
were firmly planted on the trail &
economic independence,

practical purposes the elaborate inden-
ture is mainly concerned with what the
trustee need not do, what it is not e
sponsible for, and how much 1t is tobe
paid for the elusive benefit conferred,
The term ““trustee,” as applied to the @
present system, must be abolished ani
some method devised to assure the
small investor that he will receive from
the agent who represents him a reason
able amount of protection against the
wrongs of the lssuer, even if the agent
is to receive a larper compensation,

Protection That Doesn't Protect

The activities of protective eg
mittees constitutes one of the m
dizmal chapters in the annals of Am
ican finanee. The theory of a protectiy
committee is very simple. A compa
zets in financial iffienltivs. A singh
curity holder ecannot act effecti
for himsell. Hence a committee s
to secure authority to act for the se
rity holders, But in practice it J
resulted in the most vicious kind ¢
imposition, double-dealing and dow
right fraud. The investigation by
SEC has revesled two general fypes
protective cominittees, and in the
practices there is little to c¢hoose be
tween them. The first, and by far 4
more common, 1& the investmer
banker committee, and the second
what might be called the entrepre
type. which is sponsored. usually.
lawyer and is seldom but a racket !
foes,

The investinent hanker wha sponse
a protective cornmittee usaally just
his eonduet on the ground that he
protecting the investor to whom b
sold seeurities. This is seldom, if ever
true. .

The investruent huanker, except
rare cases, organizes these commi
tees for seltish purposes. and the inte
ests of the security holders are a
ondary consideration at best,
record of the commission's investip
tion teems with instances wherve ¢
existed major couflict of interest. [
many cases, the investment banke
organized colmmittees to act for o
class of security holders when
themselves held Jarge blocks of a d
ferent cliss of securities. There
bound to be a conflict, to the di
ment of the hapless and helple
vestor. In the field of foreign defw

(Continued on Page 80)
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{Continued from Page 78)

the investment bankers were fre-
quently found to be negotiating for
the holders of long-term debt while at
the same time they were owed by the
issuer on short-term notes, Well, who
won second prize? You guessed it. The
bankers did not.

In many instances, the bankers or-
ganized a committee for the express
purpose of taking command of the
reorganization and, by covering up the
ovidence of their past wrongdoings,
insulating themselves against liability.

- In practically every case, the bankers
were motivated by a greedy desire to
préserve or secure control, so that they
might enjoy the perquisites thereof.
This is the equivalent of what we call
“eraft” in public life.

In addition to all these factors, the
legal fraternity have distorted, by the
most ingenious phraseology, a simple
relation of principal and agent into a
status where the agent lays down all
the conditions and the prineipal who
owns the security and does the hiring
has nothing to say. .

After signing on the dotted line, the
principal finds Himself bound hand and
foot by his protective committes, The
immediate queryis: ‘ Who is being pro-
téeted ?”’

As for the entrepreneur legal racket,
a measure of discretion in the Securi-
ties and Exchange Commigsion could
easily outlaw the type of racketeer and

" still leave room for honest and vigorous
minority: committees to wateh the
reorganization,

I will hazard the guess that the Con-

gress will abolish the institution of the
investment-banker committee asit now
exists. The record reveals that they
have betrayed their trust.
- The SEC is now conducting, at the
request of Congress, an investigation
irito the history and practices of in-
vestment trusts. For months the press
has reported results of this investiga-
tion, and the record is a disgraceful

- otie. Bvery type of corporate evil that
onp could imagine has been shown in

" this study.

Investment Trusts

It is really a paradox that our
banks should have been the subject of
such legislative concern almost from
the beginnings of the country while
investment trusts have avoided prac-
tically all Government supervision
sinee they first developed in this ecoun-
try after the war.

As a matter of fact, in one respect
the investment trust needs greater su-
pervision, since the security holder is
unable to demand his money, as can
s bank depositor, Consequently, the
very threat of deposit liability is a veri-
table sword of Damoeles over the bank-
or's head —a threat, unfortunately, not
present in the case of an investment
trust.

Our old friend, duality of interest, is
found most frequently in this form of
institution.

The investment banker in this field
has played a major part as sponsor,
with the usual result. The record is re-
plete with instances where these bank-
ers have served their selfish interest
over that of those for whom they were
trustees. There is no more justification
for an investment-banking house spon-
soring and controlling an investment
trust than for a commercial bank to
do so. The potentiality of evil is pres-
ent and the choice of masters is in-
evitable. The relation itself should be
outlawed by statute. In this way, the
dealings as prineipal, the brokerage
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foes, and such perquisites as the insur~
ance business of controlled eompanies,
will be eliminated. .

