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SlbJeotr fAX lllflSlCII Sl.VDIIS, 1937 - !AI ""''ND'l OJ 

CW'l1!jL Qlii s .AliD UlSIIII 

SMUJT 

AIJS :J 1 1~37 

· 1. 'lh8 ~bJootlon ot 1llooM urha4 troa 01p1tel caiao to tM 

pl'OCreooha 1aooao -· 1o ,llaoUtlablo oa -to, lqllilablo u4 

praotloel P"'IUldo. JJ'oa t~ otalldpOI.at of taxation, Ule ld.a4 ot la­

- \bat 1o l'll nut ...a o1p111CGt 1o tM ~.a- \bat -..:al'lo '-­

pqi~~& allll1t7. Oep1tel pl.ao OOAotltuto 1'lel ~ all111tT 110 

lo11 \baa oqlliftlont s- UJ'lft4 t1'oa oUier ~·· 

2. !be toz treawut of 011pitel pl.aa ad looooo 1JI Gnat 

Britain, Jruoe ...a Gol'alll;f pronuo no oothtaoto17 80Ul on 'llh1ob to 

'111:1114 a qot• tor tM U1Uto4 Stat••· Io eaob -..u,., tba Wftl'ID­

t iation of taxable troa no~tuablo p.l.ao h b7 a pl'OOIIo ao arb1tl'ar7 

•• to Ol'lato - 1DIC(Il1Uoo botwaon ~1'1 of .a)ataaUel~ ta.­

Uoel oi~otaaoeo ba.t with u~ort&t Uttoraaooo 1JI tM fora of 

11l00M l'IOI1ft4. lloraoftr, ~011'1 1o a otl'oiiC l.aa.a-nt to ~1'1 

to oonftrt tuablo lllOOao law no~tuablo calao, tliiLo uldllc toz oo~ 

oiuratlono u oxtr.o~ illportaat l.atllloiiCI on l.aftolaoat aoUnUoo 

IA4 pel1o1oo. 
' 

3· the toz treataont of 0111pitel p.lno ...a looooo of 1J141ndllalo 

1JI tho Ull1tt4 Statto boo J'&IICI4 t1'oa Ule OOIIIploto l.aolnaioa et Olpi­

tel p.l.ao IA4 lo 1111 1JI tba tu ball 1JI tba ,_ .... 1911-1921, to tM 

pre wont tl'latatnt wll1ob 1Jio11lUo 1JI tuall1o ,s.- oortaia po,._~. 

of 01pltel 111&1ao ...a looolo (.a)Joot to l iaitatioa) wlliob ftl7 wl\11 

tba ,. ........ to llaft baoll bolt. fl-. 1922 to 1933. tM ~ ••• 

..uo...a. a t bio option, to oopoepto troa bio or41Dar7 s- tba 

111&1ao troa a10oto ~14 110ra \boa - ,_ ..... u4 ~oot tMa to a 

i2i poro.t tlat rate . Looolo t1'oa aoolh bald. 110ra \boa - ,_.... 

-'-4 1UIIn1ol bo III"'P.to!, ~t tor 1922 llll4 1923, llll4, allon4 a 

tu 01'141t of 12t po,._t •bJeot to oortaia 11a1tat1ona. lla1Do llll4 

loo"• fi'Oil ••••to bald. - ,_.... or 1111 "" ho'd•t 1a o1'41aar7 

lllooao . 

II. ~ oxioUDt; taz tl'la-at ot 1D41ndllalo 1a 1Doqu11ablo ao 

nopaoto bo\11 pia o u d 1ooooo. It 1o 110t l.atoleralllo ao raopach 
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Cllpital p.l.ao, bi»tYIJ', &Jid in thio N IJ)ICt it creat.l,y ~riQr to 

t.be trea-nt that it displaced. 'lbo liaitation on cepital lo, .. , , 

bon"flr , 1o oc 'IIDJuot aa to be 1Dde!eneible. 

Coipital pine are !lOW chon decideU:v J>ft1'trential tax -.-.. ~ 

&I OOIIp&rld With other ICUl'Cia of ind1Yi<blal inco.. . Yealtb7 i...U­

Yi<blale, '"pocial17, are ortered a.n extn•17 otroJll tax indu.o-nt 

to - their D" ioveotaento in .,.ch ll&llllU •• will pendt their ro­

IW'Ile there!roa to Ulce the !ora o! cepital pino. 

'lbo chief effect or t he preout qataa on the eecuritieo lll<t'l<ete 

..,.h .. U>roa.(!ll the in!luenoe 011 till1DI:. At the option of the tax­

P811r , iDeo• taxee on capital gaine fAtJ¥ be poptponed by del~ 

the !oraal nalhatiOD of caine, tiPd by de!errinc formal realha­

tion until o,. or aore or the roar • 1tep-dDwn• iDteTYale pro"fided in 

tbe 1• baa elapeed, and co!Rl•t•lr avoi4!d by !oregoinc !oraal real­

hation, leaY1~~t: IUCb realisation to be aceoepliabed b7 the taxpayer ' • 

heir e. 

5· AlthOUO> the influence or tax conaidero.tiono h real , their 

ertecte 'llpOD the ao-te and vol,_ or act1v1t7 or the .. cur1t111 

~to are tar leea ~atantial than 1o often contended. '1M 1ll1lk 

or cepital aoaete 1o relat1n17 1n .. neit1Ye to the character or ocr 

cepHal pine taxation. 'lhia 1o tl'llll or the part held que.ai-pe.,..... 

lliDtl7 !or P""J>J"' or control and iocoae. It 1o aloe true or the 

part e~l071d 1o the ohort-tera operationo or t1'adlra a.nd opoculatora, 

operatioDa which nol'll&ll7 account !or a luge frACtion or tho total 

tra41"1 in Uotad .. curitieo. lor inta1'111diate-tera opeculatore &Ad 

inYietore, tax CODeldlratlODI Deceoear1}7 operate 180Djf & welter Of 

other factoro which utDally proYide etro~~ger 1Doentino to action. 

'lbo a"f&ila'ble otatict ical e"fidonoe, t~ 'b7 no •ana ooDClu­

oiYe, does not ~rt the contention that the tax trea-nt or cep­

ital cain• oince 1922 bao been of •ore than mocl.eet intluenoe upon the 

lnel &Ad act1Yit7 or the .. curitilo ~to. 'lbo Ulldlrl71n.!; bu.oinleo 

a1 ta&UOD and the related epeculatin tlllper of the ti .. , are priaar-

117 reeponaibl e !or etoelc aarket 'booms 1\ftd collapses. 

6. '1M capital t;aine &Ad lo'"'' of oorporationo haft not created 

tax probleao 1D aey wa:v e1•1lar to tho"' of ind1Y1c!llalo. ~eoial 

trea-nt wao not needed ao lon& ao there -• a rolati"fll7 low flat 

corporation inco .. tax.; and tbe enao-nt ot cra&>atod ratoa 'blcim>I.Dc 

in 1936 created no practical pro'blea, 'blcauee the ranee of cr&dDation 

1o relat1Yil7 D&l'TOir. 

lllpoeition of the .,.rtax on und1stri'tnlted protito baa raioed a 

Dew pro'blla for corporatiou with reiPect to the tax tna-nt of 

cepital Cain• and lo11eo. If the cepital p.ina of good 71ara .,,t 

'bl paid .... t Cllll'rent17 to avoid .,..tax l1a'bil1t7, bu.t no ......,...roroar4 

Of the 011pital loa .. 1 Of bad 7111'1 1a allowed, the teDdonq Oftr a 
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por1o4 ot ye&ro will be to thr1nlc the Yalu.a ot ca:g1~1 aneta. !be 

110at practicable .. tho4 ot ain1a111nc or ol1al.naUJ16 thh tendelicy 

~· to be that ot all....UC not <>"!>ltal lo .. eo 1n t\lll ao a deduc­

tion 1n COI!P'ltill6 114Juated not toe ... , with a carry-torwa1"1!. tor two 

Tear• ot &D7 .xcon loeaoo. 

7. It h rec-eded that capt tal pine aDd loe••• ot 11ldhidualo 

be oubJected to tax traetamt on tho bae!a ot 17h&t aey bo called the 

a•erace accrual aotho4. .Accord!~~& to thh aotho4 tho •owota ot ~n 

and loeo rael hed are annpd .. parahl7 O?or tho m=be:r ot yonro tho 

aa .. ta wore hold, Md taxed at :rateo determined on tuch anr114!o u01111b 

•• e44ed to o:rdiDar7 1nc .. e. !be 1ncr•ct ot tax ronltil14 on the 

·~ pin and tax credit em the UOJ"II4!8 l ou are lllllt!plled by tho 

•••race ..,.bar ot yoaro rof!1ectinl7 tho aneta were held, and tho C0111-

b1ned :producta reproaent the tax on CaJ11tal pino. !be obJectho ot the 

plllft h to rooocnt•• aoro ed-tel7 the tact thAt tho realized ¢ .no and 

lonoo trequantl7 accrue O?or oneral yean. 

In more det&!l the procoduro Ulldor th!o aotho4 h aa toll on: 

a. Capt tal pint aro o..:ro~~&ted trom capt~ lou eo . 

!be a?o:race !D?ootzlent per1o4 tor piu eDC!. tho a?orf\G'O an­

nual pin durlnc thh por1o4 aro deteJ'Il!nod; and tbo a•oraco 

1nnobont period t or loooea and tho &YII"~ annU&l lou 

dnrinc th1o por1o4 are detoJ'Ilined. 

b. !be anJ"114!8 amrual gain and tho aTor~ annual lon 

aro coab1ned to detondno a net· ann«e pin or lotoo 8!>J>ll­

cablo to the ohortor ot tho two 1nTeOtzlont J)oriodo. !be taz 

or tax oredi\ on tho roaulUnc ttsure 1o COOIJ"IIlted with refer­

.,.,. to tho IW'tax not 1.nc'*•· and th!o tax or tax czoedlt h 

llllltiplled by the mmbor ot )'tlaro 1D the ohorttr anr841" 1D­

•oabant por1o4 to dttermlnt tho tax or tax orod1 t on cap !tal 

pino and loeaoo ctur!nc thlo por1o4. 

c. '!!he tax or tax cred1 t on tho uora«o &DDU&l pin or 

the a?or~ &DII&l loeo, wbicbnor accrued for the lcmt;or ••­

- 1n••-t por1o4, lo cC8!JUted with ratoreneo to tho our­

tax not 1nccao1 and lllllt1pl1ed by tho ,..,.bar ot yoN"t by 'llhlcb 

tho 1- an:race 1nTeOtaont por1od ccooclo the aborter, to 

dotoralno the tax or tax credi t applicable to thooo yoaro. 

d . !be taxoo or tax oredih Uma cbt&!ned aro O<Db1Ded, 

tho ... nlt ropr•enU~~& tho total tax or tax c rodlto on capt­

tal piDt &lld loe•••. JAy Ulluoed tox czoedi t h carried t or­

ward t or two yoaro, to bo allooed ml7 ae an ottoot &¢Dot 

tax U&b1llty on capital pino roallaed 1n thotot yanro. 

• · 1a coaputinc the tax, no allowance h ch., tor 

&D7 pcrt1ono ot the ponOD&l e:uaption, credit tor depeD4.,to, 

or ainJ..Q oarnod 1Dc011a credit not utilised 1n """""'tiDe tho 

or411lar7 1.ncoao tax. It thoro io no turtax Dtt 1nc'*•• the 

tax or tax credit h C'*!J'lted, ae...tnc ourtax not 1""'*" to 

bo aero rather than a nosaU•• quantity. 
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If "-~ feuible, COA~r1but1ono to cbarit&ble ud oiailar 

lnotlta.Uono ohoold be reprted ao oceaoioDiD& tbe realhation of 

oapital pino ud loo .. o b)' tbelr dor>Or; and such cepital galno ud 

looo .. olxN14 be lnel~d with other cepital gaioo and loo .. o for 

tax parpo .. o. It thio 1o not faaoiblo, it 1o reoo•eD414, tor pu­

po .. of detonoining tbe dec!ll.otion for cbaritable contr1but1ono, 

that tbe Yaln• of .. cb oontribuUono in lc1n4 be flzcd at tho ...,_,.. 

,luot&d baolo (SOcUon 11}) or ~t, whiobeftr 1o lower. 

I f logall;r feaoible, tranaforo b;r !!ll!J: •hoo glfto ohouU be 

NGI'J'ded ao oceaoloni~~t; tbe realhation of cepital e;aino aDd loo .. o 

b)' tbe doDOr. If thio propooal 1o not deOM4 toaolble, l t h .-.a;eot&d 

that a qpl...,entar,y glft tax be l••led, ....... a by the cepital ga1no 

and loo .. o lncorporatod 1n .. ch tranatoro. In tho nont that thlo 

eboul4 &leo be u.uccaptable, 1t 1o reco•onded that , for the parpo .. 

of detormlnlng both capital ga1Do and loaooo, the basic for propert;r 

acquired by gift be ll&4a olthor tho baoe 1D tho lwldo of the dor>Or or 

-•t Yalno a t tiM of tranator, whlobeftr 1s lower. 

It 1o recouondld that the cepital ga1Do and loooeo of corpora.­

tiono be included 1n ordinary lDCOM 1D fUll, except that for purpollo 

ot detenainiD& tho no..-1-tax net 1Doo•e, cep1tal loo .. o be allowed 

only to the extent of cepital ~·· ~ oxceao of capital looo .. 

not allowed 1D tbol current year 1D detorminlDg norlll&l- tu net iDeo .. 

1o carried forward for two ;roaro to be credited agalDot tho cepital 

galDo of tbo .. ;roaro. In dotonolniD& l'<l,lllotod not lncOM cepital 

loo .. o are allowed 1D fUll againot iDeo .. froa aey oourceo. ~ •~ 

co .. of capital lo, .. , no~ eo utUhod ia carried forward tor two 

yearo for u .. ao a do<!11cti on 1n detor.inlDe &dJuotod net 1neoM of 

tbo .. rearo. 

8. lloxt to tbe reco ... onded uorage accrual plan, tho .. ot .. -

~rior altornat1ft would be a ccntiauation of tho pre-t f11'e- otep 

l)'otn with on imprond ocala of porcont0«1o deoigned to approxi,...te 

.. ,.. clocoly tho ruultiD& tazeo to taxeo appl1cal>le to other eouroeo 

ot inc ... ; and with a Uboraliz:>tioe of tlw preooet looo lbd tatiooo. 

All of tbe othar alternethe tax treataento of tho Cll{)ital ga1oo 

and loo .. o of 1nd1rl<!l1alo poo•••• woeknoaaea which -.ko their adoption 

umrl ... 

'lhe uodiotribv.tod protito tu wUl tend to d181Diah ODe !.Jopol'­

tant oourc• of Oll{)ital p.ina, bu.t wUl leaft a awober ot other ........,., 

unoffeotod. Ronco it dooo J>Ot ob•io.to the juotifloation for the tu 

on oopi tal galno. 
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TREASURY DEPARTMENT 

... llr.ll2G1ll 

Subject I T.U m:YISIOll STtTDIES, 1937 - !.AX 'n>..J:A!C.IEII'i.' OF 

CAPI'UL Q.UliS A!1D LOSSES 

..... 

I , l:OOlltl!IC JUS'l'Il'IWIOII l'Ol! !AXIliG CW'I'l!AL CIArJS 

EcoAcooioto differ 1Jl tho1r concopto of i ncoao: me. ouch diffor oncoa 

lll'O -..lid and innitablo, in J:l8DY CAOIO, fthen t he COOC"!'t 1o o:1pl078d for 

dii'i'.ront pu.rpoaoo. Froa the standpoint of tu:e.Uon, tho ldnd of income 

U>at 1o rolnant aDd oijp>11'1ee..t .to the inc011a that ao~aurec ta.x-pcyiJIG 

abil1 t:r. !hie ldaA of in coco 1o not necaou.ril)' a;rno~cy~~ouo 111 t h ·~ ot 

tho n1111ercuo concept& of inecme co.,..onl;r uaed by eecno:>ieto. !he l e.11 prop­

er~ re()ardo a g.abler ' o inc ... , for ODD]Ilo, r.a ta:r;pe.;rine •.b1l1t:r doepito 

the fact that hio income doea not represent A not e.dditi on to tho colloe­

Un aoci&l 1ncoao. In the 101:10 ~. cepit&l (;&l.na conaUtllh reel to.:­

pa;riJIG ability to the recipient no len than equiv&lent ineoae derived froa 

other eourcea. 

Profeooor Irvine 1'1ahor '!W'•tions thia via" on tha gound t.het capi-

tal ~no do not confom to tTIO testa 1lhich he hu aat up to determi ne ni>At 

conatltut .. inccima; """ely, (1) 1t IDU.It be auaceptible to ctop1t&l1za.t1on: 

and (2) it wat ;viold po:rchic incoao (iJl Protoaaor 1'1aher'a viev, psychic 

inc010e reaul to onl:r from epandinc). It ce.nnot be denied that Cfllit&l ¢no 

do not reproaent income 11' one accept~ these tes ta. Proteuor l!aig' a defini­

tion ot 1.ncoae u • ••••• the a011e7 1'alu.e of the net &e-creUon to one 1a eco­

nomic poner bot ... on two pointe of ti.Joo0 }) proYidoa e. very diff'orent t eat 

whlch •••• aore ~~pproprie.te for ta:: purpoaea. 

11hether 1\lch te=tion reaulta in a diminution in tho country' • ca;>i ­

t&l raoourcea depond.a ~on tho usoo =do by the Goverl'llllant of the revenuea 

ao doriTed, and ~n tho indirect etfoch of ouch uaea . It thooo r eYOnuoo 

are -.plo:r-.1 for debt ratir•ant, or for the const ruction of public work& , 

or 1n ~ that 1¢1rectl:r oU~to ca:>it&l inYeatmont, no r eduction i n 

tho countr;r'a ~itel reaourceo reaulto. 

Jll.rthor, the fact or tho aetter 1o the.t the sreat bull: ot C81'1 tal 

caine r ... lb-.1 in the Oni tad Stateo 1o realb.d 1n connection vi th tr•.,._ 

.. ctiono ontorod into f or pr ofit. rue 1a trua not onl:r or saino re&li:ed 

by ind1Y1411ale &Dd onterpr hea that make a prl.DOZ; buainen o! traff'i cld.nG 

111 cepit&J. a ooeto, but 1t 1o &lao truo Of A lU(;e pr oportion Of eaaual 

caino real bod b;:r 1nd1 vidu&lo 'llhooo pri.Jo&Z'y income 1o derived from other 
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or operated 'bJ' their oW1lero occaoioao- illdhidaal reeJ.iaaUono of capi• 

tal pino; !Ju.t the &;roat -00 Of OYOil C&OU&]. piDO lo doriTod from tho oal• 

of corporate oowriUoo, 'Gll111prOTo4 re.l ootato , bulllooo proportioo, u4 

otlar aooeto which ba4 boo acquired wl th a now to profitable inno"'at . 

Plll&l17, 1t lo lloportaat to ~oho tbat thoro lo 110 cl_.. ooparr 

Uon, ia pracUoo, botweu capt tal pi no and or4111&17 ine<aol and that tba 

ea.pleh ox-.ptlon of e&!>i tal pino troa inca.o taxeo 111cbt .. u otianllato 

tho coDTOro1oa of otbar \Jpo o of lllcaao 1Dto the fora of e&!>ltal galllo. 

Socoad 100rtcacoo, l aad contraoto , ot cetera, aro froquOD\17 told at oub­

otutlal 41ocoUDto. J'roa a lop]. ot and!>OiDt, tbt 41fterence between tbe 

priacl-pel _, u4 t he =robaoe J)rico lo roprdod at a O&t>i tal gain; 'bo.t 

f r .. u ecODOmic otaa4polllt the 4locowot 1o .. rol.T the aeano wboro'bJ' tho 

effoctho aDDUal ;,1ol4 of tho 1Dotl'\aont 1o rolled fr011, eq, 6 percODt to 

12 or 15 peroODt. .L boa4 purobaood at a p rolliliiiO reonlh 1D a capital lou 

mOD ro4o•o4 at par, aad a boad !)Vcboood at a 41oco11Dt, 1D a capital 

gain. Yet lt h tba ' OToi'J'4a7 pracUoo ia iaTOollloat oircleo to quo t o both 

theoe t;,peo of boado ia terao of thoir effeethe ;,1eldo to ~~aturit;, or 

call 4oto. '1'bo oalo of u-ot aDT capital a .. et on tho 1Dotal:U.011t plan 

caa be to art'aii&04 ao to CODTOrt a larp pert of the iatoreot i- 1Dto 

tho fom of " oo.pltal pin aorel:r b;, recllloing the ..... 1ns1 rato of intor .. t 

aad rolling tho prilloi-pel pri oo 'bJ' a COliiPonoo.t~r;, OIIIOUilt. 

'ro o0111e ozt011t, at l oa ot, capital gatno froquentl7 ronect 1Doroaooo 

1ll tbo &oneral 'DriCo loYal rather then roal lner oas et in taxpa.yl.ng ab111t:y , 

It boo boon w,u.oto4 tbot a ..,rrootiTO factor for th1o a&7 bo obtal.no4 

t hroll&fl the uoo of "" index of prlcoo ln 4otora1D1ng the TOl1at of ct~Pi• 

tal gaino oubjoot to tt.zatioa. 

fho wlo4o. &Dd practloablli t7 of a t t-tlq to co boh11l4 peawoJ.uy 

1nocne for th1o p1ll'!>OOo aro oxtr ... l7 4ubiouo. .LD adequate a ttapt t o 

do oo would inTol ... i .llD\IIIIoroble c<uplazlUtt. 'rho oame r iling :ryrlco 

leTelo that ~ be- roopoaoiblo for -• 01\pital &&ill• will alto reclwlo 

tho roal purobootng power and wealth of in41Tl :Sw.lo wbooo poOUDl.ar;, in­

CO!Ilet aro 4oriT04 froa boado, 100rtsecoo, loaoeo, and other tlxod contrach1 

ud ouch 11l41Tlclllalt tbo'llld proporl7 bo allowed 4oclllct10DO apiaot their 

t azablo i aeauo if fair allo..,.o • •""' to bo aado for obanclll& prloo 

loTeh. llageo, protl to, reab, aD4 lntorut ratoo aloo t ond t o 1D4roato, 

bv.t i D \moTU 4ouoo, 4urlng poriodt of rlotng pri ce l OTolt. Part of tho 

cap1tal piu roalhotd 1>7 -• etookboldoro ao4 dlroot p ropriotoro of 

t angible :prO!)ort:r durb,s ouoh period• aro obt&1no4 a t the oxpoDoo of tbalr 

cro41 tore , mote aoaot...,. clalmo art fized. 

'Dlo adjnotaoDh thet eo.Ud f oatlbl7 bo ,..,_, in oa.r t az ot l'\ICt=o 

to aocOGIIIod&to the 41 ... r oe roonlh of oheJl&oo i a t l>.o purobaoln& po• n of 

.. ...,. liO'Cild illoTltabl:r be arbltrar;,, ill&doquato, aDd iuquitablo. '1'bo 

Pt'O!>or placo t o attack the probl• of .,Dotar:r 1aetabllU;, lo oa U o 

o"" uoUD4. 
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II, IQBIIQlf NU!JQps OJ' TtlllfQ QAPIW, ()&,IlfS !J 

A· Qrtet Jr1teip 

!be llri tioh fo1W1la for tloe taxaUoz> of ""Pi tal pino h ae 

followel Cerpttal p.ille az>d lo'"' OD '"'h are DOt incl1>M4 ill 

the co._,..tatioz> of ut lz>co• except Wbn u,. tup~~Ter .ale•• traz>e­

aoUoz>e 1D ..ah ""h bh trade or bv.ell>e... .AIIImal prottte, 1D 

the .., .. that ..ah protih are l1lcel7 to recu.r aa.m>allT, are tua­

ble; catll&l, IIO~Precurr!JI«, or occaeioz>al prott h erhU« r .... 
traz>oacttoz>e that do DOt fozw part of the ordillar7 ba.ell>en o! the 

pereon who llllkee thea are DOD-tamblo. 

~· illherent d1fficult7 1ll thh fo1W1la u .. 1ll the Upclo.tbi1-

1t7 of arr1TiJI& at a .,.uataotor,. defiz>it1on of ll>llwU pronto ;or 

pho, '!here h no oi11pl1 teet. b =ablr of truoactiono COD­

II&ted h DOt a nliable cu!de. J. nadtn« of Brtthh .... obo'te 

that the line diYidt!!t; taxable ond DOn- taxable profite or &alz>il h 

thiz>, wanriJI& 1114 arbltrar,.. J.o a oon"ct'lllllCI , it .. ,t be e:ipeoted 

that conetderable iuqu1t7 aa between illdtrtdz>ale in ..,bot..,.tiallT 

alaile.r oircuoo•t....o•• will 'N!IIllt. 

J. onere iDdtotmez>t ot the Brithb fonlllla wao ...a. i n 1929 b)' 

the lateet llo1&1 Clot:Dhoioz> to ooz>sider broad que atione of inooiM 

tax poliq. !be report of the Co-tedoz> deplond the ........,.. acope 

of the e:r1tt1nc cher&e ""d atron«J.7 reoo-ded that tho l1aitat1oz> 

of tbo taxabil1t7 of capital pino to •amma1• proftte be reoond. 

J. defilllte reco-lldation waa llad8 that airT profit on a •traz>oactioz> 

in which the l'lbJeot matter waa acct'lind with a Yiow to profit 

"'lti.a&" be taxed. Britioh eoollOiliete, otticiale and butillllt •n 

do not defend tboir formla on the crow>de of eoollOaio prill01;~le or 

ot •ct'lit7. ~ore to general acoept..,.ce ot the Bo1&1 c:o-t .. 1on1 o 

crttici... Defen" of the fo1W1la conohh, firet, of an argument 

~not chaDp per "• """' 11oolldl)', of az> ar~nt 1D tawr or ac!.­

siniotrl\the eillpliott,.. '!'be llritioh are DOt oattatiod with their 

fo1W1la az>d tloe7 certainl.T clo DOt 'N&aJ'd it ao a 110del tor othere 

to adapt. 

!be Brithh tor..la tende to en~ Y&riou.o t)'peo ot arti­

ficial traneacttooo to traz>atoN taxable inoo• into e:a.pt profite. 

One wq ot acco~~pliohill& thio end h to bey otoclce for the ri" &ad 

llOt tor the c!.irtdeade, ina-.:h ao cuual tra.o.eactioz>o 1ll otoclco 

are !2!1111J)t; Whlnae dirtdeode are taxable. Seoondl,y, a ta!p!l!r 

1J 'lhh 1ect1on 1a adapted froa a "rieo ot articlll b)' llobort lllll'rq 

11&1& 1n the Walt Street Jonrnal, !larch end JprU, 1937 · 
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-. pucba,. 'boa4o 'beariDC & rel&t1Ye)J' low 11ltor .. t rate at & 

41-\ •ct ,.u ....m 'bollcio at or uar par juot ~tore •tur1t7. 

!he profit oo- would not~ tuablo onn ~ ..ob protit 

•rel7 repre-to intereot in uo\hor rona. In tba third place, 

ciotplte ... effort to p~ tbio loophole in tba J1naDce .t.ot or 1927, 
& \allpa;ror ooq .. u atocll: •oaa 41'11cton4• &llci biiT i t becll: •ex 41n­

dMI40. l>.ch & tr•oecUon ....Ud rollllt 11> a noo-~la pl.ll in 

p~ of tba reoeipt of taxable 41ncton4o. .l fourth • tho4 ut11-

1eo4 l!11r1Uob ~ro to &'001d t~ inoo» tu 011 ordin&ry 11>­

- h&o - the tr&llo!or of &oNto to a foreie~> oorporation Or­

palae4 for the ~-. in order to oo11nrt ~le illtereot an4 

41...U.4o into IIOD-~la ooopital cain•· .lttutlo" • •• Sin" to 

thla loophole in tbt l'lnanoe .Act of 1936, bolt tha offectlnoeos of 

the pronoion a4Dpto4 to el111111Ato it 1o 11opaire4 b)' the nec .. o1ty 

or proYinc the intent of the ~r to &'0014 tuao. 

I. ftMO! 

2bo J'rencb to.-.1& 1o in pnoral oilollar to tho Br1t1oh. lo 

tho 01 .. of otriot)J' boloiDOoo onterpri .. o, tho DOt profit f!'OII tho 

tranofor of ezq lr1D4 or &ooat, wl>lthor 1n oourao or opon \he tor­

ain&tion of tho llllciortaldnc, h 1nclucto4 1D the tu b&ao. In the 

..... or other tup~ra, pl.no !roa capital tranoaot1ono are tax&­

bla 1t tho act1nt7 Cinnc rioe to 111ch pl.no h •habitual•. G&1no 

rr .. oaou.al c.pital t ranoaoticu a4o b7 lnoinlu 111terprieoa are 

tual>le, boot pine from caoual tran"""ticno ll&4e b7 other ~ro 

an ao\ tual>lo • 

.l .........,., technical 4of1n1tion Cinll the tera •t~blo opeculator• 

&14o tho oocapo troa taxation. b1noor 111terpriooo oocapo tho tu 

p~4 11p0n tbtir pl.no troll O&ou.al ooop1tal tranoa.ct10J>o b7 O&r!'71nc 

thraQcb the tranoa.cticn 1n tbo - or a tbird peraon, ....W tb1rd 

~ooa actill& 1n hie Ollp&01t7 ao an 1n41,.1anal. J'rellcb tu &4&1111o­

trat1on 1o lu, \here ~inS no aoriouo riolt thAt a corporation eo 
o...Uns the tu will be brolacbt to accouat. 

2bo J'rencb !o.-.la, l1lce \he 3riUoh, rana an arbitrary liDo 

beta- taxable and ao .... taxablo c.pital p.ille. 2bo J'rench do not 

reoort to w14oopread uoo or 4oncoo deolcnod to tranotora t.a.mble 

inc .. • 1nto non-taxable pine, lorpl7 ~caneo oaolor mothocio of 

a'OOi41DC the 1110.-o tu an a1'&11able to tho Pre ncb tupaTor. ~o 

!a'I'Orito •tho4a ot a'1'0141DS the tu are el\hor to purcbooe ~o.rer 

t:rpe eoour1Uoo in pro!oronoe to tbt reclatered t:rpe wbtn ~ 1D 

a J'rench aarl<ot, or to tracto in roroie~> -•to. 'lho ~'"'""""""nt 
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bu DO .Uquate alwclt oa either~ t1pe .. O'IIl'itlea or forelp 

,......t trueectloaa. 'ftla t~r •rel.J' forceta to dlaolo .. llllCh 

tru..,tloaa. 'ftla *- that be will be dlecoftred l.D hh l.Diq­

ui\7 h uellclble. .,.._loa h eo eaq, l.D fact, that .., pruent 

,... •e4 be u4e of loopholea l.D the cepltal p.laa fo..-1&. 'ftla 

loopbol .. are pre-t to be .... e4 at - tiM the taz adaiaiatratora 

olo .. pre-tiT 'lltUbe4 a-• of e~. 

c. Q!=py 

'ftla O.l'II&ZI to..-1& for tbe traa-at of cepltal cal.D• a4er 

tbe laoo• tax 1acl'll4ea p.l.De oa all trueecUcaa 11&4e 1>7 lolal.D .. , 

ocaOU'llt (wbatbar or DOt l.Doorporate4) all4 alec l.Dcl'll4ee p.l.De fro• 

opeCIIllati'N tr&DMOtloae ...S. 1>7 ~rt other thea lolel.Dtaa oo,... 

oeraa. Oalae froa ,...,_t u4e 1>7 ~ra other tbaa baalM11 

oc-m• are ~t. .AI> arbitrary tiM taet h ,. .. 4 to 4atera1Da 

wbatbar a Cifta traaaacuca h a "'eOil.latloa or aa laftataeat. !be 

P"""' 1.- arbltrarlq .. ta tbe dlT141Jl& llae bet,...,. opecul.aUoa 

&4 lafte-t at teo ,....., for real eatata traaeactlODa &4 o,.. 

;rear for truaactloaa lJI etoclte; traaaactloaa la bca4e are DOt ooa­

t14are4 to be ..,ecul.atloa. 

tlil4.er tbe CloNeD fo..-1& ae lt ...,. ttall4a, there are aubatao­

tlal taoo-free areaa to nlcb ~rt are t&tlpte4 to pia acce ... 

to a.ol4 taxatloa, tba ~ita of a traaaaotloa &net f1rat a.ol4 lo­

olllaloa lJI the eccoomta of a lolel.Dtll ... terpr1... secoa4q, the 

truoaotioa anat a.ol4 clat~1tloatloa ae a opecul.atloa. 'ftla liM 

eeparetlllfi apeCQJ.aUoa fro& loft a-t h clear 8114 4aflo1 te bllt ar­

bltr&J'7 to a hid> degree. 

'ftla preeeat foranl& ,.... ... t .. fao.z worldllt; teD4aDCl"l (1) A 

tell4aaC1 to fa.or tr...aaotloaa 1a boa4a; (2) A tea4aac;r to fawr loac­

tera rather thall abort-tara a took tra~~aaotloaa; (3) A te'll4eDGT 1a f,_. 

.or of atoclt rather thall real eatate tr&Daaotloaa; aa4 (~) A tea4aaC1 

1a f&.or of loac-tera rather tbaa tbort-tera real .. tat& tra~~eactloaa. 

!be fo..-1& otfera a rwar4 to the tuparer wllo tr&Datcraa ,....,.. 

ble 1aoaM l.Dto ..,,...taxable cepltal p.l.Da. Stocke be&~ wlth dlrl4all4a 

oaa be aol4 ,.,..., all4 ~t b&clt •ex' with &4Y&Dtece, prcY14e4 the ee­

CIQJ'l\7 baa beea bel4 a ,..... or ..,re. 'ftlart 1e also &D 1aaa-at to 

loftat 1a atoclta lilteq to epprtolatt 1D aarket 't'&l'lll ratbar th&D 1a 

bic dl'rl41D4 atoclta. 

1!le Oera&D torw.la a~tloall7 ,....ratea irrteletible loceatlftt 

to a.ol4 aa4 e.- tlul tax. -a.. tiM taat ae to lofta-at .,.rOlla 

..,aCIIllatloa 0... ... ,......t traaaaotlolla to be oarrle4 ~at "w>.­

aat'llral1 tt..a; all4 the e-.loa all4 &'r014aaoe 4arloea la.olft .,......,_ 

'llr&l' tr...eectlolll &4 tlulre'b7 create almor.al ,......t CODdltloae. 
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Ill. II!Sl!'QN, ""'"OJ Otll mt:ncr 0Z QAPIW. Mm 

Jroe U.. _.,_, of U.. 191) ~ \az 1.- utu 19ZI., capi­

'-1 pJ.u Nelhe4 117 11141'r141aalo, 1rreopeou ... of the period held, 

"" ,,..'-4 lib a;q oU.U -of 1IICOM IID4 nl1Jeote4 to the tull 

JIOn.l 11D4 ...na.x ateo 1A U.. ~ of Nell•Uoa. 

I'V'll' 1A order to elbiaate the 41oproport1outeq hlp V.Z.o 

oa .UU troa loac-Mld ueete, at ~ II&-• of a 'belief U..t 

hlp \az ate& OD cap1'-l pJ.u -• olletl"QCUJIC aon.l \auaoUoao 

1A cap1'-l .... to , Ooacnoo daoUo.:J.l7 al\ere4 the v.z ,,..,_, 
of capi'-1 pJ.u 1D the ....._ .A.ct of 19ZI.. It _. prort4e4 \hat 

plu troa .... to M ld for Wo ~ or leu ... , oonti.Jme to II& 1D­

c1114&4 1D ol"4iJ>&rT iJlOOM 1A Nl; llv.t, at the eleoUon of U.. tu­

,.,u, 1cap1'-l ut lfol&o, 1 troa the O&le of uoeh held for .,r• tllon 

Wo 7&&1'!! could II& ••cnpte4 rr- other 1Aoo• IID4 onl1Je~e4 to a 

\az of 1~ percct 1D lin of aon.l u.4 .,...,..,...; pro•ide4, l f well 

eleouon nre a.4e, the total tax, 1Dc11141nc the tax on capl tel ,., 

plu, could 1D ao cue II& leoo t11on l2i percct of the total ,., 1Jl­

oo• · "'- latter notrlcUon we dropped i n 1924; at 1D other n ­

opeoto t lllo t .... t.Dt of capi tel piu .... oont1111De4 unaben&&d tllro"QCII 

U.. lin- .A.ct of 1932· 

file nllo~Ual inoreu•• 1A 1114irtdual 1Doo .. -tu at• tbat 

wen eftme4 l17 the :a..-- .t.ot of 19)2 creatl7 aocctu&te4 the 41o­

pari\7 1A the tu treat.nt of capital pJ.u ao ooJI!P&Z'&'l with 1aoo .. 

