
l!l'.J'r: Bello. 

June 2, 1939 
8:~7 • •• • 
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Operat or: Oood morn1ag. Xr. Sproul. . 

HJ(Jr: 

0: 

ffi.!Jr: 
Allan 
Sproul: 

!!l!Jr: 

Tho.nlt you. 

Go ahead. 

Hello, Ulan. 

Hello. 

Hov are yout 

S: I 1 ra all r1gllt. Hov are yout 

HMJr: 

S: 

ffi.!Jr: 

S: 

HMJr: 

S: 

!!J.'Jr: 

S: 

JD.!Jr: 

8: 

HMJr: 

S: 

HHJr: 

8: 

.ll.l rlgbt. I thought we got a pretty good preaa. 

Yea , I t h1alt we dld. 

Oona1der1ng what a tough, mean guy I am. 

Whatt 

Oone1der1ng what a mean guy I am. 

(Laughter) I'm Just beg1nn1n~ to t alk to some of the 
dealer• and 1t depends on whether they had any r1ghte 
or vbether they bad long bond• how they feel about 1t. 

I eae. 
If they had r1gllte t hey t h1nlt 1t vae terrible, and 1f 
they bad long bOnd a t hey t h lnlt 1 t vaa pretty good. 

I aee. wbat does 1t look 11ke a ooupon today! 

Well , 1t'e f1ve-e1ghthe or three- quarters 1f t he-- I 
th1nlt t he ve1gbt on the aide of three-quarter s probably, 
but I'll • •• •• 

No one 1e talking any 1ntereet ~dJust111ent , are t hey! 

Vhatt 

No one has talked about 1ntereat a4Juatmentt 

No. No -- no one. 
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HI!Jr: 

5: 

Hl!Jr: 

5: 

Ji:.!Jr: 

S: 

ID1J r: 

S: 

Hl!Jr: 

5: 

( ·n:Jr: 

S: 

h11Jr: 

- 2 -

No. The three- quart ers will be all right , huh' 

?hat ' s the way i t looks no~. 

212 

liell , I ' m going to talk to Danny Bell to tell Home 
Owners' Loan that they might begin to sel l some or that 
hundred million . 

I think they might too. 

Yeah. And I'm going to tell t hem - - suggest t bat anytime 
t hey can get a hundred and two net, let some go. 

Yeah. 

Huh' 

I t hink 1t would be a good idea. 

Don 1 t you th1 n1t eo? 

Yeah. 

0 . K. I'll be talki ng to you acn1n . 

All r ight, fine . 

Good bye. 

• 
... 
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mar: Hello. 

June 2, 1939 
8:~ a •• • 
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Operator: Hr. Bell. Go ahead. 

!l!!Jr: 
DanUl 
Bell: 

l!I!Jr: 

B: 

I!J.!Jr: 

B: 

!G!Jr: 

8: 

li!J.Jr: 

Hello. 

Good morning. 

Hello , Dan. Ve got a pretty good preae on this note thin& 

'!'hie morning? 

Yea. 

I badn 1 t noticed an;rtblng. I dldn 1 t eee anything in the 
Poet. That's tbe only paper I've seen. 

Vel.l • ••••. 

It vas all right, buh? 

You only read theae !&rill papers l1lte the Poet. • 
B: Yeah, that's all I read. That's all I have time tor in 

the morning . 

ln-!Jr: 

"9 : 

!!1-!Jr: 

B: 

!IJ.!Jr: 

B: 

!!HJr: 

B: 

Hl!Jr: 

I talked to Allan Sproul and be said t hat the tellows 
who have got the rights think it's terrible and the 
tellove who have got the long bonds thtnk it isn't eo 
bad. 

Do they? 

Tbe reason I'm calling •• • •••• 

You can't satiety them both. 

No. The reason I'• calling you ia to suggest that you call 
H01:1e Owners• Loan. 

Yeah. 

And say any time they can gat a hundred and two net, they 
ought to begin to sell. 

Well nov, you want to do that while tbla thing 18 open. 

Oh, aure. 

Yell, that's-- that'• 0. x. Tben ve ought to write the 
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~!Jr: 

B: 

HJI.Jr : 

B: 

'!l!Jr: 

~14 
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letter to the Federal ReeerYe Bank ot New York llke we 
did betore and let them Juet etart peddling them out. 

Thnt •e right. 

And do you want to put a prioe on them' 

A hundred and two ne t . 

A hundred and two net. 

Yeah. 

B: Let ' s eee. I don't know vhat they oloeed that last •• ••• 

HY.Jr: 

B: 

HY.Jr: 

8: 

HMJr: 

B: 

I!HJr: 

Two and one. 

HuM 

A hundred and two and one thirty-seconds, I think. 

A hundred and two? 

But that vas in the "Ti mes• anywny -- 1 Nev York Times•. 

Yenh, I haven ' t go t it here . 

tlell , it vns in the "Times• a hundred and two and one 
t h irty-seoonds. 

B: ~eah, a ~undred and two, ona -- that 's right. A hundred 
and t wo net we want to put in t ha r a t han? 

!i:!J r: A hundred and two net. 

B: Yeah. All right. Vell , we'll get the letter out today 
t hen. 

!!l!Jr: Yeah. 

• 

B: Beoause I'm sure they'll be -- nov, do you want to do an,­
thi ng about the premium or juot let lt go tor the time 
bo1ng? 

::ruJr: 

B: 

Premium? 

Yeah -- I mean, you don't wa nt the Poetnl Savings to 
enter into t h is no~ 
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!!)(Jr: No, no. I -- I think 1t oan walt. 

B: 0. 1(. 

!!!!Jr: 

B: 

H!~Jr : 

B: 

l!Y.Jr: 

B: 

IIMJr: 

B: 

lil!Jr: 

B: 

lil!Jr: 

9: 

S!!Jr: 

B: 

No, t hat I can't argue wi th them on t hat . 

All right. 

Tell t hem a handred nnd two net , bat I ' d also say I don ' t 
think I' d sell more than ten million dollars 1n any one 
day. 

Yeah, we'll let the bank use ita d1ecret1on, but you' d 
probably want them to call yoa. 

I ' d tell Sproul not to sell 1110re than ten Jalllion 1n a day. 

Yeah. 

What? 

'l'hat's right. 

And not t o one dealer. 

And not to one dealer. 

Yeah. 

And !.t t he a1 tuatton changes he ought to g1 Ye you a r1ng . 

Sure. He can call us an7 t1111e . 

Yeah. All right. 

!iv.Jr: Not caore t han t en million in one day and -- and not more 
t hen t1ve to one dealer. 

B: o. 1( . I 'll tell h1m to spread it aroand a little. 

8: 

ID-!Jr: 

8: 

Yeah. 

As much as he can, as a matter of fac t, oo that he -­
all right I ' ll ge t his 1netruct1one right ott. 

O. IC. 

Regraded Unclassified



.. 

.Ul&!\ 
Spr ,ul: 

m:Jr: 

5: 

!C:Jr: 

S: 

~:Jr: 

S: 

HJ.fJr: 

S: 

le!Jr: 

S: 

E::Jr: 

S: 

lil!Jr: 

S: 

S· 

ll!:Jr: 

' . 
' 

Hello, Mr. Secretary. 

Row are you? 

June 2, 1939 
2:57p.m • 
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All right. Tbe market eeeme to have been sharpening 
its penoil during the day and oom1ng to a conclusion 
which we more or lese reaohed t his morning in talki ng 
over here that a three-quarter coupon on t his rive-
year issue would be giving -- they ' d probably show a 
premium ot a point and a quarter anyway, and tha t >lould 
be t oo much to expect on a tive-year obligation . That 
would be more nearly what you might expect on a fifteen­
year obligation, or even longer. 

Yeah. 

So t be price or rights is down at the close t o 101 three, 
five whereas it va s 101 nine, eleven •••••• 

Yeah • 

•. . .•. at the close yes t erday. 

Yeah. 

And we ' ve been discussing hero, whioh I g ive you tor your 
oonsideration, the possibility ot a three-quarter coupon 
at par and a hal t , say. 

\/ell, what do you know about that? Well , how -- bow oan 
they do that? 

\o'hat? 

Vell, they'd have to ~~t up titty oente, huh? 

Yeah. 

\louldn • t that be kind or equeer.1ng them a 11 ttle? 

Well , it would still leave a premium or up t o a point 
up toward a point. 

And bow 1e it now >~1th the loee or interest and ell that? 

\/ell, the -- on the present marke t they seem to be expect­
ing a premium or a point or slightly above. 

Yeah. Well or course, I love to bear it, but I -- I 
think it wo~d be kind or pressing them a little bard. 

Regraded Unclassified



S: 

F.l!Jr: 

5: 

F.l!Jr: 

S: 

?.l~Jr: 

s: 
?.l!Jr: 

8 : 

F.l!Jr: 

S: 

S: 

f!l!Jr: 

S: 

IIY.Jr: 

5: 

!!l!Jr: 

S: 

HHJr : 

s: 
!!l:Jr: 

- ?. -

Well , I Just vented to •••. .• 

\/ell, I ' ll sl eep on 1 t. 

217 

•••. • gi ve you t he suggest ion and •. • . .• 

Yes , well , I ' m -- I ' m ama~ed . 

But t hat ' s the >~ay the market 
as shown by these quotat ions. 
possibilit y ot a five-eight h& 
coupon a t a premi um. 

hns begun t o figure nov 
They 1 r e thinki ng ot t he 

ooupon or a three- quart ers 

Well, I don' t vant t o go down to f i ve- eighths. I thi nk 
that's aquee~ing them t oo muoh. 

Vell, I think the other vould be better too. 

\:ell, I'll sleep on it. 

All r i ght. 

How are t hose Home OWners ' Loans going? • 
Well , >re sold thi r t een and a halt million t oday. 

That's all right. 

At r l s i ng prices. The f irst sale we made was at 102 tvo 
and the last sale ve made vas at 102 five . 

Wonder f ul I 

And t hey closed at 102 three, five . 

I see . 

So there vas qul te a good deoand most ot the day and 
eased ott a little at the oloae . I think ve may have 
eatiefled t he most urge nt par t of 1t tor today, but I 
expect 1 t v1ll be back there tomorrow or }!onday i t • • •.• 

Well, 1t vas good to have them t here , wnon ' t lt? 

Yes . 

I t gives ue somethi ng . 

Yeah. 

Uell, t hanks . You - - you -- you surpri sed me. 
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s: It ell, I ' 11 tal.lt to J'OU 1n the mom1ng again. 

1!!-!Jr: ill right . 

S: All right . 

I!!!Jr: Good bye. 
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!G'.Jr: 
Robert 
llagner: 

liHJr: 

Itt: 

Hello. 

Yeah. 

Congratulations. 

June 2, 1939 
3:12 p. m. 

Uy God, you get the news raet, don 't you? 

219 

l!l!Jr: ~!ell, t he tioker had it here. We have neve tickers. 

V: Ob, God I They get 1 t rast too. 

~!Jr: It came over at three o 1 clook. 

~: Well, we had to put it over on tbe old man. I always 
hate to do that , but you can't •••••• 

E:!Jr: Wae be there, Bob? 

Ob, yes . Oh, yes. Oh, be took it very n1celv. He vas 
perreotly disgusted, or couroe. I had a bunoh or prox1ee , 
in my pooket to show bim that he didn't like. 

K!~Jr: I •••.. . 

'.1 : But 1t 1 s all right. He . .. .. . 

!!I{Jr: 

II: 

El!Jr: 

li: 

V: 

li!!Jr: 

W: 

r.1!Jr: 

How was the vote? 

Five to t our. 

F1 ve to tour. Brown was out or town. 

Yeah. 

Well, that was good. 

Yeah. tfell, it -- it had to be done. I oean, you don't 
like -- I su~pose he felt a l ittle badly about it, but it 
was all right and I tbink we'll be all right 1n the full 
oolllJllittee , Henry. I ' m having a meet1.ng on Tuesday. 

Oh, swell I 

Yeah. 

Now, I ' m ever so muoh obliged. 

V: Yeah. What are you going to do tor me now? 
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11: 

l!i·!Jr: 

'i : 

F-~Jr: 

8'Jr: 

\1 : 
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I tell you what-- son- or-a-gun! I te l l you what • •••.• 

Vby don 't you get your hooks orr that s luo clearance 
bill. Why should •••... 

Now, listen. 

Yeah . 

I ' m glad you r aised tha t . 

Yeah. 

Ther e 's a letter !rom me in t he Bureau or t he Budget r e­
cocccnding t ha t t ha t th.i ng be extended by eight hundred 
million dol1are . Nov, what have you got t o say to thatt 

That is, you're for it? 

Sure, I'm for it! 

All right. Wel 1 then, 
but you don't like t he 
the power to invest? 

That's all. 

t hen I'm goi ng to stop talki ng, 
the -- g1vin8 the lletlonal Bank 

'.i : What? 

r:Y.Jr: That 1 & the only t hing . 

\/ : \loll , what 111 I do about that? I ..... 

;i:'Jr: 

l:: 

:-:~Jr: 

\i : 

,., . . 

~/ell • ..... 

or'oourse, if 1t oo~es up t hat you're against it, it'll 
start a l ittle trouble on t he floor. 

Against what? 

Against t he orovis1on -- or are you - - are you all right 
on t hat now?-

\/ell, I tell you, I'm a little bi t eobarraesed. This 19 
the t hi ng , I sent t his letter i n because I felt i t should 
olonr t hr ough t he Budget t o t he President. 

Yes • 
Now, we're ror it all excep t t he part on t he Comptroller's 
office . See? 
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!!l-!Jr: 

il : 

:n-~Jr: 

F.Y.Jr: 

V: 

!IY.Jr: 
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Yea. 

ADd - bv.t !'a va1t1D£ Co set • cleaN!IOe ~ the 
8\Jreau of the Bu48et. ..t I ' a - I •a cn record v:lth thea 
o.n4 h&Ye been oYer ay name. 

Yea. 

ThAt -- t hat I vant th1e th 1ng extended. 

Yeah, fine I 

IOv what they 4o 1a they send ay l etter across t he a~et 
aa I UDderatanci 1t. 

01: , that -· 1t' 

Sea' 

11: Yeah. I see. 

II: 

l!l!Jr : 

II: 

F.!" Jr: 

V: 

E !J:-: 

V: 

!!l'.Jr : 

\1: 

Jil.!Jr: 

II : 

EJ.!Jr: 

II: 

An4 --but I .• . .• . 

Yell, vbat do you t h1nlt ot tb1a g1Y1Jl6 
rlght t o 1nYeat in t hese local • ••.•. 

Yell , of course, ~ - the ColiiPtroller - ve - ve think 
1t1 a a !Uatake. 

'II e thlnlt 1 t • a a lllis take. 

You do' 

Yeah. 

Vall, they're pretty sate bonda I ahould t llnlt. 

!Jell , they're sate aa long •• Congreaa •otea the subsidy. 

Yeah. Yell , t hey're ne•er SOi ng t o refuse that. I aean , 
oaoa- once t hey author1~e a contract to be ~de • • •.• 

Bob •••••• 

Yeah' 
I u heartily in t a•or of extending and g1Ying another ••• • 

Yeah, I know t hat, but I aean • • • •.. 
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!i!!Jr: 

II : 

ID!Jr: 

V: 

H!!Jr: 

1:1: 

!!!lJr: 

W: 

W: 

H!!Jr: 

~ = 

HMJr: 
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But on that bank ~hing , they don't -- ae long ae they've 
go t the Government guaranty t hey don't aeed that. 

Yeah. 

A.nO.. • • • • 

No, no, I'm speaking about t he bonds whioh the local 
authoritiee ieeue. 

Oh I Let me -- could I do t h1a at :your convenience ••••. 

'olhatt 

Send Ed Foley to you? 

Yeah . 

w~en would you like t o see him' 

Well , supposing I call him up next weak, huh? 

Yeah . But I' m her e and ••..• • ' 
The only reason I mentioned that - - I may have t o take 
that feat ure without it becauee it 1t oomee up that you're 
opposed t o tha t provision, na turally it ' a going to give 
some peopl e some concern about the t hi ng. 

Yea. 

And our Banking Co~ttee didn't-- I didn't send that to 
Bank1ng a t all. 

I know. 

\1 : Yeah. Well all right, Henry. 

H!!Jr: Well , ien't that enough? 

'.1 : Yeah. That's all right -- swell -- ewell . 

l!MJr: 

W: 

IDIJr: 

One good turn deeerves another. 