Strangely enough, there was hardly
a witness at the commission hearing
who did not espouse the cause of Fed-
eral regulation of investment trusts.
It is to be hoped that Congress will act
in a thoroughgoing manner to give re-
newed meaning to the fiduciary concept
80 ably championed by the President.

Today we see on all sides the evils of
investment bankers serving on indus-
trial corporations. If our premise he
valid, this practice must end, and I
venture to predict that it will be out-
lawed. -

I could fill many pages with recitals
of how this relationship has been pros-
tituted in favor of the banker and
against the best interests of the issuer.
Excessive finaneing, excessive under-

writing charges, excessive bonuses, im-

proper loans and a host of other evils—
whieh, if they oecurred in public life,
would be unequivocally condemned as
graft—are of frequent ocetirrence where
this relationship persists.

Multiple Directors

Quite apart from the morality of the
situation, the economiec arguments
seem to favor the abolition of this con-
flict of interest. The investment banker,
if he is conscientious, has a full day’s
task attending to the job of being an
investment banker. The law should not
ignore how little can be done by one
man, no matter what may be his repu-
tation.

When one takes into account the
strict obligation which is supposed to
be assumed by a director, the high
standard of care and good faith, the
case of one gentleman, a director in
fifty-eight corporations, looks a little
ridiculous. It is utterly impossible for
him to serve adequately on the boards
of one-tenth of these companies, Yet in
mere numbers there is not only finan-
cial prestige but the inevitable per-
quisites.

Of course, the forms of polite society
are.observed. Thus: At a meeting of
the directors of a New York transpor-
tation company, the subject of issuing
bonds was up for discussion, and the
minute hook records that this director
left the room. Then the issue was voted
and his firm was named as principal
underwriter. The minute book then
records that the multiple director came
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back, but fails to tell us how surprised
and pleased he must have been at this
little evidence of his fellow directors’
confidence,

The fact is that an investment
banker should act as a financial adviser
to a corporation and should not act as
part of the management. In the first
place, the relationship is morally wrong;
in the second place, it is not efficient,
and, in the third place, the reason ad-
vanced for the practice—that the in-
vestment banker must watceh the issuer,
in the interest of the security holder-—
is not a valid one. The time to watch
the issuer and form a judgment about
the trustworthiness of the management
is before the money of the public has
been taken.

To these details of present imperfec~
tions in the private fiscal system, and to
these suggestions of reform, the re-
sponse of American business ought, in
my opinion, to be candid recognition
of the evils, admission of the need for
reform, and constructive and fair-
minded countersuggestions.

These are some of the outstanding
evils in the conduct of capital and
finance that need correction. But
there are two suggestions I am taking
the liberty of making herein for real
consideration by Government author-
ities. These suggestions have two pur-
poses: The establishment of the safe-
and-sane economic conditions to effect
which President Roosevelt has pledged
himself; and real and substantial aid to
business.

I propose:

First. Real modification of the eap-
ital gains tax.

(a) To accelerate money.

(b) To soften sharp breaks in the
stock-exchange prices.

(c) To eliminate the real handicap
to American investors as against for-
eign speculators.

Seconp, A revamping of the eco-
nomic features of the new corporation
tax.

(a) To benefit new corporations,
which must be encouraged,

(b) To permit corporations to main-
tain surpluses to take care of times of
depression.

Taxation Dangers

In considering meodification of . the
capital-gains tax, I think the Govern-
ment should allow inerement growing
out of sound investment to a man

while he lives, and
not take it away

DRAWN BY A, ROSS
“Y Feel it is My Duty to Warn You
ThatYou are About to Sitona Tack!'’

from him in wholly
disproportionate
taxes. England has
found it salutary to
encourage initiative
by permitting a man
to enjoy the fruits
of his earnings from
investments while
alive, and has been
satisfled to take its
proportionate share
of those earnings
from the beneficiar-
ies—recipients of
wealth unearned by
themselves — after
the death of the man
whose labors pur-
chased the wealth.
The argument for
the repeal of the
present tax should
not only be a tra-
ditional one; it
should also he based
upon the fact that
while American
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citizens are taxed on their security ap-

preciation, other countries impose no
stuch tax upon their nationals; the for-
eigner can trade to tremendous advan-
tage in our security market, sell at the
appropriate time and avoid assessment
on his profits, whereas the American
citizen is prevented, by the taxation
laws of his country, from exercising
even ordinary prudent judgment, In-
cidentally, of eourse, the effects are
also harmful. If Americans in large
numbers are prevented from selling
the securities and capturing profits,
then stock inflation is accentuated, be-
cause there is a premium put on hold-
ing stocks off the market. An artifieial
gearcity is theveby created that will
make effective unwarranted price levels
which inevitably and ultimately must
collapse. ’