4&r1•e4 troa other o<IIU'Ceo . !hlo 411p&rit7 we nllo~tlall7 ndace4 

'b7 the M.opUon 1n \he ••- .A.ct of 19;511 of \he prnailinc plan wll&n­

....,_.r the 1DooM 4er1•e4 fro& .,..1 tel p1u 1o .,.'bJeote4 to the ordl.Jlar7 

1nooao-tax ocll&dDle, llv.t \he proportion of capital p1u M4e - llle 

'f&rleo iaftroeq - tllo"QCII eoanb&t &1'1>1\arll;r -· w1 til the m.ll&r of 

~ a&r1JIC whioll \he .... , 1o held . 

"'- oapitel looo .. of 1Jl41rtlbl&lo ba•• nce1•e4 ftrT1nc treat-t 

1D U.. o&ftal .._....,.. acto . 1o allo- wbat ner _. M4e for capi­

'-1 looo .. 1a U.. ••-~ of 191), IID4 1A \II& .t.oto of 1916 &114 

1917', tllq nre &llow4 ocl7 to u.. met of capital plu. "'-

1911 ~ prow14e4 Nl allo...,oe for capital louoo aptut 1aoo .. of 

aJJq ld.JI4. 

la \he 19ZI. .t.ot \he 41ot1not1oa ll&tween aooeh held Wo ;rearo or 

leu IID4 aooete Mld aon tllon Wo 7&aro _. tirot 1Jltroilnoe4. 

I.o- on uoeto Mld m ~ or leu "" &llowe4 1D Nl - lut 

other 1AOOM at aot ~t capl'-1 ut ~folD& ; looo&o on uoeto 11&14 

JION t11on m ~ .. .._ &llowe4 1D Nl apiut inoo• of a;q ld.JI4, 

Ia \he lin • .t.ot of 1921!, the l iai taUon vpon looO&o on ao•eto M14 
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,.., ,..n or leoo we r.oftd eo t bat each lo .. ea were ellowd 
ap!Jut ~ of uq lt1D4; with reepeot to the lo .. ea oD aaaate 
held .ore \baD two )'MJ'a, \ba \azpqer •• Cl"N'ted tM opU oD ot 
aecre~auac nab lo .... troa or41DaJ7 Dat 1Dc011e 8114 toJtiac a t.x 
credit of 12l ;peroellt ot the oapl\al llet lo .. , prodded thet \be 
to\al taz oCNld DOt be le .. tball that 4erhed by treetlD,f the oap1-
\al Mt looo ao a 4e4uct101l troa or41DaJ7 D&t 1lloo•. !bh treat­
_, r '"" lll force throucl> the...,..,. Ao:t of 19}2, which added 
a Ualtatioa reatr1otlllc the all-• of lo .... trca eel•• or ex­
""-• troa •~ or boU. bald two )'MJ'e or 1e .. to pine trooo 
nab ealaa. lJader the ......,.. M>t ot 19}4, the :oerceDtace• tor tM 
at~ .;ret• wre IIPPlicable to lou.. lll the ...., .....,. .. aa 
to piaa, with the llllitatioD that loeMa ao det&l'lliD&d could llOt 
be 1Dclu4e4 tor )llll'pOaea of 4eterallliac ~~et 1llo"""' exupt to the 
_, of the 1Dclu4ed cap1\al piDa plua t;!,OOO. 

!be capital piDa of corporation• t~t the period 1913 to 
data baY8 OODalat&lltl)' beaD treated ill the a&De way ao other aourcoo 
of corporat e l.Dcoae. lpecial tl'flateant wu llOt needed •• lon& •• 
there .. a ralat1Y8l)' low fl•t corporation iDCoae tu; and the eMCt­

••t of p-aft.ate4 rat .. beclllAlllc lll 1936 baa created no practical 
probl••· ""- the raace of .,..c~u&uOil 11 relotinl)' DAI'I'Ow. 1'11• 
i•aitiOil ot the ltu"t.X Oil UD4latr1bute4 profit. !lao, howYer, 
created .,.... probl10U. 

!be taz trea-t of capital pina &ll4 loaeea, for both 1nd1-
Yiclualo and ooJ'!)Orat 1ono, dw'lD,f the ~r1o4 191} to date h detailed 
lll the followiac _.,., to which there h ap:oeDded an &Dal:yah ot 
the hlotorioal treateellt reopeotiac the oarl7'"forward of capital 
leoMa I 

Regraded Unclassified



Regraded Unclassified



( 

• -· ..... 

1~11 - · 1, 19n "' 
-· 31. 1915 

1917 1917 

m8 1918-1321 

• 

\ 

- 8 -
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 fu __ ,., O..U\el 

OaiAa -.1 IAeo••, 191 'l-1~. 1Dc1whw 

lOri I. I..thiclaalo 

Clilli8 f~ eale • AC~iiaa• t X..aMt fJ>OA aGJ.• or n:abaD&• 
ol ...... : of uae\a 

Ibcl-wi\1>-­

oU,j- "' fiiU --.1 -............ .. 

IAo1\JUcl wi\h ·- u..­
aUJoct to tiiU .....-..1 ID4 
-raw. 

~1ow4 cr.l,)· to ~ -•t of 
''- pl,Da fr• aucb Ml•• 

~1-4 iA £1111 _,.,,, ot.i>oT 

b>coao, bul; ""' _,.,., 

coop Hal "-' p.l.u • 

.Auri1 btl4 O'tW 2 n•e 

m.._. u. full _,.,., s.-. 
of 01'1 lcb4 
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I m&;ae. : 
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I 

... - - .... ~ 1a foal.l ._w• 1&­
-., -ld.M 

hM" MJ.4 .... 2 ,.... 

... .. 1924 .... 

Coa.14 "' _. ..... hoa - ' 
'1Mo7ao\ "-, tDla\az 
oro41' of J.:ze po•-• of \M 

.,..ual ""' Iaeo - · -
laao-.....UtM-• 

l- - tM - (=; .... .. --·---) -u - u tM ~tal ... 1----­
~-·-
..... 1924Ml .. 

t ""' '!!" 2 JWJ • 'm 
Lot: ... boa Ml•• - t ... 

af •- tDl \GI4o ..., llalW 
"' tM plao ,_ ....... 

H - ponW, -, Ulat 
... lMIIM 41111111- 1a -
-r- (\a--· ... 1a-
-of Ula .. , -> ..u 
- o.rl ... - - ..,u.A 
._wt plao ,. .. --
..t.l .. la tbe •• 2 , .... 

~.,.. y 

Y • pt Si= nldt .. G AI ~ fm J 31.ii •: ~ t .. Nlea W .,_ 

._.., ....... -.... w ... -- lMo- NjW _,. .... lla\1~ IMoo­

IIIW • E) .._....,.. U-... oft..-&w. 
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I 
Et •Ol· 

..,._ . m &aa Nl• cw • .. • to .... ,... MI • .,. .. 
.a.>t x.- T- of UM\e of .-.1111 •. 

-----L---------~------------------~----~ ------------
19)2 (c •• u-> 

r:. I.L.._ 

Wollolt-2:rw• 

... aal924 M>\ Loa ... boll hlet or •xobue:•• 
of .~. ea4 'boDh wre 
1lollW \o ~ ta.1ao to.. .­
ooolM 

0\bel' lo .... -· o.llowool Ia 
f\aU .... , ~ llf-
leW 

.... ,, Mla O'fV 2 zw• 
....... 1924 ..,. 

PwiD4 uooh OH llol4 

1 ,._ ~ looo 
o. .. 1 y- 'IN\ .. , - 2 ~· 
o. .. 2 ,_. 'IN\ ""' - 5 ,._. 
o. ... 5 , _. 'IN\ .. , ...... 10 ,_. 

0.•10 ,_. 

Oo!>l\o.l p1llo - _ ... -
~-- Ia .. , ~ ... joe\ 
\o M1 ao..U 0114 -'a& ,..._ 

Ceopl\o.l 1o•- - _ ... 
v • noopb:e4 la .. \w=S.hac 
DOt laooao \o ~ _, llf 
~ .-pdoo4 oo~lW piaa 
pl ... 12.000 
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!'Iori n. Cup>raU,.,. 

a..--: 1-y.r I "-'f!l m &c. ;a. 01' ~ : ••• • ~~ Ale 01' UClilla.g. 

"' of aaedt I otaaMh 

191?19:18 191,.1931 lDcl- wUh oU>.r "'- 1.u..- ln full ..,U...t ~ 
oulljoot to full ra'-a of-ldD4 

1932 1932 do Lot••• f:ro3: Ml .. or~ 
of ot->oa d "boe4o bold 2 y.uo 
or hoo wro lblh4 \o tbo 

s•lno lroa - oo.l••· I t wua 

r.:l4o4, - · that ouch .. 4loall..- ln ... yeer 
(to ~ ~t. .,, in peen o! 

tbe ""' lnooao) ooul4 \o _.. 
rlo4 .,....,. d oppUo4 -bat 
plno troa oud> traoMOU- ln 
\bo ouo-4lDS ~h .,_ lJ 
0\ber louoo -• all0<9K I'! 
full ~ lnooao of fll'¥ kiD4 

I.R.I.. 1933 LotMt tro. Mlea or ~ 
of otocb d l>oD4o bel4 2 )'Wr• 

or lou _. llalto4 to \be 
~boa....,., oaloo 

0\ber loa ... woro all•- ln 
f '>ll apiD$t ~ .. ot """ ldD4 

1934-1936 1934-- clo w..- ODly lo _, o! $2,000 
pl..a 0&!)1\al p.1u 

g L ~·toD nWtDS '" i1i0 _..,_l_ o! UMilOiiOit iOaooo &a lilloo or UCl>llll;o o! 
·-M>4 'loollla bel4 ..., 1-• or lou - ~o4 \1 \be • ._\loDal IDdl>a\rlal _..,. I.e\ 

Hforo lt w- ott-m. 
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c....ta1 .,._ nlatS.. \o ._ OU!7•lo....S. ot caplbl 1ouu 

C.phal lMMI ,_ -.lo OF .. ' f' ttl -\o -'.4 ao\ Ia ~ 'be canlool t.....S. h NC­

J404U., ,._, ...S. - ot U. - lc\o o! 1913 \o 1918. 

IWo~ tho.._-"" ot 1918, - , OOflbl louu.,. plMt , 'buUU:>p, ..chlao>Y, o\o. , 
.. ~.~ \7 U. '-- oa .- attv .t.Jril b, ~17, oal \l.oocl Ia \be prodQCtlao otM:Uolu -trl\­
utJ.ac h U. pro_,.tlnG ot U. - •'- ,la\o U. _,..u.tloft ot "Det looMo• 1 . - ""•' 1ooo• 
pr09hloou ot \Ida .t.ot Hlatool oe.1,r \o - 1-• oa.n.lao4 Ia tho pe-lo4 'beglan s attv 
Oott>l>or 31, 1218, oal llllllln& prw \o J_,. 1, 1920. tllo 1918 1• pe-alttool t ho aJIPlloaUon ot 
U.. -..ot lou , fl.rot oplaot -of tho ,...,...lila tuolllo ,...,., (lmo1rl"'! a ro4a\OI'ol.oaUon of 
U.. P'-1"11 :r-•o \ax oal a rollmll or orooll\) oal tho applloatlao ap.lnot tho followla& y-'• 
l noooo ot -r -•• ot "De\ 1ooo0 

-· ""- ot tho proood.l"' ,._. 

Bos!.taloc wUil tho--"" ot 1921, tho ..,uoa\lao ot . ... , looooo• to ..-..41.oc perlo4o 
'beoaoo a J'OCI'lar toat~>H of - '- \ax laB ,.,1.1 tho praotl.oo _. 4h-'""'"" \)' tho laUOIIal 
t..luotr'-1 -1'7 .t.ot of 1933· C.,lW loo- ( u joct h ....,._, 4ltt ..... t llaltatlaoo for lo4l­
• ldualo OD4 ~au .. , ) ""'""' I.D\o U. _,..wloa ot wo1> "Dot 1ooooo• uol woro oontool fo.-4 
tor Ya>Yi"' porlo4o u fo1to.a 

1921 2 

2 

1 

-

"'o1M.,, 1t oapltel UN\ a an uecl in U.. oaab;ao\ ot Ved.• or 
'buo-• HC'Iler17 _..,"' ... '" \ho "'-""· 

-------. ----------. --------. . ---
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Jt illooM tuea 8!p!llioallle to 11141ndllala nre lma4 at a 
ai.JlCle ulto"' J!II'0"90rUoDIIl rate, ud lf the rate r r • 'M4 """"""~ 
the tact thet pine reallaed 1n a a111Cle 1M1' -::r repreMFlt tboae 
that had accl"'lll4 oftf' a loac per1oll. of 1Ml'' would create no pro'bo 
ln. !be aggepte tax .. pa14 b)' a t~r on a S'lnn UIOUFlt of 
plD would be the .- whether portlooa of that pill ..... realhed 
eaoll ;year, or w!wther the lbole p1n waa real1ae4 ill a 1~ na 1Fl 
a elJI&le ;rao.r, 

tlhUr a .,..tea of sra&>ated pr ocn .. ln ratea, boweYer, the 
relll1•Uon ill a aiDCl• 7Mr of t;aillo that had ac~ onr the or 
t• 7earo nl>Jectl IWib pine to hillier taxeo thaD - 1!9Pllca'b1e 
to eourcea of I.JlcoM r-.11ae4 <ll>ri.JlC the :rear• of ~. 

!be preMDt tax be&\aODt a ccor•d the C41!>ital pi.Jla Ud 10IHI 
of 1n4lndllala wna 611lcrle4 prlaarll.l' to eo1n thlo pro'b1-, ll7 ~ 
clu41Jit; ill ~le lFlooM oe,p1tal plFla ..., (nl>Ject t o the llalt .. 
tioA) loa11a to the eo<tent of oenalll percente«ea whtcll 't'V7 w1 til 
the 1~h of tiM a .. eh are llald, !be percente«ea are u follower 

1 hr.,.,.tap ot p1Fl 
Teare 1 or 1o.. 1Dclude4 

auet hal4 I 111 11100!! 

1 or leaa 
l + to 2 
2+ to 5 
5+ to 10 
OYer 10 

100 
so 
6o 
II() 

JO 

.. 1"91\J with l!omt to 9'1¥ 

Ar'blt!'a'J' \bo,..,. the preoeot qote aq be 1n - roapecto, 
1t conotitntea • ~roYe-t oYer the pre'l'i.,... a~t• lFl two 1.­
QOr\Ut reapec\lo In the tlrat 'Olace, the taxat1o11 ot OIIPital l!llilll 
io oo\ 4lnrce4 hoa the pf'OCI'e;alYI 1Fldl'1'1411al illcoM tax och.e411l.e, 
s.conol17, all cluoea ot lnooM t~ero anJo7 tewred tr&l't!!Flt 
ot the1r ""!>1 tal pl11e, ID4 not olll7 the upper 1ncoM clall .. , u 

to~. 
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'fo ae•..sure the dogeo t o oblch the pre..,nt tre ·,t..,nt oollfor11o 
to tho ro qui re..,.h of oqu1t7, eo• otJUidvd -•t be ~~greed """"' 
Ido:Ul7 tueh a ot<JDdard llic;bt be foWl<\ 1D tho -ec><te \axoo that 
..ould ~" been !'ll7Ablo 1t t be roall oed ~ol tal pin had boon reported 
111 """'"to, 7'1lr b7 year, ao H ill fact e.ccrued, 1\lld oubjoctod to tbe 
tax r - t .. tben i a force. !M tax Wl4or t hio otud-vd 110u.\ d ""''7 w1 th 
tluctuatlolla ln tho ind1Yidu.al 0 o ordia~ inco• , with """""~' in the 
tax r at .. , lllld w1 th ch""«'o 1D. tho IUI1NAl 3100u.ota of AJ>precil\tlon iD 
v.U.ue . 'ftlo onctiCJOl di!ficul tho of "'>9l)'iag ouch a a tlllld,'U'd ,..,oo,... 
t o be inouporable, tor tbe prooont At loaot . 

A more practicable aorproach t o a otandl\rd of equity "'"" be ,._'141 
by auuainc t hl\t an anr 11. • ....,..t o! capital e;aiDo bJod boon ro.U.iled 
nonly over t ho number o! yoare du.rinc which tho ,..,.ot ""' hold: t lat 
tho ind1Yidual 0 o other inco• rom!lillod ooutsnt ; :uul th'\t the current 
tax r atoo were in force throucbout tho poriod. .t. f oir t ax on a 
roalioed C&l>ital pin 'lmder t hie otl\lldud would be determined by 
41YidiDC tho ca ' it.U. caiD b7 tbe nwober of )'03l'o du.ring l!hich the AOeot 
bed been held, sddinc tbe a ... rO&O """""t to the indi'fidual 'o other 1~ 
co• 1D. the 70sr ot ro.U..haUon, dotorllin1nc the tax !I!>Plicablo to 
tbio • ., • ._ ...,...t, 1\Dd wltlpl)'inc t bio tax b7 the llWiber of ,.,,.,.. 
du.rinc whi ch the aoaet had boon hol d • 

.TWiced b7 thio otandlu'd - which "''ll' be C311ed t he •accrual baala • -, 
cap1 tal cabo are no• 111bjoctod to dec1doU,. pre!erential trol\b ont ae 
coarpa.red w1 t.h other ~orme o! 1ncoM. Concrete measure• o'f the extent 
to whi ch tho tauo no• iapooed upon copitt>l ¢no ,.re looe than thooe 
that would be i~oed b7 the otl\lldord juot de ocr ibed are presented t or 
oel ec ted C!\880 in ! able I. (lor tableo , • • • .t.opendix .t..) It will be 
obeorYed t hat tho preaont taxeo rongo troo 20 percent t o 70 peroent 
low.r ill tbooo ool ectod oaeoo th.."" t he t axoo which would be P"""ble under 
the otandard doocrlbed. 

If the effect of the proeent tax tre~t~ont ot ~~itol g.ino 'O'Ir l 
ae rely ocllfilled to a u.nifor • l>reterontial t re.,bent of thio tJPO o! il>­
cc• , thio oould ocncei Yobly be juotified on groUDdo of nre.ctical •• 
:>ediency. and on tho turthor groWl<\, porll&po, thJ>t ou.r treJ\haDt of 
capital loneo 1a Wl4nly b.oroh. !he f..ct o! tho .,.ttor, bo'O'IYer, u 
1o illuatrated in tho \able, 1o thl\t tho pre sent trl'ttaont , wb!lo de­
cidedly pro!erontial to c.oq>i t al pillo iD practically 1\ll caooo, 1o 
• hiaa1cal ill ito o!fecto; and ito pDiral tendency 1a to Ci ... di8pro­
portioll.lto tax proforonce to il>dl• idu.alo n th hrce inoo:aeo . 

!he difficult7 dooo not lie pr1111U1.17 in tho roecitic otop-d0111l 
pe rcent - • ooDta.tned in the prooont 1&• . ~o f:~et of the ,. .. uer 1o 
that it io inberontl.r i ii0Coa1blo, u.oder a l>rccroooi'fo r .. to ~ot .. , to 
dooip ttzq eertoo of otop-dowe in t ho ~roportiono of t:LXI\ble c .. ni tal 
c.Uue obich would j•1eld reo11lto entirely O'lnoiotent w1 th the o tomdard 
deocribod abo.,.. 
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J . IatqpJ,tt wi th rerptst t o le•M•· 

a.;>ltal looou, ann ~llcaUOil of the otatuto..,. perc..,taceo, 

are d.ocblctlble onl7 to tbe extent of , 2, 000 pba tuahle c.pltal 

plno, rlth no carr;r-fonrard of looooo, 

!hlo treat,....t of caplt&l loooeo i o inequitable. In tbe flrot 

place , the llJtltation u a.no tbat no cono14.oratlon 'llhateYer 1o giYOil 

e:a:ceoo looou in the CUM'&Ilt 7041'. !lro.a, a t~r aay be required 

to pay en illcoae tu "" ordlllarr incoae in oplte of the fact that 

he heo e:a:cou capl tal loooeo to an extent su!ticict to 110re tbaD 

offaot hlo ordin&ry inco... In the oocaad place, the tupayer 1o 

not allowed t o e&r1'7 forw.rd capital loaou &plnat tllturo capital 

pillo. 'l'he wideoprea4 oenoe of inJuttco nowtn,; out of thh treat­

IMillt t..palro cooperation betften tupayero and tho GoYOrtlMnt ill 

tho &dllillbtration of the illcaao tu. In tho lllllcle of 11&117, the 

prea..,t treatDont to ao patent17 'llll,l1ut oa to be repuc~W~t to all 

aenae of fair p1&y. 

o. aaeouyest or eapittl pipe ' ' •ows• of YCOI•· 

O..o of tho 110ot l.llportent critlciaa lo'riod ap1na t the preo­

ent tu treatment of capital g&illa baa been thet we&ltb7 illdt'ric!D&lo 

are dtacouraeod from ... barld..ng their c&J)i tal 'Oj)on now entorprheo. 

Lorgo-ac&lo YODturol into new fiold.o c&DilOt commonly look to pUblic 

f1n&oclll8 t o prc'ride their e&!>ital roquire,.,ta. lloot oucll .,...._ 

turea require one or core zten of la.rp ••an• wbo are w1111A~ to 

ta.'<e tho rhl:a illYOl'fOd. llhiLt we ~~AT term tho 0 ontorpr1oe C*J)ital 1 

pro'r14.od by oucll illdtrldualo porfo,.,.o a bi«bl7 u.oetul oconoaic 

and ooct&l oor'rice; an<!. 1 t 1a prwclool7 oucll illdt'rid'cl&lo "Obo are 

boot fitted to aooumo tbo nocoooary rioko. Bot tho proopoct thot 

llliCb of the pills, tf any, will 1/P to t ho tu collector , "Ob1lo t ho 

louoo, if &117, will be allowed only ill part aa a de41letlon &plnot 

tazable income . it 11 contended, re80Ytl .uch of the 1neent1Ye for 

•u terprtoo Cll!>i tal•. 

Iow tho 11ost atrtkiDC chAractoriottc of our tu traataent 

of capital getne, ill conjunction with tho ocl>odlllo of 1nd1v1"'-l 

111c0<1e tu ratoo, h thot an oxtroMlY otrong 1nducoll101Lt lo of- . 

fered to ....Ut!IT 1nd1Y1dualo to ..X. their nn ill.-ootaonto precholT 

in ncb ll&llDor eo will cau•o tbo1r r otun\1 t o take t he fon ot 

c.pital satno . !hh ~~AT boot be 111114o clear 1>7 concreto eX&~~Plll. 
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.t.atUM an iDd1'1'idual 'll'ith other IUZ'tax income of $Xl0,000 who 11<11 

$1,000,000 to ilrfut. It he can t inA an 1Dnet .. nt whioh, onr a .!>•­

rio A of 10 ,._..,, will ret\lft h1Jo a cepHal pin aYerrCinc onl)' 5 _per­

cent p.r _,., 00apou11ded III>Dual17, be would d1eoonr UpOn c&lculntion 

th<lt hit nat return, after tax11, would 'be aqui'l'&lant to a 12. 8 parcaDt 

eru>U$1 7111d on an orAI.Iu-.17 inco .... produciJI& i.nnet11ant. l!e woul<\ !ind 

that onr a period of 5 :vearo he wo'lllA need to obtain an e.nnU$1 :vio1d 

of 11, 5 percent fro• an or d!MrT iDOOM-!'I'OIIIIcilll: 1Dnetunt to equal 

the nat return, attar taxoo, thc.t he .tc!lt obtain throucb a cay1tal 

pin anreeiD& oD17 5 percent por ....,,.., 'E'I'on on an iD'I'aotMnt tor 

oD17 1 :vooz (1 ~ thoul'A be aAAoA to aecb of thooe yerioda), a 5 per­

cant C~~~Pit&l gain would gift hia juat u 1arce a return attar t~x•• ao 

a 7.1 perclllt 71•1d in 1Dtareot, d1Yi4ende, rente or r o:voltiu. 

Si•1lar1;v, a oq1t&l saiD averet;ing 10 percent per 81111\lr.l, com­

pounded annU8117, would «iYI hi11 the equi'l'&lent, att ar tuet, of an­

aual 7iolde of tull7 t axable 1Dooee of 21· 7 perc111t, 24.6 percent end 

111. 5 percent reepeotinl:v, accor 41D& u he htlA the ce.pit&l t;nin i,.. 

nttMnt t or juat onr 10, 5, or 1 :vearo. 

II• would 1111A a cqi t&l pin anrac1nc oD17 1 . 5 percent yer 81111UII, 

oo~AIA anauall7, O'l'lr a period of 10 :vaare, to obtain the o&M net 

incoM , attar taxee , t hat he would 4eri'l'e tro" a )~ percant bonA· and 

1'1'111 o'l'er a period ot only 1 :vear anA a Aa.v, a oe.,ital SaiD ot 2-i -per­

cent would equal hit net yield attar trx•• fro" a 3~ percent bonA; etc. 

'!hate and other tXer:J)llo 1lluetrating the preferential tex t rent­

MDt now accor41A iDooiH obtained in tho tor" ot capital l!llint, u co,._ 

pared with other f orme ot income, art preoenteA i n ~ertar Aetnil in 

'l'ablet n . III, IV, anA v. 'l'h• clear OODOl ,.iOD ot t i'AII •~noidel'floo 

tiona 11 that well-intorud we&lth7 .. ., po01111 a '1'1"7 ponrtul in­

centi'l'e under preeent l~w to tAke a l r rce proportion of thei r total 

iDOODI iD the forll Of cqitl\l se.iDio 

p. m•st pp te&nemt tpzeetwpt. 

'!hare h ao 4out th<lt ~ital pint t~Ue , like Ill¥ •••• on iG­

'I'Ittaent income, inoreut tbt rilati'l't attraoti'l'tntee, other thine• 

'beilll ttual, of tU.IIItll'tpt iuut•nt e, Jilt \111 teot 11 U.at Of.Pital 

~~tint tbnttl'l'et oo11eUtute, in etteot, a piii'Uall7 t-•ei!Pt t)'l)l ot 

1accDt u4n pruent law. ~\1011 troa iuou tutt b of crea\eet 

Yalue, ot oouret , to 111A1'1'14uall eubJeot to ~~~~ 1\ijlheet IUI't~Uio jA 

1nd1Yidllal with .P.OO,OOO ot other eur\lllt 111t iiiOOM 11110. olltain a oapi­

\&1 p.la -..uc ODl)' ,, 7 ptrOIIIt 'PII' _,.,, OOII'PO\III4el l&lluallT 0'111' 

• ,_,_period, on a"" tnnet•11t ot $1 ,000,000, \o olltaill the 

1ue 111t rt•ll after t111t11 tlw\t Ill oollll o"'ai11 tro• a 3 perota\ lllo117 

tU.IXttrp\ lloDdl 11114 a ot,J~Ual ClliD aftracilll Oal7 5 pUotllt )Ill' Nllll& 

would «in bill: a net tu-trM t11oo .. a'l'trt«1111 11,1 'Piroent 1111' t.IIIND. 

(Ill !alllet II, tit , t Y, &nl y, ) 
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J. Tar\al!UUz b. Rnt!!l!l 

'l'ht lnclut\on of capital piu !114 lo11u for purpoooo of 4o­

hm1n1Dc tho incoae tu 'batO ""ctD t'O!ho the 1nstab1 U t.r of lncooao 

tax renJmeo. !hlo 1o t.,. of the prastDt !114 paot tre&'-!Dt. aD4 

4oubtltoo would be trut under asrr of tht h\ tharto UDtr1t4 plADI· 

'rho fo.ot thst cap\ to.l pl. no conoU tutt 4U1 orro.tic oourco ot bcome 

1o DOt eutficitDt ru10n for a.tfor<U.uc th• preferential tax otatuo. 

It would be a alotako to deoip the oMractar of C~q>i tal ll&ino taxa­

tion wUll ot&b1Ut.r of rnonut ao the primary objoct1'f!, Sto.b111t1 

of 1DCCOte tax reYonueo, 1f 1t be o.t all a tt•daable, IIUot bt reachtd 

b.r ot&b1lh1D« our tDtire econ0017, or b7 a ~•t• ot anro«tDC tlle 

tax bal!. It oazmot be ro.achtd., whether capt to.1 pino are included 

or exolu4t4 in the income tu bo.ee,UDdtr a ~otiiD of procroootve 

1nccne tax ratto in .., OCOJlCOI7 thAt 1o characttriotd b.r ot'fou 

buoineoo doproooiono. 

In ouch an ecoDOaa:r, the dtOirab111 ~ ot a table :ftdoral rave­

nun 1o utr•tli doubtful. !btrt art broad teo1101111o CJ'OUDdo f or 

the poo1 Uon that, w1 thin 11a1to, tluct'O!Uono 1n :federal rev....,., 

in rtoponot to nuctuationo in businuo concl1 t1ont art hllbl.r 

c!.tsirablt. :ftdtral 0o'f!rlllllont tinanct 1t capable ot pro•i41ng one 

ot the .. ot t..port4Ult tlaonh of flaxibili t.r 1n tht tconomic 

ttncturt. In perio4o of daprtooion, when bank cre41t hso been 

or 11 btiDg ccntracttd ancl other a'f!nue o of inveotmtnt are t-­

raril.r UDattracti'f! to those w1 th iclle !undo, an exoeoo ot 0o'J8rn­

ooent upencli tnrto O'ftr tax rtetipto, fillanctd b7 debt 1not.....,enh, 

oento tho 1Joport4Ult fUDeUon, 81110UC ot..'>ero, ot ooodtrat1114 the 

4ael1ne ill the llat1on1o vnrchsotuc power, and 1111 exceao ot tas 

rectipto onr or<Unar.r el;poncl1turto 1n prooptrouo tl.aoo 1o e&pable 

ot ooodtrating boamo. 

:r. ~{feet on S4.mi ti 01 Marlett! lf 

'1'hero are three chit! r!lpoeta in which our preoent Cll!'i tal 

gaino tax provhiolll ~~q be •14 to i nfluenco tho ttmin& ot ca?:>ital 

tranoacUonot 

(1) Ineomo ta:xoo on c~i tal pi no ~~q bt ~­

:Q2ntd , at t..'>e option ot tho t~tXpaTer. b7 dola:rtng the 

to.-1 r!alho.tion ot ouch pino. 

l.f JOr a general dhcuooion of the otfeet~"'f"CaJ11 tal ga\110 -­

Uon Oil oecuritieo ooarlceto , oee Section T. 

Regraded Unclassified



- 18 -

(2) hlcc>c3 ~00 OD C&l>i t .. l p.ino ""':! be 

[!dUCK, .. ~ tho 01)tion o!' th~ tupayor, by defor­

rL»g f o1111u realhation UD~il ono or more o!' tho 

four •otoo·dom" iDtenoela prorldod in the law 

hao ola;oaod. 

(J) IDeo:,.. t.uoo on capital gain a ml!i/1 be 

~offi2lotolr avoidod. at tho opti on o! the taxoavor. 

by foraB01D& hnul roeliation cluriD& hlo Ufotime, 

loan"' euch r eel Lea t i on to be acC0<11J>l1 oltod 'b7 b1t 

boi ro , 

I n an'\lydn& tho o!footo of th••• innuonceo won the doci­

o1 ono of the iDvootoro , 1 t 1o 1Aroor ta.Dt ~o bMr 1D ;.ind that tho\~&)> 

rol\1, they ar.> mod1f71ns rather thsn 11rilll%'1 in.!luenceo; And that 

tltoT oporato among a IQ'l"iad of utbor !orcoo. 

1 . fo tt11onfDopt of Ta; LiabLlitr 

Thoro can bo 11 ttlo doubt that t ho aore fact that en lnd1-

Ti4Del IIOT definitolT pootpono or avoid liabilitT for additio~l 

i ncocao taxoo by rofralniD& fr<u COD-tiD& a capitol tranoactlon, 

con t tl tutoo in i tself a motive to so refrain. Ctlpital ¢no taxoo 

of tho pruon t char«e tar may be reprdod, from t llh ))01D~ of now, 

a o & IJ)t eiu ~r oubotantial tranofer bx. Lila brolto~o CMC>h ­

oiono' and ot,..n tax••, but f ar mor e hUTilT. in .....,. cuoo, thaT 

in~rpboe a coot, and therefore an obotaclo , &gainst the oalo of 

capital a s ooto. 

J'Urt!tor , tho pncoedo of •oat oalu of e&pital aoooto aro 

conYerted into new 1nve stmenta. Wot\ 1u~••t~r• muat tac• the con­

oideration. thoroforo. tb~t the tuperloritT of thei r contem;ol ated 

eubotl tuto lnvool:llento 1o Tot to be :grond, whor .. o t ho &dd1 tioD&l. 

tax liability &r1o1ng out ot tho oalo ot tho old in'OOotmonto 1t 

certain . .1. now 111veotmont must not oDlT bo aero attractive tMn 

tho old, but ou!ttciontlT aero a ttractive , in addition, t o oftoo~ 

tho capital pin a tax wbich tho tranofer will on tail. Tho pol1cho 

of ~ruotooo an4 aanacero of oo totoo aro soaotilllo docLoh elT 

1Dfiuoncod by thooo con$lderat1ono. Bocauoo thooo faotoro are bard 

to .. 1p, - invutoro a r o ap~ to plt.co an irratlonnllT hoaVT 

woicht "!!'D" tho tax fact or. 

\'be ptTcllolopcal obotaclo to tho roalhation of lar4e capl tal 

piDo by 1Meotoro w1 tb oubetontlal taxable iDcoaao ,...., oaollT be 

1llna tratt4: 
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In 1933, an h.,.o~or puroha .. d 2,000 obaru of l'bol:P.-Dod&e 

oc.oon otoclc at flO a ohare. lb.lll the atoclc reached $511 a ab&re 

in 1937, tho otmar ooncl114ed that H •• U•e to .. u, parUc­

ularlT ill new of hh ,.lief that ooppar pr1cu and perh&po bno1-

aeoa cenorall7 were due to daOliJll. Before aellillc , the bnotor 

OOIIpUted hi e proopootin tun. !!a .. u .ted that hil autu 

Det hcoao froa other oourc .. would ,. tl;o,ooo. 'l'ho aale of hh 

Pholp.-Docl&e ot""lt would gha hill $96,000 ot :Profit , of 'IIIlich 

6o porcallt, or $57 ,6oo, would ba w.bJact to 1Dc0111o \ax. 1!11 nor-

11&1 alld surtuea on the tuablo portion of hi a l'llalpo-Doqe 

p rofit would eaoWlt t o $29.012, -'1\l&l to about 11!; pointa 1n tho 

price of tho otoclt. 'l'lla mar1cot prtca of hi a Pllolpo-Dodge atoclc 

could daclille '1>7 25 porcaDt w1 thout tho doc Uno quite -'lU&liac 

t ho - ouat of tu he would han to peT 1f l:e aold beforo the 

doclina. If ho oontapl&ted tho purchaaa of a 41ffaront atoclt 

w1 th tha proc10do of hie aala, he would han to take aCCOWlt 

of the fact that after allowiag for hia tax ha would ha<re •••11-

ablo oul7 75 peroont o! the .. procoodo for the 111bat1 tuto innat­

a.ent. 1hou.cb persuasi Yl to '1<11:18 iDYeatorl • thel e crounda f or 

dol'*"- nc lictuldatlon are not altopther oound, •• h broucht out 

i n Section Y. (Paee 24) 

Likewl oo , tho exittlng or tJZJY other reotrictiono o.ll tho dedw:t­

ibUH7 of louea oil capital tranaactiona influence the t1m1Dg of 

the latter . Ou tho one hand, tho Uiatlnc law , b7 limitiDC tha 

dtduct1 bill t:y of capital looc.. to tho 011ount of tuable capital 

cain• ~luo $2,000, pro<ridot a definite incontiva to concentrate 

t he raalhat1on or losau 1D 7oart when cr;pital ¢aa aro largo 

and to defer the r oalhatlon of capHal l oaoco in 7oaro when capital 

plno and other income are • •all. OD tl:e other hand, b)' "P.!>171DC 

t ho otwo-doWil schedule to t ho amount of capital l ooaa o deductible , 

t he proco1lt law e1lcour"'ea an o&rll' raali•tion of l o••••· In 

-oractice, th .. e conflicting tendoncieo are further complicated b7 

the fact that t l:e vecy bu.d1loao and II&Z'lcet condi tiona tbet faYOr 

t ho -oo10ibllit:r of re&lhinc large capital pine reduce th o poni­

bil1t7 of roalidDC lar"' cepital l onu, and Yice nroa. 