Yeah. I think I better - - I better talk t o Ed about that -­
this man that-- whose name I gave him and •.•.• 

(Laughter) You want :your pound ot tlesh! 
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fi!.!Jr: 

'11 : 

Hl~Jr: 

li : 

!!}!Jr: 

ll: 

!!l'.Jr: 
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HHJr: 

W: 

Hl!Jr: 

W: 

!!J.!Jr: 

V: 
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W: 
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W: 
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llo , that•• - - I got that long ago. 

Oh, you got tha~ 

223 

\fell , I haven· the appointment haan' t been mede, but 
1 t was promieed. When - - the moment a prom18e ie made by 
you, I dismiss t hat. 

(Hearty laughter} 

Then I -- I go to the next t h ing, you see. As a matter ot 
taot , Henry, I'm the worst patronage Senator -- Senator 
that•e -- ot the United States. 

Say listen •••••• 

I get nothing. 

That's What you say. 

• ell, t hat ' e true. 

Oh, belli 

~iell, you've been pretty nioe to me, but I don't ask 
around excep t ••••.. 

Oh, you think you -- you think you ' ve already got Fleeht 

No , I haven't, but I say I piok on you, because I know 
you and some ot these other tellowe I don't bot her t hem 
at all. 

Well , you're a avell guy, Bob. 

Yeah. 

And we're delighted. We got a good report on Fleeh. 

Oh, have we? 

Yeah. 

And when are you going to appoint him? 

tlell • .••. 

Tomorrovf 

We've been kind ot va1t1ng to make 1t worth your while, 
you know. 
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11: Yeah. Yell , I ..•.. (Laughter) Vell, gi•e h1la a good 
salary. 

ID!Jr: 

\I 

I!HJr : 

\, . .. 
!!HJr : 

llell , 1t hasn't gotten by the other Collll:l1ttee yet, hae 1t' 

What? 

It hasn't-- my bill 1an• t by the big oomm1ttee yet, i a it? 

\/ell , I'll -- I' 11 make a be t on t hat . 

Oh, you will? 

• : Yeah . I'll cake a l i t tle be t on t ha t . 

~·Jr : 

'If : 

!fl.!Jr: 

11: 

All right , Bob. 

All right, Henry. 

Good bye. 

Good bye . 
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Operat or: Oo abead. 

H}!Jr: Hello . 
Cori ell 
Hull: Hello, Henry. 

HJ.!Jr: Good morning. 

H: Are you over-working? 

l!l!Jr: 

H: 

HY.Jr: 

!!!IJr: 

f! : 

l!HJr: 

H: 

HHJr: 

H: 

~·"Jr: 

H: 

Hl~Jr: 

H: 

m!Jr: 

B: 

No. Busy . 

I've got here a bill by Senator Bone-- 1720, Senate Bill. 

Yeah. 

That' & -- that makes an e111bargo -- intended to make an 
embargo against all -- especially all supplies tor building. 

Yeah. 

The lumber and the ehlngle people are behind it. 

Yeah. 

Principally. You may recall that from 1909 up to 1931 
neither political party even seriously thought about 
putting a tarltt' on lumber or on ohlnglea on account ot 
the enormous burden it was to all the home owners -­
especially the smaller ones •••••.. 

Yeah. 

•• • ... ever~here. 

Yeah. 

In 1931 I oat down betore the Senate and I tried t o resist 
it. I wasn't able to do it. I aaw this lumber crowd get 
in with the coal and the copper and the oil . 

Yeah. 
None ot those t h ings were eeriouoly thought or up to tha t 
time as subject to any kind ot ~itt, 

Yoe, Cordell. 

Now, thle crowd over on the Paoitio 
over there practically, and some in 

got 
Coast. lle Just/lumber 
the east over acrose 
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t ho Cannc l an border for our ~uildin6 ~eople t o build nll 
their houses . 

:.Jr : Ye t!J" •• 

P. : 

.. .:r: 

... .:r : 

.. 

... 

., J r : 

Ani> their shi ngles . 

Yeah . 

Nou t h i s b1ll le . introducod by Bone . .... . 

:.:c8h . 

.... . . to -- t o prohibi t anythi nu fro~ b elng bou~ht by your 
Procw·e .ent, e nyoo( y :>re •u.,t~bly, oxoept of Amer i can origin . 

: nee . 

:o\1, t i.e Co::L.e r c e :Je-4lrt':lcnt nnd the Housi ng peopl e , n:td 
the A;;:ri culture Depe.rt:'Ocnt tire t horou:;l'>l y ciis:><>s cd to 
'lr o tcet a ga ins t t l, i s sort of freak, fant astic piece or 
l~t;1 clction . 

Yenh . 

Then I ge t the l opreos i on fro:o your men in Procurement tl':c t ' 
t hey - - the) ere not takins a ny inter e s t in 1t either >~ny 
nnd Just >~aitint t o e nf or c e >:r.r t ever come s along . I' m Just 
>~ondering 1! you wouldn 1 t 'ilant to Join l n >:1 t h us !.n ·w e­
test on t b i s sort of a t h i ng . 

\rno - - who do you ::cr.r ove r at P:-ocurc-:~ent •..... 

~ow' s that? 

:.n o over a t ?rocure:ncn t i e tek!. n~ any i nterest i n 1t? 

• .. ny, no body. 

;:::.rr : Oh I 

Some of our fe l lows e• :~ed t.hcn anc t hey sai d they weren't 
t aki ng any. 

\/ell , I ' l l look into i t r t once . 

I t h i nk , Henry, th1o is a nood time t o show up -- I ' m ask­
i ng our bu!.ldln;; coryor~<tion to eho~1 up the enor mous Rm~unt 
or inc r e a seC. cost to all ot t :.e l:ome o\mers . 

.· 
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H: 
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And it1 e Juet a fev do&en of t hese big timber people-­
mill people . . • •. . 

Vell •.•..• 

••••• • getting-- getting the money. 

I -- thank you for bringing it to my attention and I ' ll 
look into it a t once. 

Fine I They've got a notice out f er a hearing notr in a 
very rew days. 

Woll , I'll-- I ' Ll • •.•.• 

Next Wednesday. 

I'll etart on it 1ooed1ately. 

Thank you so ouch . 

Ri ghto I , 
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THI: SECRETARY bF' THE T,_CASU"Y 

WA8Hf NOTOH 

June 2, 1939 

" II donr J!r. President• 

~hortll! atter our Board was instituted, we eubdi ttod to you 
on l)ecer-bor 19, 1938, " statement role tinS to t he proepecthe 
national incoc.e for 1939 and roeomendina certain t;ypee of action 
od th "'terence to fisea.l policy . (A copy or t .A etatol:.ent is at­
taclled ! or your convenience . ) 

Since thet t:l.ne 'A'G have had n\mlroue 1088tinll• and he<e g iven 
intend. vo at uey to U.e problem o1' atta.ining a bigber national in­
cone . .:e nmr !eel that "• have roached subetantUl 8-lfree::ent on 
r&nY of t ho eleoents responsible !or the lmr level of . national in­
cone . Our studies have convinced us or the IIJ'IOnt need tor action. 

) 

Tho re is, wo believe , no more important problom confronting the 
M tion and we , therefore , 1fould appre cin t.e tlo.e opport unity of die­
cusojng rlth lfOU t he find1ngs on which this conclusion rents . 

Roopecttulll! suboit tod, 

The Fiscal and l'onotacy Adviaocy Board 

'!'he Prooident , 

'!he "Ohi te Houu. 
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Deo .. 'bor 19, 19,.. 229 

ne ruoal ud Jlcmotar7 A&Yleor7 lloar4 bao 'boon &4Ylo .. 'b7 
tho e:EJ>ertO ot th~ 'b'oanrr, ro .. rol a ..... , loar4 aa4 
Mat1onal Rooourooo J ... 1'''' tba' l 

1. Tho 193' national 1nooao 1o oot1aatod at t62 ~1ll1on. 
ror the oalen4ar 70ar 1939 1t 11 ootl8ato4 tb&t tho 
national lnooM •111 'bo 'bot-on t65 an4 t6a "UllOA. 

2. A national lnooao ot arCNad t80 'b1ll1on WGilld pro?14o: 

(a) oubotant1al ro4uot1on ot .ao~lo~ent; 

( 'b) Federal ro?onaH outt1o1ont to balanoo the ovront 
l o•ol ot oaoh orpon41tarol on tho bao1o ot tho ox1ot-
1~W tax otruoturo. 

J. An 1no- ot t!IO 'blll~on or ••• 11 attainable throueh 
full ut111sat1on ot oar aan power, plant and oqa1paent 
teohnolog7 and natural rooourooo, aoewa1nc tho ol1a1nat1oa 
ot 10ao ~ortant 'bottlenoolto. 

~. Aloo 1t 11 ~ortant tor rodoral tlooal pol10J to b.lto 
lnto aoooant: 

( a) o~oo 1n tho •ol-• ot oap1tal orpon41turoo 
blln& .adortalton bJ prl•ate entorprloo and &n7 
hlndrano11 or bottloneolto ton41ng to rootrlot the 
oxpano1on ot pr1•atl oxpon41taroo; 

( 'b) tho taot tbat a?allablo .upp1 J ot oredlt 1o oo 
groat tbat prooont and proopootl•• rodoral borro•Lnc 
w1l1 not oroato a ahortaco of oro41t a•olla'blo at 
roaoonable ratoo tor prl•ato onterpr11o. 

( o ) o~oo 1n t ho •olaao ot the outotan41rw do'bt 
ot lltato and looal go•ornaonto and Oh&JW•• 1n t!le 
?olaae and oharaotor ot tho1r orpondlturoo &Dl 

rooolpto. 

In purou1t or tho obJoot1•• or attalnlnK a h1Chor national 
lnooao •• aa1to thO following roooaaondahono with roopoot 
t o t1ooal pol10J tor the non tlooal Je&r : 

l. It taxoo aro to 'bo lnoroaood, thooo ooleotod ohoal4 
'bo llloh ao 1ntortoro lout with a441U- to t!le &UJ'O­
gato 1n-• or 'h• Aaor1oan pooplo. !!looo taxoo, aao111 
othoro, aro: ootato taxoo, g1tt taxoo, loworlnl taz 
oxoaptlono ao poroonal lnOOM rlooo, h1pr lnooM tax 
on a16dlo braoltoto. 
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2. We a4T1ee aga1net new tax•• wh1o~ operate to reduoe 

eub1tanUall7 oon•~~a•r piU'Obaetnc po~rar. n ... tax .. , 

UODI O~lrl, &rll PI'OCII111JIC tax .. , Balli 1:axel, tOll 

on parroll•, exo1ee tax••· 

J. Tba Board note• nth appr~al the propo1ed obanc .. 

1n t he budget pr .. entaUon and reoa..endl tbat tbe 

pr1nc1ple• ••bodied in thoee chana•• b1 extended a• 
rapi417 ae toa1ible. (See appended oopJ.) 

~. (a) ror tho purpo•• ot add1ng to th1 national 1noo .. 
next 7ear, and ot pro•ont1ng what pro.ieee to be a 

urioue bottleneck w11:h1n the next 71ar or 10, aoUon 

ehoul.d be taken to eeo1U'e a large railroad equi~ent 
prograa. 

(b) Reo~ar7 oollld be further 1tllllllated b7 addi­
tional ao••rn•ent aot1•itioe tlnanoed through ••l t­
t1nanoing go•ernaont corporat1one. The•• acti•itiee 
ahollld be, in tbe .. 111, 1110h ae wUl tao1111:ate 
pr1•ate 1n•••t•ent and pri.ate expane1on ot pr1•ate 

230 

ind111tr7. A 1pecial report on e~~ch aoti•1t ioe will 1 
be l ater eu~itted. 

5· Tbat a coatprohenl1•• e11M17 be etarted nth tbe •iew "" 

ot 1aao41atll7 oett1ng liP .achin1r7 t o obtaln al l neceeear7 

detailed lntoraation with ro•poct to t he c11rrent reoo1pt• 

and exp•n41tur .. ot State, local and IIW\lcipal ada1o1etra-

ti•e bod1oe and t o ohangoe in th• •oluae and .. k1-11p ot 

their out1tan41AC debt. 

6. Arrangeaent• ehoul.d be aade d once that WOilld •all:• 
po1eibl e eng1neer1ng and legal plann1na ot •ar 1o111 pllb-

11o work• wh1oh wCIIll4 be a•a1lable tor 11111e41ate pr o•e•u- · 

t1on when req11ired to g1•e 1ncreall4 tlex1bUitJ in tbe 

t iaing ot public expenditure• and 1noreaeed aeeuranoe ot 

Yalue and ut1lit7 ot the expen41ture 1teelt. 

Th1e prograa i e IIDOh needed not onlJ became• ot t he 

oharaoter ot current redlral, State and local publ1o eoru 

and rel1et, but •••n •or• eepeo1all7 'beo••• ot the ex­
teni1Te rear.a~~ent llelng lllldertakea. To •all:• oarta1n that 

the rearaament progra• •hall not lie continued •• a 4eT1oe 

to reduoe un111plo,..nt or to etllllllate buein••• aot1•1tJ, 

H 11 euent1al t o he•• euoh plane perteote4 •• nll pera1t 

a rea4J traneter ot ••ple,..ot troa ar ... ent 1ndaetr1e• 

into needed pro4uct i •• p~abl1o and pri•••• work• proJeote 

•• eoon •• peak aot1Tlt7 in rearaaaent 1e paeee4. 
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'1'/ <leu Wr. I'NIIi I a \I 

Sbert17 after - ._ .. - Ulftl\,.... .,. .,..U W w :rw 
• Dla'"'loer 191 19)1{ a -~ l'tlM!JII t. \lie ,... ... u. ... 
• d ..al s- ,..,. .,. ... .... ''-' ....ua .,.. ., ..... 
wU il ,.,_ II W t\.-1 ,.Utir• ( A ..... ~ \lie 11M'-' 11ft­

taclled r .r ,_ -'-·) 

as- ""'' ,,_ • ..... 11M -- -'iJII• ..... ,.. rt-
l.ftt.n•h• a\lldy \o v-. ,... .. ~ ., n'-dal .. . h1 ... r llaU.onal s... 
- · ... - r .. l \11&\ - ... rn I I ~lal ... a ' -
_. •t \l>e e'-V "''• or fi.W. tw \lie S. :a.-1 at u t l..al s... 

2.31 

- · ow """'"" ..... ~ - ., \lie ..... , -- ,_ ..... 
Tbi N ie,- llelJew~- .... 1 J .... , pls' Je ..ttw'U. t.lle • 
~~all• .,. •• , .. ,. !!"!,_.w se as.aw u. ;;aa"-l\7., ~ 
... ill n\1\ ,_ \t>e nMJ~UC~~ • wMa ""' ~..s- --.. 

lt..,.e\~ n llod.\ W 1 

l'!Ji tlrl 
6/2/Jtt 

ftoo Pl.-1 .... · -·,. ~ .... 

Jl , s, Eccles 

FredE'r1c A, Deleno 

'!erold D, Smith 

a ,. 
~ 
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TrOUW'Y llop&r\Mn~ 
~Tiolon ot Monotar7 Roooorcb 

Ill \e 6/3/YI 19:19 

'fo: llioa Cha..,cq 

rr .. : L. s. 

l!r. 'llhite hoe tl\o cow o! 

attached which you aont around, and 

so far I 1\ovo l>aon unable to locate 

it. 'l'h011111\t you aight want to sub­

stitute this one until I can tend 

y<Nrl• 

• • 
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( .. .I I,' t • 
'1 / ·,.1 

The rueal 1111 d ... narT Anl"'J' loar4 llaa 'Mea a4Y1ae4 ItT 
the erpone or UM tna nrT, Feunl flee_.,... loa,.. ... 
•otlonal Reooareee a ... lttee tllat l 

1. Tbo 19}8 .. u~ 111 ... 1e eett.ato4 at t62 .-uuoa. 
For \he oalend.a r Tear 1939 U 11 ea\U.t e4 tllat tho 
natlonal lllOOM wt.ll H 'llet"" t65 all4 '" 'alllloa. 

2 . A natlonal 1nooao of ar0111ad teo 'bUllOn wculd prow14e : 

(a) au'betantlal re4uot1oa ot .na.ploTMnt: 

( 'b) Federal rewenaea aaftlo l on\ to 'b&luoo the o•rren& 
l ewel or caa h e rpandltvra e on tbl 'beela or t he exlat­
lftl bx wtraot v e . 