Without spelling the matter out in
detail, T ean also see a benefit to the
general economy of the country by the
free exercise of judgment of practically
all security holders.

Corporation Surpluses

The profits in security appreciation
in recent years have been very great in
the aggregate. If these profits were
taken and used, then, on the mere’
principle of velocity of money cireula-
tion, business would be stimulated by:
theincreased purchasing power thereby
created, As it is, an inert and frozen
mass of purchasing power -remains
idle.

My reasons are several for hoping
that the Administration will take steps
to undo the harm it has done to shrewd:
corporate management by the oncoms
ing undistributed-profit tax on corpos
rations. It is not enough to point out
that the act has accomplished its put:
pose; that the $650,000,000 additiensl
revenue needed by the Administration
is assured by the flood of taxable divis
dends currently being made by Amen
ican business corporations. The larger
consideration, to my way of thinking,:
should prevail. The larger considers
tion calls for our restoring as a virtug
in American business life the corporate
practice of providing a reserve against
the inevitable rainy day. ‘

We have all had éxperience with cor
porations which, no longer than thres
or four years ago, had substantial oper-
ating deficits and would have beei
plunged into bankruptey had they ot
accumulated surpluses in former pros
perous years. It is a terrible thing to
contemplate another period of business
recession with large American eorpora
tions inadequately equipped 'to ride
through the storm.

In recent years, an economic revolu
tion has oecurred in this country, in the
sense that millions of people have he-
come investors in securities and count
upon continuity of their dividend ré-
turnsin budgeting their living expenses.
Anything that would interrupt the
continuous flow of dividends -will rol
the thrifty American investor of par
of his livelihood, and any law which
makes such a state of things possible
inherently a bad law. I admit that the
taw has some substance. I admit that
the hoarding of resources beyond the
needs of potential crises by some of out
corporations. cannot be justified. [
know that during the period of wantoi
extravagance and bad judgment withit
the past ten years corporations spent
money on plants and expansions for
which they have never since had i
need, and it would have been far better
to have distributed those funds fo
stoekholders.

(Continued on Page B2)
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But these Tew ins{ances do not, offer
justifieafion of a tax which wenkens'the
satriietnre of a typleal American b
fess: eorporationt and whiel actually
penalizes: ther’iiall ‘and younger éon-
cetn that has never been able, in the
Gourse of its development, To acéumu-
late a treasury surplus,

1 hope and eonfidently believe.thai
these tnequalities and shovteomingsiin
the present law laxing corperation sur-
phis earnings will reecive thétprompt
attention of the Senate Finanee Coni
- miftee, .

I feelin general, that we are mercly
. suffering social growing painksimilarito
* those Greal Britain experiended aogen-
eration ago..This sudden deévelopment
. of our economie tife into the corporite
[ form, the Fise of giant bisiness, the
cseparation of ownershipiand eontrsli
“the evoltfion of managemetit ©s an if-
terest separate and distinet from, and
soften antagonistie to, the owners of %
business, have réared a thousand diffi-
eulties. Gradually we are solving them
qunder the leadership of the: President.
who is sponsoring the revival of stand-
ards of democracy to be applied to cor-
porations of the present day: The very
decisiveness of the recent  election
cught to make us thankful- that at

Usaw o big diamond pop out onthe
round. What did you do? Call yvour
baas? No. You stepped on it 1o hide it

i with your foot.”

He went on, deseribing how Dlack
Chad worked the big dinmond, imder a
" stone in the corner with histoes, and
i How that night the moon sebearly "and
I"how; after that, \10 went back ¢ the

iioin the dark and found 1 and lis-
ftened for sounds, and when be heard
none, erept out to the roud.