2. lleduction in !ax Liabilitr t hroup_ l'oot ponpol>t of !!ttllptlon 

The oXhtonco o! tu difftrenUalo baaed upon definite u ... 

i ntor<ralo obould logioall7 infllliDOo tho t Wnc of- cepital 

tranaact1ono. Particularl7 whore the Cllin• are larc;o, and mbJeot 

to hi ch ourt..x ratoo, t ho prj vi l os • of ""o141DC tu:u on 20 to 70 

JltrCeD t of ouch cain• b;y podponlnc llf;ol realioatlon for one t o 

teD yearo aa:r naturallT bo upocted to prowido a powuful i nduco-

••nt tor 1010h pootponemont . 
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'!'he ~P'•• of thb 1114w:_.,t b clooe!J' d.oen~nt upoc the 

ourtllt br6Cket l n whloh a4dlt1onal lncoooe will f~l. AD 1r.41vld­

ual with a our~ lilt bco.ae of $10,000, who hat an unr•alhod 

ce;>ll.al pin of $2,000 on a atocl< held for Juot OYer t wo y.ara, 

would be tlllb Joct to an a4d1t1onal 1ncocoe tax of $132 l f he r.al1 .. 4 

hh pin 1aae41ately, and could look forward to a ~ oaYl"C of 

only fl4 1f ho del qed r oal h a tlon for an a4dH1onal three years. 

An 1D41rldual wi th a ..a tax ne t income of $100,000, wi th the ..,.. 

Wlreal.htd co.pltal pin, would be ll&blt to an addi tlonel tax of 

$744 lf he told the otoclt 1aaa41ate!J', but could ••• $21l3 1D 

t axee by delayl!J6 llqu1datlon !or u ad4l.t1onal t~ee yearo. 

Some in•eotoro r11a:1 aloe be influenced by the conolder&tlon 

that :pootponeent or realhation of capital pine until alter the 

clooe of a taxable year cln• th•. ln e f fect, a fr•e loaD, !or 

an ad41 t lonal year o! "" a1110unt equal to the tll<e• that would 

han been ]>&7ablo on the capital pin e 1! rtalhed; aod that tllh 

allowo t h• to maintain a lart;er pool tlon ln tl:.e -rket. 

3· ~leto A.v"i4a!lce <>! Cl'lltH~..lN'J.l 

Oaoi tal ~~~LiDo ttoxet 111q be avoided completely 1t realhatlon 

of !lllno h not lll&da dnrinc an individual' • 11 !etlme and tho &ole to 

i ncorporatinc e&111• are bequeat hed to hh heir a. 

Any lndi• idual well ~·t middle lift who poosoooeo oeaurltioo 

or other J)ropert1ee acquired at coats w.botantlally below tl:.e 

price& that ho m1tht currently realize therecn, la t hereby prcrl~od 

witlo a 4l.ot!nct and power ful incontln to refrain from oollinc 

thee. I:r be don tell tb.,, he will be mbJeot to income tll<eo 

on a t laaot )0 percent of all the capital pins that ho r eal.heo, 

UDl eoo he hat ouf!ered o!foettinc looseo. If be d?et not oell 

th•, he 31\d hi• heirs ••••P" tax llabillty on tllloh gaint fore.,.cr. 

In addltlon, the ablllty to make clfto directly, or lnd!rectl7 

thr<>\l.cb truoto, aa well aa charlteblo oontrlbutiou, ln the f orm 

of aueh i ncorporating capital pint , Ulcewill pro•ldeo a d obr­

rOIIt to re•lh .. Uon, beoanoo the ao.pltal pint 1ncorpcrate4 l .n the 

aneta are no t subJect ed to i ncome taze o a t tl\e tl.llle of tranofer. 

G. !ax ,\,.o1wae 011 Ctw1tal Qa1no I RRr•enh _InclJ!!! ed, 

i!LP!.Q.IW._t%. 1m!,hrrt4 a \ ~..._b: !J!.tu Vhot 

Q.l !.!-.L":"A-1!!. ..9.!1N:!!!!.'i!}_e_ Contrl but1ont 

o\t flrot glaJ>Ce, 1t otJ&¥ OIP"'GJ' that the tilt aYOldanca a r lo1nc 

t hrcueh the transfer a t death of ea.oltal a .. oto h""rooratl~ .....,t tal 

pilll ls larc•l7 offoat by the bieber t otal eotate t u:e o • hlo':l r eeult 
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b-.. tl:e 1ota1 'beq,..n h larpr ~ the -=' of the ~ w! 

rai•• ~ &Y014alloe . U llhaal4 'be aote4 that t 'be l oO)IIIoh _. 

'be 0011pla&el7 aeale4 llr \Ilia oft•\ ao loac •• tbe eawh \a& 

raha are UD~ar 100 paroat. 

""- alC..Uoa wUb raapaot &o 1;,W Jiua cifU h aouwbat 

al.&1lar 1a obaraoter. Aa 1a41Jidaal ...., 41J14 .. -ac bh Clll114r• 

:pl'<)!)artiea 1DoorporaUac lar&a Wli'Mlhe4 oapt tal plu h aot 

lllll>Jact &o ..,, tal &ala• &uea oa &ba p1u lacl'Gde4 1D &ba p fta. 

!ba oh114raa are lU:awiM aot lllll>Jaot to aa:p1 tal pia a tazea 1a 

OOIUiaoUoa witb theM pita, 'alllaaa Ul4 'IIDtll &beT l1q1114ah the 

:propertha. bt h ..,ra, tbe 41etr1bll.tioa of the pJ.aa -ac 

aaTeral 11141Jihala aa4, -~. -aa 1D41Jiduala of .-11 ... 

1ac ... t.b& tbe traaafaror, ra~tba --'• tax l1ab111'>' 

'llpOD &ba oo,pt tal &ala•. .la 1D the O&M of the .. tate tu. t be 

&Y014&Dce of tba tax oa ..,ttal plaa O&DDOt 'be otfaat 0011plata1T 

ao l oac •• tba pit t&& mtaa are UDiar 100 par-t. 

Ia ..J41t1oa, aa 1D41Y1d.l:lal lllllr:1D& 4oaaUoaa t o cbar1t7 1D tba 

fom of auah taoor:poratlac C11P1tal pJ.!la &lao &Y01h &&&aa 

'baCIIIlaa the law 4o .. aot raooplaa the\ .,.oh traaeaott oaa raoalt 

1D. raalhatloa of ..,ttal p1aa ~ the 4oaor; Ul4 the oharttabla 

aJid aladlar 1aatl tutlona are aot .,.bjaot &o t&&atloa. 
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!be aoot poroiotent obJection Yoicod againot capital caine taxoo 

1o the contenUOD thet the7 creat17 obetrw:t the trade i .n .. auritloo 

and otbft capital aaoett. n 1o arCI'od thet .aD:/ potential tJ'­

acUone thet 11<Nlc1 oth.erwl. .. be ~rtalctn are poo\pont<l for Y&r71nt: 
peri~da, or indefinltol7, to aYoid or r~ce taxation on the saint 
thet 11<Nld be realized 1n CODillctlon tbftowith. '!be aobilltr 'If 

capital and entorpri .. 1o tb8ro117 rotardod.. 

It 1o alao urpd thet ....., otoclt pr1cot are r1o1nt;, the 11qn1~ 

Uon ~f OYer-priced eecuri tloo, which mi&bt choclt and moderate 811 

Wlhealtby rloe, 1o c11ocouracod, thereb7 contribllt1114: to 811 OU«&8r ... 

Uon of the r1oo and to a obu'per nbooquent decll~>e. In coneequa~>ce, 

1t 1o held, otoclt .arbt boau and oolltipoee are accentuated, 

There 1o ,,.e •eanre of truth 11> tbooe co1>tentlono; but 1t 

IIIWI t be illpbalhed thet, except in certain epecial oaoeo, tile ocope 

and force of tax 1nfluncet 'QPOn the eale of 11curi Ueo aq be 

1U1l7 •-rated. In _...:1, neither the &ftiloble ~~~piriclll 

orldonco nor 8111117t1o of the 11Dd&rl71DC factort O'QPPOrto the larp 

claiao often aado 11> tbio conneot1on, 

~ O.naral LW toUono wn the Tax Influence, 

1. X..ob111 tz of llan of C!!pltal J.aoeto 

In practice, •• know thet the great a&~e of capital aooeto io 

o.,.d 117 peroone, natural or lopl, wbooe co~>tlJNecl .....,.robip of 

ncb &etlto 110Qld be l&rp}7 Wlai'fectod b7 the character of our 

capital t;aine tax prmolono. !hl.o 1o not ODl7 true of .. ,, pb)'aiclll 

proper tho. bolt 1t 1o aloo true of the creat ... of ••carl u... J. 

l&rp proportion of the latter 1o helcl b7 co~>trolllDC ot oclciloldiDC 

lnterooto in the Y&riouo corporaUone, and a larp part ot the re­
...tDdor 1e b.ld for l~ter. inno-nt for the intereet and d1rlcl.oD4 

bcc:ae. 

2. lbort-tar. !!s>oaulation not O!'eatl7 J.ttecWcl 

JUrther, ... ., the etteotiYol7 •obilo traction of the oountr71 o 

Clll>itlll aaoeto 1o not unl.for.}7 oenoitln to the character of our 

capital pine tax prorlaione. It 1o l.aportent to c11oti11Cnlth, in tbio 

connocUon, betwoen tr&claro, eptaulatoro, aDd innotore in ooCIIU'itioo, 

!be ooauri Ueo oporaUono of t r&clero aro not d1root}7 atfoctod 117 the 
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011plt&l pll>e taz proYl .to~>o 'beOIIl\01 1t 1o of tho 111110041 of U.011' 

t1mot1011 that tho1r operaUoae are .u .... e:LT obort-teno ill cbaraotor­

well wlthill oao .,ear. Gdao fro• traaoaotloao ill 011pital aoooto oo,._ 

ot1 tuto their mnoal -..co of lllooae; ud IILCh pillo oa tho part of 

profo .. 1oaal tl'lldlro 1rOQJ.d pro~l.T 'be t&Dd ao or41Dar7 lllooae, ao 

tloo7 aro ill "'cle••, ~" 1f t&Do cia 011pital pil>o caaorallT ft1'l 

abo11obed. .l llllbotaatial proporUoa of F'm'eton ill ooCIU"iUoe aloo 

oeok to n:plolt obort-tono .,_ate pr1ur11T; ud tlw operaUoao of 

IWlh illdhldualo aro 11kw1oo rolathel.T illlllloithe to copltal pillo 

tax pro'floloao. 'l!radoro aa4 lllort-teno opeon4to.ro ill 01carl Uoe ao­

OOWlt for a ftry olca1t1c&t fraoUoa of tho total 'I'Olxlae of tra41J1c 
ill ooCIU"i tieo. 

Data aade &Yallable ill reoeat 71aro illdlcato that tlw oporationo 

of oto«* e:o:chanco -'bere aloao, .one tradoro aa4 epeCNlatoro, 1oallt 

enrprht.nclT larco ill U.O total ..,,_ of tra411lc ill 11otod 11....-iUeo. 

!lmo, tho ftcnreo 0011plled bT tloo senate eo-ittoo on llenlrlne &d 

cu.rronq for the -th of J'ul.T 1933, 41o~>loood that tho per.,.ntap of 

-'bero1 tradl~~g ill rolaUoa to all eharlo bought ud oo1d oa tho I" 

Tork Sto«* b ch••&'l ..... 27.01 percent, and oa tho J• York CW'b lb:clwl&'l, 
27.118 percOD.t, and oa 27 othor e:r:cha:ncoo, 12.36 per-t(91D&te bport 

J o. 11155, 7Jr d Coqreoa, 2nd Sloalon, p&&'le 19-21). L1kewloo, tho 

SOcmrlUoo and Jb:ch••&e Coa1ulon, ill 1h report of .l'IIAI 20, 19}6, on 

tlw •:reao1b111t7 and .ldvioabllltT of t ho o...pleto socrogaUon of tho 

1\moUono of Doaler & d :Broker" ~· 12- 13) mtod that 111 tho 25 

•Mite 'beti'IID. .Time 24, 1935 ead ])oooablr 14, 1935, -'bero1 trad1ac 

ill ell otoclto on tho - York Stoalt "'""'""'• e:o:cllaalft of tron-
U oao bT odd-lot clee1ero, totaled 24 percent of tho reported po.rohaooe 

ead oaloe; and that the enreco •eetlT peroeata&'l of tlw total tn.41nc 

aoconnted for b7 Ma'bere of tloo e:o:chanco ••• oleo 24 percent. 7.'loo pro­

portio• of tho total tra41Dc 011 tlw I" York Ollrb Jb:cht•&'l &eOOWitld 

for b7 aea'bero clllr1Dc ..,Jiotaat11ll.T tho - period -• mt croatl.T 

different troa the proportion o1tod for tlw - Tori< Stoclt lz•hen&'l. 

3· Opater l!portuce ot lJ9•1••• ho\ore to I Jlftatora 

:IY111 """"C ffiTUtore, lt mot 'be a.phaaleld tlwt taz factoro 

operate 1D. practice .one a ••l tor of otloor oonaldneUoao, & d that, 

b7 roaeoa of thlo faot , tloo7 are oo.oal.T robbed of e croat dell of 

their force. JJI 1nd1Y1dual who COMe to tlw ooao:W.o1oa that tho 

oo11pet1t1n poelUo10 ud p ronto proepeote of the tl'o lee41nc jMrl~>&~~ 

proo!llcero of till cane ere f!Plnc to be uadel'lllud bT tho ont ronco illto 

thle field of the Ooron.-IU111Dh Olaoe OollpUT ead otloor lllper-t 

0011ta1aer IICQfaotnrero , 1e YOry lUll!Jte}T, 1f n ll 114Y101cl., to poot­

pou for o1P,t or nl.M aontho t lw ell• ot Aaerlcan Con or ContillOD.tal 
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C.a _,. o">cb 1A oMar to ol>ta1o tu uepUon for .,. a4d1Uooal 

30 poro ... t of blo po11i"blo pro1'1'o from U.o ula of ouch otocko. J. 

auch aall.., Ucllu 1D the ..n=ot prico of tho otoclt WO\ll.4 moro thaJI 

offeat t.ho radw:Uon iA taxaa. !hh 1a true 1n ooar}T all caooo 

wbero U.o 110t1To of the oalo 1a wi 'bd.rawal from a docl1D1nc, threat­

elle4, or a i>arruood 1D<\I.ott)' or ootorprlea. 

J.a- all iAdhiclual with other aurtax oet illC<ao of $50, 000 

who baa all WIJ'aallcod profit of $2,000 on 100 ahareo of Cont1AaDtal 

Can that he baa Mld for Jnot o•or 18 montho. If thlo iD41'fidual 

oollo blo otock iiDodlate]¥, $1, 600 of bh prot'lt will be Olll>Joct to 

iDCOIH tueo of 35 percent , or $560. If be hol4a hla otock for an 

a441UoAal aix IIODtha, onlT $1 , 200 of hia profit would. be taxable, 

&ll4 tho tu would. bo ~ - a tax oa'finc of $140. J. 4ecl1oe of 

le11 U.... 2 poiAh 1A t.ho price of tho otock would wipo out the tax 

adftZiteca of hol41oc. 

'lho oae ccoa14eraUoAO ap:;o)¥ more cenoral)¥. lhan ownere of 

oOC\lritiea coocludo that tho blloinooo ai<uAUon aa a wholo io 4ator1-

orat1nc, or, 110ro A&rrow]¥, when thq concl114o that the atock maritet 

facoo a aubatGJ>Ual 4acl1no, the pooolble tax ocoD<Dioo of d.el.qiD& 

1 iqui4at1oA aro in moot caooa conaidorab)¥ leas t han the 4eproc1ation 

that ooaa i.!tnPZ!t 1D tho u.rltat nluo of oecur1Uoo. Tho CQ'Clical 

&ll4 oTeD oOIM of tho .. coo4at)' fluctuat1ono in ooCilri tioo pricoo are 

eo croat ae to o• orohadow tax ccna14ora t1ooa oo a pure]¥ rational 

baeh; thoucjl thoro 1a Uttlo doubt that i r ratiooal r~o to 

iocurrinc &D a•oi4ablo or poatpoD&blo tax llahlllty si'fOo tho 

hx ccnaidoroUon oomowbat sroator nicht in practice then it would. 

morit OD a pure)¥ rnUooal booia. 

4. CopUp.gpt '101 I.iab111tr of llproalhod 011!1\al (Wpt 

'1he t.ponanco of thooo marltot and. bllo1Dell factoro, O'fOD ill 

the caeo of a n altb;r iD41'fi411al who hooitatoo to realise 1art:o 

Capital Ca1Jl0t m&7 bo illuatratod by roforrill& OC&iD to the ox.oplo 

proyioua}T si•OD (pace 19) of an 1Dd1'fidual who purcbaood 2,000 

oharoo of Pbe1p..,Do4se otock io 1933 at $10 a oharo &ll4 faced the 

quootion of wbothor, ill 'flow of \he 1Dc-o tax of $29,012 on blo 

c.pi\al so1Do, ho 901114 af>or4 to ooll tho o">clt at $SS. It -o 

po1Atod out aa an llluatrat ion of tho p q cho1os1oal obotaclo to ouch 

oalo that tho otoclt could. doclloo by alishtlT 110r o t hen 25 paroont 

baforo tho 4apr oc1at1oD WO\ll.4 equal tho tax liability that WO\ll.4 

ho 1DC\lrro4 1>7 tho 1DYOotor ao a raault of tho aalo. 1'ho lntolllsoot 

inYOotor, howe'fOr, would aloo telto acccllDt of tho fact t hat tho co,._ 

Ull\lod hol41nc of the Phelpo-Dol!.so otock dllriD& a period wban 1t 

4apro,.1atod by 25 porcoot would otlll laa'fO bia o l&r&o contil>Gant 

tu l1ab111V, wheroaa the oalo of the otoclt at $58 would dlocharp 

tbio oootlnsant tax U al>1lit7. 
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Unleu the 1nveo tor hO!><Io t o aYOU c&1>1 tal ca1na ta.:coo entir ell' 

b7 holiUr>;; the otoC::: untU hh uath, or U9ecta the e:iot~ ea,1-

tal pino tax )lr ov1a1ono t o ~ Q'~tl:r relued or olWuted, or 

counta on the ava1lo.b111t:r ot tuture ~1tal loueo to offoet hh 

capital cain, he auat rogard h1o eontl~t tax liability on 

\ml'ulbed ce,r>ital ca1Aa u a real fa.ctor. 

lanationo of Ooneontr~t1on of Lo ld Auoto Al:lo the 

Dt.t<l obt&inecl froa ineace tax r eturno over & period o! yeuo 

olearl:y reveal thet the bull: or the not c~q>i tal Cl'lno realioed b:y 

aeaboro or the ~er lncOM e:r~o ho.Yo boon roalhed conoht ently 

on uoeta held for more than tno :yoero. !!'he 1934 fl{;UI'oo, 

(~ble YIII) wbich ere ~-n.iable in uoahr det&i.l, o1um ~t vu 

probably. true in prniouo :yoaro - that the o-e:.t bull: of cepitol 

~no roalhed b;r aeabuo of the h1sh .. t i ncoae 1!1'0\ll>O n o real hod 

on uoeta held tor Yer;y l ens per1odo, Al tJ1ono;11 our ea;c>1 t<ll .;aino 

to:: pr ovioiona "" donbt contrib\Lt o to thio rowlt, it h utr•ol;y 

donbttul that the:y huo boon of dochhe I.Ja!>ort&nco in thio co,.. 

noction. 

'lhe aoot iiiJ>or t&nt of thooe tr.ctoro 1o that Yef7 ehoable e&;c>­

i tcl ¢no noraell)' llrioo onl;y over a fairl;y lona period ot )'OAr I, 

'!!he o-.r of a valuo.blo p1ece of urban roal eotate can uOUDJ.l:v 

rwbe ~ net ooJn of oovoral hundred porcent, it he re&l.hoo ouch 

" g.ln a t all, onl;y b:y holil1r>;; tho property tor a prolon,.-.d r ho. 

In the ope w:r, " oan 1lbo ..W. U :;>lieo hio cep1 tal 1n en 1ndnatr1&1 

enterprioe b;r 20 or 30 Uaeo CMnot nol'lll&ll;r rolllhe ruch resul to 

e.xctt!)t onr c. lDDb por1o4. 

A obeable pr O)>orUon o! the lar.:;. capital ¢ns roaUsed by 

aeooboro of tho hi :;heat illcoae croup a , aoreover, 1o raelhed in 

connocUcn tr1 th t he oale to tho public, o!ter mc.n:r yocra, of Tlh&t 

hl<d JlroYiouol;r been taDil;y or othor clocel:f hold corporo.t1ono. 

tlcaall .... .dUne olio!'• · u.rcwl:v """" b;r o1l>Clo iDdiYidualo, or ... r,.., 
poztnere f for ex;agple. ha.'f'e 1'r•C!.U811t,l7 crcmn into s izeable w.to:to­

b1lo aoceooor :r producoro before their oeour1t1eo hevo boon diatrib­

uted , with the t.id of innotl:lent bo.nJ':erO, t o inTOo\cro cenor&J.l:y, 

!be Cll!>i tal (;Iaino incorpor&ted in ouch ent orpri111, dutn !oraol.l;y 

reel1:td, e.ro bunched in tho ;rear or nuo o! sale to tho !7Ubl1c , 

~ tho:r had •~cruod oYer a ~eriod of manJ :yoara. 

!hoot foreoe aoeretl ne t oaard the concentration of lo~~hold 

aosoto ao tho ao,Jor- aouree or eapi tal t;alno e>IIOII6 11e bero of the 

hi~r income GJ'OU">8 r.ould e::>!)Oar to be the )lrilliiU':f Ollll, Clld they 

vould oporato por.e;tull:y in tho aeao directi on, avon if cQO?loto 

1ncGDe tax _,uon r orc accorded Cl!;>i tel (;Iaino . 'l!o a conll<ler­

able decree t~ oto»-douna in the taxable prcpo~tion of rv.lb ed 

ce;>lt&J. ooJ~S , o.ccordir>;; to tllO loJ~Gth of tine durinc t:bich tho 
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aeM\ h llolt. oern ao\ eo -A. 1n pl'110Uce, to -.a 1Aa.h1daal.o 

to a.la;rllcpi .. Uon ae to CCDtor tax beaetih _., 1A41't'iaa.lo co, 

tor other r-o, -.14 bold their a01oto tor loac period& ot tiao 

1A OA7 o....,t, Mel the obiot 'bcot1c1ariao at the prao&t •atop-doe• 

h · .. -t ot oapit.al piu .,.., 1n prac\lco, 1ncl1Y14Dalo witb larp. 

aoo .... 

6. MtJMp of ltpgk Pr·iett ll)t ltctttvllx UfacttA )r Reliat1oa 

of h'n• 
It oboul4 bo o.pbaoho4 that tbo lonl ot otock ll&l'ket prlcoo 

WOI1l4 110t nocooaaril;r bo lowrocl 1t a 4raet1o ro4notion 1n oepital 

p1Ao \axoo 114 to a croatl;y 1noroaoo4 'IOhao ot roal hing aoloo, 

It thou 'llbo tool< a4ftlltace ot tbo roloxation 1D capital p.1Ao \aao 

to reelho tboir pine, pnrcbuod otbor oecar1t1oo witb the procoo4o 

ot tbeir aoloo, the 1Dcrauo 1A tho 4oa&A4 tor otocl< ~~&rbt ,..,....1-

tioo 1n tbe egropto eould be Ju.ot ae cr-t ao tbo 1Dcroaoe ill tho 

111ppl7 ot oocur1t1oo. A ol.gn1t1oant reduction in tbe &fti'IICI lOTel 

at otock ..-k.ot pr'ieoo could be e:q>o ctod to toll011' a lllbotantlal 

lownlnc ot cepital pine taao onl7 1t the lo tter illd'CICod ., 1.8po,.._ 

tant traction ot larp bol4ora ot otocko to llcp14oto witboyt y11K 

th• proctt4f to m otbtr otocltl. lucb ., ottoet 11 llllllk.ol7 cluriAC 

a period ot w14ooproa4 rocoYer)' ln corporate oarniDC poftr, 

!bo allocod modoratiDc in.fi.....,co 1:1p0n tho r111AC trend ot tbe 

ooenritioo arlcoto at a 4raet1c radDOtion 1n capital pillo ta:ao 

11 particularl7 4o'b&toble 4Dr111C a period ot 111l4orl71nc bno1Ae01 

U!proY-at . It 11 true that web ro4nct1oa eould ba,.. the tocbni­

eol ettoct ot roao'Fing o:dotlnc 4otorronto to tbe oolo ot partioular 

oocari Uoo b;r parti=lor ln41't'idualo boldlnC larp -roalbecl pine 

tbaroin, lilt 1t 110uld pro't'ido 110 4otorr•t llbato ... r to tba l.aM41&to 

roln ... ota""t ill otbor oocar1t1oo b7 tbeoo 1A41'114Dalo ot tbo proceodo 

ot t boir aaloo. On lle oontll&l';r, tho ,..r;y tact tbat tbo ta:aUon ot 

oapital pine ba4 bo& ruot&tlall;r rodQCod 110ul4 ll&loo tbe otool< 

aarlcet 80re attracti ... the nor, lltock IOOl'loot pine, 'llbicb • .,... now 

onJo;r pretorfll1t1al tax tr .. - t 1t tbo oocurl tioo aro bold tor 80r& 

the ono )'Oar, 110ul4 be &1'1& &A oYon aoro prinlocod tax otatu.o 

DODC tbo 'lariOII.I IOUI'CII ot 1A41't'iaa.l inCODIIo 

B. Mel nil ot tbt IUtqtt ot Patt !y: fpatMpt ot Pst1ta1 

h''' g4 J.o•••• Qll the ltmarititt Marke t 

!bo o't'idonco pro't'idod b7 tbo otocl< urlcet biotor;r ot tbo laot 

15 yearo re1Atorcoo tbo concluoiono clraiiD troa otbor cco.lidoro.Ucno 

1n 1n41cat1Ac that tbo role plo)'lcl b7 tbe tax troat-t ot cepital 

pillo .. a 4otii'D1A•t ot tbo -s>oc:ulaU,.. cliDato 1o not ot ao.Jor 

~rllllloe. 
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1 . !be !WeAtioo 

a 0Yerohadow1 It n&o al-
r~ oen oboor .. d Pl'(:e t tho pr1ncipal mot1Yat1on !or tho 
optional exclusion of e&Jli ~ t;aino from ordlnary income and the 
taation o! ruch oxclv.dAid ¢ne at a nat rate of 1~ peroent, AI 

-. i ncorporated ln tho RIYenua J.c t of 1921 , •• tho belief that 
hill> tu r atoo on c:qltal p.ine nero obotrw:ti~~& nol'll&l tranee.ctiono 
1n capital aaooto. 

IJow the influence of the alteration 1D ta: treat..ont, lf lt vas 
a olpificent 1nnuenco, -. 0D17 one of aaey !e.ctoro that operated 
durin& thio period to swell the Yolumo of Cll!>ltU tronoactlono and 
tho Y01UIIo of real. bod capl tal 0!-\no. ~ cw-e~;ate Y01UDe of 'banl: 
depooito in the united Stateo inereaoed b7 more than $18 b11liono 
bottreon June JO, 1921 and Juno 30, 1929, an lncroaoo of 50 per cent. 
~e federal Rooeroro Board i ndex of induotrlal producti on root from 67 
in 1921 to 119 1n 1929 , .or b:y 7S per cent. 'rho middle Trtontloo, u 
everyone lcnowo, aaw a w1dnprea4 '"""' or a-peculntlon in urban real 
eotate; the later Tventioo , an unparalleled vol=• of opoculr.tion 
in the etocl: markets. The peri od AI r. tlhole """ ac.rkod by numerous 
lar£'1 corporate cergero , riaina corporate profi ta, and a otl:Nlua 
t o 4ccott1c industry craat•4 by our 1crcw fordgn loano. The 1cter 
Tven tieo wao norko4 b7 the receipt or oubatantlel eoounto of foroicn 
1\mdo attracted to our norlteto in ruponao to both tho hiGI> ratoo 
of interoot i n our call coney .... .r:Cot and the rioiDG v ond of our 
oocuritho pricu; and it """ CN"kod b;v, m:tOJlb other rob....,t factoro , 
the a'tailablli t;v for stock carl:ot opooulation or hue- IIlii I or capi­
tal r&lotd b;r corporationo rnd 1oo.nod out ·at cllll throut;h lltiT Yorl: 
banko, a.nd, moat of all·, by & pronounced opocule.tivo tompor. 

It oocme rea.onablo to bo1ioYt thet a cerotul hl otori an who 
a tto=t>ted t o aJl!>raiso the factoro eontribut~ to tho rlolD6 Y01-
uoo of realised capi tel ¢no durl DG the !rwentioo ..ould c1Yt aoot 
of hio attention to the factoro ci ted in the proCod1118 paraueph, 
and on!¥ a YorT OD&ll part to the chal18o• in tho tax trea tr:lent of 
eapi tal pi no. 

!f The Rlaine Stool: llarkots 'Dio period of extraordinarily l•.rs­
C&!>lt Galno ma;v be Uld to bej!1n with 1924, 'rho Dow-Jonoo in<!.ex 
of~ indue trial etocl< pricoo i n Deocber of that :rear avoraced 114. 3 , 
ae compared w1th 94.1 in December 1923. Between December 1924, and 
Dec•bor 1925 , the monthl:V O'rtrll61 Of the dall:y flauroo Of tho Do,.. 
Jon .. index of induotrial otocl< prioeo roae frOD 114.3 to 154.3: and 
w total net profi to fron \he o&lo of copi tal auoto reported b7 
ind1Y14ua1e nouly doubled. htnon Decebor 1925 and De.,.ber 1926, 
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u.lo 1a4az ol»n4 a relaUYalJ' -u Dlt iacreaao, 5 po111ta, aD4 

\ll.ero •• a 4eol111e 111 1926 111 tbe total DOt protl b tr<>oa tbe oale 

of Olpital aaae\a nport14 1r 1D41Y1cblala. ID 1928, the year for 

wll1ch tllo wc .. t '1'01- of pi'OfUo froa the oalo of capital ao11h 

ao nportlcl, \be Dec-bor &Yirap of \Ilia 1D4ez no 280.11. In 19~, 

\be 71&1' for wll1cll tho oecot>4 U.Z.C.ot '1'01- of wall prot1h •• 

npor\14, \lito 111"-z anNCI4 2116.9 for Doc•l>er 10114 Jll. 2 for tbe 
7aar ao a whole. 

a •- clear tbet tho utraor41Daz7 YOl- of roalhocl capt­
tal p111o ciJlr1llc tho !wODtloo no pr1Mr1~ a ti!DcUCD of tho r1o1JlC 

oto<* ari<et aD4 of tho -...lor1Tillc factoro that t111o aztoot rotleetlclo 

a. l(teet of ~oatt=t sut1qu1clatiou of SocuriUtol Curi-

.,..~ •C>QCI>• tho w:z;;; rate of porcODt ou oapital DOt pillo, 

wll1ch 111 1921 -. '111'Ce4 ao a otilmlu to tzomafora of capital &lloh, 

no l>e1Dc wi"-~ cllarC*i 111 1928 aD4 1m with ol>etl'I>CtiDc tho 

liquiclatioD of oeC'III'i tieo &Del there liT CCDtri'butiDc to the 111ch aD4 

r1a1Dc l.,.ol of otook prioeo, It 1a tn., lloweTor, that tho rolatin 

Tal,.. of tbe 1d perCODt rate bacl bee recllleacl liT rocl'IIOUcno ill tho 

--.,. ratoo ~~PJ>lioablo to 11l41Ticlllal ill-•· !liDo, tho •J1-
11141Tidllal 111c .. o tax rate, wll1ch llocl MOll 13 porc•t boWOOD 1919 

aD4 1921, 111aluhe0 .. , r14'11014 to 511 porcc t tor tho 7o&rl 1922 

aD4 1923 ),/ 1 to 116 porcct tor 1924: &Del to 25 porcat for tho 7o&rl 

1925 to 19.31 i/, illaluin; rlcluctiouo which wore acoo...-nl14 b7 
.a-..,. rmo10Do ill ... , of tho other O'lll'tox ratoo. lll tho later 

!w•Uoo tbareforo, tbe 12t ptrCODt _,.,_ rate OD Cllpital ~&1111 

c~cl with a 25 perect _,.._ 111- tax rate (24 porect 111 

1929) OD orclilla.ry 111oo•• 

!be cllarce \bat tho ~ perect tax OD capitol p111a ... ob­

otrllet1Dc liquiol."tiOD •• Mclo claopUo tho fact of tho _.elcla\14 

T01- Of -.rat tftDI&CtlODI \looD Mk1llc plaeo. Ill 192111 IDcl 19~, 

\ba •••race 110Dthl7 11.1011ber of oll&reo oolcl OD tho Xew ton: Stock 
JxDball.ce conotitutlcl 11.2 percent ancl 9.9 percent, reopeethe~, of 

the &TeNCo zrabor of obaret Uotocl, •• ocapare4 • 1 th S,J porcct 

111 1925, 7.0 porc•t 111 1926, 10114 7.11 porcct ill 1927; ancl bo-

1925 u4 1m tho ••-• ..-Mr of obareo Uotocl 80ro thaD clcullloclo 

ltacll a '1'01,_ of tn41liC coulcl cODcoiT&b~ be roconcUocl with 

111. -...lor~ ooarci t.7 of aoC'III'i tioo 1t \lito YO~ wore priari~ 

a pro<llld of .,. .,......,.... t'III'DOYor 1D a aooal1 traction of tho '1'01,.. 

ot aeearit1ee oatetev1'~ 

iJ !11.11 rato a o rotroactin~ r14Wll4 liT 25 porcODt 1D hDe 1924. 

rJ Ia :D.oal>er 19~. 1101'111111 tax rato •• recllltl4 'tv ono poroant. 
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!be ... u.- pouto 1A the other direction, howner. Berle &114 

liNDa, in "!he ~rD Corporation &114 Prhato Propert7• (~ 56), 

cite u eaU•tecl. increue of 50 percent in the IIWlbar of book atoelt­

ho1dera of .AIIericaD corporation• between 1920 &114 1928. !rhree of the 

lMpat .._riCaD corporationa, the .._ricu feltopbona aD4 fe1ecraph 

Co1111PaD7, the Pem>.athaaia Ballroa4, aD4 the ODitecl. Statea Steel Corpo­

ration, accordinc to llerle aD4 liNDa, 1Acreuecl. t ha IIWlher of their 

book atockho1dera betweaa 1920 u4 1929 b7 237 percent , 47 percent, 

and 26 percant, reapect1n17. 