3. An 1nooaa or •90 'bllllon or aore la attalna'ble t hro111b 
full utllluUon or OIU' un power, plant And eqalpoent 
t eobnolocr M d M tu.ral r e eoureea, au-1nc t he ellalnahon 
or aoae laportant bottlenaoke . 

ll. Abo 1t 11 laportant f or redaral fla oal pollor to taka 
int o IOOOI&Dt I 

(a) Cl\afti U ln t he wol•• of oa~ 1tal u pen41turee 
be1na IIDdertoken 'b7 prlwata enterprlae and anr 
h 1n4ranoaa or 'bottl eaaoka taadlftC t o reatr1ot the 
l l<Dallalon of pJ" lwate arpan41tiiJ'Ie; 

( 'b) the faot that awa1labla .. pplJ of oredlt le eo 
craat the\ preaeat and proopeotlwe Federal 'borrowla, 
wUl not create a ehort-aa of oredlt awa lla bla at 
r as eona'bl e r a tea tor pr1wate enterpr lee. 

(o) chaa,e e 1n the wol ... of the o•tetantllll de'at 
of State an4 leo&l cowe raaente u4 obaJW .. 111 tbl 
eol- and obaraner of the1r n peadltur .. aM 
reoelpta. 

In purault or t he ohJeetlwe of attaln~ a hlcher aatloaal 
l nooae we -ke t he t oU o•lftC rMOu .. aahona dtll roepeet 
t o fle oal r o1107 f or tiM .... fla-1 ,.. . .. , 

1. I f t uew ue t o ba 1nereaae4, tlloM ael eete4 ohal4 
H noh u latertoro leaat 'flth a441U- U the &&11'1-
sate l n-e of the Aeer1eon peeple. TbiiO t uu, .... 
othare, are1 e atata taxea, 11ft taxee, lowerlftC tax 
exnpUoea aa pereonal 1• .. • r1aaa, hipr 111 .... tax 
on a144le braotate. 

• 
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2. •• ab1ao ... 111,, ... ,.,. .. *1ek eper••• •• ,...,. .. 
ellll1hntUll7 oon-r .,...._lliiC ~. ftoN •u••• 
uoac otbu., .,.., pNOOUlJIC • uea, s al•• t ue1, \axn 
oa po,roll•, ao1•• CU.a1. 

J. Ta. ._,.. utu .ttl! a ppr"al tllll propo~ .. ollaace• 
la til• ~t prouataUoa aal rH-•••• tl1d tiiD 
pr111olple• .. -..sel ln tlleea •IIAIII•• be IXtDD411 a e 
raplllJ •• reallbl•. (lee appenlel oopr .) 

'· (a) for tiM ~U of aUlal to tJle Dallenal 111-
aext :r-ar, aal or preYelltlac wllat proala11 eo 1M a 
urt ... boUloaHII: .ttbia tlie Mxt :r-ar er "• aet1oa 
..._11. 1M hll:a11 t o •••wn a lara• raUrad lq1ll..,..nt 
procraa. 

(b) ""~"'' oo•14 1M tarn .. aUalat .. bJ aiU­
tloaal ,..,,. .... , aet1Y1t1ee tlaano.a t~lh eelf­
flaaaelftC IOYDrftDint •orveratloae. ~eee aetlY1t1e• 
Mall 1M, 1a ta. •111, ••ll •• .Ul faellltate 
prtnh SaYnt•oat u4 prlYato eXJ)IIIeloa ef prlnh 
la ... tJ'7. A l peal.al repert 011 ••• ••U•ltlfle Ylll 
bo l ater n'-1U ... 

5• Tllat a ~l'llllllllYI ftl'YeJ 1M Uartol eltll till Y1ew 

~33 

ot laael btelr nt\lq • .P ••111HrJ to obhla llll MaeiiDJ'7 
letaU.a s.toraatloa wltll reopHt te tile nri'OIIt J'Halpta 
&114 expoaUtDI'Ia of state, l ooal a ni aaalolpal allllalltra­
Un bollu aal t o ollansea la till YOl- aad •11:•-DJI ot 
tllelr oet•taai1DC ••" · 

6. Arra~~~a .. ata 1boall be u.la at oaoe tllat -14 aall:a 
JIOHlbla ,..UHJ'laf U4 lllal plMillal at Yar1 ... pllb­
Ua nru ..a1a11- I 1M a"""Uable tor U.ollah pJOOI­
Uoa ...... 1't1qt1J'e1 ta 11•e laoreuol nexUtUltJ l n tiiD 
t lalaa at pa~la ~onUtar11 aa4 l•reaa.a .. ..,...,, ol 
,.al .. ani atun, of , ... axpHIUIII'I tt .. lt. 

t'IIU proaraa 11 •• 1101lol not onlJ baoaua or the 
ollaraahr of aarrant ta4aNl, StaU ani \ooel p11lll1o woru 
ul rel1af, wt '"" .... alpHlallr bao••• of tile ax-
t ... 1Ye ~-- IMlac .. .,..taUD. To aall:e aertalll \llat 
tile r~at prapu~ allall aM 1M eoet111DI4 u • laYlle 
to re ... e U~lo,..at or tO ets-lda lltii1DIII MUYltJ, 
1t 11 ..... ual to ban nab pla•• pert .. ,,. u .ul peratt 
a reat7 traalfar at .. olo,..at ,_ aru.aent la-.trll• 
lnto 11 ..... proluot1•• pablla aal pr1n•• work• proJ"'' 
•• ••• •• peal!: ••tl•ltJ 1ft rearaaseat 11 pae..a. 

.. 

Regraded Unclassified



• 

234 

...... -
......... h [' h 

A .,.,.__ ..... _ke .. t'5'-_..._ ...... ,_ 
• •• .._ • 111••5 a * 11• 1 ••• aU-'._,_,.._. -• 5 _,..., .... •• .....a ..... (,_.,_ ..... ...... ,..,_, ) 

....... ._.......... '5 ......... a...._. ... !.:.. •: ::\: :.~~ ... ':... ~ .': : ; I : '!f· ::-
._.., .. , .. IS 1 ..... - -Wfll J'S-1 ... -· ... , "..... .., .................. . 
tllala ... - '*!~ - - 5 e· n· 

7 

'S a -( -~ _. .. ;:=...L ...W a J: - !IS!i::""' fll ..._ 
a ..... ,.. .. ft - 3 - -- I •• u- ....... 7. ,,h1_ .......... 

.. ftaaal _. ..... IF Md Z ..... 

H. Korgenthau, Jr. -=p 

M. s. Eoolea 

lft4pr1p A· DtliPO 

Harol~ D. Sm1 th 

...... ,, .. 
.. .a ....... 

FILE COPY 
-.!---~------

Regraded Unclassified



ftlt n.Ml •• IIIMtarr AAlnMI'J laM lias .._ aftlMA _, 
, ........... ., - ~_,. ,.. a1 ~~~-· ......... 
laU..al &•c•su o-lttse tMta 
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1. ftc 1,31 .. u.-1 USSRS 1s anla•s& at 161 IIIUUoe. 
,.. tills .-1 ...... ,_. 1,, u 1s-~·--et .... -
uUosal u .... •u Ills .,_._ .., ... tM Mll1sR. 

2. A uUOMl 1••• at ...-« tiD -Ulloa -u .,...usa 

(a) ,...,.,aaUal ...... u .. fill -.plo,..••l 

(-) r...-&1 ........ nttlsl oat to ~ .... U.s ovrant 
l .nl at oaall sapsn41wrae on till kate at u.a salet-
s.,. ............... . 

J. Ae u- at t,o -Wloa sr -• ls atta.lJidls...,...... 
AU .. ulaauoe at ....... po-. plallt aa4 oqwlPMAS 
hallaolotf aa4 •s.ral rnau••• a.-1 .. tbe sllRlllahoe 
of •- lsportaat botUoe..U. 

' · Ales 1t 1s lllportaat tar r s4•a1 tlleal poll«J to •.u 
11lto aos-•• 

( a) o~ae la tbo •o1 ... ot ~ltal sspsn41SWJ'SS 
~•lnl -.4srtal • _, prl .. ,s saterpr1es aad .., 
1t11l'"-s or lllsUl .. ..-e s .. 41ac to raeCr1RS tbe 
a~q~&J~eloa of prl .. to oapoe41wrasa 

( ~) ..._ tao• tllat ...US~ls cspplJ at SI'SU\ 11 sa 
,...., tllat pres ... aact preepesU•• r~a1 Ml'rslflJIC 
wU1 sot sroats a aort .. s at ers&lt aYdl alllo •• 
roasOD&bl s r a tes tor prl•••• oetsrprlea. 

( c) ........ 1JI ttae •sl ... at Uls -•••....U. 4cM 
at State aa4 lossl ..,...,.... .. , ..a •lwW•• 1e till 
•sl- ... slllsraotor at Ulsll' ozpoe4Uttros ..a 
racslph. 

ta punlt fJI , .. MJ2ftlft at •"•lsi-. a -•lt'er aaUOMl 
1- .. sab ta1s rau-1ee ru a csdeh- wl* roepeot 
to fleool petlsr tor .-. .... t1eoa1 ,. ... , 

1. If ..... oro •• Ills 1esi'IIOo4• •lllsss S01sftM S-R14 
Ills ..... aa us.-toro 1 ... , n• •MUl- •• till ...,.... 
pte La- at , ... ._.., ... poeplo. !Moo t&Ds ...... 

•"'•• ................ llf\ ..... ,,~:-- ... 
uoeptl- aa psrso•l ~ r1sss. • 1e s sa •u 
N a1Mls W.ols••· 

• 
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lo .. aM• sr•nt ....... *Mil I 11 .. 1 te fi.IIS 

sOitar41a117 s 2'1•'• .-: .._ .._ 
... •• • .............. taN~t. Mlll ~ •• ~ 
w mssl'a, laa --.. 

I; tC-tii!Uf ..... = q=al ... P¢7171 ¢ I'll 
I P'IIW - .SF ' -.s ... 

P"illailllM AIU.. Ia --~ .. lie wtiiiiA u 
,....,_, • huUlla. (._ ..,...., ..,. ) 

'· (a) IW .. $&$217 ~ at"• ta .. •tl-.1 Ill 1 
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.... ,.... lls&atpas ...... ,,......_._ .. . ...... -.u...- .at~~te • ... ,... ........ 111 =•"' t.U. ta 111 a • 111'11 ra11....a u Is .. 

(II) ...__., ...a1 "' twt' • ata.latll -. IMi­
tMM1 prw t aaunta.a nw 11 u. 1 • 1111• 
It I• ana lit •• ,_.,._. ftiH ajllfttlea 
• , ..................... wU1 t..Uhdl 
........ IMwt I t ... ,.&ftta • ; arelw at ,. ..... 
I I tas. A .... ld npat w ..... aaUnt&ea .ul 
11111 .......... ... 

5· ftat as e tsulw .. ..._"'......a .atll * •&e• 
fl • • .... , ... , .... ..-." ., , ....... 1111 ..... 1., 
..... , .. laAa '111 i&. fiRS st ea .. ¥1 1we .... llitl 
... 41 ·-- ~ ...... lllal .... l&alllpal llhlaa.'-
uw tsllll illl ta at IM 18 tiM _, lllf ·•· ., ., 
tllelr .... ' ........ 

'· ~ a ... _._. ~~.rt" '!" !!!-:.;::: ~ .... • wooers ..c ........ - ..--
u. ......... -.~ ... ..au ,.. : 11 Ql 'Ill& 

u. .._: :~ 181rl sl nwtw•atr .. 
, ..... ~ • Ale ~-=-- wl I st as •rs _, 
-- ... .alltw ... 3 ............. . 

au "'C= .. ..,. .. strt we.,. ...... "* 
....... ~~~ ••• a1,!'-te lllfl.-1 ~ ....... 
... nllat, tsst ....... sssate!'r ....... fl ~ .. 
leaalft .... Q ..... !lillllh' •• ~ .... ··- .. .... • •s: C r.1 -~= illlllU illlllU 121t.. t'F • • • ... ... 
• "' 1 ::::c :iin., teat' •••,' ', :tt"'~ 
.. .. I .. -~: ;;:r.:,: ,.u.l .. .. a...., ts z rw ~ ,._ ar r Eli tet tawa 
&ate Filii pc'S.IJtlft ..... pol .... --.. ~· 
.. - ............ .,. .. ... .. 11 ,.. 1-
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1. n 1a u. .... al oplaloa ..... ••••••trau.. 
ott1c~• -• t..-J.o~ 1a ••"I'• -. are • er 

are coopezatt-. .t.•lll tile Plaoal aa4 ._.lar7 Mn~ 
Board, U.t U.o 1a l.lttlo U 8117 ~··• tor~ 

NCOYOf7 a.r1JIC tllo ..zt tw. 70aft. 

2. EYeD dtlll a..._,. 'ap ..- at la bllalaou tlllo 

a.~~.-plo,.oat alt.atl• wU.l otlll bo -'•· ntla .. ~ 

pro•eaed 1a ~ .. tlllo Mr et -~117M .u1 ~ 

creu• beeaue of tlM •• 1 accroU• to t111e ~ .ap­

pl :r of 110ro thea Jlal.r 111ll1- a 7oazo, aa4 be=-• et o-. 

unued to=aol.OC1cal cbuc•· 

J . s-. ot t.Ma al.oo reoccauo tllo pooalbU1C7 ~ 

a doan&ro 1.D. bao~n actlrtt7 batore tile ... et 1~. 

~. !be laabl.llC7 et CIU' oo_,- to reaall aa4 -.t. 

talD tl!o o~>Joct1•• ot aa teo bUJt• au~ ,. 1a 

due 'o tho a:lotaooo et oerta1o ,.. 1 =•tal ~-· 

which la't'o boac ._...al.oplJIC. 

5. s-. ot Cillo baolo cllaJiiloo 'lllll1ell are pc"tl7 r.. 

epooolblo tar Ute 1- ~1 ot ._., ... acUrtC7 ~ 

t he 30 '• oro ao toll-: 

( o ) For tile flret prol--" ~- la -

IUotoFT prt't'Oto oata-pr1oo 0114 local. co~•· 

tagetlllor la't'o aot ..,.at or la't'oot .. tile t'-..4o 

•hl.oh ltaTo be- O't'Ollablo Cnii"!''atl7 f« .-It 

e pon"''ll!: or la't'ooc-t 0114 oh1olll -• 1M la't'~ .. 

or opoat U t111o at1o.al too- 1o to bo ••et•ts 1 

or ~..S... 

(b ) Cortala ~· ldllltri• la't'o - I 

a a~o of p-owell relotl't'O to tllelr potfttlal. 

aarketo atoh oltatwtoo tiMa la U.. f-~· 

t '.,;ure ao potoort~ uon ot ~ • to ~ lae 

••~ ~- .,,..,. .. apoct a coats.-.4 

growth ttl -t et u..eo todlutria• tile I"'W et 

Oltr&J!OI• aa4 tile alleol.ato 't'ol.- tlif ... la't'..-& 

ttaB4o tJae7 w1ll ._an wUJ. bo 1o .. tliM u _. 1a 

tba 20'•· 
( o) ... 1o 41n1nl.tleo 1a certa1a la@ier'•• 

l..adlutrleo •~• tor opoo~ roaoou 4o .. , prO't'14a 

Oeu'l7 oO ~~ aa ..Clot fftr •pt.al 00 tM7 

~ 1o prior ............ , ~. -.r1Mlnr., 

coal.. 
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(d) The rate of pep~at1on 1ncreaee hae been 
out 1D half •• oa.pared nth the 20' e. 

(e) The ?irtual oeeeat1on ot tcreiCD in?eet­
ment which in the 201 e accounted tor about one­
half billion a 7ear net. 

(f) State and local bodiea Which in the 201 1 
pro?ided an outlet tor 1n?eetaent tunda ot nearl7 
a blllion dollare a 7ear ba?e 1D reoent 7eare 
actually added to the current ?oluae ot tunda &?ail­
able tor in?eetaent through a net reduction in 
their outetand1ng debt. 

(g) SharplJ curtailed expenditure on non-
profit pri?ate building, i.e ., ohurohee, uniTerait1ee, 
non-goTarnaental eohoole, charitable 1Detitut1one, 
olube, etc. In aoae 7eare 1n the 20'• theee 
accounted tor ae auoh ae 700 ail.lion a 7ear, whereae 
the7 now are leee than 200 a1llion. 

(h) The alack created b7 the our-production 
ot ooaaeroial bu1141nce 1n the late 20 11 will not 
ha?e been taken up tor eeTeral ;reare aore. 

(1) The Federal, State and local go?ernaent 
t ax etruoturae now d&r1?e a greater proportion of 
total re?.nue troa taxee that curtail ooneuaption 
than wae true in the 20 '• · 

(J) The eer1oua reduot1on ot oerta1n toreiCD 
· market• tor 1aportant export orope, e.g., cotton, 

wheat , tobaooo and hOC prodllote, and tbe ta1lare 
ot foreign trade cenerall7 to re?1?e to the leul 
ot the 20'•· The ourta1laent ot tbeee Mrltete 1e 

not due to teaporar7 taotore. 