I “Where did you go from’ therd,

Pdaek? T tell you where, You hunted

P out the house of a digeer - named

! Dirieo. two noles east, set - haek among

Crome gum trees. The house was darks

EWhen vou had Hstened (o make suve

nobady followed yvou, yvou knocke wd
gave vour vame. ands the haas of the
house let you

sRomehody clse, boes” replied. the
hoy
i S What did he pay ven?
i Jackisullenty refused 1o ey
when thefyguestion wits ropedipd, and
Cothers wrth 1t he adminted: vedeiving
| iiw poands. -
| }( musehave been half as b as an
Sl for HImHo ¢ivE v oulso nmrh._\\'hniv
did voil do wWith' the money”. Lose it
Catidiee Tl
o Jaek had doné just that With most
of i the amomil. but sonie of it he had
savedt o He stated thar hie hadilost the
RS lm o)
: Thad tinver yous hedy Never mind.
Jowillnot shitme you Lefore Baas Piefer,
CPhis man whe bought yvour. diapiond
Ftook vou Behindomid wolittle room
L without windows 1o talk to you After
e paid voll this Inoney WhiL hips
pened 2!
P B e out shack door, Raidus 3
Jan lookedial impuzaled by ohisiin:
Cereasing fright. Suddonlv he rapped
Onl.
“What nmdc \()u shoot.him . Jack:

shsd Jaw:
Bt

G
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least. we know howithe vasy majm'-tv
&f the :American people feel; make s
thankful thatthe President’s mandate’
1o continue his policy of government
comes;: to Wim not from witeh bifrners,:
cmokpot,s anthvisionary reformers; v.ho;
have, in my 3udgmvnt beert greatly’
ove ma(mmlod, but from a people grate-,
ful {6 & man who reseied the Gountry
from: despiir. The President has given:
life and reality. {0 the hopes of millions
that:ithe Government canbe a conseious,
profector agaimsl vicissitudes of Life,
and’ that it ean, by the evercise of in~r»
tolligence dud ¢ourage, extirpate ¢v
which had hrought the country to
Knees, .

The eaptain cof indusiry and the
finandier edivno longer Hope to combat
progiossive governnient by means 6f
sweeping assaults on statutes writkerd
i good:faith, or by launching phra
suachas ™ More bt in'Governmett,
less Governmient in business™; “Cor
munism ' of * The: Amierican Way .
These; phrases hiave lost théir migice
and their popularity.

Participation in the fruits; of ceo-
nomic progress-has BeenTestablished né
a fixed rveality. The United States his
come’ of ager Basiness and iy
henceforth mast deal with, it and 1=
people as partiicss, not 43 mifor Watds:

3

BOER’S LUCK

{Continued from Page 15)

Jan himzelf was Teeling the, fensibng
Pleter Ikewise “The Nue” Boer sat on
the ddge of B chair. listening with
clenched fingers to thisistory bf how o
ereat fortiife had kiocked onlthe dobt
of h sishack and he had not hedard:

“Thelieve you when:vou say you
not shoot: Bass Dracos Towill th
what happened. WhHile your Were st
g Wwith yvour money in your hand,
somebody else; knoeked, at the front

dowr JBans’ Draco miade volr go dut

the Baek'door) quickiinithe dirk, Bt
vouldidn't dare’ go honle, Yo were
seared.. You thought ithe man might
be Bdaks Pieterdfollowing you. Se.you
fosked throtigh a wandow af- thie big
roiofit S You saw Baaxt Draceo light the
Pungprawsin, You <aw him go to the door
andZopenat. You saw the man ouiside
m}) WS the roone What man??
Phewoply ¢l not Have been con-
teivedsto Fadlowith niere stunping foree,
ment sat Bintking hisleves.
‘be. 1 Think. Big. s
aek eloth over his face.
Ponit "I‘H ke thix. Baas Draco wirn
awavigiek. Guon off —bhung | Buas
Prited fali on- b ]

Fitdle Pietor thrust his ehair Behind
himy sl strode {o the {able. his gread
ﬂxmu choking \\;1}1 words:

CNeL Treter, sadd Jans Ulhet mes
handle the boy.”

Pieter did not veturn to s chadr.
bt Be fef Jan continue hig quesiioning,

SPYen what d)d {his big man do?™
Jan asked. for the sake of asking some=
thing.

If. Jack
him, Tis present m some:ways
hint more.

“fhm take woff hat and wurn it
arotnd: ind then{urn arcipdchis own
self. Then® lean
pocketsfind 1)1;: dismond. money
“Then what?!

earlier reply had shiken!
startled

had

began laughing at nothing at al
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