!be llllabare of atockholdere recteterecl. on the boob of oorpo­

:raUou oonteiA conaiderable duplicationa of o..,.rebip. .l •1Dcle u-

41'1'1clual •1 be OOWlted thirty timoa aa the O'I'Der of atoelts in t hi r\7 

dif ferent corporationa, and the aame 1a tru.e of hol4iJI4 OO!IIpaDiea &114 

other 1nat1tut1ou. ltr. !f. ll. llaAioliaD, in Cbapter 3 of a atudy b7 

the f'l'ent1eth Ctmtur)' J'und., lac., entitlecl. "!he Se....-1t7 llaz!teh, • pre­

aenta eatt.t .. of the ucr ... aa hat'I'HA 1927 &114 1930 1A the IIWlbere 

of actual atocltbo1de,l'e , baaecl. 1arpl7 upon uoo--teJ< deta publ1ahed in 

Stat1ot1ca of Income. '1'he mid-point of llr. llaAieliu'o eatieate of the 

IIUI:Ihar of actual atocltho1dere 1D 1927 ia 5·5 million•; for 1929, 8 1111-

liona; an 1ncr ... e of 45 percent • 
• 

Other e'l'idence alao e'r:hh to indicate that the teJ<ea applicable 

to profit. fro• the a&le of capital aneta did not prannt a ney aul>­

atutial '001\IM of l1ctuidat1on b7 thoae hold1J14 auch aneta in the l&te 

!Wentiea. !be total ..,unt of nat profit. fro• the aele of capital aa­

aeta reportecl. b7 indhiduala in the )'MZ'I 1928 an4 1929 c:raet1:r ex-

c .. ded the 8Ul"'Pt• To1UM of auch net profi ta raportecl. dur1DC an:r of 

the pracecl.iDC au :rear• (co!Dp&rable dete are not a•aU able for the 

71are prior to 1922), Ju.rther, there :on aubatantial 1ncreaua in 1928 

and 1929 1D the To1u.a of capital net gailll raportecl. froa the aale of 

aaaete held for aore than two ,...,... b7 11l41'1'14l>ala who other'l'iaa would 

ha•• bean aul>Je ct to illcome teJ<ea thereon of aore t han 12i percent. 

(feble VI) 

llr. O.Orp Buchan l!DbWOil in aa article 1D !ha .lllllaliot of 

.Tulle 11, 1937, 011titlad •.l Bopl:r to llecent Cr1t1c1oa of Capital -Oailla 

fax: I~licatiolll of :&opeal• c1taa the caaa of l.!r. Pierre c1n Pont. 

'1'he follO'I'iD« 1o quotecl. fro• llr. l!Dbinoon'a articl e : 

"On llondeif, llaT 10, the lfn Yorlt 'll"orl4-felepm pull-

11ahad an tnter'l'in nth .lrthnr .t.. llal1aatine, formerlJ 

Ull4ar~Secrete.r)' of the treuur;r, dealiDC n th the aubJact 

of te.1<111C capital ga1na. Ill'. Bellantina would either 

aboliah oap1tal-ga1no ta.ation entirel7 or aubatant1all7 

aodif7 the .,reunt treat .. nt of auch profit&, .B• noted 

that tha Mtbod and ratea 111>1ch preT&11ecl. fro• 1921 to 

19Y. were .. ch aore 1 faTOral>l• '· 

• 
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•..t.a l'IIICI< woul4 ban it , llr, lallaDUM' o Yion "n 

pv.I>Usbacl 111 ~he - 11- of !'be Yor~ologaa llbich 

canil4 the tiro\ nno otor,o of Pierro clu Pont '• -.boppiJIC 

capital pi.n of 19~. llr, du Pont o.pp11.r. to ban lledo 

o. profit of - $36,000,000 111 O.ural llotoro otock llbich 

be bali belli for .,n tbt.D t'OO )'M>'e, t.Dil to bt.'fl paid t. 

tax tbaroon of about f4, 375,000, !'be 1Doidont prortlieo 

a t1•)J-onorl4 ...... ,~ point fro• 'llhich to clt.noo at 

w.r. BallantlM' a rt•••• 
1Then i o, of couno, nothiDC no• i10 tbo broad •1•• • 

The.,o •• quite o.o ...:h CO"''laint api100t tbo taximc of 

capital pi» wh010 ~bo ro.to •• o. flat 13l porcont t.Dil 

., • ., ...:h tbt. - arcu-10to woro prooento4 apiut 1\, 

•••••• 
1Jo.t llr, clu Pont oppaaro not to bt.'fl boon dhcouraced 

froa oolliJIC b)' the ~o.xoo 'llhich oollill& faco4. lf other 

poroo111 woro , at or about tbo - liato (Jwle, 19~) , 

it ~ bo hopod that thq will raod of llr, clu Po10t 'o 

bot tor ,tl>dpo10t not •n4' wt t .h ouch rocnto ao tbq 

~ ban but with oo• dotorainatlon nnn to bo ao 

dotorr'ocl apin, J'or tbo raodimc, then 1o a cood loooon 

aYallablo to all looa erporionco4 1nveotoro and opOCDo 

laton 1n Wr. du Pont '• action • ...... 
1It io 1JI!)Ouiblo fro• tbo publiohed liato t o COJIINto 

what the tax on tuch a profit would bo U!ld.or tbo preoent 

law, but 1t c,n bo oott.to4 ro~, if U bo aoouaed 

tbat the otock boo boon owuod f o r ., .. tht.n fl'fl )'M>'e, 

but leoa tht.n ton, In tbat caoo, of a .36,000,000 pro­

fit, 40 poroont , or $14,000,000 '00ul4 bo to.xocl for 110zw.l 

t ax t.Dil ourto.x. Tho eua of theoo on $U,OOO,«l0 'OOUll1 

be not looo tht.n • 10, 901,000 (thoucJl pooo1bl;r 1>0t mch 

IDOro). or 101118 $6 ,626,000 crootor Oil $36,000,000 tht.n 

U!ld.or tho 1929 law, llv.t onn at that fisuro, thoro would 

bo 1>0 tax percontace what..,or apiJ>ot 60 porcont of tbt. 

profit, which in itoolt 1o a colllidoroblo preforontiol, • 

It 1o ertroce}¥ doubtful tbt.t tbo tax adYo.ntaco of roolhl"C 

looooo in yaaro • han CApital plno all4 other incomoo an larp 

bt.o boon of c;roat procUoal 1.1110rtanco, oaYo in thooo caooo, • • • 

of which lla.,. boon orldoly publ1o1ood, wharo tho roalhatloll of 

looo bt..o boon .., .. nollillal ~ban roal - 0.0 111 ot.leo to and b)' nlato4 

interooto , !!'he buo111ooo t.Dil •dcot con41t1olll 'llhich ta•or larp "'!Pl.­

tal p 1no an4 a hish l..,ol of 1nco• dert'fld fro• othor oourcoo an 

pnc11ol7 ~hooo which allllalzo tho poooibilitloo of roalidDC larp 
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capital loooeo, It wi l l be noted in Table YI that the total loaoeo 

f rol:l tll.o lale of capital aaoets were relativa)J- .... u in the 70an 

1926, 1927, all4 1928, wlwon the Yol,_ of capital p.iu wao yery gu.t , 

Tbe drawt1c decUne in tlwl eecuri tieo me.tlcot in the tall of 1929 

forced or eDabled oo,.. il>diYidualo to realhe a total of $1,039 mil.o 

UoDe of Det lou .. fro• their t.........,uou in capital aueto aa a 

whole in that 7ear, o.o co~d with total Det p1D1, realbed b)' 

otlwlr ind11'id'aal e on their capital tr&DoactioDI o.e a whole, of 

$4,685 millione, Tlwl haaYiut lou eo waro realised in the two yet\re 

i-uatelT following, wh.u tlwl II&J'Icet trel>d •• tubotantl.4l)J-

thou&l> irrecularlJ" dom •rd., &l>d wlwln tlwl l..,el of incoM troa 

other oourcea 'II'ILI lUc.wiee declining abarpl;y, 

!hooe who bald during the lata hentieo that a capital pine 

tu of 1.al percct (leu for il>d1Y1dualo eul>Ject to naz1r• inco• 

t ueo of leu then laf percent , all4 renging up to 25 percent (34 pe%>0 

cent in 1929) for pine on aoaeto held for two year• or leoo) cono 

otituted a ajor obotruction to adequate Uqu1dat1on, &nd tlwlre-

fore footered the otoclo: ...Ut booa, are confronted wit h tlwl fact 

that t he period wao one in which an unparalleled YOl,_ of oecur!.. 

tin t rading took place &nd an UJII)arelleled vol,.. of pino waa 

reali•ed from the o&le of capital auete , (Tabl e TI) 

On the other bal>d, thooe who arcue that a dreot1c redaction in 

tlwl tu retoo applicable to capital pine from tho~& now in effect 

1a o .. ontial to encourap tlwl liquidation needed to mderah a boom, 

are confronted With the fact that a •r'•'• rete of lal percent on 

aueh !wold for more than two yeare, al>d retu ranging up to a mu!.. 

lllllll of 34 or 25 percent on auote held for two yearo or l eu , tho1141h 

oubotantial)J- lower than tho .. now uioting, did not !)revent the 

~""toot otoclo: IIIIU'Icet boom in our hiatory, 

!h..._Nfect of Tax Trut,..nt on TimiP.P l!'ridence a'fa1lable in 

tho inco1111 tax returna , thougll not at all ooncluaivo, don net 

1n4icato that the Umo dittorent1alo in the taxation of capital 

piu haYO been lDportant i n <tetoraining the timing of the trane­

actione that ha,.. actuallT accounted for a 1'81'7 tubotantial pro­

portion of the accregate capital pine reported for incomo tu 

pu!'i)OO oo, lly reaoon of tlwl Yarying normal all4 ourtu reteo in force 

dur1ng the period 1922-1'933, t he lenl of inco• at which it wao 

profitable to report capital piu ooparatolT wao not unitora throucb­

out the period, Bo~. the breaking point ranged botwl&n $16, 000 

al>d oomethin& leu than $50, 000 botweon 1934 l/ &nd 1933, incluain1 

i/ Breaking pointe for 1922 aD4 19:13 were oomewbet difforont bo-• 
of the reatrietion that 1! tlwl opt tonal troat•nt wore uoed, t he 

t ot al tax could in no eaoe ..._ lou than 1.al poroont ot the t otal 

M\ iDCOme 
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10 that •• art auro ~toll woll-ec!Tioed ind1T!du&lt ritb lncoeoo 

!roc other oourceo of $50,000 or eor e toolr: &dT&Dtaco in t helt ,.._ 

tumo of tho 12! pel"cent OJ)Uon rote on capital t~~olno t~out 

tbeee JW&ra. 

T1rtll&ll7 all o! thoee nth 1nc ... ee, inclualn of profita on 

the oalo of capital aooeta, of leoo than bet .... en $16 , 000 anci about 

$32, 000, ftrylng 1n the different )'oart, did !lOt irorau thGtelYOt of 

the opt1oD, IZid therefore include4 in t heir o~~· L'leODe the t:alfte 

realhed on aooato held for ~re than t.., 188J''· It 1a t~ifleat~t 

tbat not a tl.llgle indi-.idwll reportl.llg a not incoce of $25, 000 or 

leoo aetuall7 obtaiood all)' benef.it !roo tho ~} percent optional rate 

between 1922 Md 1931, inclunn. · · 

:During t he period 1922>-lffl, onl:y 37.9 percent <7! tbe aa;resate 

net profita froa the eale of ea-oital useto reported b;r ind1vidualo 

rith net incomes reeelved the b~lleflt o! the ~percent ll&%icwD rate 

on capital l!lfllne. l'lven for 1ndh1duela reporting not incomet of 

$50,000 to $100, 000, the tu ad-.anta.t;e obtalftabla by dela)'lnr. liquida­

tion Wltll a c:r.-ital aooot bnd been held f or aore than t wo ;yearo , ma 

not tu!fic l ant to bring about such delay 1o the eaoe of tranoactiono 

aeeountinr; for 50.9 percant of tho segregate net oa!)ltal gnino re­

p orted b;y aecbors of thit 4lrll''l' cllU'IJ>r, tl\1t J)eriocl. On the other 

hand, ind1T1clualo reporting cet inoOOleo of $100, 000 and o-.or realised 

onl)' tome 21 percent of their agr.regate not eapltcl gaino from atoote 

holcl for two )'taro or leoo. ('l'ablo VII . ) 

It wao only in t he )'Oar 1929, that as oruch u one helf ot tho 

aggregate profits from the t8le of cap ital aoaett received tho pref­

erential tax treat:oent open to tbooe with larE;e ineomeo op mlpo (roo 

anoto bold for DOn than 2 reart . In tho 188J'O 1922 to 1928, in­

el~:.eho , between 60.9 one! 74.9 percant of the reported aunpte n•t 

J>rDfito froro the sele of cani tal aoooto ftl reported b:y indlTlclut\lo · • 

who could not enJol· tbe J)J'eferentlal tax treateont of CO!Pi tal gaioo, 

dtbor becauoe the aooeh in-.olnd heel been held for leoo than 2 yoaro, 

or boc&uee their 11\comeo traa other eourcoo were not lart:• anOU&h to 

subject their cM1tol plno to a tax r&te of liiOre thaa 1~ percent 1f 

included in ordiD&r)' incoce. ('l'ablo VII.) 

'l'bo JleTOilue .Act Of 1934 lncoroorated the fiT&-Ottp 071te11 

t:bereby T&ryinG J)ercontat:eo of capt t al gain a ftre included 1n or­

clinary tuablo i ncoae , and lr!lereb)' " d1•t1Det tllx adftDt3.41 was 

;sivi'Jn to ti\oee eo held their eesete for lo:seer !l•r1ode o! tl.oe. \1p 

to ,jiUt over ton )'ODZO, before reallz1flg Sl'lnl thereon, 'l'bie .Act 

,..... proceclod tlDd accO<.;>anltd by very ;> ronouneed 11\creaooo 1n 1ndi­

..-14uo\l 1neo>oe-tax rateo. If the tax troat:NDt of C<l!)ital pint 

e~ertod a Tory considerable inlluonce upon trenoactlono 1~ e&:>ital 
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uaote. !.:lc Joint err.oct o: t::.coo t\.'0 c:.b..o.n.ses n1.:;:t!. ~.ve beon ~­
!=OCte~ to rec:uce ~l:/ t!:e ·:rO' ortlon o! totcl ~1 tl:.! ~na r.:UC.:: 
~ r~i;ed on esa~ t• ~lG !or teo ;cera or leG: . 

AJ. tho-.,.;::t 1t 1a ~ottib!c t o obtcln t."c releve-"lt i"ic.u-ot .tor 
t:to ;,-.er :!:931; b ~ !oru tully co~.r:.-.,!o rl t.t those o! ;troc~DC 
;;otro , tile ovicle::co !)rovided' "lr/ t ho lnd1v1<i>.L::.l incouo tc r ei\:.rnt 
~or 19)4 is tntircl;; condato:tt uith tht.t !'ro\·i<.ecl in ::;>rocecl.i"b 
;,#et rl. : £ore t l.J..-!t.n 50 !)Orcent of t •lO totP.l net -7.ins f rorJ thO ecl,o Of 
c.oeota rO!)orted by individUl'~t for 1934 m>.G dorivod froo 11etota hold 
for tt:o :•orra or lou. L11:ouieo, e.bout 51.. 7 percent of t he tott.l 
not .:;aino fro:l tho tue of ctt>itcl &DGOt o reported by in<:ivtducJ.t 
rlt h net incouea of C~O ,OOO to 0100 ,000 in 19)4 !1C8 clcrivod frOOI t.a­
cots l~eld' for tw yct.ro or loot . Jor 1nd1v1dW>l.o ro:>ortlnc not in­
co;:.,eo of $100 ,000 and ooro in 1~)4, 22. 3 !'•rcont of t:<eir totel not 
=1t2.l O".ino ,.;as dorhod fro:. nuoh held for tw ;,'O•r• <1r loot. 
(Tr.ble VIII . ) 

In ::r.rch ~535 . tilo p:rert"-G"& or t!\0 ddl:: closi:-t- ""U"ices or t:~ 
30 etoe::s ineluGed in tite Dor.-Jonot lr.de::: or !ndqtriC".l atoc-: ~rlcot 
r--a $99 . 3 . By i:.•.reh, 1~37 , thie everc.. ·e :n-ice il:':li risen to ~l:::C.4 , 
M 1ncroo.te of :i9 \lCrcent. Durin!; thla ,crioc!, the V01U110 of t r:-.£.-
1nt: , t!~ incro.c.a'i~ . renc.lned r.t rel!".tivel~· lov l evel~. ~"N.~ , 
t~o rc.t1o bett:"tten t:\o aonthl:f o.vcr :.ce nuober of si':Q.res aol4 tn~ 
t :t.e oonth •. \7 l'.vere~e nu:1bcr o::" llotek a~c.res on the !!err Yor:: StoC:: 
~:ch,\".nc;e r.t·.a onl:f 2. 4 :1crcent in 19~;) r-J\CJ. 3 . 1 :nerceat in 1~30 , r.a 
COtT)rret. r.1 t h r e.tion more th.nn t\:icc na C'l'GC".t in the :.·et'.rt 1~~5 to 
l~~~ inclusive. ~his QO&aure Of t:.10 VOlu:.te of trc.li~ 11 f~:r trot' 
perfect bocr.uoe t.dditiono to tho lht or r olo.tively i!ll'.ctivo ooeurl­
t1ea !)revloual:r tre.clod onl:r on other e::c;lrl\3Gt or ovet- t he CO\Ulter 
£ ... e ~robc.Ol:,r cr.uoed eoao dotmr.:o.rd bi &G in the rr-.tio; but t~\0 ot'foct 
ot suC:1 i)ic.a ie l'Jl•oOe.bl;i or rolatival:,• a:o.o.ll !>l' o:>ortiona c.a co~.ro<\· 
~ii th t:\C subatrJ\tlU declino in tile r~tio. 

£'ho:o ~c acoo ":"ho contcnG. t ht.t ti~o riao o!.'"' secu.ri tieo ~uoc 
Since t!'.e :;pri!\:; of 19J5, &ttenacd 'IJ:• .. VOlUilC 0~ GtoC:: ar.r::.et tr{'_t-. 
1!1,~ TorJ subatanUr~l"J bolot7 thet d:lich ootMnec! in t.'lo l&to 
'i'ne.ntiea, 1a eoncluc.lve ev14ence that t.hc e_--:istin...~ U('ltel cr..!-r.o t e..."': 
:·rovisloJlll czc aerioull;; rctord.inc ta.o li<!u1<lat1oo or oocuriUoa t!l4 
t:lorelr.; eo::ttri:r~u=c t c ,._., unhol\lth)" at.oc;: cu::et booa. In Tie" of 
m.JUe.l'frus ot.:.:.or :f.:!ctora tlsr.t :1eve ape:ra.t-'. to r2.ise aeeuri tloe '?rlcee 
mtt to restrict t:te volu.uo ot etoc!: m.rr::et tr:".di~. tl\ia conte~Uon 
r.oulci aee.:J to .:;lvo uncme l:'81Cilt to t:J.e reatrictlve tnnuence o! our 
~1tal ooin• ~-- ~rovitiona. 

a. ~roveccnt 1n lN.a1neee t'J\d Profits: I n the firat :;Jl~.ce , 
t;.te rl s! nc atoc!: TJrr!:e£ of tho lt'.aE t~ yor.rs is ouch ::.ore obvicr~lol:,~ 
e~lclne~ in terut o! tho eno:rcouo 1u1'rovouont i.I\C'.t :l:le t &:on ' 'lr.ce 
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1D the ..,1 .... o! bolaiMu actirlt7 ... a 1D tbe 1 .. el of corporate 

pronto. '!'be agg:Nge_te atatutory D8t 1DcoM of oorporationo (oxcJ.ua­

i~ 1Dt.rco.rporato 41rlden4a) increa .. d froa leta thall $3 bUliona in 

1933 tc &bout $4.3 billlont in 1934, &114 tc - $5.1 b1lliono in 

1935· 'l'be 1936 fi&ure wa, OttiJO&ted at $7.2 billion, b7 tho !l'rl&-=1 

in a report tc the lloueo w.,, ud IIM.I1t C:O.UttM. 

'l'be pronoW>ca4 vporard coa.r .. o! lnloiMu acUY1t7 botwHn 11&7 1935 

3.114 IJa;r 1937, wat refleotod b7 a riae of 39 peroeat in the a4Jv,ote4 

1D4ex of 1Di!uatrial proi!uction of the Board of OoYeraore ot the Je4eral 

bterYe S7otea. 

1fbel1 the general bolaino u .t tuatlon 1a und.orcoln& oolld and np1d 

illlpt'OY8Mnt , thoro 1s a ll&tural tondonCT, irro~cUYO of tbe '­

treatment o! capital 811-lao, tor 1D.oatoro tc retain their .. cur1t1oo 

tor h1&hor pr1cea, p&rticul&rl7 1D the .,. .. o! _, ato<*a , bolt onl7 

sO...,.bat losa oo 111 tbe caaoo of IIJ>OCillatbe preferred otocko a11d de­

faulted a11d other ~culatbo bcnda. !be Yer, taota tbat .. curitlea 

pr1coo and corporate esrn111gt conttnno to ri .. prorl4e tbo atrco>cett 

pooalblo 1nduc.,.ont for innotort tc retain their oeonritlet pending 

a change 1n the outlook. Co n41t1oao IIICh at tbeoe natural17 re411co tbe 

41 opo • 1 tion of 1nYOatoro to aoll their boldi~•· 

b, Low Intoraat Batea: Ill the oecond placa, tbe low lnel of 1,._ 

toreot ratea, bctb ohort- and 1onc-tora b&YO operated powartul.l7 to 

ratoo the ..ari:ot Yaluot of 1nco,...71ol41ng ........ iue,. stock pricea 

anragln& 12 or 14 tlMo current eo.rn111go Jlt\T well appear hlP when the 

yielda obtainable on &IK>d bcndo ara ~ to 6 percent ; bolt wluln 110 aore 

tban } tO 4 percent CM be obt&inod 01\ £004 bol\do, atoclc pricea a.aractng 

15 tc 20 t1Ma eo.rnillga Jlt\T well ~~ppear reaooaablo. Tho latter 1a 01pt 

tc be pllrticulnrly true if 41rldond 41ttribolUono are ia gear ... , ...,1.,..; 

and tbe 110ot t trik111g ettect of the undiatrilnltod profita tax prorl.tont 

of the Bu01me ~t of 1936 baa boon nr, greatly to illcreaoe tbo ..,1_ 

ot dirldond dlaburomenta. 

c. l'orOif!!! Pl!reh!lo., ot p orlcan seeuritlear In tbo third place, 

the busl lleoo rnl val 1n the Ullitod. Sto.toe &lld the eont1~1~ fa..,rab1e 

outlook, ao we ll &a the uiotoaee of groat uncert &intleo abroad, b&o 

made ,bor1CM oecuritht extroooly .. t t rae t bo to foroipro. Botweon 

laztJArY 2, 1935 Md llareh }1, 1937, total torel p purehaoeo of dDMttlo 

securltha OllOunted to $4,941 •illloat , and total oalea to $3.865 .U­

Uon0. The week17 fit~~U"ee ot foreign purob&oeo and oal•o of da.oatlo 

oocuritleo ao prooeated 1a t ho '!'rOASW7 1a third report on Ct!pltal 

JDOYOmenta,lf an<! 1a tho two prerloua reporto, 1a41cato a claar tendonCT 

tor ' tbe uounta of net !ore101 purehaoaa of dDMatlc .. euritleo tc ftr1 

dlreotlT with upward and dD"""&rd ao ..... eata 1D cur ttoclc ~to. bra 

can be 110 4aubt that the fore1p demaad tor American .. curl tleo bee 

helped to raiao thei r prieoo. 

lf Stathtico or Ot~pital llov .. onto between tbo UD1ted Statoa ..,d 

foreign Oountrioo and ot Pnreha ... and sal•• ot roreiga lzohonp 1n 

tho Ul>ited Stat"; llooport 110. 3; Ullitod Statll !roa.u:r ~nt, 

D1rldoa of B .. oarch ... a Stathtica; Tabla I . 
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At .. Oona t l!•triotiop• op TreAt pea !!sua ta:r, n haw 

up1ai.Md tile re1110- of la.,.otozo w l1cp14&to o.p1tal aollh 1a 

~rao of fun••..,tal lllpro-t la bo.ol.u11 ooii41\10Ao u4 la tile 

bo.a1M11 CXltlook; u4 ft ha.,. 12pla1Md tile 1'111 la OlcaJ'1Uoo prloeo 

bo\h la tllell t.r&o 8114 la tile t.rao of tbe ~lalac late...ot rato1 
8114 tile A441Uoa -., aa.eauo ao.u4 cnatecl 'liT fore1p parclla01ro of 

jaor1oaa IICUZ1t1oo. 

!!tie 4ocl1Do la tile _. .. ~ 1'01uM of ,-.,cl< IIU'Icot tro4.lac ll=­

lac tbe peot fft ,.aro, ao OOIIp&I'M w1 \h the la~ !!rill till, 1o w bl 

lllp1&1Md pert]T 1a ~ ... of tilo ~"&tlT 41fforellt ~....uu ... ~r 
of till t1Mo u4 pert]T la tono of till •WT ,..'bot&llUal at""'tural 

ahallpo la cur owok aarnto otfoo~d 'liT tile So curl till lnhen"' .t.ct 

of 1934, u4 tho -..1>11cpallt I'ICI1lat1ollo of till 91ov.r1t1o1 &d Jtrch•n£1' 

<=-1so10il u4 till ~ar4 of OO'flr..oro of the htlral Blllr'N SrotM, 

1aolv.4lac the .,..IT required pa'b11c1t7 re~tlac oorporato aoto u4 

till OICUZiUoo tr~o~~oooUollo of offioero, 41reowro, u4 prilloipel 

owokhol41ro of oorporatlono. 

!!tie almoraal character of tbe ewok IIU'Iclt ~CXllatioll of tbe late 

!INJ>Uio requiroe little .ore tball -Uoll; 8114 tllere are fft peroono 

1lbo -=ld roprd tbe 1'01,.. of thet period ao a etali4&r4 'liT 111>1Clb the 

&41'!"A47 of the prooent YOluao of act1T1t7 .......,_, bl ~4. Apart, 

bowe.,.r, froa thio 41fferolloe, the chief 12plallatioll of the rodllold 'fOJ.-. 

""' of IIOIU"itioe tra41ag •ot bl .....,., 1a tbe e1lalaat1oll, ao the ro­

&lt of ,... lagiolat1on, of a nr,- ooao141ra'b1e fractioll of tbe IP'Cilla­

ti.,. aot h1 tT wbich fol'lllr]T oonoti tntecl ono of tho .aintl'rlago of tbe 

IIU'Iclt. !!tie .oro blportt.llt of tbe .,... roetr1oU.,. pro'fhioao wbich are 

operatlag tc rodllol tho 1'01UIII of etcok IIU'Ice't tl"l41ac are _.-bed 

bllowl 

(1) lltqu1..-.llto for ,..'bot&lltial ...-glae han bl.., eo­

ta'bl1obe4 '111141r l"ll111 &4 rogalatiolle prooorl'bod 'liT tho ,.41ral 

llllllr'N ~arol.. '!be •rlm• lo& 'fal1111 for a reglotorod 1101ll'­

it7 1o ..., lit at 115 poroont of ito aur..,t IIU'Iclt Ya1111, .,... 
copt la oertala ~c1al laotallc••· lllooke, brolcoro , It cetera, 

oaanot e%tlll4 oredit for tbe parcllall or C1&tT7111c of -itieo 

wi"""'t oo1latoral. 1Jad....rgilll4 aoCCXlllh are &'b~t w tra4-

11lc rootr1ot1cao t.11d 1a all ...-p .. &OOOQJlh 110 tra4iac aot1T1-

Uoo oaa 'be ooaauotod Which WOI>ld 111141n&rcill &oh &OOOGJlto. 

(2) '!be ..,......,., of borrowiDC oa .. ...rttieo 'liT .w.z..,... 
cballcl -biro, 'brolr:lre •4 a..laro are r11t rloted tc .-'blr 

..,_,, - ••'bor 'bt.lllce wbich han fUM with tbe ~ral .81-

llr'N ~ard oertala preecri'bod &groM..,h, 8114 other -biro, 

'brolr:oro, & d 41aloro w a lWtod oztoat . At tbe pro-t tiM, 

1t h ua1.wtu1 for a brolcor to allow hh aa:rocat• 1adl'bteaDI11 

w per-• otber tht.ll tbe forol!ll)illC tc ~ 2 ,000 pe~t of 

tile Dlt oep1tal e.ploTid 1a hil bo.ei.MII; &4 1t 1o ""'--fn1 
for a 'brolr:or tc 1..,4 01ov.r1t111 oarriecl for a OlletcMr withov.t 
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bia oonaaat, or to h1potlwlcaw IOlCh aacv1Uaa for a - 1Jl 

,,..,.,,of t1w1 ca.atoMr•a agcrap.to 1adebto4Deoa ill retpect 

to IOlCh aac:url Uoa. 

(3) Prohibltloaa han liMa aat Qp ap.iaat \ha ....Upu­

latlall of .. .,....itT prlcaa. H h ~ to Cl'tl&to a f&loa 

llpp8ar&JlCO of actin traAills 1Jl u:r aac:urltT lll' attocti.Ds 

traaaactloDa 1Jl.ol 'fl.q ao abuse 1Jl ..,...aflclal """'rah1p; 

or liT atfootlJls truaactloaa, lal.ow1Jl& otfoatti.D.g ordna will 

'be offarod; or '117 laSclJls aaloa '117 c1rculauoa of nuoora 

that oarta1D OpOratlona are to be oon&ocw4 atfocti.Jlt: tile 

price of a aac:urity ; or liT oft oc tinS tranoMUou tor tt.e 
purpo .. ot peggtue or fixing prlceo ln contrnveDtiOD o r re;-­

ulatlono priOCrlbe4 by tbe Co ... haloD. 

(I:) lloD>latlono han bee pr..,c:rlbo4 oonr1~ triUl~ • 

actloDa on Oftr-tlwl-eoWIWr urkots. and prondi,.; tor tbe 

rot;ietraUon of brol<ora 1111d ~aloro. Aeth1tleo of brokers 
0114 ~&lara Oil t.lw onr-the-eou.nter lltU'kot have boon l 1a-

1to4, except whore full dieclo....., of tho broker• a pool \ion 

or actlrltT 1a ~ to tile cuatoMr, &Dd, 1Jl oartaiD cueo, 
nero tho broker obtolno t.lw Cll.oto:oer•a written co ...... , to 

each trcaactloa. 

(5) BepOrte of aaca.rl Uo o tr&Daeetlono are required 

oach 110nth of diroctora , ott1oaro ODd bo,..tlclal OWilOro 
ot 110re than 10 peroant of &DY e<!UitT aac:ur1Q-. VIle ...., 

aec:ur1Uaa are rel:latored, tiW>h ownero, offlcors or 4.1-
roctora auat tile otatnento of their bonaf1cW 1atoroot 

at t.1w tlae the raa latratlon bocomao effocun. 

(6) Proflte roalbed troa u:r purcbaaa and oalo of 

a corporation• a aecurltloa within u:r period of lou than 

elx 11ontha bl' ito otf1cera, dirootora, or boDOficlal 

owner o of .oro tb&D 10 per cOD t of aDY of 1 ta ~1 t;y oa­

c:ur1 tloa 1Dure to &Del are recoverable b;y t.lw iof!tler of 
...,b aaca.r1t1ea. Arbltr- OpOrotl!l<l: b: lllCb poroona 1D 

IUCh aac:ur1Uea are unlaor1\ll11J'110ss the pl(otlte oro ac­

counted for to tho laaulD~S corporation. , 

(7) Certoltt 11111tntloaa aro placod upon the tunc­

Uoao of poroons who are both brokero ODd ~era, p&I'­

Uonlarl.T 1D connoct1oD with trMaactloDa 1D aac:ur1Uoa 

1fh1oh ara a pert of a new h-. in tho d1Qtr1b<lt1oll of 

wbiab .,.ch por,one partlc1patod aa 11embora of a .. lliD& 

.,..aicato. 
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n. 00RQ'''IOP 

tta. probl• ot U.. \az t.._ta•t ot oopltal p1na u4 lotooo 

hae b..., ot ~ ..,.,. rootrtoto4 o1pit1oaaco tor corporaUOIUI the 

tor 1114.1Y1"-lo. !ho _,tor opoolal t .... ta.nt 11atval1T 414 not 

arioo eo lone u U..re wu a ralaUftlT low tlat corporation lllco• 

taz: .,., """ t.ho -t•nt ot sractuatot ratoa boctlliWic 1ll 1936 

""" . .... to4 110 pr.otlllal probl•, *- u.. ~ ot cnaaauon 

1e rolatl'rol7 narrow. 

A. llarb' ltteott 

lloo\ ot U.. broa4or cono14oraUou I.Jm>1Yo4 1ll t.ho rolatlon bo-

t .... on oopltal piu \azatlon lll4 U.o .-rUloo 11&!1<.\o IOPJ)l7 to U.. 

ooour1t1oo tranoactlono ot corporat1ou, \ruoto, .,., aooociatiou, 

110 looo t.hall to t!>ooo ot 1114iY1Calo. 1o tar u U.o ooour1t1oo ...­

keto aro coDCoru4, U.o chlot ottoc\o at U.. ex1oUDC OI!Pltal t;a1Da 

proY1o1ou rolatlDC to corpcraUcno aro exorc1oo4 Ulroucb thoir 1.1>­

nu~~~~~:o 11p011 tho 110Uono ot fiynelal corporaUou alld uoocl&tiou. 

Ot thoM, lllT .. t...,.t tl'lloh, 'IIIIich 1ll U.1o cOUiltrT oh&raoterioUcall.T 

Mpl07 \hair flmdo 1ll opoculatlTI alld .-1-opoculatiTO UTOitlolllt, 

all4 oU.or corpcratlcno which, thoucb ottoll ootllloibl.T or actuall.T OD­

~ 1ll oU..r actb1tieo prl.aaril.T, aloo 8&1atalll ohea'ble porttolloo 

at opoculatlTI lll4 -1-opoculati.,. oocuritloo, aro 110ot Wpc>rtallt 

in t.hio connection. 

111 a pnoral 'I08T• it u:r 'bo oai4 that prctouiollll •"•P"IIlto 

ot lllTiotaent porttolioo aro looo 1111:14' to alloY irrational ~ 

-o to the oocurr1110o ot aTOiclablo or pootponal>lo \az ll&hUltioo 

to unueace their 4oc1oiollo than 1o tho caoo wiU. - lllTOotoro. 

I!ODCe, \az cono14orationo conoU tuto oal7 a alllor 4oterr.,.t to liq.U,. 

4aUoa 'b7 INCh -c-&llto 1ll all caooo cere the 80t1To tor 11qu.i..._ 

tion 1o the 4oo1re to withdraw trcoa a t.hraatonod or •l>arraooo4 

i..au.otey or enterpr1oe, or to redwlo lllTOotaonto pnorall.T 'bocauoo 

ot .,. antlcl"O&to4 4ocl1u 1ll 'bll.olllooo and U.e eocnritloo -.rlceh. 

lhlll w'botantlal 4oc11neo are ant1clpah4 - an4 """ oocoll4ar7 fi~»­

tuaticu 1ll otooll: pricoo are otton nbo\llltlal -, U.. prc!lh aato­

t;aar414 an4 U.o lcoooo aT01414 'b7 prcpar1J-U.ao4 llqu.14at1on OTo,_ 

ohadow U.o \az 11&1>111 Uoo 11lcurre4 by the ~ oallsatlon of plllo. 

!ho tax prov1o1ono exert a sraater lllfiuellOo 11p0n ow1\Ch1Dc, u 

contraoto4 with llqv.i4at1DC oporetlono, 'l'he ~nt ot a corpc~ 

tionl o ~aUTo-UTII\Milt portfolio &a7 ~ COilTlDCo4 that, 

al Uloucb the aarll:tt ao a 'llhole io C01JIC to COiltimul to r1oo for .... 