(k) The e1tuation ie aggraTated b7 the faot 
that thoae who haYe or oontrol the nation'• tunde 
tor 1D?eetaent appralee the riek ot in?eetaent •• 
greater now than h1therto and are len wllliDC to 
aeeuae r1•ke. The 1noreaeinc unoerta1ntJ, bOth 
eoonoaio, political and eooial, m1oh hae ohar­
aotariud the paet daoade baa ude people aore 
ooneerYatiTe 1D both expenditure on oone .. er goode 
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and 1n the inveet.ent of their eavi nge. I n &441-
tion, the tax burden hae inorea .. d ae ooapared 
with the 20 '•• thue reduoing the net protite left 
to the 1nveetor or bueineee entrepreneur and tbere­
b7 i n eo .. inetanoee reduoing t he inoent1ft to 
u114ertake ria Ita . 

6. 'lhl! United Sta te• 1e not unique with regard to 
the ohanged nature of the eoono87. The induetriall7 ad­
vanced European oountriea have exper 1enoed the ea .. oon­
tract i on of outlet• for t heir 1nY8at .. nt funde . Soae of 
thea have teaporaril7 aolved their probleaa b7 a new i n­
duatr7 gr eater than all the new industria a ot \he paet 
period coab1ned, i .e., ar.&Mnte and coaple•ntar7 indue­
tries. In eoae ot thea the problea haa been rendered leee 
acute b7 the faot that their tax prograa hae resulted in 
a d1vere1on of a l arger portion ot potential eavlnga baolt 
into Gonauapt1on. 

7. Aa a ooneequenoe of the ae baaio Ghallgee we are 
raced with i nev1tab111t7 of a low national in.ooae unle .. 
either or bo\11 of the f ollowing happen: 

(a) The developaent or appearanGe of auffiGient 
investment outlete t o abeorb t he tunda available t or 
investmen t at a high national i ncoae. 

(b) An i nGreaeed proportion of the national 
iDGome 1a apen t on cont~UMra goode, tharebr reduG-
1ng the volume ot idle tunde and 1noreaaing the 
profitable outlet a tor investment. 

8. Turning to the itaediate e1t uat1on thare are 
nuaeroue 1nd1Gat1one tha t the proepeGte t or allbatantiall7 
1ocreaaed national inoo• 1n 1939 and 1940 are not good. 

There are two ele•ote in the picture wb1ob are 
favorable: 

(a) Inventory r eduction has been proGeed1ng 
t or eo .. aontbe and a ceaeat1on or reveraal of th1e 
trend would be a teaparary att.ulua to pro4uGt1on. 

(b) E:zpand1ture on ooneuaere goode baa been 
maint ained deep1 te t he decline in bueineea aot1vitJ, 
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!leaente in the situation wbioh are either neutral 

or unfavorable: 

(a) The upturn wbioh began in 1938 reached 
lts peak in December and einoe that tiae the 
level ot buaineee activity hae been downward. 

(b) No significant increase in the net 
contribution to buying power by the Federal 
GOTernant under the ex1ating prograa will 
occur thia rear and a reduction is anticipated 
in the rourth quarter. 

(c) Ther e is little baaia ror the expecta­
tion that our export• 1n 1939 and 19llo will 
exceed the 1938 level despite the 1ncreaaed 
armament programs abroa~ 

(d) Rousing activities appear to have 
reached a plateau and ther e eeeas to be little 
prospect ot a rurthar marked inoreaee ot home 
construction. 

(e) No substantial increase 1n railroad 
equipment buying can be anticipated 1n the bal­
a nce ot the yea.r. 

( t) There is little prospect of an ex­
pansion in public utility 1nveatment. 

(g) Despite the 1noreaaa 1n order• tor araa­
a enta both doaeatio and troa abroad, the heavy 
industria• are at1ll depraaaed. 

(h ) There 1a nothing in the proepeota or 
the agricultural situation to Juatiry the ex­
pectation that 1t will supply a at1aulat1ng 
i ntluenoe on busineea aot1v1ty. 

(i) There will probably develop a atrong 
tendency on the part of certain groupe to r orego 
the prospects or 1JLIIed1a te prot it • by poatponing 
any investments or plant expand on until attar 
the election. 

• 
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9. :~Yea 1t Ulero 11 a 1104er.Co 1Jionaaa 111 'blaa1-

neu aoUrttJ aaxt JOU Ula ueaplo,...at aUuUon 
will r...U aoate. 

Ia 1937, 35 a1ll1oa poroona w.ro eaploJo4 1n aoa­
agr1oultural purou1 h. fod&J lo .. tban 35 a1111on aro 

ao aaploJod. Dur1ac 1,-o wo mall bo &t1JII woll 1t wo 

again roaah Ulo 'I'Ol-• ot nplo)'aeat ot 19)7, ldleroao 

the non-agrioultural working population in 19~ will bo 

about 2 aU lion groat or tban 1a 1937. 

In addition to t!Ua uaeaploJaoat o1t•t1011 111 aoa­

agr1oultural 1111oa, tbOro io lalown to be a ourplua labor 

aupplJ oa taraa porbapo ao larco u 1. 5 a1ll1on woriUJw 

peraoaa that noo4 to oh1tt troa taralQg 1ato 1114aotr1al 

opportlln1t1el. 

I a •low ot tho taot tlla t tlwro 11 ao oxpootat1on tor 

aoro tllaa a 1104erato r11o 111 aaUOJI.al 1110- tor tho aoxt 

t1tt11n aoatlla, u4 111 '1'1ow ot tho tarthor taot t•t a 

4aol1ao 1a blaa1llo1a aot1'1'1tJ 1oao t1aa clllriac tho aoxt 

t1ttooa aontho 1o a pooo1bll1tJ, aa4, aoat iaportaat, 111 

dew ot tho oonrtoUon that 1Uata1aa4 tull. rooo•erJ 11 

1apoaa1blo ualea1 aotion 11 taken to oorroot bao1o aala&­

Juotaontl: 

!hero 11 gonoral aero ..... aaoac the porOOJI.I rotorro~ 

to abo'l'o that a ooaprehonoi'l'a prograa ot aot1oa alloal4 -~ 

1n1Uate4 at onoo, noll aot1oa to bo 4oltcae4 to aoooapl11h 

tao th1Jigo1 

1. Kako all ottort pola1-lo to ol1a1aato 
tho baa1o aala4Jut&Oilto 111L1oll ataa4 1ft tho ..,. 
ot a llllta1ao4 tlll.l roonUJ. !'b011P tho tull 
ottooh .ot th1a propaa will aot bo tolt tor 
IO'I'oral JOU'I, 1t 11 'l'ltallJ iaportut t ... t Roll 

a procraa b1 111l.t1ato4 at oaoo tor two roaaon1: 

(a) 
procraa 

ottoot. 

It will taka t1&0 botora 1u0h a 
ooal4 bo wrko4 out aa4 put 1ato 

(b) It 11 t.portaat to aako olou to tho 
publ1o that til1o ...U1atraUoa rooop1aoo 
tho oltl.otoaoo ot Malo aala4Jut•o•l u& w1ll 
taka 1top1 to oorroot thea, that U 11111 ,.u · 
toar4 a tarthor oxt1no1oa ot low Doal pr1a­
o1ploa aa4 will adopt aoaavu ~·lCM~ to 

111ovo aalta1ao4 proaporttr. 
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2. A prograa ot S...ed1ate aot1on designed 
to 1neure a eubet anU.allJ 1ncreaud oa101ooal. 
income i .n 19llo and to protect ue againet the 
poeeib1li10J ot a ab&rp 4ownturn 1n buain••• 
during the next fif 10een aonthe. 

Soaa of the aeaeuree 'lltlich can be undertaken 
to correct baeio aaladJuatmente oan be initiated 
wit h eutticient rapid1t7 to ra.1es the national 
inCOIIe 1n 1911o. 

If to the increaat in national 1nooae that 
would reault troa 11eaeuree undertaken to correot 
bae1c aaladJuetaente there be added the further 

increases to the national incoat wb1ob would re­
ault troa meaaurea epeo1ticall7 designed to 
1noreaae 1n 19llo 1nTeetaent and expend1turea, 
then a a1gniticant increaae 1n the national 
incoat can be aaeured tor next Jear. 

'l'hert appear• to be general. acreeaent 1n 
the group aent1oned abOTt that Congr••• should 
not adJourn unt1l an adequate program baa bean 
inaugurated. Or, it Congreaa 1e to adJourn, 
1t should do eo onlJ with the d1at1not under­
atand1ng that after a abort rece .. 1t would 
r econnne prepared to deal nth the .. aaJcr 
pr~eaa, toat ot wb1oh haTe been betore ue 
tor a long t1ae. 

• 
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let.iiii!J[-· ,. JP(.l' ... ll 0e &tml 

, ...................... o-s .... of 

''- a .... ot z : '•tw• • IIMrllll• • 
.. - propoeela, ,_ a, 1 .. ) 

l(r. Cb&traa. 0...\~ 

I 111 :111-\h C • .&hor4, • a\\oi'UJ, of ,..lac\oa, D. 0., appuriJII 

u ~I» floe c~ of \he Oo.t\ ... oa FMiwAl n-, of \he ~ of 0.. 

.. reo of \'- 11aUH 1\a\a .. 

Ia!ft4!a! loa 

It lo Al_. tltfloal\ to 41-• a nerllloa of - .., •• .,,_. W.. la \Ill 

..-. tull7 <I!PPftCla\ho \hat''- llaltaUoaa of .U. uanoerll7 noWSo\ ,_ 

0-it\oo ID4 tba Ooacn11 ut prohibit onauho ollapo la eno\1., w. 

II an 1\'-P\iJII a Wo-fol4 olaultloaUoa of ....,. ...-.u- (1) 

tbo11 vhicll w till* 0111 Ill ooaolt.-4 at -Ht prior \o .r- 30\11 of \lllo 

Ttor: M4 (a) U.O.• wllSGJa w blllolw llloo&14 Ill ooaoi61r14 a per\ of a _. fu 

o4Jo..,..a\ o1 t;ba pro_. •Mt.aa oat propern f• \Ill o-14-\loa of \111 

Coocro .. dllriJII u. - •aolao 'II -...... to - ,_ llo uw, t11at ov 

INCP•tH oluollloM~ lo -\aUw laoiHt • 

.. .. _,. llllllr to ........ q; ... (ld\111 - a- ·~1-. 

ot porbepo DO t-ltlato s.pon.., wllSGJa w1U Ill 411--' ~ llnoiaoftor) 

\I» obJeoU- 11111 \Ill JiilCIW ot .a. .._.._ fl6 .. ~•• 1 la 1111 .,. '• 

t o tl» 111011 pro'llllu ooahlla\118 .a. o....,..., _.\Ill ••-t~~ll· 1\ Mrl\1 U. 

""''PaP'\ ol e_,. oUlaw: DUfu XI ol -.t•1w ... •IJIII' to Ull W'-*'oa 

ot tl» ~lMlplee -laMA wt .._ )J .a. .._..., fl6 .a. 1111 1 ere, of 
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c.,.,. .. , w be ezpeoW. Jut U.re..., be 110 Ml1ou 41ft-.. ,.._ U. obJ­

uw• u4 p11aol pt.o be llu e4YOOaW. 

rlooal O.J!otlYOI 

Ia tbe opoalJI« otat-at ot U.... llurlllp. tbe lleon\&1'7 ot tbe ~·­

uzt preooato4 tbe tollowlllc bulG ob,leotlftl of a t\ooal procr•• 

podUoD; 

(1) till ~~&late- of polbllo tla&aceo la a ooa4 ud llll&leallallt. 

(2) !be proaoU011 of tree eaterp11• ud prlYote la"•'-"*1 

(3) till attat.llllt of full buolDIII rl00ftl'11 

(4) .l ,jult 4lltr1bu.tloa ot tu 'lru.rUu, 11114 a eore equ..lteble 4lltrl~ 

Uoa o! D&UOD&l lDGo•• • 

(1) .t. 4UWte qprO&Gh to a b&l-'. ~t1 

(2) .l Coacre111011&1 Jolat c-ittee .., fliG&l Pollq "' ooor41A&te ez­

pemtture IDl ... ....,"'" prccr••• 

(3) .l 11011-parlbaa G-lloloa to eualDI tbe problao GH&te4 b7 

h4enl..State tu ooa!ll.eto; 

(4) •ndoa of tlll hUral tu 1..,. to ..Oft -u'ut laeqU1Ueo or 

other 41teote, laelMillc 

(a) prorlolC>U lllotlT to lWI4U bull••• ozp&DolOII 11114 

lllfto-a&, 

(b) prorlol..,. GOIIIUtDtlllc •tu l rrlt&to•, 11114 

(cs) prorldoao rahlllc q11111t10111 of tu equltJ. 

!be INretarr csOI'rloUJ' ot&Hd tbet tbe tcncoillc ob,lecsUno - ••­

tlol to tbo -UN oporaUGD of - t ai'MJ'l tbet hll NOOYII'1 ud a ooa4 

fhaal poolUoa are lllporaUft tGt • ....... •Uoaol bte••: tbet ,__oW 
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objectt•• of 1011111! ts- ll a " 1 •oe4 badp\ ; 11114 *' cbupe !.a oar fllcal 

prot:r • -t collfora to \hll •4• the leontu7 ·~' baft MdH tbat \1117 eboal4 

p141 DOt 01llT fllcal UoblCIII but all M tlTltlaa of Oo,.._a\, 

OM of 011.11 re•naU- le u ... ota4 towr4 \ha foar\11 ob,jactift la \a 

polley, nual7, •a aore IOlUltUle 4lltr~butloa of aeU oaal lao-•. Ov re•n .. 

tioc h bud \11)011 \he fMt that w 4o DDt u:a4eretllll4 tba etat-at. V. MN17 

o.&lat the pol.at e\ \hie tl.-, IIOt for JI'III'POIII of debate, but aolal7 t o &'101.4 a11-

uodarat&D4l~ ot our poaltloa. 

'l'bo aacollll. ruenatloa h . 4lracte4 towar4 ooupllac a re4uctloa la 11141-

•lo!...al ourtax ratu (..tlioh •-· w ballne, to be ada1tta417 far too h~, aD4 

vhloh 111at ba re4uca4 nllateatlall7 if o• ot t he _, •rl- 4oterreah to pit­

Tate 1Dwat.oat &114 ~tr,. 1a to be ,...,.,. 4) with \be taxation ot tu.ture 1.,,.., ... _ 

of J'e4eral, State aD4 aualc !,pal eeC!D'ltlaa. We haTe 114Yooata4 .. ..,... .. to reach 

both objectlna. :la.t va c• 110t -.rae that tha7 are eo cloael7 laterrelata4 tbat 

calthltr lholll4 ba br""Cb' a)out lalleee both are, &114 that tba toraer ehoul4 .-it 

the attal.-at of tha latter . 

MW'Nil of tho Probl• 

V. are .....,. tar troa u.. tu.ltlU..at of 0'111' ob,jaotlfta at tba pre-t 

u... Ia tho ,.eara llilloa 1931, w haft "b011Cht tlaa to thi.M0 , perMpl, but w 

hl•e 1114• llt\la preen•• tovar4a a pe..-a t reconr,.. 

(a ) Malate-•= of 101&4 Public Ju.-a. - 0.. J\lZll !0, 1940, ve 

ohall baTe 0011plata4 a_,..... perlo4 of ooat~ 4of1c1ta, alDce \be 41f1c1\ 

ot 1931., '1'ho boob of the h4erel ao.e.-t vU1 tllaw the tollowlac re.W.t • of 

oparatlou Oftl' the perlo41 

(1) '1'otel ozpee4l .... a of tpa bWl_, ar $'1 bllll- --elll1LI7 ( la 
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(3) Orooo ~nl clolbt vllloh V111 ~-- $411 111111.-, ezol...U..S 

~..,-..d obUcaUoM of o.bos to b1lll.aul 

(4) Orooo OoYo..-,.t al clolb,, lnol...UDS 1\ato a4 1ocoJ. clolbto, of about 

$•; b~:Hoao; 

(II) All 111cr.aM 111 t ba por ceplta debt , ~ra1, State, a1111 1ocoJ., tree 

$289 to $482, la tba opoce of teu :roe.ro; 

(6) All t;IIJI\lAl 111\Greot barcloiD 011 tbe 7e4eral dobt of aore th& a bllllon 

doll M'I• 

!c.b1oo carlmd (1) and (2) 1JI4lcBte Uw rooalpto, upculdltureo, 4eflc1to 

and 4ebt , b1 )'OUI, froa 1931 to 1940, 

(b) Fro11o t1on o! PriYnte InYootunt. - llb11e pub1lc apen4itur.o 11ft-.. 