11ttlo tiao, certain cnn>J>O ot otocll:o 1ll 'IIIlich U 11 1ntorooto4 aro 

110t llll:ol.T to rile ao ~ ao cortaill oU..r o\ocll:o in 11111ch U io 
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laoo "-"117, 1t at all, oo-.lttod. To .U:. tho orltch .aT U"rOha the 

raalhatloa of .,.,. mbotaatlal oepUal caiDo ln tha ooearltlu to be 

llqulclahd., ...a a rala\a4 oulletaatlal iaarae.oo in taz lialiUi tT. If 

aafa aaa a4eqaato pro'riolon lo to bo ...... for tho lncr....a tax lla­

bUlt7, the flmao aftllab1o for t ho mbotltuto lDnotaoato .aT bo ouf­

flciontl.T ra-4 to aUai.Jiato tho ouperlor attracu ...... oo of the 

proJactaa oubotltuta lD'rootMCto . 

fhlo oonoidoratlon n o probabl7 of b :portaaco to 'r&rlouo poroonal 

bo14.i.JI& ooiii()Mieo ln 19Jii, 1935, aad 1936, bacsnao of the ~cial our­

taxa• to which the7 wro oubjoct on their v.41otriwtaa illcoaoo. !llo 

-r• of - ouch coiOp&llloo wra oubjoct to rolati'rol.T hlch indi­

rt4Dal lncoao ourtaxoo it tho catno wore d.iotri buh4: "'!4 their per­

oonal bol41Dc coiOp&llleo were mbjact to rolatln17 bJ.&b ourtaxoo it 

tho pt.,. were aot diotriwtoa. lleaco, the cortalnt7 of eubot..,tlal 

taz liallllitlao on raal1aa4 ce,pUal r;alao, 1D IIUCh caooo , prort4od a 

otroac aoun IOCalDOt uodortoldnc ordiU&rT owttchln.!: op<~ratloao do­

olpod. to ,_,.,ro.,o profit proopacto rather then to ""al.d looooo. In 

a441tlon, lt probabl.T dotorraa real l1quldatlon, ao contraeted with 

owttchlllj: operation, ln ooao caooo. 

B. Jfttc;t pt Upd1etrUmted Ptoftte ! p 

9c lonr; ao the tax -.pplicable to capital pino wao llaltod to 

15 percent or lou, tho tax intluonce wao llinlaiaed, oopaclallT tor 

liiYaot•nt truato aad. fl.llallclal corporatlono. I"1)0oitlon of tho our­

tax on IID41otrlbutad. profito, hownr , aa4o tho tax CC!llidoratloa 

~rtaat to all corporatloao with mbotutlal porttolioo of opac:u.­

latlYo aad. o .. t-opowlatlYo oocurltloo, aad. partiwlarl.T to thooe 

which obitt their porttolioo fra<luontl.T. 1Jnleoo it qualltloo ao a 

•-taal iDYOo-at co_.,, a corporation mbjooto itoolt to our­

taxao (ao wall ao non>al taxeo) on all cepHal r;alDo thet are not 

diotr lbutod. in taxt\ble di'rid.end.o. !hlo 11 of partlwl.ar ,_,.,.rtuco 

to in.,.ot-t truat corporationo. It thq plan to diotributo all 

of the oepUal r;aillo raalhed. d.Drinc poriod.o of rloillr; otoclt prieoo, 

tho7 _.t oont-lato a not ohrinkar;e lD their ottoctlYo cepital 

tuodo i n poriod.o ot doclinillr; otoclt pricoo, unlooo (l) thq tiDO tho 

l1qu1dat1oa of t hair otoclt boldine• oo well u to aYoid. doprociation 

ill the aarltot Yaluo of tholr portfolioo: or (2) tho7 reCOQ!) their 

~ital p1no diot r ibutiono ~ additional otoclt ioouoo. 

Thlo ooao1d.oratlon -:r well doter oucb COII!pa.!lleo troa t r anofor­

riac t'aad.o fro• oaa r;roap of otoclto to another ao pro~~ptl:r .. a to 

the - extant ao alcht bo tho oaoo 1t tax conoidoratloDO wore al­

tocother noutral. On the other head., ao al~ cltod. tho tax 

factor loNe ..ch or all of ito wipt e..on tor o'llch ontorprlaoo 

ohan llquldatlon 1o contoaplatod bocau.oo of actual or dpOotod. ad.. 

yuao donlo~to lD buolaooo and tho arltoh ao a wbDle, or lD 

particular inanotrioo or ontorpriooo. 
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J'anber, lf o.pUal p.1u ot pol,_,.. -.t be pe14 nl -

r.tl7 to aftl4 ""- oa "ellobi"-"4 aanlllp, '-' • ~ 

toi'I!Wl ot U.. e~~pl\al 1••- ot W,..,.. lo .:n a•.., tM tw'•• 
o .. r a peno4 ot ,...... will be to allri.Dk U.. '181• ot o.phal ...... 

ot oorporaUou. ft. ••t preoUoellle -bo4 ot lll&laldlla or 

elllll&&U-c Ullo t•'"q wn14 IIPJ'8U' to be tb&t ot a1lowiJIC Mt 

C8Pltal looo .. aa a 4e8otloa la ••••U-c a4Ju'o4 - ,._ wltla 

U.. ~ pronoloa tllat wq -•• ot nab ut o.pltal lo•-
~ be oarrlo4 t01'1101'4 tor PQ1110o•• ot 411'-llllac ....,...... Mt b­

oo• ot tu.tvo ,..,... lllab a pronoloa wnl4 porlllt oorporatlee to 

Np&lr t lla lJIJ'0&4o ...so...,. .. U..lr oepUal tu4o l!r- ...,1w 

l ouu. 
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Jll. !'GQ""'JDtTIPMS 

A. Ipd1y1dnole 

In S.ct1on IT of thh -ruamo, a ota.D4ard of equity no oet 

qp to J~ tlw prooont tax' traatMo.t of tO. capital pi:lo of io.di­

•idwllo. It will lMo rocalhd tbat t he ota.Ddard wao dlhroinod by 

diYidiiiC • co;>ital pin by tho IIWilMor of yeero duri"C mtch tho ••­

oet ha4 boon held, addiD« tho quotient to tho io.diTic!ual.'o other 

iDeo .. in tho year of rooliutioo., dlh1'111ll1J1« tho tox applicable 

to thh added "pent, and .attplyiDg thio tox by tho ..,.ber of 

:roero durin« which tho 1\ooet bD.d beln hold. The reco-ndld DlaD. 

for tho traatM!lt of tho capitol gaino of llldiTic!ual.o h baoed on 

tho principle incorporated io. the otandlrd of •qu1ty. 

In tlw otao.dard of ol!ui t:r only a liD.«le capitol gun h 1D.­

•olve4. fbi reco-ded plan - called tho aTorago acc:rual Mthod -

1o dlot~ed to operate oqually well whero thoro at'e oenral tranoac­

u.,,., wbilo retaintDC tho principle• or:thl otao.dard or equity. 

1. rmcedpre tar Xnd1Jldpele )'PQrt1 M Qcrpitol C1'1p e lmt Ho capital 

Loevea ('me Wee pr ITcb•nn • 

a. JA •••rase 1n•oot .. nt ~r1od ic first determi ned by co~t­

lne a weighted a•orage (tho yeers lMo!Jl& woightod by the pino) of tho 

yearo aaooto incorpcrl\tlng capitol gaino were hold. In thio cocputa.­

Uon. one-half of a :rear or .,ro t o coneiderod a full :rear, and lese 

tbe.n oo.e-halt of a yaer 1a dioregarded. !l!>e !'Ooul tiD« anrace 1Dnot­

.. nt puiod to Hkowiao rounded ott to an eTon 1m111Mor of yean. 

b. Tho a'OO!'~ annual gl\1n tor thio period 1o then dltenoined 

by diTidinc total gaine by tho aTor age in•eataont period. 

c. The tax on thio &Yorage annual pte 11 thoo. co-tod with 

reference t o the eurtox net income excluding capital goino; and tbo 

!'ooul tiD« tox 1a nl tlplied by tho n .......... or :roara in the anra&o 

inTOot•nt period to detonino tho totol tax on capital gains. 

d. In COJ'l!'l'ti"C tho tax on tho a•erago annual pin. no allow­

QDco 11 giTin tor ~ portiolll of the pueonal IXOIIption, credit tor 

dlpendonto, o!' ainiwaa o&!'Did incoee credit not ntili•ed in comput­

ine tho orcll.nal7 iDeo .. taz. If there 11 no eurtaz net income, tho 

tcx 11 oolllplltod on tho &Torago annual pin, atenainC eurt<IX not iD­

ooao to lMo aero rather thCD a negati'Oo quantity, 
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e. The ,_ !)roce&.H r.a abon 11 folloftd where ..., illdhia..l 
taa Co"Oital 1ouea but DO e&J>ital pino, In 111eh euee, a ta>: CJ'edit 
'IIOuld be CO"'P'ltod 1notea4 of a ta>:. \'1111 taz credit 11 caniod for­
wud for two years, to bo allowed o1tl7 u ..., otfoet againot tez 11e.­
b1lity on cagital pine roalhed in thooo ;rei\J'o, 

'l'be follow!~~~: •xali.Ple illu.tratoo tbe procedure for taiu ont:r• 

.Uowoe an 11141Yid»al with other 111rtax net incor.e of 
$10,000 baYiJll: a co.pital pin of $10,000 on an ucet be.U 
10 :rearo and a C8pital p1n of $10,000 on an a11et belt 
5 :rearo. 

Computatton or az•rnce tnx••'P'D' ner*od: 
$10,000 eult1p11ed by 10 •••••••••••••·••••• 
10,000 ault1p11od by 5 .••......•. ...•.. •• 

Total weil:hted pi no .................. .. 
Divited by total gaino of ••......••• .•.• ..• 
Averill:" investment period •••.••...••..••••. 

'iopppt otsqp pf ryerart apnpal rntp: 
fotel «&in ............................... .. 
D1 dded b:r aYerage iDYeot .. nt period of' .. .. 
A••r~ annual eain ............ ........... . 

CAn;mtcUon ot tp: 
Tox on $12,500 (other ourtaz not inco~te p1ua 

$100,000 
SOQQO 

$150,000 
20,000 
8 ,.. .... JJ 

$ 20,000 
s 

$ 2,500 

average annual gain) ••••••••.••••.••••.•. * 980 
TIIX on $10,000 (other our tax Det 1Dcome) .. • 700 
TAX on &YerQGe annual gain •••••••••••.••••• $ 280 
):ultlplled by Average innotment period of • ---.Jl 

Total tax on c...pital net saiD ••••...•..• ~ 

!he fo11owlne exezp1e 111uotrateo tbe procedure for loooeo 

.UIUlOII an ir.diwidual with otber ourtex net iDeo .. of 
$10 000 having a CSDitl\l 1011 of $10,000 on an uoet bold 
10 ~•~r• and a caDit41 loao of $10,000 on an a11et bold . . 
5 yoero. 

JJ 7 1/2 ;"e&U railed to 8 yeare. 
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~tattoa of aTo~o laYUta.Dt porio4t 
.ooo .altlpll;a:\7 10 •••• • • • ••••••• ••• $100,000 

10,000 -alt1plle4 b7 5 ••• •• •••••• ••••• •• 5Pe000 
total .. 1cllte4 lo •••• • • • • . • • • • • • • • • • • h 50.000 

Di rl4M 'by t.o tal lo •••• of ••• •• , , • , , • • • • • 20,000 
.!Torace laToo-t period • • • • • • • • • • • • . • • s ,.....e 11 

9 Pta~lop of IDJMt ypMl loatt 
total loll f f f f f f o e f 0 e e' t e f t e e e e e f ee 1 f ?. f 

D1T14od b;r anrap lanetMD,t period of • 
•••race annual loa• ••••••••••. •• •••••••• 

$ C!O,OOO 
s 

$ 2,500 

Oo!!J!lt&ttfj ot tfx or•41t t 
~ on,50()0ther nrtu net ineoae •tnue 
&Ttr&ee ~ loat ) • ••••••.••••.••••• t 455 

fez oa $10,000 (other nrtax Dot lacOM) , 1Sl2 
raz ore41t OD anrap AADual lata •• • ••• • f ~ 
ltaltiplltd b;r anrap lanet-t period of ____,1 
~tal tax crt41t oa capital aot looo ••• $ ...l..9fiQ. ---

2._ Proct411re for lll41Y'14!!!lt Rlportlpc Both C!plta.l o.'p• MA 
O!pltal Lo•••• f'[O! S&l•• or 'mh·r '•• . 

lbere there are both ptao aad looou, the tax traet-t 1e 
the - ae that 4oecribod abo.... except thet the actual oc..,...ta­
tioa 1e eOMwhat .. re cooplez. 

a. Capital gntao lli'O aogrepted fl'oa capital lo11oo. .Aa .... .-. 
ap lanotaaat period tor plat aad tho a.,.rqe annual pta <bl.ri.Dc 
thlo period are 4otol'll1Do4: alld .,. a,.rqo tavoot.oaat period for 
looooo aad the a,.rq• annual loll durlag thit period are 4otol'lliaod. 

b. !bo anrqt ADD-..1 pia ODd the anrqo azumal loll aro 
-biaod to 4ot•no1ao the not CI'1D or looo applicoblo to tht aborter 
of tho t"" laYeaboct por : •do. 'ftle t ax or tex credit oa the rooult­
I.Dc flcGH la co.po.tod witl roforaaco to the ourta.z Dot laco.o ,,.,_ 
ol'lldi.llc oapltal piao alld lo11a1 0 aad thie tax or tax crt41t lo 
ll'olt1plie4 b:r the a,.bor of :'MJ'e 1a tht aborter lana-\ period 
to 4otan~1ao the tax or tax crt41t oa capital plao ..,d 101101 ......,._ 
uc thia period. . 

i/ 7 1/2 ;raaro rai eod to 8 ;roan. 
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o. the tax or W.X c....Ut em \be Perec'8 emnl&l pia or the 

U81'11&'e UIII'Q&l lo11, oldcbenr acorucl tor U.e lOII&er awrap ta­
wetact period, 1e OOIIpllte4 wl\11 refel'ellce to the nrtax ut !..a-
- eml'GAS.ac capital p.l..ae ucl 101111, u4 II'Gltlpl1e4 llr '"-
D,.ber of 7MJ'e b7 wbich the ~r l..afte-t perlocl em..U tbe 
ebortu, to cleteNI..ae U.e tax or tax or.Ut IIIPPlicable to thet period, 

d. the tuee or tax cr.Ute tlru obtel..a.t are oaabl..a.t, ud 
U.e ren.U ~-b the total tax or tax cr.Ut OD capi tal pl..aa 
.a1o11 ... 

!be tollori.llc ._le Ulutrat .. the proc~ *are there 
are both p l..ae at loee .. , 

.Aa- &D 11141rl411al wltb other nrtax oet illc .. e of 
tl(),OOO "-"1ac a capital pill of $10,000 OD &D a11et "-14 
10 ,.aro ... 4 a oepital looo of $15,000 OD a ... et beld 
5 ,_are, It 11 DOt DeOOII&r7 to a«apote the &Tir&ee iD­
neta&t periocl tor the pillo eDcl the anrace l..aYeotolat 
period tor U.e lo .... 1a tbie illutraUoo. It U.ere ,....e 
-ra1 truaacUooa renlt1ac 1a pill aDd laftral traa­
tlooa renlt1ac ill loeo, ., &Tarap I.ATee-t period tor 
the .. ~.~~ .... d. &D anrace l..anetaeD\ periocl tor the loeoee 
~d H ~11ted 1a the - ._, u Ulu t rated allen. 

Oopatat1• Of mract tppMl AiaJ 
!otal pia •• ••••. . ...••••• •• • • • •• ••••••••••• . 
Dirlclecl b7 aTerace .illTaota&Dt periocl ot ••••••• 
ATerac• aDDUal ca1a ••••• ••••••••••• •••••• •••• 

tlO, OOO 
10 7MJ'I 

• 1,000 

Oowmtattss of mrMf appal lpeet 

tOtal loll ••••••••••••••••••••••••••••••••••• 
DiTiclK 'b7 anrace l..ano-t period of ...... 
~Yer-.. aDDUal lo•• •••••••••••••••••••••••••• 

•t • ., • .._ ~ looo II'Plioable to the eborter 
of \be Uo iaTII-\ pariodo ( . } ,000 a1au 

$1,000) ••• • • •• • •••• •••••••• •• • ••••••••• ••••••• • 2.000 

9eemMtl• of tN mAlt • tJa• pet lp•• epllQAltle Sg She 
e!Mtrter ateetept perJeAt 
!u 011 ts,ooo (other llllrlU aet 1a- al..au 
a et ~r.a• aaaaal loee) ••• ••••••••••• •• •••• • 
!u oa tl(),OOO (other nrW.X aet l..aoaae) • • .. . 
taz o....Ut oa aet PeNCe .....-1 lo11 ........ • 
llalt~lS.t bJ a....-.ce !.Jifte-t perlo4 o~ .. . 

total \ax orel1t ••••• •••••••• ••• •••• ••••• •• • 
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Copzp.tr;tipa of \t% op &QJHI ynual gtp 'RPlioeblt to tht 
pteber ot DHt bx Fiah thf loyer invtetpgt ptr1p4 er. 

n•eda tha ehprtef' 
1'a>: "" ,ll,OOOother ...,.taz Det 11lcoooe plu 

&Ttr~ aDD~ ~&lD) ••••• ••••••• ••••••••••••• $810 

1'a>: "" $10,000 (other ...,.taz Det 11lC001e) • • • • • • 1llQ 

tu: oo. •••rae.- 8DD1IAl pJ.a • • • • • • • • • • • • • • • • • • .. • tuo 
IIW.tipl1114 1>7 JNaber ot r••r• b7 whioh the 

lo~r 11lne-t perl.o4 ,,.,.,4a the 

aborter ••• • • • ···· · ····· · · · · ·· ·•••• · •·••••• ••• ~ 

faz total •• • ••••••• • ••• • ••• •••• ••••••••••• • ••· t550 

Oo•b11le4 taz &Dd taz ore<lU ($550 •!Dua $1 , 000) 

or tax credit of • •••••••• • •• • ••••• ••••• ••••••••• t45o 

l'ropoeed Cllpital ph &Dd lou eoh.aalea tor 11ld1rl~ 11lcOM 

taz return• are preeeDted 1ll jppeDdb: B, topther wlth the c011p'<lt.­

t101l of taz or taz credlt tor Ulut ratod cu ... 

3. :t'ruteat gf Csite.1 Gatpe op4 Lqeeee pf Pgtnerehipe p4 

lt«pqkritl 

JidDc lar1" aDd partl,.rahipe turD bh each 11ldhl~ the tic­

Dree for hh pro rata ahare of total p11le uel total loaua, &Dd 

.. icbted p1De &Del ... lcl>t•d lou .. , CCI!P"teel 1ll the - ~ aa 

el"cribed abon tor 11ld1Y14\lale; theoe t lt;ll!"a are COOI1>1Do4 1>7 the 

11ld1rla.l wlth the oorre-s><>DdlD& u-• reepecti.Dc hie other ""'P-

1tal phe &Del lo""· 

4. frtata•t pf Ctpita]. Qe1ae p4 Iptete 1p Prpptrtx ]\qp•ttA to 

Qbrrltablt Ip•titJtippe 

a. 1t lecall7 teaalble all ooDtribv.tiODe to ohari\able ""d 

eb1lar 11letU'AUODa llbo'Ald be repr4ad u ooouioai.Dc the reali­

aatioa ot cepital p11la &Del loaa" b7 the 4cltor; &Del ncb capital 

p11le &Dd lo"" eho'Alcl be 11lcl'll4e4 with other cepltal p11le ""d 

lo••••· 
1>. It thie propoeal 1e aot a.-d lepll7 ~eaatble, or it 

pracUoal OODatd•raUou ... to 'bar 1te e&lpUOD, U 1e re-clecl. 

tor the P"J'PP" ot 4ate ... 11li.Dc the 4adDcUOil tor oharitable -trt­

bQUoaa, t hat the ~ ... of ncb oODtr1bv.UODe 1ll lead be tbtcl at 

the a4Jutecl bui• (S.ction UJ) or arbt , whichner 1e lower. 
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5• !rtatatp,t pt Capital. Gaipe y4 Lo•••• 1A Prpptrtx Trppt ferre4 

bx Iatu nyu QlllJ. 

a, It lepll7 teaaible, all trt.nsfero by 1pter •bot Cifh !houlcl. 

be reprcl.tcl. aa oce&aioni.Dt: the realisation of capital piu ucl. los••• 

'b7 the cl.onor 8Zld such capital pi.Da ud loaoea accord.ecl. the aaaa ttl: 

treatment a t other gains and losaoo realiotcl. b~ the donor, 

b, It this proposal 1! not dee>:~ed lepll7 f et.aible, 1t it wc­
~:eoted that a ouppl•..,tary Cift tax be le ... iod, .. aeurecl. b7 the cap­

ital gains and loB!ot i.Dcorporated. 1ft auch trantfera, ~ia taz 

could be determined. in a a1ailu 'II&)' to that applicable to capital 

c;a1Da 1ft property trantferred at death at deacr ibed in the et tatt 

and gift taz -rand\111, 

e. If practical and let:al coneiderationa should l l.kewi!! bar 

tbe :J.cl.optioo of the latter proposal, a part of tbo tax on capital 

ga1Do aYoidod b,v 1l!}tr Y!Tot tr6Dtfero of property could be recO"Ped 

it Section 113(a)(2 .,., aaended to pro•icl.t that, for tbe purpo t t 

of detono1D1Dg both capital c;ai.Dt and lott.,, tbe bub for proptrtJ' 

acquired by Cift .... , llade either tbe be!! 1D tha b&Dcl.t of tht cl.onor 

or market •alue at t1at of tranafer , whicha,..ar ia lower. 

J!. Corporatiopa 

'!'be capital pina and lO!!!! of corporat1ono ....., i.Dcl'llcl.td. 1ft 

ord1Dary income 1ft tllll, excapt that for purpcoeo of cl.tte1'1l1D1Dc 

tho no..-1- ta:r: not iftco~>e, Q<~Pi tal looooo ore allo .. d only to the 

extent of capital ga1Do. JA7 e xcot• of capital 101101 net allowed 

1ft tbe c:vrr&l1t yaar 1! carried forward for t"" J'e&r! to be cr ed1 ted 

apjnet the capital plno of tho!! J'&&r! • 

Ia detorm1D1Dg acl.juoted net income, tbe excoll of capital 

loseeo over capi tal tai.De not allowed for purposl! of d.eterai.Di.Dg 

the normal-taz net iDe""" ie allo.,d 1ft tllll api.D ot iDe,.. tr011 
other aourc!l . JA7 portion of capital lo!lel not eo ut1lbe4 1! 

carried forward for t ... r.ar• for use • • a deduction 1D dete ... 1D-

1Dg adjuoted net 1Dcone of thooe yeare . 
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DII. JL'P'''ID W DN"'P" 0Z QAPI!AL 
GliP •p UlS§P OJ IIDmmtiJt 

4e PropqMlt Dttipe4 Pr1mrr117 ip tht 

IattntSI of lmf41'99T 

1. CoFl,t tt 'm'peipp pt Calk], AtW ,,.., I.qettt trow tbt Ipcplf: 

'Mila• 

!be obJeotiou to thia propoael ha ... alr~ beeo oo ... re4: 
Colpital piaa oouUtute tupe;r1ac &b1lit7; t he7 are DOt ahal'pl7 

41oUo&lliah&ble froa oth&r t,.pea of iocoooe; the bulle of th&a are re­

alhecl 1o com>ectioo wHh ti'IIJUI&Ctiou atom iot o for protita; IUI4 

their ~Uoo froa 1Doo• t&De ..,uld be orlr-17 iaequit&blo. 

!he a&ae for the co11plete excl uaioo of capi tal piu IUI4 loaoeo 

froa the ioco•-tax beoe 1a bel1eTed b7 oo•, ioolu41oc 
llr. L. IL l'aft:er, Chief of the Staff of the Joint Co-ttH oD IAtol'llal 

•- !axatioD, to han bHO atrQCthaoecl b7 the -taeot of th& aur­
tax Oll llllll1atr1111ltecl profHa 1o 1936. llr. PaJ!<er ailltailla that 11 th& 

'WI41atr1wtecl profih tax 1a ooot1,..4 1o oubat&llt1&117 ita preaaDt 

fora, •th& quatioll of capital pine will beCOIIe oo~~p&rat1Tal7 W>illpor­

t&llt ill the loac I:'IIA &a & rn.,..,. producer. • Bia a.r_.,t 1a .,_heel 

1o the at&t-t tbet : "!he inereued '181ue of corporate • to'* co•• a.'bov.t 

lar&al7, of caufte, beca.uae a. collaiderable portion of th& Det e&rD1Dp are 

ret&1Decl ill aurplua IUI4 woecl 1o iDCreaaiJIC the e&rD.1Dc power of the corpo­

ration. • (See ~eaa before th& lllatitute of Public .ltf&ira, Jul7 9, 
1936· ) 

11r. l'aft:er ' • &r&llDellt, 'llllil e applicable to one iloportut aOIU'ce of 

capital pl.u, i a b7 DO - applicable to MOT othen; IUI4 hio oi.Jiple 

pDenl1S&t1oll ·- t o ba 1o conflict n th IOIH of th& facta of co_,., 

oboenatioll. 

( i ) If raiDTooted e&l'l1in&a coDOtitute t he chief ex­
pl&D&Uoll of ioCN&tea 1o the '181ueo of corporate otoall:, & 
bit~> UcrH of correl&tioD ohould tend to uilt betwHa the 
book IUJ4 ...-kat 'fUWII of IOCIU'i tiea. !be &blaDCI Of atq 

hip UcrH of auch rel&U onohip 1a, boweYOJ', notorioua. 

!ro 1lluatrate the preTDilill& &boolloa of &117 .,ch olooe re­
l&tiouhip, th&re i a proollltecl ill '!.'able III & coiOp&rilon of 
the book ..Uua &114 ...-kat '181ua per ebeN a.o of Deceaber Jl, 
1936 of the tift - co_,., a toclto t.b&t ware tradecl 1o the 
larpat '101- oil the .., Toft: Stoall: bchnt:t on th11 date. 
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(11) ~u wbo ••• u. ..,.., cuuaJ. •tw!J' ot tha atock 

-.fta\ aTenpa oftr a perlo4 ot 7ean DOt1ceo tllat 111u •111Dca 
1a tbaaa a~ te1te plaoa eycl1call7. llr. ~r'• &r&IIMI't 

&114 OODOl'UiOil 'IIW14 llppl&l' to Mat lq)Oil the &O"""'PtiOil, -.bleb 

h oont1'&17 to the taota, that DO I.Joportu.t oapital pillo (or 

lou .. ) are ll'lllha4 u a raealt ot thaaa qolioel n-uono. 

hr a:oupla, a1Q' iaTaotoro aDd opacal.t.toro llaYO pll'chua4 

boa &114 ataal aDd r.l.l.zoal aquipaant co.aon otod<a aince the 

llact••lnl of 1933· !beH are praeeota4 1a fable %UI COIIp&r1-

aou ot the ...... llaw .. n DacaUar Jl, 1932 &114 Dacabar Jl, 
1936, 1a \M aztca' aDd llook Ylllua ot tbe oo.on atod<a of all 

~ r.l.lroa4 aqui~nt aDd iron u.4 ateel colllp&l1iao 1nol'<l4ad in 

~ Staaolar4 Statht1ce ColllpU7 1a illdauo tor theoa 1Ddnatrial 

IJ'O'IlM• It 11111 lie ollaana4 that, wlleraao olllJ' ona ot ~ ten 

ftll roat aqllipiMJI.t atodo:a illcr....,a4 ill llook Y111111 durillc thia 

pariol (&114 117 olll7 1.1 percent), the uallaat percan'- ep. 

pi'ICI!.aUoa 1a the aztcat Ylll111 of the cc.oa atod<a of u:r of 

the ,.., co..,U• aa Ul ptr(*lt ; aDd the aTanoce ot the reteo 

ot epprecia\ica, ._al&l>ta4, of all ,.., atcd<a .,.. ~ percent. 

Ia tba caaa ot tha alnan ohal co,.,..Uaa, clllJ' touz ahowa4 1n­

OI'IUH (ul rale\lT~ a.all Ollll) 1a the llook Ylll..- of their 

00- atod<a llatwa... thell ""' utaa; bllt the appreciation 1ll 

the ..a.t Y1111111 ot thell atoc:lta rtD114 froa ll3 to 914 percent; 

tba aTenoce ot the retoa of epprec1at1on, unwal&l>t .... of tha 

al- atom wu llli1l ptr(*lt. Ia the cua ot •o• of theoa coa­

paai .. , \hoaF 117 DO - all, opaoial wrihlo,.,. ill the Mlu.ce 

abe•' Y1111111 a11ipet to Tarioua aoaata, u.4 cbarpl lirect17 

apiaet the euplua aooouah, ao well ao oparaunc loaoea, ac­

-..ta4 tor 1'14Dct1ou ill the llook Ta1111 of the atodo:e. !ha 

ti,Jaraa UTerthal••• pro111u 1111114 iUuatreUou of the tact that, 

1a eppr.taial the cbanca4 aarn1al power aDd aut,look tor theoo 

aiom, tha Jllll'kat 414 not wait upon oo-n.urata a44it1ona to 

tbe11' llook Ta1111a thrcucl> raiaYOot ... aaralllll· SpeCNlatora u.4 

iaTMtoro 'IIIIo pll'chaoa4 thlla a todo:a ill 1932 or 1933 haTe there­

fora ea,jo714 nrT ra.botantlal CI!Pltal pillo, raalha4 or open to 

raal1sat1on, priaaril7 aa a ra.-alt ot tho CTcllcal r aooTerT 1n 

tile blaTT l.alb>atrlaa, aDd ""' llacauaa of a1p1t1C&Ilt a441tiono 

to tbair llook Y1111111 thro»cb tba ratantion of l&l'llillla· 
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(111) !be aart.t '• ..alaat1GD of aeoar1t1aa ia eaaea­
Uall7 a procua of eopUalhizac C'IUT«<t a4 proopaoUn 
_....lAp ad 41rlc!.c4e, A cbazap u a~· e&nlllc• 
proapeeta arb lac o'llt of faetora al tocetbar 'CIIU'elate4 to tba 
co.pe117'• lanataat a, ....a. aa a na• eel iltportet contract, 
h a eo-n oaue or .. lletaz>Ual e~~azac&• u tile -.rut oalue 
of a 0011pe7'• aeC'Ill'iUu , A , .. eral ,_,.,...,.._,.t u tba 
baaillua O'lltlook ..tll freqvoentl7 aencl 11p tile price• of rtr­
tull7 all atoolca1 a ob&ce for tile .., .... u Uda O'lltlook 
..tll aencl cloc tile pricea of Yirtuall7 all atoolca1 a claclille 
lll tile lanl of latereat ratea tan4e to anbell•• the aarket 
,..1,.. of rtrtul17 all aeoariUu, 

(b) Ia the traatM11t of copit&l p.illa all4 loaaea for 
tax purpo .. e, .,. 4o 110t deal rltb ar&re&ato• or rltb anracea, 
bolt ..ttb tbe e.>;perhllee or 1.1141rtll:D&la, la41rt-la 41ffer 
cCIIIalcleral>17 1..11 tbeir al>1l1t7 to o:ppraiee tba .. C'Ill'ltha of 
parUC>IIlar cotop&J~lea acl the cceral O'lltlook r.r baa111eu. 
One cr<n>P of ilo41rta..ale aa7 aJo7 nhetetlal nat copltal 
pua dw'iloc tbe n r7 - 78&1' tba.t uotber cro'IIJ> or ilo41Y1-
a..ala avtfera baaY7 oopl tal lone a. B&ee tile tuaUo11 of 
net capital caSJoa, 11eoeol8e of the ...,....,. cllatribllUon of 
copit&l cailo• a11cl loa .. • - r11p0rtlac ucllrt-la, h 
eopable of pr oduclac nl>ataz>Ual .. .....,,.. •• ...., tor a per1o4 
l.lltbich tbe accrecate of reportecl ... , capl tal lou•• . :ro .. 4a 
tba accrecate of r11p0rtecl ut copltal pll>a. 

!ha ..... uatr1bv.h4 prof1h tax rlll tancl to recluce cml7 ou of 
..... ru lllporta11t aO'Ilrcu of capital plu. 1'ba otbar aO'Ili'Cea WO'Illd 
r-u or COilalclarable 11tporta~~ce. Structural chlollce• 111 parUO'Illar 
ucbaatl'la~ flelcla clYa rhe to the aarl7 eop1talbaUcm b7 tile au­
at of 'CIIU'&alhecl larp &ar~~lap proapech for part10'1llar coapelea -
.,.u u ad'Oallce of a117 oo_.....ate ucreaae u tbe book oal'lle of tbe 
aeoarltlea arhlac O'llt of tile relaYu-t of .....,!.Ap, Llu..tee, 
eopltal piloa_ arlai..IIC O'llt of tba e>plo1taUOD b7 111d.1Yicbaala Of 
..,U1cal tl'llct'llaUODa .,01114 aot lie atteotecl, !be -•rlor ab1llt7 
of _. illcllrldllala to II'Praie• illYaatMnt a1tuaUGDa, • ..., ~r 
ataUc ooncllU011a of -•ral l>'llalnaaa, ad tile ..D••••• of otbar 
illcllrta..ala for 11l1Profltal>le oo.aitamh, 11!Xll4 r-uM aO'Ili'Oea of 
oapltal pii>a all4 loa .. a. !be cballc .. 111 tile rate of 111\ereat acl 
ill ... apeCIIlaU ... t...,ar of the aoaent, -.bleb pOftrhllT 'affeot tba 
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cap1\&lhaU.oa ratio 'b7 wb.J.ch t.be oarnia&a of IUlT capital wt.-at 
are traaol&tocl lato a aaplt.&l ftlu., will lllonbo .-b. ao ,.......,., 
of capt \&1 pl.aa and loao... l'lll&llT, •DtioD a.d barcll7 be •ell of 
~ UD&ttoctocl poooibllitioo of .uch ~oul&ti~e pl.aa ao tlow traa 
cllaco~arioo ot oll wallo &ad .. tal aiAeo , the oxplo1t.at1oa ot DOW 
patoato or aoorot procooaoo, appreclatioD b. ~ ~alUAI of u.>roncl 
aacl ui.llproncl real eotato, ot cetera. 

a. ' ' ''' ltcnottgp g: fN frMtMnt 9: '>pite,l Qlipa eM te•••• 
H baa &lao bMn ~otocl b7 Kr. Parioor Ulat oap1tal pl.aa 

&acl l0a111 be COIII>lltalT oocreptocl free other IOIIJ"COI of ,_,._ 
tor taz parpooaa. ID ~ !lu llapsl.aa tor October 1936. Kr. Jlt.lbr .,.,,., 

1 • ••• • wppoao wa clo aot aclcl caplt.al pl.aa to o~r 
1D- or nbtract capital louaa theretns. OoacolYo ot 
capi\&1 piao &ad louoo C01Dt; b.to a aoparata bu!Dit 'b7 
U...olno. •o• , 1t ~ wlll '--C1D& a capital plao taz 
with cra4u&tocl xatoo appron.&tlllc -h&lt .,.... preiiDt 
taz ra too, aAcl '--C1D& capl tal louoo u &D ott11t apl.aat 
•lao with a prorloloa wboreb7 ~capital,.., 101111 ~ 
bo oarrtocl torw&M tor a porlocl of oix T&&J'I, U will be 
toUI>cl Ulat a tairlT oquitablo reault will be obtal.aacl. 0 

J(r, Parioor'o oracc-otioD dlttero tree tbat of •- o~ro 1D 
\bat hi would cra4u&te the oeparato tazoo appliod to oapUal 
p1111, 'lbetw.ao othero would appl7 oD17 a low flat taz, ••i~r 
ot ~·• tTP&o ot ooparato t.axatloD ot capital p.iao would ol~ 
D&to the lopl &ad adlll.DlotraUn d1tf1cuH1oo tbat ban bHa 
IDCcraDtorecl 1Jl t&x1Dg thlo tn>O of 1DCO... !be er&&t o&Cr1tl01 
of oqu1t7 ~olnd b. cl1...,rc1J~« tho tax tr&a-Dt of O&J)1tal plao 
tree that of other t7P1a of b.~ 1o ftf7 iacllq-aatolT roaoocl 
'b7 er&4u&tlllc the aopa.rato tazaa oD capitol pl.aa. Sitch ,..­
aUoa WO'Cild ban DO rotereDco to tho ..,'1111t of u.cc.. troa oUI&r 
aOIU'Cea, &114, beace, the procnaaift cba.raet·ar or cnlJ' soc ~• 
taz qot• wo'Gld bo croaalT 1.oopa1rod. 

• 
!'lot renau raised 'lll1cllr fUlT rato aoalo tl>ot 1o IIPPllacl 

aoparatolT to cllttoreDt parte of lDC- -.at l.aarltablT fall far 
below u.a -t of roniiU Ulat could be ralood lt ~ -
rata aoalo w ro appllod to t.be oDUro u.:.... 81>l>at&Dt1&11T 
ll.lcMr, ra~r \baa lowor ratoa oD oapital pl.aa wo'Glcl be MOo 
oa a&rT to ra.lao \ba .- ....,,...t of r&nDU 1t capital plao w re 
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}, S!qM!tlO!I of the !n>t 11> rorot bet'!! .. 19?2 """ 1933 

~· l7Pt of •ocrecaUon ne b1&Jil;r illequUable, Ih tffto\ 
W&l to C1 ... no benefit wba\tYtr to t&>pqtrl rlib .-11 or IIOUrait 
I.J>c-e, t.ll4 to confer biehlT prtftrt~~U.al ia>: iro&-t to tile 
ca,pli&l pi.J>a of I.JidlYlclualt wUb l&rca I.J>coaott. 

4, SwM!tlon wUb lle!ptCt to ()aplttl Louet Ol!lr 

!be - conaicluaUona thet arp 11> f&Yor of tile !J>olual011 
of c-pli&l pint 11> ordlnar7 tuable I.J>ccat altO arp 11> f&YOr of 
\bt cle41>oUb1llV of capli&l lototo froca auch 1IICCMM - U.Oacb 
ll>fOlal trt&-t for e&plial lou•• t11aial.J.-cl on aetth btld for 
aore tbtn O!le rear 1e ....,Porttcl lr tbt - conelcltraUone tlat 
aq.pon euob trea-t for e&plial plna on auth btld for e:rt 
than ont 7o&:r• 

lllo1lt equitable conalcleraUono clo&:rl7 call for ett&ta:r llbt~ 
allV 11> u .. 4tc1'11<:UblllV of c-pli&l louta, u h m~l7 
~tu.l tllet a au~>eUtutt trea-t btat4- tquiiablt oouu.. 
tratlont alone oan lone end.urt. It lo pnciotl7 ill pt:rlo4a wloa 
l.oorp oapltal lolltl art, or-., 'Ill, ....Uot4, thet tile OoTt,.... 
_,,, :rn-• \end to tbrUit, and 1h e:q>tnclii'l1rtt to r1••· !be 
rtoercl of the peot clearl7 1llclioattt tllet if tile 4t4ucUbillv of 
~lial looott lo too frttl7 allowtcl, lraclo llbe:rall\7 woulol bt -
ll.ktl.7 to wUbttand the prtuurt for aololl\lonal rwY••• tile\ w1ll 
arltt ill , .... tuture pa:rlool of ~~n••• cltclw. U ibua appean 
altOCtthe:r prolable that tOIDI mo&.u:rt Of tocrec&ttcl ia>: trt& .... \ 
of c-pltal lout• lt aptcl1eo.t to protect r.,..,,.., ill per1oclt of 
cltOli.J>lOC bulo.ttl acUYlV u4 cltoli.J>lnc ...Ute. 

Jipar\ troaa rfY•'Ilt nqui,_\t ao lrQCII, tboore art otrtalo. 
praoiloablt aDcl .,.. ~uitablt ooo.olcltrat1oJit \hat ban 11>fl-Otol 
eoocn•• \o :reatrict the 4t4ucilllillt7 of c-pli&l loetta. .._ 
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OllpU&l lo1111 are 11~ cl.e4w:U'ble, .., l..DccUn h pl"'Yicl.e4 

_,. ~·u to claoip uUfiol.&l ,,....,...,uoao f or U.. oola pv­

pooo of w1p1Jic out or cr ... tl¥ r..tllc1Jic w.z l1a'b1l1 v Oil ol'<liuz7 
ln.,...,.. J'urth.or, olnoe U.. w.z trea-t of oepU&l p1ne &114 

lou .. b&o bean oonf1na4 \o re&lbt4 p.ino &114 lo11 .. , \ha ~N' 

bao 'bee ctnn \ha nlualll.o pr1'1'1lece of ollooolllc U.. u .. for .,._ 

al1a1z>c bo\!1 plno ancl loeou; &114 thh cboloe, o\ber ~ bell~~ 

equal , oa be •liP•chcl to operata HelllarlT to \ha a4ftD\ece of U.. 
~er ad to \II& 41ea4nDtece of tba o.n-t. !he •r• power 
of a taJrpqar to pootpona tba raalhaUon of oep1tal plno h 
lhelt a creat a4Tantoca. lot o~ oan ba ollooM \ha tla1n& of ra­
alloaUon \o ll1DJ.Jo1so hlo \&z Ua'blllQ-, otbar t hlllco 'bell~~ oqnal , 
llo.t ba aloo eaJoT•• lntar .. t-hee, tba tUIId.o \bat woW.4 be pe,J&'blo 

1n \&zoo 1t ba raal1st4 hlo p1ne ao tb&T acQ'Qt4. In a44Uion, 

t here hao 'bean a~ f .. l lnc, CllllT p&rtlT ftn'&Dtt4, \bat 011pltal 
loll .. 1n canoral are outforecl liT ou'betanU&llT tho - poroono 

ao , at o\ber tlluo , •nJOT 011pltal &&iDol &114, haoo , t h...t &I1T pra­

feran\1.&1 uoa-..t accor4a4 capital plno Juotltloo oomo -our• 
ot harlll!Moo 1n the w.z tro&-t of oep1tal lo11eo. 

Of th.o f our Tu1&Dto of thl o propooal tb&t IIPPa&r to be OUI'­

rct, the f1ut throe, clta4 'below, wore ouU1Da4 liT Profo11or 

llol&ulre 1n Nl -tad ...,I'NIIha f1la4 1n \ha !ro&turTo cUUt4 

• 'l'uaUon of Capital 0&1Do ancl DeduoUon of Capltal Lo"eo. • 

( 1) .tppl¥ the rocuJ.ar rata ooale to or41nal'7 i.,_ 

an4 &Jl!Pl¥ the top rata r...,hecl boY or41DarT 111- to tho 

011pltal p lno. 

(11) Bec1n tho agr.,pUon of lnooma wi\!1 011pltal 

plno, appl¥ perb&Po oaa-b&lf of tho rocuJ.&l' rat .. to 
tbaao p.ino , ancl the agr-t• tbaroon to or41Dar7 la­

COIM o \o which the rocul&r rat .. will tiPPlT• 

( Ul) .tppl¥ tba rocul&r rato ooale \o ol'<liuz7 la­

COIM, DC~~~puto the atfooU,.. totalUT rate of taE on ol'-

41narT inc,..., 8114 orppl¥ thlo rate to the 011pltal p1no. 

( h ) Agropto 011pltal plno wUh o\ber 111_, &114 

III'PlT the rocu1u 111-\&z rat .. =Ul the ...,...to of 
1DOOM rapro-tlnc capital plno are raacht4l at Wo 
point , H4ua• tho ratoo otb&rw1.oe ~~ppl1oa'blo lit' porhlpo 

on.-half. 
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The f1rot three 0~ those plant &Jl!)OU to possess no IJ)eCio.l 
merit wb&tnor, The7 ere morolJ' altorDLtin m"""a of roducill(l tho 
ofrectln taxes on capi t al GL1no, with no OOPocially losiea.l bath 
for t ho reduction i n aaeh bate. Tho !ira t plan brellke dom'l in all 
inatancoo \lhoro all other aourcoo of inco:ne result in a deficit . 
A opoci al nat rate "culd ob't'i0111ly haTO to be applied to the C&1li­
tal c:ain• of the taxpeyora lObo r01>ortod no other income. JIU'th..;. , 
tho method miGht produce oxcood111(lly w!W:ldul reaulh. !but, 1111 
in41Tidual with $10,000 of ordinary aurt&x net inc010o , but $1 mil­
lion 1D capital Galna, would be AbJect to $100,000 of taxeo on 
h1a capital £10.1111. Another 1nd1Tidu:U mo alao ropo.rted $1 aillion 
of ce,pi tal £D.ina, but had $100,000 of ordinary aurt&x net iacoce, 
would be aul>Ject to $590,000 of t&xoo on hie capital ea!ne. In 
other norda, $90,000 of difference 1D ordinary aurt&x net income 
110uld create a difference of $49<> ,000 i n the tax applicable to tho 
acme amount of ca)>i to.l gaina. 

Tho oocond variant A1>1>6&1'1 to be noth111G core than a more 
circuit0110 end loss defonoiblo cothod for reducing tho etfocti~o 
rateo on e&].>i tal eaina thnn 1t proton ted 1D tho fourth nr1ant . 

!be third variant would :yield roaulta Just aa 11hba1eal aa 
tho10 of tho f1ro t va.r iant. !hila , bocauae tho ettocU TO toto.li t)' 
rate ot $10,000 of ord11111Z7 aurt&x not 1Dco:l8 1a 7 percent , and 
on $100,000 34 per c.ont, tho t&x01 on $1 lllillion of ca:pital p1Do 
would bo $70,000 for an ind1Tidual reportill(l $10,000 of ordinary 
aurtax net income end $JIIo, OOO for an individual report1n& $100, 000 
of ordin&J"J our tax net income, A d1!forenco of $90,000 i n ordi­
'llDr'J aurtax net i ncome occaa1ona & difference of $270,000 in t ax 
l!.&bil1 t:r on the i dentical amount of capital ¢no. 

!rhe fourth ~er1ant, 11horounder capital eatne would bo accro­
l!:lltOd 111 th ordine..%7 income but aubJoctod t o perhe!>o half tho ~­
tax rat01 that wull! otherwise bo applicable, 1a 'I!Ortb:r o.f '"""' 
coneideretion. It recoGnt••• both tho aite of ordinary 1nea.o and 
tho oho of tho """i tal GL1no in doton>in1n;; tho t=oa on tho let­
tar. On tho other bend , it aubat1tutoa for tho preaont atop-dollll 
proTi dons, accord1n<; to tho """bar of yo=o omr!IIG wi>J.ch an Nllt 
.,.,. hold, an all-onr tBX reduction on capital !!:~line irroopact h o 
of tho lonBth of the period duril\6 llbich ouch caine accrv.od. Care­
ful anel7th of the e1'1'eotoof &J>Pl:ying this pr opoaal to aoloctod 
e&lll 4emonatratoe that tho propoeel would be looo merit ori0110 on 
equit able gr011nda, and more "h1•a1cal ln i t • effect a, than ~ 
axiotilll: atop-down pr od dona, and for more 10 thnn tho &Yora,p 
accraal -thod llhich 1a ro-ndod horeb, 

!be off octo of appl:yinc th1a propooal, 
0 
aa caopored "! th ~ 

pr01ant treatment and aa e~ared w1 th tho accrual l>uh wb.ich 
,. h&To preT1CN8l1 uaod aa a atand&rd of oquit)', are 111uatrated 

in 1olocted cues 1D !&olea XIV and X'f. 
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J, PJ'opooalo tor C.lttt AuoctaUoa 
ot ()apt '-1 C!a1Do with 0\hu Ip-

1, ProcNart l!!Uo!!4 "P"'" U.. llntD1M Ao\ ot 1911 

Qldu \hi.e Aot, which •• ""PPllo&ble to U.. -~ 7-.n 1~14 
to 1~21 , incluab! , p1D• and lon11 ~ u.. -.le ot oepi'-1 auete 

were 1Dcll>Cied with 1Doooa. and dN1>cUo11o ~ other oouroeo, '1'1 thou\ 
&"7 I!Pto1al \rea...,\ whatenr tor t1 \her. It h&Te alrtld¥ oi\td 
the taet that tl:Uo prootdur. 1a 1Dequ1ia'ble becau .. oepi'-1 pl.Do 
rtal1std 111 a •l.D&l• 7tar ot\111 repreotDt the p1Do aocru.d o'l'!r a 
Dllllber ot 7euo; t.11d \he tuU -Uo11 ot ouch p1Do 1D the 7ear ot 
rtalhat1oD, becauoe of our qoi• ot procren1n rateo, would re­

oult 111 .-al>oiallt1all7 larcer -· thall would ho.Te betD pe.:,able he4 
U.. &aiDa 'betD taud ao t he7 acCZ'IItd. l!!r tl:Uo r-11 the re1Dt ro­
cb>ot1011 ot t.J>h prooMurt 1a 110\ adTOoa\td, 

?, IR•psoq Mtthp4 

n. 1Dclua1oll 1D i&D'ble 1DoOOM ot aooru.4 illouch UDreal-
htd &&iDa &lid lonto, ao well ao raeliud &&11>1 """' loueo, hao 
rK•tlT bMil rec-hd, nih ,.., reoll'ft\iolla, 1D a TOl- p~ 
liu..d 'IV \he !lr&Diieih Ooctlu7 J'a4, lAo. (~ t.he tax Pro'bl•). 
9ach 1 \rea-\ would obTtaie U.. 11e<:l!o1i7 tor rail ditfertDiiale 
ll&at4 1IIPOII clurat1011 of _..old,p, and would au'-UoallT ellal.aaie 
t.he pooaibUil:;T of &T01diAC cap1'-l. ptao i&Di1011 I;< d!lql.llc u.a.­
tere ot aaatil •tU dea~ It would aloo peral\ t.11 accurate IIPP11-
0&U011 of U.. procreu 1n iDeo-tax ochedule \o t.he &llll1ltJ. 111-11• 

or illol1Dio 1A t.he e00110111o power of 1Dd1Y1duel \a:.lipqll'l• •­
it would dO the11 ihiACo , and beot.UII, at t.he - tiM U a1c)l\ 
&Ceo~t>lioh !0- of t.he lll tDiial P"Jl>OIII Of \he tax 011 .....Uo\1'1~ 
11.\!4 COJl)Ora\e earu1Aco, il:U! pooa1 'blo atiho4 pGOIIIIII OOIIIu­

blt iMortUcal. epptal - crutt4 t.he\ 1h COIIoU\UU411Al 41tt1-

cal.Uto could be OTtr~ 
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ineo~• t8Z bee~••· intar~at rataa ba•inc !ellen, tho aaT.<ot prieoo 
ot hla bonda, llhieh ho baa DO intention of aell~, han rlaan, 
~very time that there 1a a opooulativo rho or fall in tho otoek 
11arl<ot or i n local real oat ata ... rlcota, 1nd1Yid:uala !!ho did not 
participate at all acthol1 or conaoioual;r in ouch a opooul.atho 
so•-.ent, would be t old that their taxable 1Dcomoo muot be eonputed 
with rotorenco to thooo 'P"Pir ·~· in mu.e. 

1'>1 eont~ntlon that thla t;ypo o! tu troat,.nt of capital 
pine and loaaea 1101114 be utterJ.7 neutral in ita effect upon tho 
aecur1t1 .. ll&rl:ota b7 DO DM111 holda . 1'""!>&Tar• who aicl>t othor­
wiao talco little notice of ~· in the i.ar>.cet muu or their 
eoe-uitha Md othar aaaota would be put on J>Otice to take 010tho 
hoed of aueb ch&nceo: would be warned in ll&l1T caoeo tnc.t the;r wot 
ooll oecuriu .. that tho;r would othonrioo lcoep, in order ,.0rol1 to 
obtain tundo with which to PST their income taxoo, Tho ~raotical 
role of opeOulatiTe ebftl18'1o in tho marlcot Taluoo attached to cApi­
tal aoeoto would be Taotly increaood, 

~r unlioted oecuritieo and ph;yoieal propertieo , tho nraetical 
d1tfi0ultiea illTClTed in obtaining accurate appraiaalo of elw>~:~o in 
• aluo are adaittedly grent. 11o h&•o alraad;r called attention to 
tho otrilcin« diaerepancioa aaone liotod oecuritioo between boo~ and 
:oarlcot valuoo. Sueh diac~ioo are !'reoumabq no lou in IIIIIO'i­
tudo &'00114 unllated seeuri tiee, ror ph;reical proportloo , the unre-
11nb1l1ty of aooe10ment flguroo , )>&rticularly ao botwoon one Jurio­
diction &nd &nother, ue J>Otoriouo. 