•oro than dD\Iblod 1a tl» loet cleCll®, prlYI\to lDYoot.ont bao dv1JI41ed <miD aore' 

rnpldl:r. In foot, new private lnvaotaont MillO Alaoot t o baft dlooppearocl. 

At leaot two pooit1"f8 1JI41oatlono of tbh troDd are at had. !!'able (3) 

lhovo the decl. lno ln tile Y01,.,. llf corpora\e Mourlt:r luueo, Table (4) 1Ddlcatoo 

tha o:r:tont of tbo ohitt froa prlve.\e to p\lbllc conotNOtlon. 

Profueor Adolf A. lleirle, 111 hle r.cent \eotlaon:r before the '-PorU7 

"!he nov lJI\o CIIPltal coMt.....,uaa u:r be 1114 to heft 
fcnancl lto nora at o. la"fll of ooao-ro bet-a olcbt &Dd M D 
b1Ul ono of dollaro durin& tba 4eoa4e !roo 1920 to 1920. 0! 
tbh, at lout o!Jr billl""" _, thrQIICI\ tbe pllblic aarlooto -
tbat lo, oeourrod b:r oa1e of otocb aDd boDdo. n. bl\1111101 
went lato eonotructlOD thrcacb tho aortcoee ao.rt.to or throacb 
prl"fate plac-:tt. 11:r 1931, \ba • o1111t1 COlliS throuch tho 
p~&bllo aa.rl<Gto hnd fallen to epproxlllo.taly halt that OIIOQDt; 
then w1 \bared t o a •ra traotlaa. .lt a au lela, olDce 1931, 
not £01'1 than Wo &4 -balf bUllODI of true c,.,1hl -:r 
he• &OM tbrouch tba .. ~1• of t be poabllo ._n..to, no 
aY~rap 11 oono1clolrabl:r len. 

•on. ooMlolAil.., 1o abnoua -.nou pr1n\e aartceto 
.... DOt ~~~ 011pltal flm41 111\o oap1tll OODiti'Ao\100 It 
aoro tlorD (r""C'Cl:r) -Ualr4 to - IIIU tba rato U.. _.. 
dot,. 111 tbe 1930·1113D ,....., !Ida- tllat prhate ecUnqo 
111 '-"';r lDd,.tr:r 1o """ hoi.JII oos~ ,...,...Mel 111 mf• 
f1o1••• '1'01- to 1oMp t!l- lDdu\rleo .... .,, or to -P tba 

-17 -\~ OD & ·- --1e loMlo
0 
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fo - - · Oo•= -• n penclt\aH 11..- t.., ap.:. ellllll< Ill 

prl""'" n-1111· ht U • • bee .. uatM. aleo Sa taeUoaoae7 llatc>r• u.. 

Ttllporatr Ja\10Dal Jooaaio C...tu .. , lbat Ill U.. JllaH 1ta0-1937, 1Doluat .. , 

tlloro vao an ecaunlated u floU of $17 bl.111olla SA mw purollaelDg power, 

doopUe ~llo bllll C A8 l liPUiled bJ tile hurel CloY_t, I t, ao Obalnlllll 

llocloo reoo...,.ll4o1 tile CloY-ot ba4 attepted to celte Fo4 thio lllortllcl 

of print• toveo-.-t, U would ha.,. l'<lqV.lreci 1111 e44U10Del r.urel utiolt 

of ooro 'hao $2 btlliolla lA ea<:h ot U.• eicbt Jlllln. 

(o) At\&1-t of loCO'r!!'l• - Ov 'f'OCV'1!1'7 coe1 .., be ot6to4 

ao tile .,. ot tile t ollowSac 1 

(1) lila lleln.t.......,o of a "->ocratto tom of.., __ , , 

(2) Adequate proYioiOD tor Di1Uona1 UfCIII 

(3) Jle4ucUoD of liJlellplO)'IIID\0 &t leAl~ \o 1929 lll'rllol 

(4) A be11111oed bll.4&e~. ioolucil.De proTioioD tor orderl:r 4ebt 

rou.-ot; 

(IS) A nl>I\IIDUal I.D:J'It\ .. lA INl' DIIUODel 11100"" - W $811> . 

blUlODI to $100 bUliou IIIDZIWill;ro 

low clo .. are w nov to thia "'el' 

there are ...,. be- 15 IIDci 3) oUUoa pereooo recei'1111c po.blio 

aooio\n~GI fiA&Deeci bJ l'ederel, Statc, or local l\ul4o, !bo coot of relief \o 

tile fo4.ora1 OoftJ'-11& elooe thio ,..r 111prozillatoa $&-3/4 bi lltona. 

la&utr1el proclucUoD lao\ aoa.th waa oDl;r ~ ot U.. 1923-IS &'nr&&ll 

fac\or;r pa:rrol11 oDl;r B!ill of vapa palc1 1D tile per io4 1923-!5, eore th& fifteen 

:roaro aco. 
!bo IIMiODel lDO ... hal DOt .proacloo4 teo bllliDDI liDcO 1929 - hao 

DOt, iD fact, 1n ell U.. lllleJ'ftoiJII Jll&re bloD vi \hiD $10 bl.llloDI Of 01IZ' 

D 1a ton. ObJIOOthlo 

!!Ia ....... of -Deao reco..r:r, -.4 b at&Uattoo ot relief, s1-
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1.4 \~lAo (&) 1m! (e) \ell flelJ' an •tol7 ot .., tall- to .-s. .. _...,., 
!Mt lllll 'lflpell •W4T· 

6 hi!!!!D \ !te91l •N• 

n ..... ol•• \lat a flal l , beal\br a4 ~~~-·• noo~ requlre• 

a \NDilUoll froa Oo.,.._., epellllllQI \o prba\1 ilrrl••••'• a 10'11114 oo.,.,.._ 

u .. fhcel procr• for \be ~&1, Ita"- a4 looel F...,....,,, a llacreUI 

In -~ ~· tor haclll uellt_, a r.-ouce lD reltef roll• wUb a 

correopollllll.IIC lDoreue lD prhUI pqrolle, ID4 a nlle\I&Ual lDcl'l!' .. lD 

\be llatlOII&l lDDOMo 

bM re.Uh om o&lT be attallll4 't17 tale-..-' of prha\1 

1:14uatJ71 prhatl llrr•••ut, a4 prhate •plo:r-et. 

lA tlr:ae of a c-oral fhoal procr-1 tbh • ..,., 

(1) -'4,!uatmoat of hx rat .. to tllo polat of •xl.,. lnuilllu acUrlliJ' 

lll4 hoDOI llllxl..,.. pro4wl\hH7; 

(2) ._OYal of tox barrtere \o prt.,.\1 IDterprlM &4 tzrN•-•• 
(a) .&enr- of otabUl\:7 a4 oer•alDt:r lD till ro- qota1 

(4) llDpUoUr 8114- of &UlAll\raUODI 

(5) .ID effeo•h• oollli'Ol apell41\wree, 10 that 'lliiiF aar be apt 

vUblD U. re_,.. ,.Ul4e of a I'IUOIUII>l7 pe...-t tox qeta -- \o 

c&rJ7 out UID torecotDC ~· 

Ooe!I'Ol of ... ,, !!!!! 

We oooaer.1 for \be ooDI141raUOD of tilt 00ft11'111o tbe reooa.111111laUoa 

ot tho ~ ' 0Ht&J7 of tilt trou1117 tbat eo-rn•toll&l prooe4we 'bl 41 .. toe4 for 

\be JOIIIla.raUoa of n•••• a4 Qpelldl.hree \optllor &I tOO) tlllerrela\14 

&IJIIoh of a d ,.lo pro bloc. ltabUt \:7 8114 oenAlD\:7 lD 0'111' tlloel ~ 

_,., be u.la&atm4 without etteoU .. ll&llliUw oolllrol O'fll' lllp-.!lt-• 

W OOor4lDUlOD of reoetp\1 .a l,.,.llllll\lu'e&o 
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We .... oontl.d&t tllat tllo dclicrOtt - .....UlJ' a...t• lej;UlaU .. 

proeedl.lrt to iapro,.. U.. uhUIIC oontrol, ror -plo, o tpeohl JQ4cet 

OOJDoC1ttoe of tba llouto Dl«h\ be oroated, to oouut of \bo lpoalcer, \bo 

tc.J or itT ed ll1Dority I.oedert, &114 tllo ~ -boro of tba o ... utoo Oil 

'I~ all4 Mo&Dt , jppropria\iont, eDl lbaleo, !bit Ccmlittoo ooul4 oono1U.. 

Ule ~t at • ..,olo - tbat h , the otU,.to4 roft-t ad U.. propoood 

oxpenUtureo - ADd report to U.. Bouoe ito reo011r.>elldatioD at to tho totel 

awropriOtiODO t o bo D&deo !be Com11tteel1 report COuld be IObJtctld to 

tull debate cd the Bou.• dloi dl upon a total tor all appropriatioDo, tb• 

ploc1ng an ettocti,.. • coiling" boloir vbieb they aws t bo apt. 'lbo .tppropri.­

Uont Cocmittoo ..,u14 thtD ad,lwst ito Taricall ll>Propri&Uon bill• 8ld -p 

tlla v1 tbl.n tllo .an- tllo.t !11114. lo oppropr1at10D could ozoood tho 

' 
0-itteo oonoludod tbat the IIPpl'opriat1on vaa otoenUel 1 detpito tbe prodou.t1.7 

t h ea aggregate totel, it ooul4 e>prcmt a ltptoiel llulo porai ttl.ng itt oouidor­

.uon; otbenioo tbl ~priaUoD ""uld ""' bo ooo>a14ero4, 

A tiai lar OOIIICittoo, lllitGblo to SeDate proco4uro, a i gb\ bo deTolopod 

tor tho Bonate , vbich, ot oouroo, could act imopomctly of the Bowso. 

llacb a pl.aD voul4 oooo to bo noxtblo ceu&b to ell ow ntreor41D&rT 

ODd c or;;aq oxpomituroo but it voul4 p-1\ fizat10D o! a dofiaito and wl l 

oono14ero4 11at1t t o axpon41turot &114 to legl.olat1on -horidD& upemi-.ao 

Oooorol 'lu Rooo......,dltiono 

Ob..t01111!.7, 1t u aot toaolbll to ODI)l'loto a redoion of tl>a roYOI>WI 

OTtt• l>otoro the 11114 ot tho proooDl ooooioo. ..TOrthelooo, progroao cao bo 

ooade. A ttoblo, pora-nt ro""""" qstoo 1o oorol7 nooded •• a foUDdaUon for 

nu1J:n& buo.U.oo ~Uri ty1 the t irot ro41ohito of DulmUD l!itld ot a roft­

tTtt-
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..... 
.t. u. tiro\ otep lA IQOb • precna, oa4 tor s-4Sa\a 110\toa lP.r 

OOIICNIIo W riGO-a4 U. follow1111l .,.cltlo olaaeell 

(1) A tlat · ra\1 DGraal oorporaUca tu of 1~ IO!.ll• a I!Poclfic CN4U 

of t:!, OOO to re~o U. appli cable rate Oil oaall lDGO&IIo 

(2) O..trlcbt repeAl. of tbe '11-1/21. ua41otrl'tN.\o4 protlh ,.,., 

(3) A O&ri70ftr of DOt INaiMto 101111 tor tb.-11 ;r.aro. 

(•) SSapllflea\lOil of U. Ul41<r14ul Olllltlll pia prOY11101l00 ollalD&UDC 

U>o """"011""'7 4htlAoUOil bi-n u11to 11114 18 all4 :M aoDtba 8D4 cbotltut­

illll a obor\lr bo14111C porlo4o 

(5) !bo \rlllll111t ot "loDC-kra1 OI!Pltal plllo OD4 101111 of corporatlOill 

u or41....,. plllo aD1 1oueo, U.... 110ro Dlarl.T accor4111C to corporaU.,.. tbe 

t; ·~lloODt """ aceor404 ialiYicmalOo 

(el).lc Ollllual 4eo1araUon of CIIPitlll otocll: Yl\1»1 biClDDlJlC with tha 

curront ~u. 

(7) l'onllolOil t or attU1ated pooup1 to tllo COIIOIOll4etod returDOo 

(8) lllai.Datlon of 4oo.blo hntlon b7 OlOIXIPtllll all llltoreorporato 

d1YldaD4• fro. tox, c4 cclu41DC corpcra\1 41d4endo trca llldiY14ual llOraal 

\aL 

(9) .a-dTln& a tw of tbl uhtiiiC dofecto lll U. oo-callld teelmloal 

or odainhtrethe proYhlOill of tbl pro-t lav. 

Yo belli,.. tbat a lODC roa&e procr• of '"" red llon oboul4 lllc1-..ll 

tbe followiqJ 1 

(1) 4 roaooJI&b1J pe....-nt roVII1"" qotGB1 baood upoll tba prlllclpllo 

abo,.. ad>Ocatod - that 1o, a 111•~ U. bade prlllOlpllo of •lch ero to 

reealn lll fcroe, for -plo, tbr a porlo4 of ta 7_.oa 

• 

(2) ll.aplltlOBtloll of \be pre-\ t.w, •lob can 111 effected lll larcl 

•~·t 117 tbe allalnatlOil of -oe•~ OOIIplt.catad poltol 11 ll1d retl-t o; 

; 1) !be re41l0\101l ol itl4lY141l&l oane-o to \be pol» ..... \llq will 
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.... 
co\ ~liP pi- ........ , .. S.Uftdllellaitl&UWI 

(4) .t. •'11•-UIIl redlloUaa 1a ta. ta ..,aa Olpl\111 ~ 

(&) .to 1ft.o\lw -4 liDo• ON4UI 

(&) A ronal aD e4 dapllfioa\lOD of tlla pl'l-\ 11\a\1 \a ~. "iaolii4111C 

a 111bot&Ual. re4ucUoa 1a "• pre-\ ooati-\oJ7 N\111 

(7) A pr~laioa -.r tlla .. Ulzll 11141 of ..S.C..u\41 flal4a (\bro'QCII tanr.,.. 

or otborw1ol)1 fl'll of 11\a\1 tu, tor tb1 :pa:r-t of .a. 11\a\1 \a; 

(8) l'lll repeal. of U. oept\11 otook • -•• proflh \aZ .,.u., u oooa 

aa \bo r•-• requlr-ah pon>UI 

(9) leloo'Nl of tlla lDiqai\lel - exhUIIC 1a _. ucill \ax Q'l'-1 

(10) .t. prooe411ra tor U. oolleottoa of ezclll •-• oorl'lop01111.1ac \o lbe 

ulatliiC p~ tor U. oollecU.oa r:4 1aoo .. ,.,.,, 

.t.t tadled, u .lippeadtz .t., &H a oer1oo of 1.-ple o, llhowi"'C U. 

ottoo\ of uhUac ov.rt-• upon U. iafto•at ot 1Dil1Y14Ml•• 

C!orpora\1 !oJUl tu 

'811 aoi'Ml \u oa oorpora\loao *01114 aot 1114 111114 aot 1zeeed 1-, 

It la ~ of 00111'11
0 

\lla\ 100. al.l-...oo troll \J.- IIUS.. Jl'a\1 ~ bl 

M4l tor oorpora\1- 1.-YlJI& aa taoo110 tor ~·· below •251000. .t. IPIOltlo ·• 

01'141\ ot •a.ooo fGr \hlo JI"'PP"! 11 pr~farred oa lb1 pou4 ot atap1ttlai\To 

bb a ol'l41\ woaJ4 reclaoa Ula 1ftec\lft rata \o .. oa 1111-• of t&,OCDI 1311 oa 

t1o,ooo, •4 u.~ oa tae,ooo, 
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n 11 Ulll\llT .. INDM \hat a nt.\e abOYe 1~ will prodaae aon nr-. 

Vith thil aaruapUOih WI COD 110\ ~· !be fl•n4-\al f-or lA Clll lAc- Wz 

11 tho aaOW>t of llleou INl>Jec\ t o ta&. !here h a polA\ of vz1- pro<blcUYit;r. 

Above thlt point, l~~ere .. ee l 1> \ba nt.\e 4lalnhh 'bllalneu Y01- 11114 \be \o\al 

profl to oul>Jeot to \u:, 

Prior to tile Wl41otrl'bllhd profit• tu: of 1935, pneral corporate 

rote vao 1'3-3/•f. for \he 7tar1 1932, 1933, 1936 11114 1935, !be pre-\ 110raal o­

poroto \u: 11 1~1/2'/.. which lA lhalt cou\Uu\K a ftr1 wbo\anUal iDC- -

.. urt'blltab1e oo1el7 to \be .....,......,, of \be Ull4.lo\rlbll\K proflh w.s. .&44111& 

othlr \u:lo, ~ carpont.UODe \odaiJ ar. P"~Tillc .. re thai> eQ!I of \heir 1>1\ I.J>. 

COM in tu:oe. In cur opil>lon, \hie h wall &bon \be point of wor1•• pro­

tlvl~: •• U tached h a table (Table?), prepared f r oe le;11traUo" Sh\_,h 
• 

f ilod with the Secur1Uee and llmhall&e Ooclllluio~>o IIIOwill& the to\oJ. t"""o 

pnld and their relaUo" to the 1>0\ innO&IIo of certain CI'O\Ipl of oorporaUOI>o. 

It wo·..<l.d oeoa thAt turthor proof 11 UI>DICOII&I')'. 

!he onl.1 Wf1i1 in which acre nr- oan be raalhed froe carporaUou 

lo 'b)r o.UaulaUnc iDCreaoK buaineoo ao\lrl\7. !be poulbll1Ueo...,. nr.UK 

'b)r the followiJlc table, obowinc the rate of lll4u.o\rlal pro4aCUon, the _ , 

ot corporate 1Dc..,. oul>Jec\ \o \u:, IID4 \1>1 rn~ coUec\K free corporaUonao 

'b7 calendar 7e&ro, froa 1922 to da\11 
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...... z-. 
~ ,,, .. 

11183 

11136 

111311 

1926 

lila? 

11128 

19211 

le30 

1931 

1!!33 

1933 

19M 

19311 

1938 
1939 

Ju. 

!far, 

•• .. 
,. - '"''.. a 

• 
101 

Ill 

106 

108 

108 

lU 

Ull 

16 

81 

M 

711 

.,. 
110 

106 

uo 

.. 
101 

" 
118 

Ill P• 

Up. 

98l00 

0 ... ....ot 
0.,0.11 -... 

I 

liW/1 

liW/1 

liW/1 

13 

13-1/1 

13-1/1 

11 

11 

J.l 

J.l 

~,, 

8711 ( 8-111 
(•-"• 

'1110 1.(- -.41 ... 
(Vllllll-.4 
(pntUa 

-

0J!A!I)8-

.,. .. 
11?.1 

••• 
1o1 70ol 

1.1111.4 

81.0 

aee.e 

15118.4 

707.11 

l,lU.O 

1,180.0 

7911.0 :Ia\. 

18-l/1 + a-1/af, 
wo411trlhW 1,0011, Ja\, 

pnti\a 
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otY• u I.JI4anwlal pndaa\loa laM& of .._, 108 M& e o.,oaua 

w baao of t7 blUlou, • llll' nw •111114 ,...._. - e bUlloa tollan, 

opproxiloatolT ibe _, vllloh 11111 k ooUeoMcl for \be _, •e'enfe• .,._ 

a\ protent ra\ee. 1' ..,..aoe troa \be Mille ibe\ We h G11J, e ~ 

npendoe of 'buluee Yol- OYW \be ,,._, ee\leeMI of 100 for \be 1114u 

aD4 $6200 II11Uo11a for \be OOIJIOZ'PM 'lleee, 

1D \b.e ~• pll)lloeiloe "'-Uoe ee4 Capl iel lDYPe-.• leaet 

by The Brootiace 1ee\liuUoe, ib.e 111&\bor oo1111ludeu 

1u bee beee pole\e4 ou\ eerller le We ~eh, 
tile -• of eecurlec fhoel e\elllll t;r h io be fCIIIDOl 
l e ib.e l:~pP~~aloe of i oiel De\lollolll prOOIDoUoe, '­
U oe re..-• will proit;r -h tote - of ibeeeel,.... 
1f VI CllD echlWI full PO~O J'MOftr7, I 

Ua4hirlbuio4 Proflh !l'u 

!bare h no lecl\1-\1 _ .. for ro\nlntnc \be ~1/af. 111141.trlbute4 

prof1h tu. !be prlnolplo of A pPIIPlt;r \ex oe eere1ep .,.. up ISIMe4 e\ 

tho laot oonioe of Oo~11. '1'he \ex pro4eoee 1111 rabe\aeUel ...,._, tile 

COIIplltation of a 41Yl4on4 pel4 ON4U le\rodlioee 0011pl1zlU11 vblob. &1'1 wbol)¥ 

out of proporUon t o \ be lllportenoo of ib.e \eL 

U boo ,.... eeaerMt iba\ \be repeal of ibe ~1/af. 111141eil'll:lll\e4 

ptofih \ex vill ...,...._...,... iez _,ldeMP _. wel\br et..,..IA•n, wbo w1U 

pro1'or to lam'<> profih 1n eo~Nt'ODe ud<or ibelr con\rol reiber \hClD i o P«< 

bleb pereollolll """"'"" thll'llll>• lb\vell¥, «orr lffori obou14 k lla4e \o 

' """'"' \ex ,..l4ecol ln We or .., oilier f ore. '1'he whole probl•• ~~.ov«u. 

or ~·.z &Yol4el>oe _. o.,oraw e\ocldl014el'l bee bole pooe]¥ ._. ..... o4. !» 

l'<1'10ru' hol41Ac OCIIl>eZIII pro'l'lelOAao -Mel 1D 11M 11114 1\~ ill 1136 

aed 193:: , Al'l e4eqlae\e i o \eke oeH of •t_.-pon\ad pookoibooke.• le \be 

•"" OPII of ea opii'&Unc oOIIpGQJ belnc uee4 fw \ex ,.ol delllle. eooilon 108, 
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lr. •olr : pODell;f tax.,. on tho UZIZ'e&aoc.ablo 8CCIIIIII1Atlon of ourplua, attorde 

O'!!ftc lo·.t protootlon to tho Govort~~~~ent. Thio oocUon .!!!!!. be ontorood, u tho 

Jlatloa.ol Orocory Ces>N!T ooeo (304 U. 8. 233) dloonatrahe - dooplto roproeont .... 

tlooo t o tho contrary bo!oro thla Coaaitt .. lAet year who tho title Dl t.u on 

cl ooe),y-bold Operating Ooq>anlOI WOO prOpOIIdo lt Will be recalled oliO thot 

oocU on 102 waa purpoao}¥ otrongtheDed laat year to tw.ka 1 t ooro oaoll.y ontoroo­

cblo. by puttlDC the burden of proof oa tho to.:q>O¥or t o ahow the abaoiiCO of a 

pUrpOU t O aYold ourtax. 

.. t Loao Carryonr 

Vo ur.- that the privilege of carry!~ !orword Det eporatl~ looooe 

bo roo to rod to t ho llneuue .t.ct imlodlato}¥. 

!bo eolectlon of n al~lo year oe tho ~blo period Ia o4alttodl1 

arbitrary, Olld rooulh in groat bardahlp to 1n4uatrloa and particular co!OpOllioo 

h vhloh yoo.ro of protit end l ooa oltorDOto. It auch coorpallloa are taxed 111 

761\ro of protlt, without allowMCo for prior yearo' looooa, their tax burden 

l o vbol:.; ou\ ot preportlon to the IDeo• ootually earDed o-rer tho period &a 

o v:U.lo. u co.parod with bualneeeoo hortne a at.Ablo IDD ... lroa 7e&r to 7e&r , 

aoroo-ror, thq are at "' oner e e001poiltln dl&&dYant"'•• There aro attooc!IK 

a eorioa of c.....,.t..tloara (Appalldlx :a) llluatratlDC tho atfoctlYO moe ol 

taxation upon corporation• ouat...inlq loaooo duriDC ODe or 1110ro yoaro of a 

fho-yaar period. 

!he> ltovonua .t.ct. tro1:1 1921 to 1933, rOOOCJlload thla hard~p and POI'f 

elttod " not lou oorryOYer. Tho pr1Ylloge wao abollohod In tho lat1oa.ol Indue­

trial l!eoOYery .t.ct In l9a3. oolol¥ by raaoon or tho urgent necoaalty of protect­

Inc tho roY.w.oo at tl>at tl:>o. It hao noYer boon cUoputod that auoh o pro-

h M oooontlol feAture of e.n equitable tax ~at ... 

!ho doto!'l:l1114tlon of tho o&rrJOYOr period h nacoeoarll7 arbltr&r7 • 

!he BriUab lncODO tax po!'l:ll\a looooo t o be carried torwo.rd tor eix 7earo . .1 

.. 
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abOrt or perlo4 .... bo douolnlllo t• raca~;_,. pvpooco. Ia n.. ot U. ·hu mal 

25 
2a 

con41 Uona of tho lao\ t• JMI'I• 8114 \be wlM flllo\u\1011 ot 'tlu1Ma1 .oU'I'tt,r, 

toe-• IID4 '1&1,..1 w haft l:lllMrl-'• a O&nJ- ot a\ loao\ \hroo 7&&11 

ahooal4 bo allcw4. 

Oop!W h1u 8114 Lo1•1 

!be c~~pl\al pin 8114 lou prmol0111 oppll~o to lll41'1'1dllall, u 

roYlaod 'bJ the l.J38 Act, dJ1UIIpiob 'botnoll uooto bel4 1111 tiiM 18 aoothe, 

\&l&blo 111 tull; ...... hol4 18 to • -\118. tualllo a\ a ....... nat "''" 

of ~~ IID4 a1a1h bel4 IICH tllao :M 11011\be, tualllo at a -.s- flit nto 

of 1~. !be 1 ln\UM4la\o1 porlo4 of holdJIIC• 18 to :M DOIIthlo oppaaro4 u a 

ccq>rcall o pronolon, tor vhlch 110 n.al ~~.coaal\7 odo\14. .t.a a pn.otlool 

oaUer , lt s;roa\17 co"''Ucaha tbe 1\l"'>C\UI'I of \be oec\lon , AD4 tor JI'IU'POIII 

ct olaplltlcatlon, lt ohoul4 bo el1D1Dato4. 

!be 4l'1'14111C ll~~e bot-11 1ohon-tom &11o\o1 IID4 110J1C"tll'D u11h1 

11 llltiiD4&4 t o lepanlto opocnal&U,.. troD lJnoo-t ,..........,\10111. ~ u11\o 

bouel>t tor opocnal&\1.,. pvpc111 an 1'111'117 bel4 loncar tllao 1ls DCIIItbeo a 

oubotlllltlall7 ohonor holdJIIC porlo4 t1>1111 \he 18 a011tbe now prooorlbo4 ohoul4 

be conal411'14, 

Corpcn.to 011pltal pl.111 _. lCJ10rl4 111 the 1938 rc'l'tolo" ot \bot 

aoot1on. bh pl.111 c011U- t o bo \ull4 111 full ~011 of \he perlo4 

ot holdJnc; while corponto cepUeJ. 101111 aro d.odwl\lble olll7 to tho ox\ent 

of 8111111 plua ta.ooo. !bare 11 .,. ob'l'icu iiiJuUco 111 thl1 al-Uo11 which 

aholll4 bo cOI'riOto4. Wo roc-....4 tho\ 1 1GDC-t....,. looooa bo eJ.lcooo4 u a 

do4ucUon, wl\hoQt llaluUon. 

Oepltal !teak IID4 laeolohotlh '-• 

llbllo U 11 'IID4ollbto417 4calnlllo \ o ~ \hloo -·· w boll..,. 

\hilt 1\ lo _ .. ...,. t o rctaln """'' u a ~ propo1lUo11. tor aft • 

PUI'pooo1, !be 110ct oonoua cbJooUOil to thea 11 'hat ~ 4o 110\ IJ:lpOII • \u 
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o:> t.::!! .-aa protUa. tile lnl.,al\ou fNSara ot tile ~· 1-. .Ia the\ u 

ro•.\lirea a ccrpo~ ' Uon to I!Mlare a ft11111 tor Ut oepl tel a\oclt wblch will terft 

,.1 a b&d• t or the oCO>pUtatloa of ;~rotih t or the Mst ~ r•ara . Since ~o 

corporntlon caa aaUaate 1\e protlh beiro1lcl the CIVI'Ct .,.., witb lq' 4acne 

of certnicV• the cleclaratlon of a proper ft11111 h oheer peeiWOitto aDcl 110 

~ropor b.;Lda 1 a eotabllahecl for detenoinlJIC t110a11 p rotlh. 

Mlcorcl1JICl7, we rec-114 t.bM \be ct~pltal atoclt \as be reriae4 to 

peral. t an ClliiUal cleclaratlon ot ftlue, beclnnlnc vHh the cvreoa\ -,-r, vi tb 

<1Aeq111>te precautlcn, lf neceaear.,, lll&iiUit lq' 1-.cllate reaoUon ln Ua 7lelcl. 

Oouol14&te4 le\v!UI 

t'ba requl-t ot Mp&l'a\e rei"anla tor a croap ot att1ll&M4 •­

poraUono h l~hnalble. lll>ch a ~- lee4a t o the atat-t ot n­

oxiotent protl\t AD4 loeeee on lntero~ traoeaotlona end 41otorto the pre­

eantoUon ot oanUJICI of .,.rUcnJJ.ar 'llllito. MlcCNiltanh, the Stock lbc~ u4 

tho SecNrUleo u4 lbcbenp O~aoloo 'llllltoral;( requ1re or paralt a.....oll<I&W 

rt\urno to reflect the n....,lal pca1Uoo ot \be attillatecl. P'O'IP• the~ 

DopnrtDOnt baa conaht..,t]¥ wppor\ecl \118 uta of ' conool14&tacl _,., 

.l 8D114atoq recr-11..-t tor· ccaecl14&tecl. rei"anla h UpriOUce)la 

ow1.oc to couUntloDal aDcl .-lnla\reU•• clifflCNltlea. Ml el.ectlw pr<JTlaiOA 

alcllar to tbo ono ln to..,. prior t o 1936 h \beratore reo ,.,,eel, 

:Dooall1a !&mUon at Dlndell4e 

Prlc.r to 1936, corporate cllTidell4e were eiiOlwlM frOG tb8 1::41-.ldllal. 

aornol \as, olDGa the corporation heel. aJ.ree4r palcl \be tas -apon \be eerDlllp 

out of vhlch the 41?14&114 .,.. palcl to lh etoctbo1dera. In the 1936 Mit, 

clbicla~ were n)Jecte4 to the lll4lndal 110..-1 tas, wt oal¥ beomae U.. -

clhtrtwtecl. protlh tas, .. onctull7 draftecl u u.. ....,.., 414 aot requ1re the 

' 
corporation to P'lf' a tas .., lllo- wblch lt 41a\ri'IIQW, With the reatoretloa 

of a corporate ncNal \ax, tbo t.poel Uon ot a -oncl 11omal tu: upOII the atoclt-
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holWI CAIIIIOi lie ~ 

llltti'OQIIIIIIIIr 41e\l'ibaU- otte e - DON - s..t• 1 of 

o!ou~lo or IIUl.Uplo -UOG of o.p-\e _, ..... 1111111 4lnrlllal--

111bjec~ \0 -UOil ill U.. llu48 of U.. oric1Da\I.Dc OOI'pONUOilo ..,S. \0 \M 

exteo~ of 1.. \benot ill \be bM48 of U.. ..-inlll oo~poratiOGo e4 fi.Ml:a, 

vhoo 6.1otr1bu\e4 to lh otookbol481'o, 

Oil \be o\ber bu4o "bOD4 lll\ONo\, u 41oUJ11111obo4 tr.. 4l'Oia.atlao 

1o nllove4 U I dea\loa \0 a OOipONUOil 111 OCIIIpllUJII 111\ lAo- e4 lo 

~ed o:.l¥ OllOio ao ho- to \be """"ho14or. !blo oiftaUOil bet 114 \be 

:!C»h CuN.rJ 1'11:>4 \o 0011011141 ill a ~ ·~ \114\ "bo1'1'0Wo4 --r lo DON 

attraotho \boll 'fUWM cuopUol, "bo\h \o OOipOrAUOill 11114 l.wooton, ft \1> \1>1 

rel\11 t tha\ a bea"f)' por-DDDat 4e"b\ o\1110\Ve 11111r lie _,e4 wblcll boo-• -
~1e i ll \1oeo of ~oo1oa. 

'111 NOoiZIIIl4 \ba\ \be exupUOil Of 41Y14ell4o froo llOI'Dtl \u lie 

rootore4 loll.4 \bat \be 11l\o1'001p01'0H 41n411l4 tu be npealo4. 