lin&lly, the effect upon incom ... tax revenuoo in noriodo or 
declininc capital valueo would be cataotrophic, unlooo tho income 
taz baoo wore a•oragod for oovoral ;roAro, Between Doeonbor 1930 
&nd Decoabor 1931, tho a&gro&at• decline in the JIIAl'!cot •aluo of 
oecuritioo liotod on tho low York Stock Exchange alone enountod to 
aoro tb&n $30 billions. 

~~~ication iq Prt11nt St!!!!=llown Pronoiont 

It tho reco::mondod ulllll !or tho tax trMt:nont of Cll!>ital pino 
&nd looooo 1a for OilY re:..oon doe111od unoultab'l.e, tho !!lOot ouuorior 
alternative would be a o;rotom ol.lllllar to tbnt now in ottoct, with 
l1boralhat1on or the llm1tat1ono upon tho deductibility of capito.l 
looooo, 'l'bo lllll,jor inoqui tieo of the prooont method could be groatl;r 
reduced 1! the reduction• 1n tho t8%&ble proportion• ot Ca!>itAl e,a1no 
wore lll&de loll pronounced: &nd 1t the lou 11011 tation provioiono wore 
o.ltorod in tho a&nDOr reco-endod below, ('l'&ble o IX and X cosnaro thia 
l.Jmro"d otop-down aebodulo with tbo preoont otop-down oeb!Odulo Md 
with tho ot&ndard of' equit;r doocribod in Section If.) 
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(1) !lua'ble proportlou or CBJ>ital gdu =Ur 111>­
proftt •~dowa o~clllle c:o.po<red with those ~r p~ 
obt aclleclllle • 

. boet 1Mil4 1 Proposod : ProsOllt 

~r 1 :rear 
1- 2;raara 
2 - 3 :raan 
3- 4 ;raara 
"- 15 ,.... ... 
15- 10 :raan 
Ooer 10 71&!'1 

(Percen~) 
100 100 
80 80 
75 60 
70 60 
65 60 
60 40 
1515 30 

• (2) Ill &ddi\1011 ~o the capital loues allowed iJl 
tlle CIIJ'nnt ,....r throtlcb operattoa of the s tep-do'I'D 
percenta&~~o to tho! aztent of the ucluded caJ>ital p.uo, 
t ho! ezeeoo of ouch included loooes should be carried for­
•rt tor uso in the next t wo roan as an offset ap.lnst 
the iJ>cluded CO.pi tal p.iu in those rears. 

p. PrgpgMla tg 'N QapU•l Qeipa op, ap ,lyerag Bt•i• 

!o ob'fiate the 110re i.olportant lop.l &ad other ditficul ties in­
'fo l'red in tho invent oey metllod, bv.t neftrtheleu t o approxiatl t he 
equitable ad'f&Jite.t;ls of ouch a method, variouo typeo of anrecl~>~: 
dniceo for capi ~al pua and loooll hen been propo01d. Jro1>1 of 
t bol oa plaas would necauarilr dlJainioh tho deterrent intluanc• ot 
oapi tal piu taxea upon tre.noactiol>l in aapi tal aueh tor tbl7 
en all baoed upca the tax troa-nt of rMllpd p iu &ad louu. 

L P;mpgW \Q. AJtmg !cat4l Iprn• lAc)pdf v CApital ~~M 

IIlJA.•••• 1a Nl 

!be ... t ...-..1 toJ'II taDD b7 tho! &'flreciJ>g propo..Uo h that 
1ll wbicb all ~ ot thl talr:peTir includ.ing capital plna &ad 

lo11ea io a-.erapd for a period of J'O&rs to dete..UM the tax ball. 
(Jreat ~1ta11l toJ'IIIrlT 111plo71d a 3-171&!' an~ of inCOIDII f o r ~ 
c-taz purpoooo genemllr (thoU&)> piJ>o &:>4 loaooo from caaUI\l 1&111 
of proplr\7 were excluded): bv.t obJection• frolll toxpi\10rt who wne 
ceJ.leclupcn t o p6'l relAUnlr b enier taxoo in per1o41 of decl1n-
1Ac tnc..oe lad to the abando.-nt of the a....,ragtng qotem iJ> 1927. 
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'!be propooal to &Tor&go cap1Ml p!.Jio aD4 looooo oep&l'a~olT 
froa Other OOWCOI of UCOIM bel DO~ 'bolll 1Jicorporo>to4 1J1 the !.JICO. 
~ lur of wq aJor ccnlll~l'7 10 tar ao ........_ !hlo propooal bao tbe 
Mrit of iroai.D& out onero flucW.Uono 1JI CIIP1Ml piDa aD4 looaoo0 
'bllt it orobJoct to , ._.bat the - ll.al.taUolla aa tbe plan for 
annociAc oapltal pino IIIII\ looo .. toptber wit!> otllar !.Jio.,.., 

-.nc the yar1ouo propooo4 Mtbo<b of &TenciiiC CIIPlMl p1lla 

c.D4 looo .. aD4 aaoooiatiiiC ~ with ord!.JIN7 ac.-, tbe M\bo4 
\bat app....,.o to 'bo frooot tr'OII ~leo it tbe anr"4l• accrual 
Mtbo4 • rooo•nAo4 1JI Section 'fll, 

!be uactial Mrit of tba &Tor'«• acc:ruol approach to tbe tax 
troa-..t of capiW p!.Jio it t bat it placoo the trea-t 011 a 
4atlllitel.7 11J11fona 'b&olo for all claaoeo of ~or•• aD4 \bat 1\ 
~· to rtPro••' the,......,, pracUoa'blo approach to perfect 
~\7 1JI nah troa'-\. !be trea-t accor4o4 110\ CIIPlMl looooo 
~ 'bo t.'b&ta'ble

0 
'booauae of the ll.altaU.ODo placo4 -qpoa thelz .._ 

-UWi\71 "*• aa pJ:'OTiaualJr 110\Mo U lo Til'~ ~oo1'ble to 
a.olp u equitable ~ troatiiODt t or ..-p1Ml looo .. tba~ OAII 'bo 
o211ocW to O'l'el'l'ia. roT- r~uir-h 1JI 7oaro 11boa oppor.-.1\leo 
for loao roall1aUon are croat. !be OCIIIPutat10D ot the ~ ~ -
oe1Ta'bl7 'be ,_4 "IUI41Il7 OCIIIPllcatM tor tbe aTar&ge ~&1'1 lrclt 
~· 41tf1G'Olti7o 1f 1\ 'be a real o~>eo 1e worth tacU.C 1f the prial'7 
o~oct it to o'bta!.JI the .,,, equitable 1114 oontilm1IIC ~ trea-t 

of .-pltal plu \bat •- pracUoa'bla. 

'!be 110a\ ooriouo o~ocUon tbet ~ 'bo ra1oo4 to tblo Mt.Wo 
a tba 111a4a of -.,. 1o to 'bo !craM. 1JI lh reoulta 1lpOD the otfaoUn 
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r c.tec o! t .. .xeo rppliod to cey1tal gaiu. lh1le the ouODtlal effect 
of th1o .,.tbo4 would be •orol:r to oubject ~pitel p.iu tc oubot..,_ 
tielly the """"' ratoo or t ax t het eJ)pl:r to other oourcoo of inco•, a 
r.ec.sure of the extent to which tho •tho4 110uld rahe t he toxeo oow 
&oplicable to Ctpltal ~ino h preaented 111 !'able n. The clat. 
.. nl be ""de that theoo increaaeo will oeriouol :r constr ict the ~olt.mo 
~f tren•aetiono in capital aaaota. On thia point , tho available 
evi dence does not ~er•it a eonclutive poa1t1on. 

It 1a import: nt to emphllahe two oonaider•.tlono in tbla connoo­
tion, however. ln t ho f irst 9lnco, i f the convict ion bocaee wido­
•ore .. d t bat the 1\!lt>llcation of thla ce thod mc.rkad the end of our lollfl 
oeriod of ezper1ment et1on with the tax..tlon of ct:!>ltal pint , and 
it the eXisting opport unlt7 tor tho eo~lete avoidance or .ubatantlal 
reduct1ona in such taxea b:r tranafera at deeth and throud> lnhr 
~ gifta were ollminc.tod, t ho lncenti~o f or dela;red realization of 
caJ>ital ;:aino would be greotl:r reduced. In the second .,lace, eDd 
boll&Use of the aa=o fcctora, t ho conti~~nt tax llabili t:r in~ol~od 
in Wl.reelized c:;-pital p i na could be expect ed to exercho a fer •r• 
powert'lll influence in countoracti!lfl ~ extotlng tendenq to dola;r 
l1qu1dat1on than it dooa toda;r. 

T'her6 are aeverel 1mportr.ct reaa.ons for tba l.a~ter upectstton, 
An invest or who t ocl.ay holdo ftUcta i ncorporating Ulll'eelhod eapital 
s oino h offered a definite tax reduction, a•SUIDing a conatant t'llturo 
income, to delay Hquidction for a 'OOriod up to just beyond ten yooro 
in any event; and even until deeth. 'l'hh tex inducement 'IIOuld be 
elimi nated if the recocrendc.tlono wore 1'\dopted. The investor mi6'ht 
s till obtain a tax adv&ntae:e bv delayi"€ 11qu1dc.tion if he e7.pected 
hh ordi nary incol!lfl in some t'llture 701\1' to be substantiellT below 
hio present income, or hla eepital loaaea grenter, provided that ho 
could look forwart confidontl;y to reallzine Clllch of hh pr oaont poo­
aible gain in ouch a 111\1'. It ahould be noted that the conditiou 
which are tmf'nvorable for l uc• a.aounte o~ other incoce, .-..nd tavor­
cble for the realization of capital losses, t end to be unfa~orablo 
for the reeli .. Uon of eallltal ~ina. !!once, it can be oald U:at the 
subject " ropeael t10uld fll'eetl:r di=iniah t hla deterrent l nfluonce to 
the llqul.dc.tion of capi tal aaaeta • 

.t.l:other conaiderat1on which 11 illpCrtr.nt 1n the mnda of lar&o 
innotora h the oooa1bil1t :r that our long t>ariod of exper1 .. nto.t1on 
with capi tal ga1ni t axation '1'111 be tndattnitely contil!:u.ed. with 
rocurrln& opl>Or tun1t1ea b:r rnaon of r.:.vor&ble altor e.ttona in tax 
t r e atment, to liquidate' cepital aeaeto with fer lesaer tax liabil lt:r 
than would be 111curr ed to~. 'J'hua , 1:1811)' oeraono at thio 80Mnt are 
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.-u ... ••'-llla\1111 tJae po .. uouu, of 1M nturn to \."" Ui per­
en\ •zl ra\e U.\ aa l4 foroe "'- 1'22 11114 1933, 1ac1udft, 
or - ..,.. 1-r. It 1\ appeare4 \ba\ U. adopUoll of 1M • .,.,.,. 
accwa1 plaa, ..._ .. of 1h pnealMil' eC(Il1\J, ao c.,...re4 wUb 
praoUoall1e au ..... u.,.o, Q4 ..._.. of Uo ooaolahDCJ wHb \be re­
•1116tr of GIU' 1-\az e\r~o\'Clft, 4efhUelJ oeUle4 \be prc111• 
of oap1\a1 •lee -Uoa, a ""' ooao14e.-b1e par\ of \be edoU111 
\ax 11ltlu- •• oapUa1 ,,._oUoao wwl4 lie ,.,...,.a. 
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Perce"~" 'bf w!Uch I- ,..,.,.. ~'ble 'llpOB Ollp1 tal 0a1Do ere lou 
Wld8r U.. preo ... s 71.._8\ep 17-S• u.- U..,. ""uld 'bo 1t tho hel-

1 .. 4 G&lDo were ,.,.,.4 011 the 1J.ecl'llal l!aoh• , !or Selected ,..._ 
taz Bot IDCOIIOI lf 

Surtaz DeS 1DOO• I_Jillllbtr g! xMro aneta !Ire bold iT"-::. 
fm4l gtb4t l!l!ll'Ctl i 1 ___t_ 2 I .L_ • .....I._.,lg_ _ 

5,000 
10,00!) 
20,000 
50,000 

100,000 
1500,000 

J., J.oOUIIIiDt; Dol cepHal p.lno equal 
tc ourtaz net 1Dco110 !roa other oourcao 

21.7 
25.0 
22.7 
26.3 
20.3 
20.3 

39,5 
39.0 
39, 3 
37. 7 
39.7 
39.7 

57,5 
58. 2 
58.0 
56.5 
60. 0 
60.0 

B, J.aONIIill& ,., capital p.1D o! $50, 000 
!or ... cb aelocSe4 ourw.x net 1nco"" !roa other oourcaa 

5,000 
10,000 
20,000 
50,000 

100,000 
500,000 

29.4 
28.9 
2?.6 
a&c.3 
20. 0 
20.0 

34.7 
36.1 
31.3 
31.7 
40.0 
40.0 

46.1 
48.1> 
56,4 
56.5 
60.0 
60.0 

!re&RZ)' l)tpor-s, 1)1T1o1oD o! llo .. arcb and SS&UeUco 

lf Jor a Aeoor1pUoD o! the •acol'\111 'boo1o0
, • •• P• 14. 

a/ Pluo - 4&7· 

68.8 
69.1 
67.9 
67. 3 
10. 0 
10.0 

60. 4 
59,8 
66.8 
67.3 
10.0 
10.0 

Regraded Unclassified
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!!'able II 

( Groat ...-1 I11•'aab011t tle14a 8tquired to Equal 'be ~nrace Wet 

btv.rlla ah.r .hural ~~~- !aut ot Groat ca,ital Geiu 
Anracl~~g fln ,.,.,.,., pn ..._, ~d 

.,_117, tor Selechd ca ... 

Selected Oaaea ~~ ;a;'~ ••••i• h!~4 ~z 
10 5 I 2 l 

l. Other -=tax IIU iDCOM • $::Kl0, 000; 
orl&iml ianttoaDt • $1,000,000; 

.t.nrace am~~~al 71e14 r..,. .,....ital 
pillt &tter hdoral in- taxea 4.1 3. 7 3.0 2.4. 

Groot &JU'A>IOl innatMDt 71tld 
required tor oqual returll anor 
hdorol iiiCOM taxea 12.8 11.5 9.2 7.1 

a. Otller wr~ 110\ liiCoM • $100,000; 
or1g1Dal 1nveetmeJlt • $~,000; 

An rage annual 71eld !rom capital 
9'illt &tter hdoral i11come tax .. 4.2 3.8 3.2 2. 6 

Groat &llDil&l lll'f0otll8nt Jitld 
required tor eq'llal retun> &ttor 
hdoml loco• taxea 11.1 10.1 8.3 6.5 

( ;,1, Qtller ourta:J: 1>.0\ lllcoM • $b0,000; 
orili""'l iDYottiDODt • fa:>Q,OOOI 

.t.voroce annual 71eld ti'CII '*Pital 
plllt &tter hdoral iiiCOM taxoa 4,4. 4.2 3.9 3,5 

Groat -.-1 lllvtttoallt 71e14 
required tor equal return attar 
J'edoral iiiCOM t.axea 7. 2 6. 9 6.3 5.7 

4. Qtller wr~ 110\ iiiCo• • $20,000; 
orl1iDBl lnvtatmtDt • $100,0001 

.t.vorace annual 71el4 t .... cepi tal 4. 2 
plllt &ttor r.ural lila... taxoa 4.7 4.6 4.4 

Groat aDJNal lll.,.o-nt 71eld 
required tor equal retun> &ttor 

5. 9 5.8 11.5 6.3 
J'edora1 iiiC- ta:J:tt 

"· Qtbtr -=tax ut inco• • $1),000; 
oriciD&l 111Ytttl:ltllt • $26 ,0001 

.t.vorace &IIDII&l 71ol4 from capital 
4.9 4..8 4.8 4..7 

piu &tter J'tderal iiiCOM t.axta 
Groos ....-1 iDvtot.,..nt 71t1d 

required tor equal rtturD at\ar 6,3 6. 3 6. 2 6.1 
l'tdenl incomt taxea 

--·--- DlYltloD of 1'Jott&rcl1 allcl StaUtUct .,........,. Dtpart~>tnt, 

ll Plut 0118 ~7· 
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Table III 

( Gron .t.mNal In.,.atCIInt Yielda Required t o !:qual tlul J.vero.~ lla t 
.. lunla after hdarsl Inc.,.. T&Xea of Groaa Ca"ital Galna 

.b•r&Cilll tan J'arcent per !:ri Coapoim4a4 
a-1~. for S.lec ea ... 

lalecta4 ea ••• XIIII g&Qi~l •••• ,. ~14 ll 
1!1 § 2 

1. Other aurtax net ,.lno- • 1!>200,000; 
orieiDD1 invea\ment • ¥1,000,000: 

.barop .......al 71•14 !roe capital 
pilla at\4tr :r.Mral 111.,... \axaa 8.5 7.6 6.1 4.7 

Groaa a..-1 inYaa-nt 71•14 
~ci for ~ ratllr:> attar 
hdan.l s.- tuea ?:7. 7 24.6 19.2 14.5 

2. Other IUrl&x net inc0118 • $100 ,000; 
or111D&1 illftatmant • $1100,0001 

.l.varap -1 yl.a1c1 from capi~1 
pilla. after h4ara1 inc- \axaa 8. 6 7. 8 6.4 5.0 

Groa• &IIDII&l illvea _ , , 71•14 
reqlllraci f or aqo»1 rew.rn attar 

h6aral 1ncOII8 -· 
23.5 21 . 2 17.1 13.4 

( 
3. Other aurtax net i nc0118 • $50,000; 

orilinal 1DYeat..ent • ¥250,0001 

.l.nraca -1 71•14 !1'0411 capl tal 
7.6 p1lla aner h4ara1 in- \axaa 8.8 8.2 6.8 

Groaa a..-1 illvaat..ent 71•14 
raqulraci for eq>a1 ret-.un attar 

ll>.1 13.4 12.0 
hdaral ~ ....... 16.4 

4. Other ourtaz ,.., u.c- • $20,000; 
orlc111&1 lllfta-nt • $100,0001 

.l.varace a..-1 71a14 !l'CII capital 
9.4 9.2 8.7 8. 3 

pi.M after hdaral i nc.- \axaa 
Groaa a..-1 111Yeat:> .. t 71a1c1 

reqlllra4 for ~ return attar 
12.0 U.7 11.1 10.6 

h6aral s.- -· 
6. Otboor ourtaz .,., 1- • f6,000; 

oriclll&l illvaa_,t • $2!>,0001 

.l.varaca a..-1 71•14 tn. oepl tal 
9.8 9.7 9.6 9. 3 

pina attar h6aral U.CO. tuea 
Gron ~ illvaa-t 71•14 

reqlllra4 for ~ ra...,. attar 10.7 10. 6 10.4 10.2 
h6aral ~ ....... 

fraaftJ7 ~~apartmant , 
Dlvialon of Baaearch &Dei St~ttlatlca 

( 11 Plu one ~· 
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~·" 

•aow- r-..,.tw-•ujf 

lO 5 2 1 

1. - -- '-- • 2lO,OCXIt - s..-.-~ . 1,000,000 
-7l.U.rtor- 1.2 1.2 1.2 1.2 

-- - .. lW p1a .....,.u.4 for opl nt.n 

.,_ NaU '-- - · 
1.5 1.6 2.0 2.5 

2. - -- '-- • wo.ooo: - la __ , • ~.ooo 

-7i-Uol'- -· 
1.3 1.3 1.) 1., 

--- .,.tW p1a .....,.u.4 for opl nt- 1.6 1.8 2.6 
-'-NaU'--- 2.1 

3· Otbu -• •• '-- • 50,000: - ~.n .. ,._~ • 25Q,ocn 
-7l.U-'-- 2.2 2.2 2.2 2.2 

A-.. • - -.tW p1a .....,.u.4 for opl rot... 2.6 2.8 
oi'-NaU-- 2.5 ).1 

4- ()tat.ft ...- ... s...oa.. • 20,tXOJ ...... ,.. ........ 100,000 
2.9 2.8 2.8 2.8 -7l•14""--

-- - -.tW p1a roqahecl for opl "'""' 
.n .. r-.~.--. 3·0 ).0 3·2 3·3 

5· - -- - . 5.0CXIt - law_,. 25.000 
-7l•IA-'-- ).2 .) .2 3·2 3·2 

-•- C>IIJ&W p1a ~tor opl .. ,...., __ , __ , . 
3·3 3·3 3·4 3·4 

tl ua , f ' '·tid& J. Ctl_,. Li.t.iloe 

l1 "·--· 
Regraded Unclassified
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lc 0.. --... "- • 2»,000! '-' v.-: ' • 1 ,000,000 
IIM:plelA 3.0 ,.., ,.. 
•=•~•w~~t•..-1..,._ 3-7 4-0 ... , 
.,_ Now-.l "- .... 

2. 0.. _._--' "- • :180,0001 '-I baow' '. ,00,000 
IIM:plelA 3-0 ,.., 3-0 
•=•~-.&w~~t•..-1.....,. 3-' 4-7 ~-Nwels- .... 3-' 

3- 0.. --... - • ,,000! '-' u.-· : • :eo.ooo 
IIM:plelA 3-0 3-0 ,.0 
..... ~ aapW _.sa ,....u.l f• ..,_ ....... ,.. 
""'-~'-- .... ,... 3-5 4-2 

... - ........ s- • 31),000; '-'ba-t • • liDO,OOO 
IIM:plelA ,.o 3.0 3.0 ,.0 

•=•~-.&w~"'"'"''•..-l....,. 3-, .,_..,, wots--... 3-2 3-3 , .. 
5· C.. _.__._• 5,000! Wbao w' •• ~.liDO 

IIM:plelA 3.0 3-0 ,.o 3-0 
•=•~..PW~r......-f•..,_.,._ .,.., ots--... 3-1 3-1 3c2 3c2 

• ' iijii 
I t:smetta ... Alilllii• 

lJ 
1'1• -·· 

Regraded Unclassified



'l'abh VI 

Prof Ua 11114 Loo .. o ha Sal• of .UMh &a bponed 1D. ID41'ria..l :a.tulaa !llowiJIC .. , t..-l/ 
( Ill JliWoout clllllah) 

ZaDil htC* a;Lt Si' uat\1 : : l.allll hDII -· SP1 .... It 

I I II 1 ••• loa• r- I It .... ..-
I I Ou..r \ba I :1 fo\tll 1 etlla of .... ,. : II 

'fa:&IIJila I faud U I \au4 U I II QllllW I o\ller \baa ...,_ I II 
pl'OfUa 

7MI' I --.lW I ~\til !o\tll 
: 1 u\ loaal porW tor \4Pt : !oW 

II 
loa• 

I 1M\ ..,.. I M\ ialD I I zj I C11'041\ oa ~-I It lo-

I ;; I \tlM\loM II 

1922 2119. 2 1\2.1 991·3 Jl 

~~ ,o,.- 166.8 1 ,172.2 

~ )89.1 1,1211.6 1.513·7 l2.0 
19~ gllo.6 l,~·z 2.932·3 1.6 
19 912·9 1 , • 2,378·2 ~·~ 178.2 21.2 .• 6 2,165.9 
1927 1 ,011.2 1,813.- 2,sgil. .0 221·9 27'}.9 2,6l.S.7 
19211 1 ,8J'9.8 2,gal.l ~.so7.9 1!0.8 171. 7 212., 

-·~·-1929 2,)116.7 2.3u·9 ~.~.6 113.2 995·9 1,0)9.1 3. ,, 

19JO ~·- 6 · 7 1 ,193.1 80.8 1,2~·· 1,~.6 uo., 
1931 ·9 J01. 7 ~l!.6 ~·~ 1,1 •• 1, • 7 - :·1 
1932 !IQ.1 112.8 1 .9 1)2, 

~·-
1,207.8 - 1, ·~ 

1933 1)3.6 in9.6 553· 2 55).8 •• 919.6 - )66, 

tN.-.,. ~'· DL't'loloo of :a. .. orGb aDd 8\athUoo. 

JJ Boo oo,....ab111V of t.be flllll'•• bot ...... 7•or• h .tfootM 117 (1) ..._... lo 1.1141'ria.la ...­
op!IM \o t11o rotvua (2) oaU..too tor wt s.-a 1111481' .,,000: .-1 (3) ' pc 1D tile 

oto•\oJ7 \rea.._\ ot ot~~l\tll lalU 11114 loa-. '11o1Gb are a.W1ol 1D IIM\loa III ~ I, 
9. 10 .. 12). 

zJ llo ft.-roe fbr o.pi.W u\ 1o-• are ... allablo t or 70•• )11'1or \o t.be taza111a 7M1' 19*. 
Boo f11111'o• ...._tor tU 7•or• 19211 \hro'Qtll 19JO -" ob\al.M4 ~ tloo ~\tlllsa\loa 
of U.. ut pw-t tu oro4U oo ot~~lhl oat loa• .. •• reponed 1D 1\aUp\!,M pf rW!!w: e4 

are bool!llloto be- t.be tu: oro4lt •• OOJIPO.to4 ODl7 oo 'Ia&\ _, ot \be \ezpcou• 
IIIC'lhl ut lo .. '11o1Gb .... oooua&J7 to off"' hh tu. fboo tlproo tor tbo 7-• 19)1-1933 
oro \be ..m..l OIIPltol u\ loo"• 'llloioh '"" hbala\84 11114 roporW 1D ftaUtUoa of I n 1. 

J/ .. , ... ollthl• 

8o1aroe ot 4&\at haUt\iM of Ipmee. 

-

Regraded Unclassified
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'".111>1• Til 

Date 
.Aarecat•-
all olN••• 

1922 97.b 45.2 11.6 74.9 
19~ 91.4 ~·4 .9 w·9 19 9 .6 .~ 16.3 ·3 
1925 98.2 ~·0 24.3 1·1 
1926 97.7 .2 14.0 61. 
1927 91· 7 51.1 24.2 62.6 
1928 97·~ ?.;·9 31·3 60.9 
1929 98. .1 15.9 119·t 
1930 97.6 J2.8 8.3 ~· 
1931 98.4 33·~ u .o .o 
1932 91·7 ~:6 

15.6 69.2 
1933 95·3 29.8 75-9 

1922-1933 97.6 5G.9 21.3 62.1 

'fl'M.I'IIrT ~-t. Dl'fia101> ot Beaearch aliA StoUatloa 

y J'or tac\ora etteot1DC \be co-panr.b111t7 ot U.. 4ato tro- 7NZ' 

to 7NZ' o ... ""'" 1 to table n . y 1M peroc\apo tor \be 1- claao ot 1111 Oou t50,000 are 
aot ~1• wUh U.. percc"'P• tor U.. oU..r ~·, -
.,..., \be t_.- 1acl1>41 a av.betol>t1al part ot \be prot!.\1 ca 
&ale of aoaeh belcl for aon \hoD two 78&"• ,...reao \be otber• 

c1o aot:. 

love• o.f 4&\at IH\laSlct or IppoM. 

Regraded Unclassified
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fable lUI 

let Oa1u froe Sale ot Clt>l tal .t.aoeto 1e 1934 'b;r .. t I- Cluooo 

alld. Statuto!7 hrloda \hat .t.aooto lfeN Bel4 lJ 

let 17MZ 
lncoM: 1 - 2 : 2 - 5 : 5 - 10 'OYer 10' lot : 

and 
cluoeo 

lllldl;t :ruro ; 'TMZo ; :rean : 'TMZo ;otated;A«crepte 

(Ia tboua&Dda ot dollara) 

0 - 5 21.,875 8,982 6,20') 2,900 13.577 2,810 56.4<19 
5- 25 45,31!2 21.,~5 9.397 2, 727 28,8JO 4,178 112,489 

25- 50 15,150 6, s 3.~~ 253 15,499 1,5118 42,611 
50 - 100 8,888 4,907 1,31!9 fo'558 1,~ 26,615 
OYerlOO 6,772 4,143 138 2,077 .396 49,oo6 

.&grepte 9S.o67 46,875 19,995 9.346 101,16o u,o47 287,190 

(Percea~a ot totalo tor each cleoo) 

0- 5 ~.8 15.9 11.0 5.1 24.1 5.1 100.0 

5- 25 .4 19.5 8.4 2.4 25.6 3·7 100.0 

25- 50 35.6 16.1 .6 }6.4 }.6 100.0 

50 - 100 3}.4 18.4 1·z }. ,.2 35.8 }.6 100.0 

OYer 100 13.8 8.5 ·3 .2 70.2 J.O 100.0 

.AgNpto 34.1 16.} 7.0 3·3 35·5 3·8 100.0 

~UIU'7 Depart.ooat, lll:rlolon ot leeoarch and Statbtlco 

y lb:cludeo net capltel plna ot return• reporU~~t; net 4et1c1to. 

J'oht orb. ~ 1e troateent ot capital pine and loaaoo 'tv U.. 

:anonue .t.ct ot 1934 ..U.tho otaUoUoo on capital pino and 

looooo tor thnt ;roar lecoapara'blo witb thooo tor prlor :rur•· 

In tbo tlrot place, tho capital p.1eo Nalbocl 'b7 -· of 

partnoroblpo &Del 'benoficlarioo ot truata aDd ootatoo coaoe 

to 'be detail eel 1e U..lr 1nd1Ylclual roturno; 00 thot tho uta 

tor capital p1no Nalhecl 'b7 1n411'1du.lo 1e 1934 Ao DOt ill­

elude tho capital plna realised 'b7 partnerobipo •ad. tlcln­

ciarloo 1e whicb tbq hold letor oots. 

In U.. ooooncl place, tbe a'b&DcloDIIOnt of tho epoolal 

troat-t ot capital pino &Bel looooo tro• U.. oalo ot u­

ooh hold tor aore tb&B two ;,eara, and tho oullaUtuUOJl of 

tho tlYe-atep o:rat .. , rooulto 1e tbo ottoettlD&o ln OOM 

cuoo, of pine real toed ti'Oa tho oolo ot aaooto halcl '"" 

:rear• or lou, aplnat looooo tro• U.. aalo ot aoooto bold 
(Continued oa un ~) 

Regraded Unclassified
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more t han hoo )'U!'o, end Tieo Toraa. Prmou1r, a not 

poa1tin or nop.tho balence wao detoraine4 both tor the capi­

tal p.lno eod 1ooooo included in ord111&17 inoou end tor the 

capital plno end 1ooooo aul>Joctecl to tho rooclal treataont. 

'rhus , 'llhoro two oeparato not balancoo llr.n i. .. n doto,..inod, 

o!lly one not 'balance 1o aT&ilab1e under the fhe-otO!> o)'St• . 

J'inally, tho fin- otep oyot010 lllllkeo it poadb1o tor re­

turno ahowi111: not capital pino , 'llhen 100 percent of their 

C4!>ital cains and loaooa are coneidored , to aholf not eepital 

1o•••• after application or tho ;>ercentace braclteto, end, 

ainilarly, returno ohowiDG et!GI'&sato not eepital louoo be­

fore application of the otatutot7 perco.nt~o 7»:3 ohow net 

capital gains attar the poreont&j!eo are applied. Kanco, tho 

otatiotico for 19)4, ~oroin tho not capital p.ino roturno 

are oeparatod f'roa the not capital 1oos roturne on the baah 

of tho net be.lo.nco e:dotill(l attor the operation of tho otatu­

tor;r porcon~o, Docou a.r117 include co.rtaill uounto 'IIIlich 

would have foraorly boon excluded, end Tico nrea. 

'rhe tabulaUono of tho 1934 dAta were the rooult of e. 

lforl: Relief ProJect oponoored by tho D1Tidon of lleoearch and 

Stathtico, i'roaour7 De?a.rt::oent. !lot all of the 1934 roturno 

"ere included in tho IUM'oY, howeTer, inaozmch u certain 

roturno mtro ill tho field or 1D 1'aehillGton in tho procooo of 

audit, et cetera. In &~Aeral . the incc:mpleteneat WilLI concen­

tr&ded in the 1o11or incO!Qe cl&osoe whero , bocau.ao of tho 

larcor nuaber of euoo, it bed the ainimu= off oet ~on the 

reliability or tho f15UZOG. In e.ddltion to thooe difforencoo 

troa the Statiotico of Income <lata, tho ooureo of tho fi50Zoo 

for tho opocial. tabulation wao SchedUle C (Stat•ont ot 

Canital Gaino and Lotooo) , vhoroao the Stati atica ot Income 

<lata wore tabulated f'rOCI the taco of tho return. 

Regraded Unclassified
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!able IX 

~erceDiape 'llbe"~ QopUal Oa1:aa !l!&zlto ~lo 1111ditr 
x.proft4 IMp-DowD Sc:Ma..le woal4 k G""''-~' U.U 
t.bo" _..,. ~ .... , Sal>ea..lo, for Seloc\14 ~••• 

1\U'Mx ••' Iac~ : SO· of XIVJ A•••t• nn lelA 1 / 
,_OQtrlqpnta ; 1 t 2 tAt 10 

.t.. .t.o....WOC DOt oapl\11 plDo equal 
to ov\os DO\ lDC- fl'Oil o~er oCIIU'CII 

5,000 
10,000 
llO,OOO 
liO ,OOO 

100,000 
500,000 

o.o 
o.o 
o.o 
o.o 
o.o 
o.o 

28.8 
31.3 
28.8 
32.0 
25. 7 
25.6 

52.9 
511. 15 
M.e 
62.1 
li(), 8 
50. 7 

90 •• 
92. 6 
~.3 

102.9 
83.9 
83.8 

J, .t.owal>lc DOt <*pl\&1 ll"lD of $50,000 
for each oolocto4 ov\os ,., lDc.- from other oCJGJ'coo 

5, 000 o.o 38.9 82. 7 H9:'1 

10,000 o.o 36.6 72.0 125.1 

20,000 o.o 36. 1 63.9 1M.9 

liO,OOO o.o 32. 0 62.1 102. 9 

100,000 o.o 25.0 50.0 83. 3 

500,000 o.o 25.0 so.o 83.3 

fro&OUI7 Dope>rtuDt , Dh'ioloD of llaoeuch and StoUotlco 

1/ ~lU ODI ~· 

lJo\11 ftw l.lll>roft4 oclledDlo wcrol4 prort41 for ~ bel• 
olOD 1D .. , l DC- of ~ tollowi.Dc percnw.ceo 
of .. , <*pl\&1 II"W u4 loooeo, uccr41DC \o -
'bor of :rearo bel4l 1-2 ,...ro. 80 perce11t; 3-3 ,...ro, 
75 percnt; M ,..aro, 70 perce11t; ._5 ,....,.. 65 pe.-. 
co11t ; 6-10 ,...ro, 150 perceDt; onr 10 ,....,.. , 55 pe.-. 

cent. 

Regraded Unclassified
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!!ll>le X 

Per~n\apt 'b7 wbl.ob boo• !aut Pq~lt upoa Cllp1'-l Qelae wcnllt 'bt 
Wll udt l' 111J)lr'OYI4 8\-s>-D>wn Sobed'lllt },/ \h.A \lle7 wcnll4 'be if \be 
bal1u4 Oal.Jit wre faDd oa \be •.t.eOI'Ul Jade' Z/ for .. 1t o\14 Cult 

Sllrlas It\ laoo• 1 
_h2.l 0\btr lloyoea 1 1 

5.000 
10,000 
3),000 
5Q, OOO 

100,000 
5QQ,OOO 

J., J.t..U, .,, 010p1 \al plat •Clllal 
\o nr\u u\ 1aoo• troa o\ller ec>111'01t 

J , J.t..UC ,.., e3,pl'-l. p1a of $50,000 

10 

for ta.ah aal..,\14 eurlas '"' 1aoo• fro• o\ller t01U'OII 

5,000 29.11 9·3 - 1.1 - J.1 1.5 1. 2 
10,000 28.9 12.7 9.1 8.9 11.5 9.6 
3),000 27.6 15. 2 16.9 21.9 211.6 J2.0 
5Q, OOO 2li.J 17.8 19.1 2J.J 29·5 ~.6 

100,000 3),0 25·0 JO.O 35·0 llo.O .o 
500.000 3).0 25·0 JO.O 35·0 llo.O 115.0 

frea8'QI'7 Jllfpar-n\, Dlrtaloa of btt&rob aa4 StatioUct 

]J !boo i_.o"' oaiJMJJlt ~4 prort4t for \be iaoluloa 1a ,.., 
1Aoo• of \be followiac per-\apt of ,.., capi'-1 plao -' 
10IIIOo ACODr41JlC \o .... II' Of 7'trl Jle,l4J 1-2 7ttrlo 8() pl ... 

oen\; 21-) 71ar1 , 75 peroen\; 34 71&ro, 70 perotn\1 ll-5 71ar1 , 
&5 pii'OIIl\1 5-10 71&rlo 6o pti'OR\1 O'fll' 10 71&1'1 • 55 ptrotn\, 

iJ Jl>r a 4ttor1pUon of \bt •aocl'lal 'batl t, 1 ott P• 111. 
If Plllt OM tq, 
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Poreontaceo liT whl.ch lnco• 'laue P81ab1e upon CQ5>lt&1 0..1,.. 
110\114 be arester Wider tbe 1k c N&1 Bolle, •lf thaD \llldtr 

tbe Preeont 7i'O .. IItep llyotem for Seloctocl llurtu 
:let lnco•o 

llurtu: Wet 1-
lroa Otbtr Sours•• 

lfuabtr of Xe.ata Aaaet.a. ~~ .. Htl4 2J 
1 I 2 I 5 I 10 

.A.. .luumnc Mt ea,u&l p!.Da equ&l 
to eurtaz ~~et 1nco• from other eourcte 

6,000 27. 9 65,4 136, 3 
10,000 33,3 63,9 139, 1 
20,000 29,4 64. 6 138, 1 
50,000 32. 1 60,5 129, 9 

100,000 26. 5 65,8 150.0 
500,000 26.-l 65, 9 150,0 

:a. .u.....unc Mt ea,1ttl pin of $50,000 

220. 0 
223, 5 
211. 5 
205,4 
?33,3 
233. 3 

for each eeleeted wrlu: D8t i nco.,. froa ;>tber eo\U'Coo 

5,000 
10, 000 
20,000 
50,000 

100,000 
500,000 

41, '1 
40,'1 
38,1 
32,1 
25, 0 
25. 0 

53, 2 
56, 5 

' 59, 4 
60, 5 
66,7 
66.7 

85. 5 
94.3 

129.5 
129. 11 
150. 0 
150. 0 

162. '1 
148. 9 
201, 6 
205 ... 
233,3 
233, 3 

'lreai\1J7 »epart,.nt , Dt•ttiOiio·r lleaoareh am ·st'.;"tieuco 

ll. ror • deacr1pt iou of the •accrual basi a •• ••• , . 14. 

j/ Pluo o:o.e 4q. 
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!able Ill 

Jook T&lue &114 Cloa1nc lluket :Prlo .. ot U.. lltt- Moat ADtln 
Stooke on the In York Stool< ""'MnS4 on Dec•'ber 31, 1936 

(L1ate4 ill or4er ot .ctlrti;T) 

I llookftl I lluket price 
I 

,., 
I 

per allare 1 
per allare 

Ohio 011 ~ $ u . S6 • 17-3/4 
Geaerel. llotora Corporation 18.46 l:l/2 
:P~t P~cturea , lno. 11.23 1/2 
SOOODT Ta- 011 CooliPeDT, b Oo 19.98 1~7/1 
Conao114&te4 011 Corpor&t1on 17.86 lt.-7/8 
Col•b1& O&a an4 :llectrtc 

Corporation 17-36 1&-3/1 
Pare 011 Coap·nr 22.6o 2f;)-7/8 
Bt.41o Corpor&tlon of jaerlc& 3·10 ~1./2 

tlll1te4 Air Linea 
!raal}lOrt Oorpor&tion IS-48 22 

tlll1te4 St&\ea Steel Oorpor&Uon 138.37 71 
11arner lroa. Picture a • Inc. 22.~ 17-3/4 
Pierce Petrol.- Corpor&t1on 7-55 J-l/2 

c-onwe&lth and Southern 
3-3/1 Oorpor& Uon 5o27 

Ooneol14&te4 !fntUe Corpor&tioll 1.14 7/1 
.........,4& Copper llilliDC Ooapenr 55.88 53-1/2 

• 

SGareel lloo47' • lllnaQoezlt Serrtce. 
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~'blo.DII 

~rlaoa ot ehea«e• ill urkat ""d 'book wlueo of _, otoclta of r&1lroa4 ~.PMDt 

""d l roD IIDd ot oo1 oollpBillll , 1932-1936 11 

Book ~JJll~--' :_...l!Ar9t Dllll ptr e~ro 
~7 : Doc. 31, : Doc. 31, : Pote111t : : Doc. 31, : Doc. Jl, : Percc t 

19}2 1936 ; eMPa .. 1932 : 1936 ; nh'n= 
'-

t. 

IUlmM lah~••S 

.... rl- »tab lboo 11&4 I'O"aDdr7 ~7 $ 27.67 • 27.98 + 1.1 • 9.63 $ 69.00 +616.~ 

.... rl_ Car U d J'O"aDdr7 eo.p.,. 99.88 90.10 - 9.8 7.00 ~·25 :146 . 

.._rl_ lo_ u._ ~ 68.!0 20.91 -69.6 5·88 5·75 78.1 

.... rl- Stool l'lnadrloo 42.U 38.10 - 9.5 z·63 61.88 +999.1 
lelala lo-u .. Wor lto 4<>.55 1J.7S -66.0 ·50 9· 50 +lll.l 
O..oral .._rlCOD 7no•rtat10D 

64.S2 62.64 OorporotlOD - }.4 17.00 ;l•38 +JJ1. 6 
O..oral Jlall~ StcDal Co11paD7 32.91 29.55 -10.2 1}.25 ·50 +}26.4 
PDl.aa, lac. 69.58 6o.72 -12.7 18,88 68.50 +262.8 
lklOD !cit Car 0olllpC7 30·26 ~·65 - 2.0 !2.00 26.75 +122.~ 
... , iiiPO'Ue .ur Jlnlto 0cop&7 17.65 .4} -13.2 Uo25 50·00 +}44 • 

bHl .. lrJII 

.._rl_ :II>U I.Dc 111U ~ 30·84 31. 74 + 2.9 s.oo 34·75 2}4.4 
S.thle!Ma Stool OorporotlOD 126.6o 1~.02 -10.7 14. 75 75· 50 11.9' 
~ro (A. II,) CoiiiP• 7 56.4J .o6 -21.9 1,. 25 21. 25 •u z . 2 
Ooloro6o J'Qool cd boD. Corpor ation Js.n }2.6} -15.5 ·50 45. 63 +91 .o 
Onol\le Stool CoiiiPI•7 ct .... rloa 1~.56 16o,SO + 6. s 20.00 53· 63 +168.2 
lalan4 fiool a..pa,., . 21 53·21 + 8.1 12.75 U7.50 ~.6 

•tlcnal Stool Corporatlcm 47.41 50-97 : 7:~ 20,00 71·50 ~·5 
v . •• ,.. &4 I'O"aD4r7 0 ; en)" 37· 38 37-17 9.50 6}.00 . 2 

V. I , Stool OorporoUCD 168.54 129.03 -2).6 21·50 78.00 +13}.6 

'folnlcotoa a...t 11&4 '!abe OolliPAD7 91·~ 76.66 -16. 2 9.88 78.00 +689. 5 

J.pDI>llo Stool Corpor ation 68. 7 38· 53 -43. 7 5·50 21.75 +422.7 

~ 
.tJ.l ra11roa4 ..,s._.,t 1114 1rOD .-4 otoel e»llp& i .. 1Jic1...t.d ill ltan41r<l ltatlotlca Co. ""rapo. 
1932 ti&Woo for ,...,.. .acle4 Jprll 30, 1933: 19}6 tlcW•• tor 7107 .-dod Jw)rU 30, 1936. 

Regraded Unclassified



( 

( 

- ?3 -

! Ule DT 

r e...,...hce• ll7 .Ucb hH•t Ctipitel 0a1u ! euo woul4 'be lle6oca4 
or X...reaaa4 ll7 IPJeotbl Oor;pitel Gt.1u to loael f&'C 

Pl u 011• b-l f of llillriu .. ho, 1a lo1A of Pr .. •t 
llt~llon Pron oi o11o, for kleota4 Caaoo 

hrtax Dl t 1Dca.e J _ .J .. ~IK!!tll!<rt.JIO:J.f-'l~Mli!UL.JMII!I.RI\lJI!...Jift:llri1JL..IIhllal'!4~1oJ.J __ 
f i'W o\ht r tqVOtl I 1 I 2 I 5 I lQ 

iJ 

5,000 
10,000 
20 , 000 
50, 000 

100,000 
500,000 

A. M.-illC 111t c~ital cotao ·~ 
t o w.rtu 111t illcoao troa other oaurceo 

- 8,3 + 26. 9 + M,1 
- 13. ? + 22. 2 + i1, 3 
- 36. 2 + 5,0 + 62. 15 
- 28. 6 + 1 , 9 + 615. 2 
- 33, 3 - 10,4 • 35,1 

- 33.9 - 11,4 + 33,4 

B. .AawaillC 111t c~itel cota of $50 ,000 

+ 164. 0 
+ 1.58,8 
+ 123.8 
+ Ui, & 
+ 80. 1 
+ 77 , 9 

for eecb oolocta4 nrtu 11et 111coaa troa other eourc•• 

5,000 - 16.& + 2'1., 8 + 133, 4 + 262. i 

10,000 - 18,& + 21. 8 + 109,4 + 009. 3 
20, 000 - 22. 1 + 16.2 + 88.8 + 162.? 

50,000 - 28 , 5 + 1 . 9 + 66.2 + w . & 

100, 000 - 33. & - 11. 3 + 33.1 + 77 , 4. 

500 , 000 • M.l - 12. 2 • 31, 8 + 75,7 

n ... ou ~~q, 
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fable n 

Percentacea ~ which Cephal o.i11a fuea would be ~ler or 
Greater 1f CepHal Ga111a were .W.Jechd to llomal fax Plu.a 

Olle-balf of hrtax latu tb&D thq WOQld be 
Wl4er the •~cN&l Iaale' l/ 

for Selected ea ••• 

Surtex Bet Income 
J'rqp Ot her Sour9 11 

1 kbor of Yean M uto nro 1Jal4 2/ 
1 2 5 I 10 

A. ..,..,..1116 net eapHal ,a1no equal 
to wrlax not 1nc0111e from other oou.rceo 

5,000 - 28.3 - 23.3 - 17. 5 
10,000 - 35.3 - 25. 4 - 20. 0 
20 , 000 - 41.4 - 36.2 - 31.8 
50, 000 - 45 . 9 - 36.5 - 28.1 

100,000 - 46.8 - 46.0 - 46.0 
500,000 - 4?.3 - 46.6 - 46. 6 

- 1?. 5 
- 20.0 
- 28. 2 
- 3'. 9 
- 46.0 
- 46.6 

B. A81U101n& net eap1t.1 «•1n of $50, 000 
for each ae1ecu4 aurtax net 1ne0111e !rca other oou.rceo 

6 , 000 - 41.1 - 16.6 + 25.8 

10,000 - .:!.1 - 22. 2 + ?.8 

20 , 000 - 43.6 - 2'1 . 8 - 1?.8 

50 , 000 - 45.9 - 36. 5 - 28.1 

100 , 000 - 46.8 - 46.8 - 46.8 

500 ,000 - 4?.3 - 47 . 3 0 - 4? .3 