258 
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In a441Uon to """ t.,..osoills u.,lor r--uuono, .,. 'be!. ten that 

conddoration of tbe followlac •eal.•nt• of a hci>ntoal nature lllov.ld. not be 

dcle.yed, and lbould. be aoted. upon at \be p.'ltent oeu1onl 

(1) Oorrect1o11 ot tbe ltfect of the S.11!.ler Dec1o1on. - I n Ulllted. 

State• To Bea\1er, 303 U, S, 1164 (1938) , the lupr.- Court held. tllat tbe &eiWip­

tioo alii pq~MDt ct boDded. 1Ddebted.Den b7 tbe traooterat lJl a 112(1>) (4) r .. 

orp~~ha t1o11 couUtuted. •otber proper\7" ta...able to tha trauferor Willer ooo­

Uoo 112(4), ~~ 4ec1o1on wae contr&r7 to \be 1o,.- eotoblloh.e4 Jar ... l'l>le 

259 

\bat the a oou.pt1on ot a 11ab1Ut7 wa not 0p.'opert7° ct tiiiO ciiiOncter roterred. 

to in 112(4), e1nce 1t wao not c...pable of 4htr1buUon to tlocl<llold.era. It aloo' 

l"<mt contrary to t ha po11e~ aDl 1nter oet of co,.ron to accord o1a1lar treat­

ment to roors...,hationo ottocted 'b;y eonoo114ationt or cereer•, 1>7 acqu111 tion 

o! co11tro1 , or 1>7 aoquil1t1o11 of a aoeto. Tbe Bea\1or 6.oo1o1oll bet created c raat 

contudo11 1n tbe r oorpnhotion field, not oll17 b-110• ot W>Corta1nt7 ao to \be 

oeopo o! tbe Ba111ler l'l>le for \be tuture, but aloo b-ae 1t atfecta eonntleaa 

prior r oorpnieatio11., opmiac tbe vq to cW.. b7 tbe Oo~nt for 1ncreaaed. 

\axeo and claiM 1>7 taJ>ope7'8ra to ot.pped-a:p batll v1 th rupeot to ,........,tiou 

laDS o1DCe oloaed.. In a441Uoa. Willer tbe 4enn1t1on of a "reorpnlaatioA
0 

111 

aocUcn 112(&)(1)(:1) ct the 1934 aDd lllb eeqv.ent 4oh, tiiiOro h " eeriotLO quootloD 

whotbor r oorpniaDUou oanied. out atter thAt 4att la901T111C tiiiO aa-UoD ot 

l1ab111Uu were DOt \Gable tren0 ,.cUou l n tbelr 1DUret7. .t. sertere1 retro­

Mt1n ...,.,.,._.,t oonllraln& tiiiO Jareeu rule eo•• to be t he oll17 eaUofac\Gr7 

.. thlll of a~141ac thell oollt>lexUhlt both for tiiiO GoY•-' aDd t!MI taxpqer. 

(2) Correction of \be Jttect ct tiiiO 1Dolllllel4 Decioio11. -a. a. 3186 

II"'T!t' u tor a11 outo•tto Uon ct u. ~el OoYe....-Dt tor nnpai4 t"" l1ab111-

u... fiA u., h ,., 'llllJ4 ~ t a parallaaer tor Tal,. nnlen DOUCe thertct 
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11 fllod !.a aocor4alloe vt.tb the lew ot \be S'-'• 1A W1ola ,.,. proper\7 IOlbjeot to 

u.. H• 1.a utuahcl. h. u.s. •· lloeeatte14, (D, Ct, J,D, lll.ob., Deo, 8, 1938; 38 

c.c.s. 3204), tt. hclenl Cour t 1A 111.0~ eat ... oecl ~a u ... "110" ..,...ua'ble 

.. curl t1. •• 1A tt. b&Dda ot a fin of De'rol\ e~roloare, >Obo t.4 parct.aecl u. 

otock without aotll&l aotl.oe of tt. 11e11o fbe lte11 t.4 'bMD properl7 r-clecl 

WJI.ar Miolaipn law &114 the cleol.el.oa o11Yioul7 OOIIfor .. to tile atrict ,_ of tt. 

atetuto. lenrtbelua, tbo f .... a &114 \IIICartailltiea ot parcbt.aera aD4 1MC1rit7 

4ealora creoted 'b7 the hcltd.oll are t~PP&r•t, aillce it h vil't\1&117 t.p>ael.'ble 111 

the courae of 1>0r-.J. cloeJ.ioco ill aecurl tlea to cleteralu llbetber there -.r be 

llena tllecl ~lDat aeouritlea preaentecl for clall.vary, It 1a r-enclecl tt.t 

tbe Peclernl atatute be ...,4e4 to collfora to tl» ~o,.. Stock !r"""fer .Act, 'b7 

pronclloc tbet 110 11e11 oball at~Mh to aecotie'ble aecurUlee Wile•• 110U ce of 

the lion h 1\a\ecl on tbe carUflcate, or actual notice can h proved.. 

(3) Correction of tba Jffeot of tilt Jtooblencl an!. Goltl'an Caaea. - lrolo 

1921 to 1936, tl» :aevenua Act provl4e4 that all etook 4lviden4a were ,...,_.!roe, 

!'be !roawrr lecnl&tlo• requirecl, .eere a atock divid..,. ""' declal'ecl, tbet tbe 

bade of tm Ol'1cUal -..., 'be 11pp0rtionecl 'betwen tboao abarea aa1 tbo dlvl4oncl 

atock for c.-pttlDC pill or lou on tt. ealo thereof. In l oeblancl •· Belverlac, 

298 U.S , 441 (1936) , tbe a.pr- Cour t held that a dlvidencl of e-n atook on 

preferred atoali: vu a tua'ble diatrl.laltlon. !'be Court turtbar held, contr&J'7 to 

the lecnl&tiona, Ill& I •r• "' atcckllo:ld.er bod received enoh a d1vl4encl, ud t.cl 

aold t l» poeferrecl atock, no po.rt ot lta colt could be allocated to tto d!.Ticl­

• tcck ln cletoll!liDliiC Csln or looa. I n Belverlnf ,., Oowran, 302 u.s. 238 (1937), 

the conYerae oituatioa vaa poeacnted, Vbere tbo dividend atoolt bod been eol4, ancl 

t he Court hel4 that t ho ooat of meh atcali: to tbe taxpaJOI' •• ••oro•. tho .. 

daclalooe 0,..rturlllac tm :a-1ot1ou -.r adYOJ"ael7 affect either tbe Go.........,nl 

or tho tupqor, depeD4ills on v!>loh atoali: tm ~7er •r bew pu'lecl with, 6 

Vbell7 forWito1J8 Clll'-aleceo Jt la oucceotecl that tilt proper re-ecl7 ll & 
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atatu~or7 ra&ifioal:l.oa of \be Desar\tttDt'o re&Dlal:l.oa w1Ul rupaot 110 a....,_ 

wbo au 11 hu oao ot tile o\oeb am 1D dlopooiac of tile o\ber ao~~p~h4 &aia or 

lou in aaoor~ e with Ulat re«U].&Uoa. 

(4) Imeatoq a.u.ez.t. - locl:l.oa 22(4) ot tho 1938 Act zoeCO"JJhod, 

for tho tirot u..,, tile 0laot-1a, firot-out• •thad ot TaluiD& imontorieo, bllt 

ao.-erel7 limited ito area of appl1caUon. In a ccordance wlth ~ho inotrucUon• 

of ~~~~ I ...ate All4 Boue Oontereea on laet 7eer' 1 11111, till' thor •tud7 bee baea 

11Yeo 110 tbe ....,ednont 1>7 the TrM111J7 Departa..S w1 Ul a ..taw to action at ~~ 

ooooloa. It h UD!oro~ that the Deparbe10t 11 raed7 to p-eoct an appropriate 

r odr4tt ot tho eallldMnt, *1cb ol>oul4 be incorporated 1n tile :uu, 

(5) Pllrcbaoo of lloma at a D1tCOQIIt, - bro b 110 apacU'lc p-oT1doa 

In u ... Act w1 Ul reopect to tbe tax traaoont of ~chase or acceUatlon of 1,... • 

dobt C!dnooa, but tho Re&Ulat1ono proT14e Ulat tho purchaoo or cancellation ot .,.... 

dob~ ·dnou at lou tbeil par rellllh in tOJSblo lllooM 110 tbe ext.- of tho 1,... 

dobtodneu dlocharcod, oxcopt 'IObere tho tupo;rer 1o 1nii01Tent ~ the cancol­

lAUoa. Tlli a ro,sulatlon, in our opil>ion, h WIIOWld. 'lbe p>rcheoo ot illl.obted­

neoa at leu than par produces no real &ain or iDOOM. MoriO'I'er, the r~tion 

worto oxtr.a har4eip oa oorporaUona tn dlo treued tioanolal circuaot&Dclt, 

llhich are """blo to reduce UDhoalt~ 4eU •-twit 'baeauo• of the uouat 41 

\uablo cain whlob would. be roalhod in tho tranaacUoa. 4 partial rolaxaUon ot 

tho •~riot 'lree1111'7 rule wao atforied 1>7 \Ill Chaal.lor Act at \be loot oeulon of 

Co"Crt tl , *icll oon~atnod a opecitio p-oT111on \hat no -blo 1IICOM ahall be 

realbod b;y Tirtuo of ialebtednoao cancolled or reduced 1D a proooodiD« Wlder 

~t .t.ct, 'l'ho ooWld priDC1plo tbuo oxprouod, bowcmor, 11 too lia1tod in applica.­

tlon, oiDCo U doao 110t eppl7' to tha purohell of ialo'bt-•• ceoralq, or to re­

duc•1on of i!ldo'btedl>aoo etfacted w1 Uoon\ the ai4 fill a Jedoral banl<rllp\o7 court . 

J. r.-rv. p-tncipla tbat \he parc!aM of bonh at a 4h0011Dt dooa not ro..Ut in 
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tD#ble 1n00110 lhoul4 be wrih"' into tile a..,oaue ..r.et . 

(6) loYiaion Of Section 830. -- 'l'bio OO"Plu: an1 t ocllnioal pro'fitlon, 

relatil¥ to tile correction ot errore barred b7 tile e\a~h ot li.JdtaUona , r ... 

qlliret re'fidon i n eo,....el i "l''rtant }l&r Uculare. lor prucnt }Q'pC)aeo, bovCYer, 

n h outtlcicnt to call a \ttntion t o one ob'fioua de1'1o1encr. b oect1on autbor­

hoo "" ad,JuetMnt acainat tile ta.xporer, 11' a htmoiliCition ootab1hheo t he proper 

.,eer tor a deduc ti on or cr edit erroneoual)' allowed b7 t blo Co•h donor i n a 

'oarrod rear. It dooa :>ot , =-ner, pereii an adJuataont 1n ~ ot t blo toxpa.,... 

it " deduction or credit hao betn ·~neouol,y dieallovod b7 tblo co-hdoner i n 

a barred ;year, am a detendmtion 1o later ob to.ined eotab1hh1QS that faot . Cor­

rection of t ba eecUon 1n ihh reopect viU not atford rdief to tblo taxparer ..., 

bloa tailed to clala a bad debt deduction 1n tblo proper :roar. am eoeb to corr~ 

the error alter tblo a tatuh of liaitationa bu run; tblo deduction mot bna be., 

clel.ned All4 iaproperlr denied to set relief, But tblo aaeal.110ni doeo ~er an 

l.aportant trpe o1' eaee Wlioh tba !lubcollliUae rece-ded eboul4 be CO'tered, aD1 

obich 1a neceuar;y to diopenoe •e,.,...haaied ,!woUce• betve.., the \&xpa;y'8r All4 

the Comeieoicner. 

(?) Jordp !u Cred.it. - llecUon 131, allovi~~S a credit for taxu 

pl1d to toreip eountrieo, vao dedped to .,courac• I'D1 prot ec t .larican otu­

•:>Caced in forrip tnode or ba'fias 1119eot110nh abroad. .1. recent liaUaUon on 

tbe credit , hoveTer, bad deprl•ed 1t ot auob of i to effacU•eneu. !fhio reatr1c­

t1on arbee froa tblo cbcn&o in the definition of •net incoae• aedo b7 tblo 1.936 

am 1938 .t.ote. lor 17n1ted Statee tax JU'po .. a. tblo t- .,.., 1-• now in­

clllliea partl)'- ta>t-ex..pt l n\ereet A114 i .ntercorporate di'fidendo, cre41h acalnot 

net !.nco• beiQC •plC!Jed to r1100Y8 th 'oe u .... 'ldloll)' or JIU'Uall)', 1'ro11 tax. 

For JIJZ'po .. o of tile torelp tax credH, hovenr, tblo pllraM •enure net !.nco•"· 

uaed 1n OOIIpllt lQC the 11ait on tile credit, lDOlodee bo\11. partl)'-tax-ex~ 
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aD! • nterco~porate dlYid.~a. wUb U. n""l\ of dlo\orUJII \boo eppllaal:l.oa of 

the toJ'IIIlla u!. Ull,juoU~ r-1111 \boo -- or tboo or«<.U. We bope aa uead­

aont to co~roct tbh n~r rill boo proaptll' adopl«<.. 

(8) Pollllica 'rruoh, - '.!'boo peaoloa truat •ndMat adopt«!. 1a oootl.cn 

l&e or tboo 1938 Act, toce\bor with U. otritCent a.w l'OCillaUollll adopt«!., tM•~ 

1111 tboo cr•Uon .,., OOD.Uau«l o:d.otence or •ar ponoloa, bolllll am protu-..... 

IJlC truoh tor eaplo7oeo. !bo ..,&e!Mat denho ~o:n.ptl.on to \booe ti'Uih, 

1t there 1t ~ poul'blUt~, bo.,..,.r allcbt, that tlml.o a7 r..,...t to tloo •plq­

or Fior to U. •tlotactl.oa of all llabU1Ueo - botb fiz«l am contl.!l&lllt -

to .,ploT••• Willer tbe t.ruot. !'be onll' ucoptlon 11 tboo pood'blllt7 of l'OCOY8r7 

ot &DCWih tMoucb or~neouo ac-..ial COIDplltatlon. llace tbla requir-t ..., , 

be lOet ollly 'by a Yil' tuall.7 lrrnocab1e truot, wblob 11 uouall.7 \IZideo~able, 1t 

net l"JJIuible, tro" a bwoineeo etazdpoiJ>t, the et!eot rill be to curtail eeriou ... 

1;1 tho n\llllbo~ of tbeee trueh, to U. det~I.Mnt of .,plOT•••· 

!'be 1938 ... ...,.,.,t unque otlon&bll' _, too ftu, '1'bo ortPml law voJ'k>. 

ed ..,ell, ·aod no conYlniCille reaeon •• «<.'I'BDC«<. far Cb>cciJll: 1t. 'l!le -adment 

.. , ba- on U. aaouDption U.t tax ~1.4uce Dlcbt ooov tbroll&b \be uee of 

r"'leab1e t.rueh. ·lo ..,tual .,. .. , were pre-t«l 1a 011pport of \hie a11ert1on. 

It h our reco.,.....,•tlon tbat Co111reoo, at tbh 10111on, l!loiiJ4 rewrn to U. 

crlc1nal lav, It \bat h izlpoulb1o, A\ laeot aa aMMD"nt obould be adopt«!. to 

correct U. prelellt 1tt,.tlon, preferabl7 b7 llelUIII tboo requlr-Dt ct lrr ... 

•ooab1lh7 to that portion of tho true\ tim!. ,..lob 11 1100111&17 to oethf7 

llabllltiee wblcb laYe beooao th«l &Ill oertaln, • • oontraotod nth 1uunu•a•11 

-.bleb oro .. r oll' oontlllc&t. 