~ :for a 4eacr1pUon of 1 ecoN&l bade' , eee PIC• 14. 
Ell Plna one 4q. 

+ ~.6 
+ 3'.2 
- 12.9 
- 24.9 
- 46. 8 
- 47.3 

Regraded Unclassified
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S~du1e C 

Sta~t of <hi!lo, .,ere '!'hero .Are Jfo Loueo, 1'1'011 Sale (or 'brb•nee) of .t.neh 
(In caMO wbere there an loooeo &Del DO pins 1'r011 ae.le (or lxchei>Go) or ... ooto, tllie 1'0 ... 
~be -.1 b;r treat me looooo u t:a!.ao dter l.aoort iDC a al.aua olD> before each looo) 

: 
hrlMrwb1pe ... 

s. 
Qaia 

10. 
9· W.Wo\oll 

llo. of ' ptao 
~- :(Col. s% 

: Col. q) 

: 

t1dac1ar1ao t 

1. .tal • ... • .. ............................ .. .... .. ... .... .. .. . . , . ... o I .. . . .. I • .az:ID". : • • ••• o •• o •• 

• • • • 0 •••••• 0 • ••• • 0 •••••• 

3· ..t.~-~ I!Oin (l..l.ao l, Col. II clh1cla4 b7 liDo 2) ••• . ....•••...•••....•...•• .• :. ... . .. .. . . 

~. larto:r not !.a- (J'roa U• 24 ~ 1 or return: 11' DOD.e, •tor a ooro) .......... . :. •• •......• 

5· IIanas not l.aeo• plu Dot aftrap ~ ca1a (l..iao 3 pl,.. ll.ao II) . ... . . ........ . . : . . . ...... .. 

6. hatotlft to:< em liDo 5 (1Jeo rate ocboa..lo below) 

1· hatotlft to:< aa liDo II (0.0 rate oobotc'o below) 

• 0 • •••••••••• 0 ••••• 0 •• 0 •••••••• 0 • 0 : •• 0 • ••••••• 

I . !az oa •wrace ~pia (l..l.ao 6 a!Baa liDo 7) •...... . ... . ..........••..•....... ; ..... . .... . 

9. fDtol to:< OD -ltol plao {J..I.ao II .a1Uplio4 b:r liDO 2) ..................... .... .. : .. ........ , 

ODioreprd tr.ctloll&l !)&rto of a .,..z Wllooo t.boT -=t to o-balt or aoro, 1D '11111ch -· ccnmt 
tha u a tllll :r-z. 

I 
• 

Regraded Unclassified



IObotdale C - P ... t l 
aw.t-nt of O&illa 8114 Loa"• fr- ~· lor bnhen&") of Aa"ta 

I 11. I 12. 

•• Oa1a 

I 
9· I 

Loaa 1 

10. 
• • of ,..... Wa~\eol I Wa1cbM4 

lpiu llo-

Mae 1 (Ool. I X I (o.l. 9 X 

I 
I 

I 
I 
I I 

I 
I I 

I 

& I 1 l 

l I : I I 

l I I l l l l l 

a t a a t : 

I I I 

I I I I I I 

~pe61 I I I 'I I I 

IWIIDI.Pl!! I ' I I I I I I 
I I I I : 

1. tDtel ..•.••••••.•••• •• •••••••.•••••. ••• ...••.••• • ••••• ••• • • •..••••••• .•••• . : ..•••••• ~ •••• ••••••••• : •••.•••••• 

I I 

2 • ......... Jlllt., ___ ,_ .. , ......... ,_, ..... (:L,s. 1, 011. u ll~- Ool • ., ••••••.••••.•••• •••••••••••••••••••••• ! 
I I 

3· ••• s----"' ,_.... r.r lo ..... (:L.S. 1, 0o1. 12 .u .. na.f.l!r 0..1 . 9 ) ... ....................... 1 •••••••••• 1 
I I 

- · A:sxap .-1. pia (J.S.M 1, Ool. I U"''S..III • 11M 2) ••••••..•••• ••• ••••••••• • . •••••••••• • • • •• •• • I •••• • ••••• 1 
I I 

5· Ate:QII ...-.! ~ ~ 1, 0.1 . 9 UYlt.t lr 1~ )) ••••• ••••...•••.•..•......•.•••....•• • • . •••••..••.••• • . , 
I I 

6. at 0 .... ...-.! .... W lo• (:L.S. ll sisu U.. 5; U U.. 5 e I Ia U.. ll, left- I I 

_.ass 4...-.l ~ lr1aaiac._. .s.t) ••......... • ................•.•. • .•.........••..••... a ..•.•.••.. : 
I I 

1• Me¥ ... ...-.! ... W ~ ~¥' lo4J' s.w.-t,..... ~ liM ll U liM 2 1a IJI tW I I 

~ ~ , • .., ,, ....... liaa 5 • ........ 'r. ~ ~) . . ............................................ . 
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Seb..tuh C - Par\ Z' 
Co11J1Ut&Uon of !U: or !U: Cr.<Ut on Cepi\&1 Oa1no al>d Lo•••• 

e. Surtax net lDCODO ( l rom item 24 po&e 1 of ret11n1; 1 t 
lf' aou, eater a sero) ........... . .•.... . •.• • . •• ••• a, •••• •••••• a 

I I 

9· Surtax net income edJO.Ot.-i for not anra«e ammal 1 1 

~in or loa• (Line 6 plua line «>••••• •••••••••••••*••••••••••• * 
I I 

10. Tentatin tax on line 9 (Vee rate ochedule below) ... , . . . ....... ,, 
I 

U . 8llrtas net inco .. ed,Juat.-i for anrap ammal .,.U. 1 1 
or lou for lone-r •••race 1n .. ot-t period 1 1 
(Line 7 plua line 8) •••••••••••.•••••• ••••...•••••• 1 •• ••••• •• ~ . 1 

I I 

12. tct.at1~• tax on line 11 (Ute rate acbedule below) •• a •••.••••••• 1 
I I 

lJe !antatlTI tax on line 8 (011 rate ICbedull below) oeel • ••••••••••l 
I I 

14. Aml\lal tax or tax credit with reepect to aborter 1 1 
•••race inveotment period (Line 10 ~line 12) •• 1•• ••••·····1 

I I 

15. Total tax or tax cr.<Ut with roepact to aborter 1 
ave rap in•e•t .. nt period (LiDo 14 .-.1 Upli.-i b7 1 1 
line 2 or line 3, whichever 11 tDBller) •••...•.•••• , • ••• • •• . ••• , 

I I 

16. AnnDal tu or tax credi t with reepoct to lone-r 1 1 
a•orace 1n• oot .. nt period (Llno 12 aiuua liDo 13)•• 1• •••••• • ···1 

I 

Total tax or tax c.redit with reepoct to longer 
anrace 1n•• •taont period (LiDo 16 ..,Hlpl1od b7 1 1 
11oe 2 or liDe J, wbi~Ter 11 ,reater) ••••••••••• • , •• •.••••••• a 

I I 

17. 

111. .a.ureo-to tax or tax credit on capital pine al>d 1 1 

loa••• (Line 15 plua 11De 17> · ···· · ··············· •1• •••••••• ••1 

iJor a dhcueolonoitlii"t~U: coaplt&Uon prccodure follo..,diil'tlii:o 

ochedule, ••• pap 69 • 
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eo.bl....a aoraal t u &114 ourtu rateo • 

-'-t of late !ot al 

eunu not 1D- (per-.t ) DOnoal t u 
M4 IW1u 

0 - 4,000 4 • 16o 
4 ,000 - 6,000 
6,000 - 8,000 

8 320 
9 

8,000 - 10,000 10 
500 
700 

10 ,000 - 12,000 
12,000 - 14,000 

ll 920 

14,000 - 16,000 
12 1,16o 

16,000 - 18,000 
13 1 ,420 

18,000 - 20,000 
15 1,720 

20,000 - 22,000 
17 2,o6o 

22,000 - 26,000 
19 2,44o 

26,000 - 32.000 
21 ~·280 
23 ,66o 

32,000 - ~·000 25 6,16o 
~·000 - ,000 2S 7.SIIo 

,000 - 50,000 31 9.700 
50,000 - ~·000 35 ll,SOO 
56,000 - ,000 ~~ 

14,14o 
62,000 - 68 ,000 16,720 
68,000 - 74,000 47 19,~ 
74,00() - 80,000 5l 22, 
80,000 - 90,000 55 28,100 
90 ,000 - 100,000 ~ 

}4,000 

100,000 - 150,000 65,000 
150,000 - 200 ,000 611 97 ,000 
200,000 - 250,000 66 13(1,000 

250,000 - ~,000 68 1611,000 

~·000 - ,000 70 2}4,000 

,000 - 500,000 72 ~·000 
soo.ooo - 750.000 74 ,000 

750,000 - 1,000,000 76 681 ,000 

1,000, 000 - 2,000,000 77 1,451,000 

2,000,000 - 5,000,000 7S 3 .791,000 ' 
5 ,000,000 &114 .,.,.r 79 

l o' " ' 'lloere U.. -=t ' o be nbJ• o'ed h t u 1o p reoode4 'b)' a a1.Doa 
oip, cOI!P'lte U.. t u .Uorqard!DC t» lliDU.o oip, th.., 1noort 
a aiauo oip before t» reoulU DC t ax to 11141ca'• a tax credit . 

• Ia oi'Ur to oapl11)' ao -'> ao poooible t» ..,tul tu COIIJII&t&Uon tor 
tho t...,_,.r, it 11 .4rloab1o to priat 1a U.. oap1tal piDI oebedlll o a 
table ohowtac U.. ooab1ne4 110raal aa4 wnu ratoo. n 11 poooiblo 'o 
ooabi.Do tho two l"t.teo bee- tho roo_..ud troa-at 41aallon, in 
.,...,..unc U.. tu or tu cre41t on o.pl\al p.1DI aa4 1ooooo, .., poi'-

Uou ot U.. porooaal ~UOD aa4 ore41' tor Up-'""'-• ea4 U.. 
•'•' - ..:tne4 1a0oao ore41t, * 1Dh are 110t ut111114 1a oo..,..t lDC U.. 

'- • or41MZ7 1-. 
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!be ~ COIIlJilt6tloa P~oMar• 4eearibe4 ia t.be reo~~-••""'IIAMo4 
plu ~ be obo111l a,.bol1callr aa toll""" 

X..t ! • total ~ oa cepHal pl.Aa. 
X..t I • m.bar of reart in aborter anrap 1awt tMat pario4. 
Let L • nuaber of rear• 1a lo~~pr anrap iawetant par1o4 
X..t 0 • total tu oa 11111'\az ut ~. ' 
Let J. • total tu oa IIIli of tNrtu ut ia~M, awrap A1111'QA1 

pia, t.zl4 aTU'ap AIIIIUl lotto 
Let B • total tu oa ...a of tNrtu ut '-"- t.zl4 awnp 

...,.'Q&l pin or awrac- AIIIIUl lott , whicl>ewr &<>Cl'l*l. tor 
tha lo~~pr a'nrece inwatMat par1o4. 

!hen, ! • S{J. - 0) + {L - S)(B - 0) 

or, f • lit. - ·as + LB - D + OS - ~ 

. troa which, ! • lit.+ LB - D - ot. 

or, ! • S{J. - B) + L{B - 0) 

!bia latter taz proc.&u-a baa bean a4optacl 1a the p..opoaacl 
acMdulo {ScMdula o, rart 2; aaa pee- 67) becauH 1t pro4>1.oaa 
identical reaulta with tho tu proeaclura Ul14er the nco miad plu 
whila aubatituting ti~ler computationa. 

1lluatrat i,.. l ramplot 

J or purpotta of illuatrating tha operation of tha raoo ·Niad 
plu for the ~ traat .... t of the capital piaa and lonn of !.a41-
'11.dDala, tweln caaoa, with ..-ar)'i~~& aaWIIIPU""a reapacting nrtu 
not iacoM and capital ,atna and lottaa, haft beon choaen. !haH 
caaoa, which follow U.diatalr, ara reported 1a tha __. fora aa 
the propoaad acMdulaa tor capi tal piaa• !ha &aWIIIPt1ou tor aach 
caao eppaar 1a tha raapactln achad'lllaa. 

1t ..Ul be noted that CaM• 1 t.zl4 1I haft capital p1Aa t.zl4 
110 capital lonoa; CU .. 111 t.zl4 1T, CO!Pital loaHa aM 110 capital 
ptaa; and caaoa T throUII> l bot!:. capital p1Aa and CIIPital loaaaa. 
CaNt 1 , 111, T , and T11I haft no anrtu not 1ncoaa, 111111• the 
rttn1"'"b ea••• b&.e eurtas Mt 1Dc081• of ftZ'71.Jic ..,_t •. 
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c..n I and II 
Sc:l\f4ula C 

ft&-\ of O&lu, ...... f'nero u o r o Loo~u. !'roa Sale (or .,.......p) of .a .. eh 

(Ia -• ,.,.,.. t.beH Oft l o-• u4 m ~la• hoa oala (or • 1 ap) of .... ,., tb1e t on 

!!!['lie 'IIM41!r \rea\i!c lo••• u pill! otter laaerti!c a Ill.- dp 'llefore ....., l o•) 
I I ~ I W, 

I'll~ 
•• ot l --.1 

Cla1:a = (0.1. I X 

2,000 
3.000 
lf-.ooo t 
5, 000 I 
1,000 
5,000 I 

I 70,000 I 
10,000 
5,000 
5·000 ; 

I 

1 
2 

~ 
z 
7 
s 
9 

10 

1. toW ...................... .... .......................... . ... . ............ : 110.()0() I UIDI 

I 

3· .a...._ ~ pia (L.lae 1, Col. S Uri..._ 1i1r 11ae 2) , 111111 111111111111111: 

~. ~ aet ~ (J'roa ltea l!ll pap 1 of retura; lt -. 011\er a_...) 11 1111 

; 

5· ~ M\ ~ plu aet •••ace --.1 pia (Llae 3 pl'ae 1lae II) • . 111 •• 11 1: 

6. t-\8\hoe \a •1lae 5 (U'eo ~ o+olllal• 'llelow) 111111111111 ..... 1111 ....... 1 

T. fta\&U.,. \a • llae ~ (U'eo me ealloalale 'llelow) 11 .... ....... 11 •• 11 ... 1111 .. 1 
I 

I, - - aea40 ~ p.l.a (Llae 6 a- 1lae 7) , , 11,, • .. , 11 .. ,.,, , .. I 
: 

9• ""tel \a - 110111\el plu (Llae I -.1 Upl1o4 liJ' 1lae 2) , , .. 11 11 ... 11 .. 11 .. 1 . 

Clue I 

7 

15,71~ 

0 I 

15, Tl~ 
I 

1,31) : 
I 

0 I 
I 

1,313 I 
I 

9.611 I . 

2,000 
6,000 

I 12,000 
20,000 
5,000 

: lO,OCX) 
I ~90,000 
I 10,000 
1 ~.ooo 

, . OQO 

7110.000 

CleM u 

7 

15, Tl~ 

10,000 

(5.~ 

,,220 

lOO 

1!,520 

lT, Iillo 

• Dl-" fnatlOIIAl pena of a 7MJ' alMa tbq _, to ODI h"'f or •re, lD *lob ..... -t .-. 

- • fllll ,_., 

Regraded Unclassified



- &1 -
Cncno II I aDd IT 

Scheclulo C 
Stat-\ of Cla1u, there ~;oro A>·e ;:o Locuos, f roa S.'\lo (or J:xch•np) of .Uuto 

(In cue• w!wro t!wro are 1o•••• and DO (;111111 fro• onlo (or 'mbazlce) of aaoeto, \Me fora 
..., " ueed by tree.tin& 1oueo aa p1nl after iuertlac a ai.JNI lip Mforo e&eh loll) 

I 10. 

s. 9• I 'fe~W 
Jlo. of 

1 p1aa 
I Gaia ,....... 

(Oole S X 
!wl41 I 

I I DaJ.. ~l 
I : I - 2,000 1 I - 2,000 

I ' I - ~·000 2 I - 6,000 

I I I I - ,000 ~ I - 12,000 

\ I I I I - 5,000 I - 20,000 

I ' I - 1,000 2 I - 5 .. 000 

I I I I - 5,000 I - ,0,000 
I I I - 10,000 7 I .J190,000 

I I I I - 10,000 s I - 10,000 
I I I I I - 5.000 9 ' - 115.000 
I I I I I I • 5.ggg lQ a.s.a 

I I 

1. IID'-1.. • •• ••••• 0 • 0 0 ••••• 0 • 0 ..... ......... ........... 0 •• • • •• •• ••••• •• ••••••• • I -110,000 DDIII -711o.ooo 

1 0... IU I 0... IT 
I I 
I I 

2. ,, ...... ~.nee•-• perS.o4 for .,.U.•(Llae 1, Oo1, 10 Un&ed 111r Ool. 1) ........ 1 7 7 
I 

). AYe~ ..-.1 pia (Ll.ae 1, Ool. I 41ftd.e4 b7 liM 2) ••• •••••••••• • • • •••••• ••• a - 15,1111. 
I 

II. lana-' ~ (boa 1\ea l!4,... 1 of re-.ana if IIIIM, •\er a eoro) ....... l 0 
I 

5o lana-' ~ plu uta....._.~ lll'1a (LiM J plu llu 11) •••••••••••• 1 - 15,7111 
I 

6. ...._,1._ \as oa 11ae 5 ~ ra\e •a••lal• be!ow) ••• ••••.••.•••• •• ••••• •••••••• , - 1,)13 
I 

7. t-'a.U w \ea: oa 11M • (Vee ra\e a -.&ale 'below) • • •• ••. • ••••••••••••••••••••• •I 0 
I 

s. taz 011 aY~ ....al .-1& (Llae 6 ai.aa llu 7>···· ···························1- 1,JSJ 
I 

9. to\al t&X on a.pit&l p1n1 (LtD. 8 1Ult1p11ed by 11lll 2) ••••••••••••• • •• ••••••• 1 - 9,611 

- 15,W. 

10,000 

- 5.7111 

297 

100 

997 
- 6,979 

• ~"aF: Rtf'~ po.rte of a year unleoa they 880UIIt to one-half or 1110re, 1n which cue, count 

Regraded Unclassified



I 
I 

C...a T, 'fi - 'fii 

"obadDla 0 - hrt 1 
5\a-t of Qaiu - Lo••• ~ llala (or .,...,.....,) of .u .. " 

I 

t 

• Qaia 

2,000 
I ) ,000 I 

~.ooo : 
5,000 I 
1,000 : 
5.000 : 

9· Lo .. 
10. 11. 

Jo . of W.l p\e4 
:raan 1 .. lD• 
bel4° I (Ool . I J: I 

1 
2 

~ 
2 

Ool. 10) 

2,000 I 

6 .1100 
12,000 
20 ,000 I 

5.000 
JO,OOO I 

I , ,000 I 

10,000 : 
7 
I 10,000 I 

5,000 I 9 
5•000 I 10 

I I 

u. 
w.tcl>'-4 
l oa .. • 

(Col . 9 X 
Oel. 10) 

llgo,OOO 

115,000 
'11·000 

· I JO,OOO I 10,000 I JX0XX I 15'5,000 I 515,000 

I 

2 . 4•....,. iJ>fto-\ p411'1o4 f or p1Ao• (L1DO 1, Col. 11 41rlcle4 b7 Col . a) .... . .... ..... ........... . 1 5 
I 

J . 4••- lD•••""""' porlo4 for loooeo0 (L1DO 1, Col. 12 41'fiW b7 Ool. 9) .... ......... ...... ...... 1 7 

~ . .,..._ ....at p1A (Line 1 , Ool. S 41rl4e4 b7 liDo 2) •.•. .• . . .. •.. . ••......... . •.•••.•.• . .••. . • . : 6,000 

5· ....... ...-.1 looo (Liae 1 , Ool . 9 41rl4e4 b7 liAa 3) ······ ·· ················ ·· ········ ·· ···· · ··I 11,~ 

, , .. , • ._. -" pia or l ooo (Llae ~ aiDU liao 5; i f llne 5 ezoao4a Ur.e 4 , 1a41oa'-

--' _....... ...-.1 l ooo b7 uaiDCaiDQA olca) • • •• .• •• ••••••... • . ...••. ••• ••• ••••••.••.... • .•• • . • 1 - 5.~ 

7 •-_, 1101• • l o .. for l oaco.,. l.a ... o-\ parlo4 (lo'-r Uae 4 lf llao 2 1o ~or 

• \11M u.. ) I o-...wt• •'-r l laa 5, pro11',e b7 a Ill.- Dlca) . . .. ..... . . ... ........ ....... .... . 1 -u.~ 1 

• Dl_..a trao~OMl ,...,. of a :roar alooo lbe:r _ ,to - balr or •n. 1a llbl.all -. _ ,- .. a 

N1 :roar· 

Regraded Unclassified



- SJ -o .... T, VI, ao4 VII 
Schedule 0 - Part 2 

~\a~iun of :'l'x or <:ax ~-redH oD CllT>i ~l !lai ,.. &D4 looooee 

8. lutu ae\ ~ (~ 1- 36, pee~ 1 of re-...; : 
lt ..... wr a •ro) ......................................... r o 

I 

11. 1utu •• ,_ MJu\14 for aet • .,.,_.,. .-1 I 

.. la or loee (~ 6 pl_. liM 8) • •••••••••••..•• ••••••••••••• 1- 6 , 4211 
I 

10. r.-.u.,. taz "" liM II (U.. aw ec:Maale Mlow) • •• ••••••••••• I - 2M 
I 

11. lutu •• ,_ a«JaaM<l f or • .,.,_.,. .-1 _.u I 

or loll for loltpr • .,..... s.--t perle& 1 

(~ 7 plQa liM 8) • ,,,,,,,, •• ,,,,, •• ,,,.,, •• ,,,., •• ,,., .. . ,, I - 11, 4211 
I 

U. r.a\&Uore taz oa liM 11 (17ee ate echeaale below) • ••••••••••.• 1 - 118'7 
i 

11. r.-.u.,. taz oa llae 8 (17ee aw echeaale bel ow) .. . ........... 1 0 
I 

u . .a-1 taz or taz ore41\ wlU. ... ..,..., \o ellorwr 
_,..,. ~-· perio4 (~ 10 m..a liM 12) • , , , , , ••.• •, • I fi83 

16. !lttal Mz or taz ore41\ wl \lo reqeo\ \o ellol'Mr 
aft,..,O ~-· perio4 (Llae 16 al.Uplle4ltT I 
l iM I or llae a, wbidbe?er le ... l ler) •• .••.••••••.••• .... ••• 1 

I 
2,9111 

16. .--1 taz or taz ore41\ w1\lo I'IO'PIO\ \o l .,...r 
_ ,..,. lllfte-• perio6 (~ 12 Ill .... l iM 13) . .. .......... 1 - B8'7 

1?. !lt\&1 taz or taz c:re41 \ wl U. re..,...t \o loltpr 
_ ,_.,. ~-• perlo& (LiM liS -.U1pl1e4lt7 
liM I or liM a, wbiebo9er 1o creawr) •••••.•••••••••. . ••••• I • 11,999 

I 

16. 'II • '" taz or taz 01'141\ oa .-p1\al .. 1ae &D4 
lo ... e (L1ae lll .plue liM 17) • •• •• •••••••• • ••.••••..•• .•.•• •• 1 - 3,086 

I 
I 
I 
I 

I 
I 
I 
I 

I 
I 

I 
I 
I 

I 

I 

oa.. n I 

I 

10,000 : 
I 
I 

6,1971 : 

aoe I 
I 
I 
I 

- 1,4211 I 
I 

- 117 1 
I 

700 I 

I 
3A I 

I 
I 

1 , 3115 I 
I 
I - 'I'll? I -

I - 11,2!19 I • 
I 
I - li,9M I -

oa.. ni 

1 00,000 

M , l971 

110,.,., 

18, 1971 

37,316 

M , OOO 

1,68$ 

17,6111 

6, 818 

641,101 

39,187 

Regraded Unclassified



I 

I 

c.. .. , VIII, IX U14 X 
sebl4ul• 0 - Part 1 

Sta-At o! Clid.De -.4 Loe .. 1 troD Sal• (or ''""'""II") of Au•te 

I 

I 

s. 
OG1a 

I 2,000 
I 3,000 

4,000 
I 5,000 
I 1,000 

5,000 
I 70,000 

10,000 

11. 12. 
10. 1 'fel&tltM 1 'fel&tlte4 

1 Bo • ot piae 1 lo-9· 
Lou : :r-are 1 (Col. S X : (Col. 9 X 

Mae Qal. lQl , oat. w> 

5,000 I 

5·0® 

1 2,000 I 

2 6,000 
3 12,000 I 

~~ 20,000 I 

5 5 ,000 
6 1 JO,OOO I 

119C),ooo 
10,000 I 

7 • 9 
10 

I 

115,000 
SO.tp> 

1, 'liD tel • • • • • · • • • • • • • • · • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • • • •
 1100, 000 : 10, 000 XXXXD I 6115 , 000 I 95,000 

l2. •- law•-"' perlo4 for pill .. (LiM 1, Col. U 41-r16o4 1>7 Col. 1) •..•.•.••...••••••••••••••••• •• • : 
I 

. }. •- loftl•-t per1o4 tor lo_ .. (L1M 1, Col. 12 41n&o4 1>7 Col. 9) ••• ••• •••••••••••••••• ········•I 

I 

6 I 
I 

101 
I 

4. A...-.o aaaoal p1a (Llao 1, Col. 8 diY1Ao4 b7 line 2) ·· · · · ·············· ······ ··· ····· · ········· · ····I 16, 667 1 

, 5. •-~ lo .. (L1Ao 1, Col. 9 41nA84 b7 lille 3) •. ..•.••. ••••• ••• •••.•.•.•••••••••••• ••• •••••• ·I 

I"· ••!.,;"' ... ":",.. ~J!.~r .,;" ,:~;1:-u!:!::) ~~~~ . ~: . ~:. ~~~. ~. ~~~~~. ~~~ :~ : . ~~~~ ............. •.: 
I 

I 7. •-- _.t p1a or lo• tor loapr loftl.t-At per1o4 <-ater llao .. 1t line 2 h _.ter 1 

tbu llDI }; o\llorwl• nter line 5 , pre-4 'b7 a •I.Jme olp) ••....• . •.•• • .•.•••••••.•••••••••••• • • 1 

• lll...,.rd tracUoDOl :pUh of a :r.,.r UDle1e tbo7 liiOOWlt to one-balf or aore, 111 'llh1c:b ca .. , OOW>t 

- ... Nl,..... 

I 
1,000 I 

I 
15, 667 I 

I 

- 1,000 ; 

Regraded Unclassified



•• 
9· 

10. 

u . 

12. 

1). 

14. 

15. 

16. 

17. 

11. 

-II!J -

0...1 nn, IX u4 x 
BdleaDl• c - JIVt 2 

Oo~Uoa o! ! Ill< or tax Crl41 t on Olipt \al Cla1a1 u4 Lo1111 

eu. nn. CUI IX 

IIana aot lnoo• (J'ro• 1\oa 211, ~ 1 o! return: : 
1t -...., •'• a sero) • ........... • •••••. • ••••..• .. • : 0 10,000 

IIana aot laooDI ~ t or 1Mt annop ....-1 
~·or lOll (Lial Pl.a l tDI I) ••..•. . • .. . . ..... 15,667 25.667 

'hataUft tax oa 11DI 9 (1711 rate 1abi0Dle l>lloo) • • I 1,)77 ) , 210 

IIana DOt s.- ..U.W tor a....._ ~ 
~ or 1011 tor lnpr ~ 1-'-t : 
pcriol (Llal 7 Plaa l lae I) ••...••••..•.••... .. •.. 1 - 1,000 9,.000 

: 

'hat&Uft tax oa llal 11 (1111 rate 1abi0Dl1 below) . : 4o 6oo 
: 

or-tau .. tax oa 11De I (Voo rate 1obMP11 below) . . : 0 700 

~ tax or tax c:Ndl.t with roopoot t o oborter 
lifer-s- tm .. tMnt period (LtD• 10 •111Ua line 12) . : 1,417 2,610 

!oW t .x or tu cro41 t with roopect to obortor 
llforas- tmoo\DIIlt period (LiDo 14 -.1\lpllod b7 
11DI 2 or 11DI J , whlcheYor lo o..tlor) • ••...••••• : 1,502 15,66o 

~ tu or t ax credit n th r espect to lonpr 
aYer-s- iml ltDint per iod (Llno 1~ m1nua l lno 13) • 0 40 100 

!oW tax or tax crodlt wltb roopoot to 1onpr 
• ......_ 1-te.t period (Llao 16 ..tUpUed b7 : 

11Jio 2 or 11DI J , whlohnor 1o -tor) .... 0 ... 0 •• 0 • 0 laoo - 1,000 

~to t u or tu: cro41t 0 11 capital p.l.no oad 
lo1111 (Llal 15 p1.a 11M 17) ........ 0 ••••••••••••• : 8,102 14, 66o 

Cue X 

100,000 

115, 667 

43, 714 

t 99, 000 

I )3,410 
I 

Jli, OOO 

l O, J04 

: 
I 6l,l:!l& 

590 

- 5 .900 

55.92'1 

Regraded Unclassified
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.AIPJIIIDU C -~ JT IICI!I I.JAT!IRS II 1'111 COlli'BOlDST 
:asnC'l':mG m '!AXM'IO!I ar CAPI!J.L QUill 

~I 

II. II. llontcoaer:r, in re,PJ.7 to a quaationn&ire aub1111tted by 
Profuaor B. 11. llai& y 

•.u \bough I :o&4e liMY attcph to tilld &D. &D.ner to 
thia patioD., ~ npartence led .. to belina that 11.0 

eatecoiie&l &~~.ner would be accurate. 1W1;r of rq clienh 
retuaed to aeU, 'oatenaibly on aecoliD.t of hip ta.x ratu, 
but on beinc cloaely queationed I thiDk without excepti on 
they ftre all boldillf: off for htpar pricu. .U far aa 
I could le&rD. they did .. u when they belined that the 
!Uput prtee obt&iD.&ble had bee offered aDd I th1Dk 
thet 1110at of them 'ft1'e aattafted that their proft t wu 
big &D.Ougb to tlllr:e cue of the higjl t ax. 

"By the end or 1929 I had reached the OOftcluaton 
that h1cb ta.x rate a retarded nry fn &ale a. • 

Jtaur .... ll&ooal>er. 252 u. a. 189, 207 

•bcoM -y be deftud ae the pill 12'011 capital, 
fl'oa labor, or froa both co~&btud pro'rldei!. it be UD.der­
atood ·to include profit pined throUflh aale or COft'fer­
aion of capital aaaeta.• 

!A{! n. o-lezllount&iD. Coal Coi!J!!!!!lo 247 11. S. 189 

• • • • etnee a COft'f8raton of capital often relult• 
1n p.!n the seneral puzpo•e of the Act of 1909 to -
GUre t~ tax by the inereaee fr<:a tn.,.ated proparty, 
leed.a to the inference that that portion of the ere•• 
pro~• which >tepreaenta !;&in or inereaee acquired 
attar the tald.D.I: effect or the Act , IIIU&t be reprded &e 

•cro•• 1nco .. ; • • • • 1 

S.1t ...... , J, 11. A.. , Studiu 1ft Pub lie :PtD.enee, P&se lOS 

"'!he pift ln the fol'll of accretion to capital 1a 
u- 0,q when 1 t ta • • • aehall:r realiu4. • 

11 g !'reataeet of Cept tal (le.ine and LoaM a er 
the j..u.,..i IneoM !a.x (coft!idefttial. repo:-t to the Secretary, 

l o.,.aber 19)4), PP• 71-72. 
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~lo L X., !'h! Copctpt of !pcOM, in the J!4ersl lDCOM 1'y, 
1921, pap 7 jJ 

0 1DCOM 1e the IIO~T '9alue of the net accretion 
to o.,. '• econolllic power betQe two po1nh of tt.. • 

"'ban o.ne ua an JIDcliaban ~ capital ¢ne are 
not taxed tbe firet r-s>1T 1a allmat 1n'rari&b1T a ~ 
pr1ee4 and ehccbd uela-.Uon to the effect thet thia 
would mean the tuation of capital and not of inco•. 
If ollot then aU. whether a tax on the 1ncreaeed nlue 
of etoc:D-1J>-tre4e 1a a tax on 1ncoM or a tax on cap­
ital be unal1T foraaba arca-nt on the bub of 
tllnd.aMntal principle and pleada the practiCAl uece .. 
aitT for a di•idinc line, Aa a matter of fact that 
di•idinc liue 1e a thin and tel'lUDua one • • • , • 

"!he tlm4allentti Qplanation of \he :Britieh con­
c-s>t 1e pro'l-.blT to be fou.ad in certain facta in tbe 
ceneral eco110aic 'backt;rou.ad of Ialcland. It h an old, 
couernti.,.., eco110a1c orp.nhm w!wre tranafere are leu 
frequent than in thia co'IIDtry, where fortune a are leu 
often IBde throuch trafficking in appreciatinc a .. eta, 
where ruuea are daalt with ..,re larce1T in hr. of 
income and l eu in hrma of aale price and w!wre, a 'bon 
all , the general conception of the econclllic atrw:ture 
ia atatic rather than d7namic, • • • • 

Jro• e• , B, X., A 1'ax pglicx for the llnUed Statu. 1936, pace a 33-33 

1 It 110uld be a ·sra•e m1atalce to aba:adon t he tax 
on capital p1na • • • , Bach pine are uaually of a 
fortu.ttoua and unearned character and are highly con­
centrated 1n the return. of larp ta:q>qera. ,...,,. t!w 

fhcal point of •1ew, thia 1ncoM baa more ability to 
pq than ordinary income, ,..., .. the point of naw of 
aocid control the tax on capital pine i a nry iapor­
tant. ltwlh of thia income 1B a direct result of ape.,.. 
ulation. ••• !he preaent .,.tam of sranting fa~red 

treatment to capital pi.na 8DOOutacel tbe rein .. atMnt 
of COtpOrate earninge, and the latter in turn 1a reapon­
eible tor much of tlie o•er'building of plant ·capacitT 
which baa gone on in tbie co'IU1try, 

•:rroa thie it appear~ andent that capital ga1n1 

lbould be tue4 and that they ehculd be tued at tha 
- rate u other ti>come, without a epecial top 11111t. • 

iJ OUed bT Dr. BDbert ~ Ba1c in hie 19M memorand"clll. 

Regraded Unclassified
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K ... \t, W. W. , !ht PIAI1'1oa of Iacpw en4 ''' ,4pplig\1op 1A 
J'!4!ral !tp\lu, pep 31 

1 If t he eochl cro.~q> pl.u 111. n al th the eocial 
1Acoaa haa econ'l4. lf an 11141rt4uel pl.a e 111 co11trol 
our part of tbe eocial laooM, laooM baa aocne4 \ o 
t hat 11141 rt4uel . IacoM Talu h oal7 an upr .. etoll 
of real izlcoM la hna of aGJI4T, and ule11 real 
i ncome 1e reO.S.Ted, a.pital pine are not 1ncoM. • 

Ret>?rt of the eo .. ut .. of the llatloaal '!az Aeeoci ,uoa oD S1apll­
:t1cat1on of t b.e Iaao• !az, Jtrgqtt41PU of tht latloptl, ty 
y eoc1at1oa, 1927, pep 11+11 

1!bia ~u .. 11 110' prepared to lldTOcat e t be 
al>oll tioa of t he taz oa ~tal pl.ae. • • • Alld. o til 
our iae»M b~ qatM h aore hi~ 4neloped, t he polli­
billtiaa of "114111& \&Q\loa 'b7 aucp.re41JIC Cllll'1'1Di 11100• 
1A t he &UiM of 01fP1 tal pi.n a will b• too -rou to war­
rant a ..,.,_.,, &boll \1011 of taz oa e&piial piae. A tu 
on cap1 tal piu reducu the 1nc.ai1Te to auch "alloa. • 

J11h•r, IftiDae XpMM ia Dtpg ep4 Ip'RM 1•1 •tipa la Pry'lM, 
lo0110M\r1ca, Tol- T, llo. l, Jl'l!/.fi#T 19)7. pep 47 

• • • • 1a coap11\1JIC taco• we mat not 1144 or tUb­
tract ~ aora o~~N~ce• la OlfPUal T&lUaUoaa • • •. 
• • • OfiP1tal pl.11 or loll of llllli:1D4.., be 11'1&\ or 
aull wi t boui attaoilliC ille 111- of \be ,.ar. • • • 
Olplbl pi.D IMftl1 qllbolhea t'lltare laooM . '111ea tile\ 
laooaa ooau will be the Uae to \az lt . 

•ADd, oolltrai'7Wl••• 110 allo- abo'Gl4 be all4e tor 
• loa"• f or a ahriakall la Tal'M of propar\7, • • • • 

lllcb lou Mr•l7 qaboll1e1 l ack of t'llivl 1Aco ... • 
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exceptiou an a&a perw.l.tUJII U.. •xcha.D&e ot oM 
atock tor azoot.J>.r, ~r cenah conditiona, \boa ayoido-
1111 epecitic proti&-takiJic ill IIOM7 to:no. IY14nt~ it 
it 1a pe:raiuible to ncbaDce oM atock tor aaowr, it 
o~t to 'be equall7 parw.l.uible to sell the oae aDd with 
\!Ia procee4a ~ ot»r. • 

KAT, Georp o. • !be Ta•t.ipp of CUi tal Qo,W. Ba.llet1D of the 
J'ational !ax .baociation, Volume VIII, Jlo, 3 , 
December 1922, page 78 

1 • • • i t ia belieYod that th• revenues can be 
increa .. d, tax aYoiclance greatly diminished, and greo.ter 
equU:r oecured b:r the abandcDllllnt ct the rule ot taxiJII 
or ca:pi tal piDa, and, connroel:r, ot allorll>l; capital 
loaeea ae a deduction troc t&Jable iDCaDO. • 

PlW, C. C. , lpSJW at ltquntnt, Cg!li'QWlble 3,tetipta . j,Mrlctl.D 
konoade Jleriew, Vol- XIV, !Co. 1 , llarch 1926, 
pagea 5 , 10. 

1 l ACCM 1a eueutiall:r -Hh aftilable tor reC\trrent 
consumption reC~trren;l:r (or per1od1call:r) receiyad. Ita 
three eaaontial eboracUrioUca are: Becoipt, recurreDCe, 
aDd ~on&Lbilit:r. 

• • • • l!l'ina and protit on tre.nsactiono ouhide ot 
oM' a regular Yoe&Uon or line ot bWiineae, lilco the protit 
t roa the aale ot a hOlM, are ot doubt:f'ul income eboracter. 1 

• lloorhead, y, s., St.ateratnS. Rear1J11s, COJDittoe on ~· and Ileana , 
1923, pagea 321-32'7 

•I think tllat thare 1a no quaaUon abou; it at all, 
;bat it ca» i tal pilla bod not been taxed aa inc..a, aDd 
canital l oaaaa bad not beeA allowed aa deducUona, troa 
uM. 'beeiDDiJII, w OoY8rl88n; would bavo been ~ ahead 

ill reY8DDe · • 

Regraded Unclassified



( 

-9> -

• IIHcllell, c. , lJa\ipW car "nk JgUe;J.p, IQ.!.'!!!!l!.!.t .liilJl, 
~· 183-193 

" H (tile capHal p!.po tax) baa created art1tie1-
al1t;r in the oec:urH7 •rkat, J.p the crecllt otructlll'e 
and 1p iptereot ft.teo. • • • This tax acto ao an 
obotruction to the fru transfer of :!)ropert:r, whethe r 
it be oeeur1t1ee, land or wbat not, retarde lNe!.peeo 
and enc~e inflation. • 

• Report of the 'lnx SJalitimtion Board. Decealber 3, 1923 

• The beat cona14ere4 opinions of account4nta, 
actuaries and ecoliOIIIiata appear to ua to indicate 
that the elimination of both ea:!)i tal pina and 
loaaoa, even now, would reeul t in no decrease J.p 
revezme to the Gonr.-nt over a period of ,...re. • 

Chamber of Co-ree of tho OuHed States of America, bferendaa 
llo. 70, hcltr&l """'-' apd bpendUyea. Decel:lber 11, 1935, 

p&&e 22 

0 l!he recognition of capital pins and losses 
for income-tax punosea baa always been open to the 
obJection that pins reeult!ng from transactiona in 
eanital aseota are not income in &n1 true sense, and 
coileequentl:r ohould not be taxed as .-»eh. Similarl:r, 
loss of capital 11 no proper basie for c recllt apinet 

income tax l i abil1t:r.• 

•lfew York State :Economic Coun.c1l, !l!!nort, P.ew Torlc 1'1mea, 

November 24, 1934 

•The inc.,.. tax on eanita1 g~>ina, which nner 
.boBs erlsted in l:Jialand , ar.Ould be abolished. or, 1t 
that be not poaaible, reduced to a lll811, un11'o,. and 
definite percent. as in the ense of cor;>Or<>tiona ao 
tbat when an indiviclual !.pveata hi• principe.l, with 
all the rialca tbat &re involnd 1n :J.D!f !.pvest::~ent, he 
~ ban 1ome aaaurance thot he aay be able to ' ret41p 
a roaso~~&ble portion of an:r :!)ro!ita ... de as a result 

of euch inveat::ent. • 
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111itbout c!.ollbt, the .oet =-th!&CtolT feature of 
the .bel'icc qet .. of 1noo• taxation 1a thl treat-t 
of o.pital pine and lou•• for incoae tu plrpO .... a 
f eatuH that 4Dee not enter 1Ato the Bri thh qetea. 
lhlle at !iret blulh 1t UT 11pp1ar to accord with equi t­
able conception• to reaeon thAt one who lncreaeee hh 
capital t~ ~~ppreolation in 'falue h there'bT enc!olred 
with aa ancb tupe,;rlnc ab1l1t7 ae one who 11 thl reolpi­
ent of or41naey iAcoM, a caretul etudT o! thl probl• 
will ebow con.,1noincl7 that 1t 11 hi~ 1Aequital>le to 
aaaeure the 1nCCM tax liT capital gains and loa•••· J'or­
theJ:W>re, tbe nile attal>4ant upoll the tuat1on of o.p1-
tal pine and the allowance o! capital loa .. • aa an iACOM 
tax 4ecblct1on, and the affect of IIUCh practlo .. upon the 
&OCDOaT of the llatlon, are acre than ar:>!!icient to out­
"i~ aD7 re.,.nue bene!ita acoruin& theretroa. Perhtipe 
capital pine ~t not to be whollT exaptecl. troa tu 
l1abUit7, lint, 1t th87 are to be tued at all, it ahooolcl. 
'be at a rate that 11 u :treael7 aoderate and at the eaae 
tiM certain, eo thAt t he extent to which the tuea 
illpoeed a&7 atfeot bualne11 traneacttona a&T be defi­
nitelT lmown and calculated. 1 

!remaine, llorrla s., State Controller of lift Tori<, Op1Aion cited 
1A lift York 'riMe, April 26, 1937 

1 !be bli~ti.nc effect of thia tax for yeara bee 
peraeated the whole bue1Aeaa fabric of this country, 
and the eooner the Oo.,.~t pta rid of it - and 
tor ita O'lnl 1•e41at• benefit - tile oooner" can op• 
the nood-gatee of pent""P capital now takin& retuce 1n 
~t bonde or t~ adY&nt~ of unhal:lpered 
trac1.1n& opportunltlee outaide tbe tlllited Statu • 

• • • • • • 
•u the tu on capital ga1na were repealed, or at 

leaet p~d ln a eeparate ooluom and at a 11011inal nat 
percent&&" tbat woold be calculable, I belie.,. " would 
1001> eee unnplopent dia~~ppear like enow in Jprll. • • • • 
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, ew of o .. of u.. Vat\et 1\ataa, tw.\7-fl& ·-·· 
... , .... , .tpnl 29, 1937, a.aol'llUOU o-1\!!t 

' 8fte pre-\ 1.8. ftlab \uaa 011pUal pi.Jla a\ 
pnw.Ubc lDca•• \u rat .. , ftlla Uld.\lllc \M r~\ 
\o ,....,, lo-•· 1a both 011 lh ,_ ..... 1a -wl.._ 
Uoa .talr ul laeqlll\Mle. rile e~o .tfao\e are 
wpMdaM liT \U pre-\ hl• \u raw• 011 p1u 

ftloh u-=• w•• ot 01111Uel -·'-· Uau ••'lllc 
a arUtlolel ul -'aole- dna\1011, wUh loaM• 
1a \un-•·• 
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