(9) Def1ol!!!017 Dl...W.oad.e. - A ol'«lit waa proYid«l la tho .._ Act 

or 1938, peralttlJII periiOIIal boldilll w; •'•• Olll>Jeot to u. p&al\7 --· of 

!Hlo U. to ~. ctlYU••b to off•t daticolaolll detMwiMC! b.r \118 c-leato.-

•~ or ta. coan• 411 lllaleeol -~-u-. nUl reopeot to 11136 am 11137 
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_., are liable to \he bu.~ ~7 --• fill \he 1~6 .U\ tor faUaro to 

4htr1bolto ~ ... it detlci.cioo are IIN'oattw 41a-ere4. Ia \he •-• ot 

a o1a11ar crodit, a corpora\ioa wldcb la 1Do4 flllih 41otr1W.od .U tt. ~ 

ahoVD "" lh ratw'll for 1936 aa4 11137 ~ Nl4el7 be coatroatod vHb aa uao• 

pootod IDOroaoa 111 lh taxable ~ tor U..oo ~· Ull 11ooo. oull,joct to a 

h&a"7 Ul141otrlblltod J:II'Ofih iaL We r--..4 Jll'O'tioloa for raGil a cre4U 111 

iho polllllac rm olea ot t.bo .&.ct, 

(10) Capital GaiDa ot Poreollal loldl.!l eo.pas.o. - 4 "1'7 larp 

_ ..,., of capital aooa\o 11Diell t.n IIPJ:II'OOlate4 la wall» r.Ua •trona• b. 

porooDOl boldl.!l ooapaaiao. lJD&lor \he 1936 .&.ct, ooorpleta Uqt114a\1oM ecul4 be 

af!aotod at ""'l'Ual &aiD ratoo ( aao. 116(c)) aDd, Willer corial.a c1rcna•-•• 

(aeo. ll2(b)(7)), wUbout &IIJ ~ate tax, upoa \he o\ookllol4oro. Bowner, 

•o: of \IIIIo OOI!Jl&&loo could ""'• am caa DOt """• be ooorplehq liqtlldatod , 

• 

4 partial liquidatioa io prohibited, for U iJrrolno tull tuatioa of the ••P-
1tal sala. . We of tt. aooo\o 1o olD of tt. cpeot1o11, a~e tm CI'ID would be 

ia>:ablo tirot ao oorporah s.- aDd tile elih.r ao aa ordia17 41T14ollll at tull 

DOral. tax aa4 INJ'tox to U. otocll!lol4oro or ao UlldhtrlbQtod lDC..a ot \he bo14-

~~ COIIpOII7 at \he 66-7. rato. 

n. poreoaal bol41"C 

tioD of tt. toxao W.iob ...,.u ban - J1&7&blo b7 \t. oto-l4oro 1t it. la­

cooa bad be• realhod 'lllr ill• diroo\17. Ia it. oaoa ot eapUal cal.,., bov...r, 

tho oao\ioa coao tar bo!Jollll \hio obJaoti'r., olaoo tho oto«~~o14ero ....w4 be -

Utlod to it. tlot 1. rah 1t \1>17 41opoood of tt. aoooto 41racU~ lmohed 

throuell tba oorporaUoa. 

0... ooluUoa woul4 ba the ..,luoloa ot capitol ca1Do !Jooa tho dafW­

U o, ot "wo41otrili\De4 Mt ~· ot poroollal bolAI.!I _,.al.oo. 4DO\Mr 

PGUlbill\7 lo \he ax\&lloa of aaotioa lU(b)(?), >IIUob woalol ,.,.u tho 41o­

il'l b11Uoa ot ilia &PJ:II'acla\od aaooh vUb ilia \ax poe\poaod. ...,til ..,.eaq~~aat ale 
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b:y • .11 otootbol4ero. 0\bor IIJCC'Ot~ 4e-n.w -14-\l.on are to pora1\ 

\bo perHal 11qu14aUon of llldl """P"''" •• 0111>ltal p!.n reho, ar wltll a ~ 

•••• boalo u4 \bo ,.,. poetpona4 ua\11 \bo cain h ao"-1!7 realhe4 liT \bo otook­

bol.der, or to allow \bo oorpora\l.on \o ooll 1h oapUol auoh, p&71as \bo cor­

porate rate tberecn aDA \Mreat\er to 41a trilluh \bo pin ~frao to 1 h o\ock>o 

bold oro. 

( 11) llur~eo "ffil I- f!aa Poreollal .. nlceo l:rle114S.,. oorer a 

Porlo4 of Tearo. - A •81'7 onere haNohlp ,...., tiM Hio'iDC law, .etch..,. be 

a4-h]T u4 os.,lT ...,.41e4 at \Ia pre-' U., nio•• wlth reopoot to \Ia 

toDUon of 1nooae for po ... ollal aenicea rell4are4 oor ... a perlo4 ot 7ear• u4 po14 

tor otter ooJIPleUon, lw uuple, lllorq\oro, a~~.Uioro, -1uoro, oclcUah, 

la117oro, aDd otllero fl'.c(Uent]T 110ft: for )'UI'o, aDd recdn \bolr ooapen•UOil 

upon tbe oucceootul 0011ple\1on of t heir aenlcoo -- uwall7 ell in one )'eiU'. 

Couo8quont}7, tllell' .. ure in-, be1DC ac...-1&\14 aDI. reodnd 1n o,. 7111U'o 

h rob.jeot to \bo h1c1Mot 1'<11'\azeo, lt tll1o 1-• ba4 be., reodnd ao \hall' 

aerrtceo wero l:'eDil ... e4, U ~ laft - OIII>Jeo\e4 to \bo lower reteo of ~; 

az>l tho • «CH~Ph \azeo pa14 ~ laft b- Olll>o\aoUal]T leoo uw. tbo IIIIOUII\ 

~ bla UD4ar \bo pre-t law. U Wll1ll4 - t11a \ tlla penon ...., 1llor ooh h1a 

Uaa aDd MI'Tloeo o••r a pono4 of~· obooJ4 be 1n tbo - podUon •• ..,.. 

ld!o lmeoh h1o tw.lo 1n aaaeb .etch &PP'eoia•• oorer a perlo4 ct 7'&1'• We 

reco ... !lll. \hat 1nooae froa poriiOilal aernooo e:rlea41as ooror a per1o4 of aore 

tlwl tvo ;,oan ohou14 be tase4 a\ 'IM 0111>1\al cain rateo. A raaoona'.>lT o1cplot 

4ortoe to PI'Oftllt ..,.o1on will atfor4 etfeotln protection. 

CoiiCluloll 

• 

lie .,...,.,. \bo JII'OII'&I \o rnioe CM' H1aU111 rOftlllll S.W., u •"'­

ahe]T aa u .. ,_1\e, 1n &Ce>ar'eiiC• witll \Ia priiiClpleo e4ftca\e4 b7 \Ia leore· 

Regraded Unclassified



·M- t:66 

_,. of u. '"--7· We lii'P U. eo.p. .. \o -l4er ~ ou..r _,_,. 

cl>aiiCI" wUb a YiiY \o \bllr _....,. 41eUI U. •IIi oeooloJI t1l Colli"''• 

We elW¥1 o\aal. r~GAT "' aoll'* U. Oo111roN 1114 \be -'-1A1o\raUoJI 111 

ih oonlidera\lon of r.,.ue l eclelaW.oa. 
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'!'able (1) 

l • OK•l Debt p 4 'P!Ir41twtt. 1931- 1940 

rtocel 'l'otel 

..lt!L fatal Rtctlpt a l!p!941\ur!! arp,. D!f1c1t• 

1931 • 3,189, 638, 632 • 4,091,~.713 • 901, 959, 088 

1932 2, 005, 725, ~7 5,153,644,895 3,147, 919, 455 

1933 3, 0'19,696, 743 5,142, 953, &2? 3,063, 256, 885 

1934 3, 115, 554, 0l50 7 ,10S, Ol50, 086 3,989, 496, 035 

1935 3,800,467, 202 ? , 3?5, 825, 156 3, 575, 357. 964 

1936 4, 115,956, 615 8, 8'19 , '198,268 4, 763, 841, 643 

1937 5,293, 840,23? 8,105, 158,548 2, 811, 318, 311 

1938 6,241 , 661 , 227 7, 691, 287, 108 1 , -t49,625, 881 

1q39a 5,520, 070, 000 9, 592,329,000 4, 072, 259' 000 

194(.& 5, 669. 320, 000 9, 095,663,200 3,42&.~. 200 

$41 , 031, 930, 142 $72,233,30'7, 1599 $31,201,3??,4&2 

So11Z'Cet ...,11&1 hport o! the hcret&l')' o! the \'rea• IZ'7• 193?. 

a - Jet imatea. Jredclellt'• Bu4cet lloeoap, Juuarr 3, 1939· 

(.67 

.. 
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Jup! ;p 

1931 

19:52 

1933 

1934 

1936 

1936 

1937 

1938 

1939" 

1940" 

tu1• (a) 

lt4ertl· '""' •• Lpqtl D!bt, 1931-lHQ 

(111llione of llollaro) 

Orooe Grote Do'bt, l 110lu41nc 
Jt~Ftl PUt ltatt &4 Lpeel, 

f16,1Kl1 f 3S,861 

19,487 38,81? 

aa,• 4.2, Cie6 

27, 063 415, 876 

28, 701 47,673 

33,779 158, 7157 

36,4.25 &5,679 

37,165 156, 165 let, 

41,132 80, 165 .. ,, 

44,488 63, 468 k\. 

rv Ceptta 

$288.94 

:no, eo 

334. 311 

3&1,29 

373,84 

410,78 

4.29,99 

432,01 

45!1,98 

482.30 

love.. '--1 Report of \he l eeretlll'f of tbe 'rr-1117, 1937 • 

• - .,_\ad, rre.s••·· ,..,., ........ Juveq 3, 1931. 

268 
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2.69 

Mle(l) 

1 .. ClqUal le- 1a tile lllllte4 lut• ( Oo'fez ' Q)llt..&t&all •• hftalllll .. 1 .... 4\ 

(IIUUou of Dtll••) 

'1'o tal Jlt•oUo Joreip 

IJ.K 0e£M[IS! oamme (Wppratt 

1919 3,3()3. 3 :a,atl.4 56.9 

1920 a,no.o 2,1563.4 146,6 

1921 1,833.0 1, '100.7 122.3 

1922 3, 33&.7 :a, an. II l.lM,a 

1923 3, 702.5 3 ,11311,4 67,1 

1926 :ll,lS22. 3 3,027, 1 295, 2 

1925 4,100.7 3,804.11 496,2 

1925 4,3117.0 3,754.0 eo3.o 

1927 11,391.0 4,11116.8 734,2 

1928 6,()79. 6 11,346.1 733,5 

1929 8,1139.4 a,o:a:a.o 637,4 

193) 4,H4.4 4,484,7 4119,7 

1931 1,763.11 1, 1160.7 m .e 

1932 325.4 3211.4 

1933 1fl0o'1 160.6 .1 

19~ 178. :11 178o8 

19311 taa.6 401ol -
19~& 1,816.11 1,1111.11 aa.o 

193'1 1,1118.11 1, 1118.11 -
... _ .. Oa oial •4 rs-tal'.,.._Sete. 
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~(4) 

lUILlC .um nn.es aoasoo11oa .um IWI'r...OI II m 
WUP BMw. l'IM'!' 

JMW' y brt of lt£1F lfl1tt OeaetrMtJpa 

(IUUioao of Jlollaro) 

PU'C•t of 

Total Public> Prhato pibltc to 

IW Oont\[BPt1o'A Coytnpt1op 09e•t.r»p•soa tgttl 

1920 8,1165 3, 0&4 s,11111 23.9 

1931 8, 062 a,a:ati &,737 38,8 

1922 9,3'11 2, 3158 5,1188 2!,2 

1923 10,930 3,228 8,693 30, 4 

1924 13,049 2,555 9,'114 21,2 

1925 13,053 2, 819 10,M& 31,6 

1928 13,?7V 2,862 10,1117 20,8 

1927 13,1144 3, 189 10,71111 22,9 

1928 13, 710 3, 330 10, 380 24,3 

1929 13,488 3,30!1 10,17V 24.5 

1930 u , 814 3,733 8,081 31,6 

1931 8, 589 3,436 &,3611 39.4 

1932 &, 44& 2, 539 3,1105 46.6 

193:1 4,0&4 1,918 3,128 47,4 

1934 4, aeo 3 ,4'74 2,386 !i0.9 

1935 llo1YP8 2,548 3,030 46.7 

1936 7, ?31 3,495 4,3311 46. 2 

1937 8,440 3,& 11,111 39.4 

1938 &.31111 3,?U 4, 5811 44.2 
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~(II) 

Jo&oNl • • - -- of La'bol' 
JINI'4 Sllda of 1\t\U,tS. ia4a WaUoaal 
udavtal pn- of fiiDMIT Jlllr'- IDeo• 
4alattoa. .....,.,. roll•• .llollaal 1*14 Oll\o ........ ..... ....... n.pt, of 
• of 1931-1936 • of 1933-111315 ao-• 

l!llt v•M!• IJIEM!• (Jill • • , 

192& 10' 101 59 ell 

1926 l OB 10' '12o8 

1927 106 103 ?15,4 

1928 lll 103 7S.8 

1929 ll9 109 ?9, 8 

1930 96 89 73, 6 

1931 8l 67 62,6 • 
1932 ~ 46 49,8 

1933 76 49 47,9 

1934 ?9 63 52.4 

1935 90 71 55,1 

1936 106 82 62, 6 

193'7 110 98 69. 3 

1938 86 ?8 64, 0 lot , 

1939 
68. 0 lot. 

JMt 101 83 

lobo 99 86 -
Mer, 98 87 

•· 92 P• 85 P• 

p- pro11aWIU7 
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! able (e) 

l!deralltlllf Opwtt (1) 

(rscar•• Sa al111oae) 

19:1' •• • • •••• • •••••••••••• ••• 0 •• • 0 0 • 0 • 0 •••••• 

1936 •.......... , 0 • •••••••• 0 ••••• 0. 0 • • • • •••• • 2, 361 

1936 • .•..•••.. . •.••...•.•....•..••.••....... a,342 

1937 , . •...•• • ...•.. . ........ . ..••........••• a,•&7 

1938 

1939 

• •••••••••• • ••••• 0 - 0 • •••• • • 0 •• 0 ••••••• 0 . 

• •• 0 0 ••••••• 0 •• • • •• ••• 0 ••• 0 • 0 ••••••• 0 0 0 0 

Sourcol 14ctual A JotS..~ Becolpte all4 II<J*>41twoa of the 
Con~llt for Ule llocfl J eara 1931- 1939 011 \be J&oh of J'rH&\ 
Clo .. U1cat1oll lbo• Sa Da1l7 !rOM1Jr7 St•t-t', publ111ho4 b:f 
froa01>r7 Depnr~t, Septe.ber 15, 1938. toar 193~, oot t.ated, 
BullotSa of !roo.a1Jr7 Depart..,..t, 4pr1, 1939. 

(1) lllc1u4oo direct r oliofo ""'rlr: rollof ( I'.P. A. cd 0.1'.4. ) , 
and C1v1l1an Cona""*t1ou Gorpo . 

Iw.. 
Doc. 1933 

I 19:1' 

• 1936 

• 1938 

I 1931 

Jumbor of J' oroono IIDd Bou .. bo1do 
Booo1Y1DC Public 4u1Dtanoo J1nancod Prom 

· l g4ernl • Stato . qr Lqct\l IUA4a 

Bouafhol4f Per tone 

7,000, 000 34, 800, 000 

6, 547, 000 23, 475,000 

5,886, 000 19, 851, 000 

5, 968, 000 18,872, 000 

5, 390, 000 15, 1505, 000 

. Souroe a l r ellmiDnT Report, Special Go....Stteo to lllveat t&oto 
lhlocp1o,--t Nld Rel1of1 Un1toc1 Sto.too S.,...to, PP• ~~~. S. Bop • 
••• 1825, 75th Con«·· ad s. .... April 30, 1938· 
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faille ('1) 

Aergpret&qp by•• • 1p7 ... ,, 
oruee!1) • ot rl.llolpal ·~ 

l n4Uatr7 PrlAclpel Oo...-t• (llc1,..1"Ye ot lDo- ,..,..,. 
a,...-n'• •4 ealea, «a:l••• at\el' \o ... , 

Wttf1viM etg. ) ,.,. Ipqw 

Sttel ProciUc ... o 10 316 fl49,215,3015 f199,742,1515 74. 7 

Ko11t Pt~ekort 4 1157 21 , 495,63'7 19,334,716 111,2 

Chllill Va:tlotJ 
Store• 10 30 29,SCM, 997 64,151&,968 46, 2 

AutomobUo Ktro. 10 129 152,866, 266 2151,435, 246 60,8 

Tiro and 1!\lbbor 
Mit I • 16 219 

Jcrlcul-al 1• 
43,934, 899 27, 1?8,443 161;7 

p101ll41>t litre. 10 66 39,410, 325 ~.918,418 59,8 

OICIU'Dtto llfro. 6 16 24, 786,1815 83, 357,751 29, 7 

StiCIIl' Rotillore 14 153 115,745, 628 19,'120,972 79o8 

11&11 Ordtu' Houaee 6 33 211, 327, 215 53, 479,005 47.4 

811 Ro!illore 19 1567 223, 1581, 402 522. 722, 343 42.8 

O!!lco gquipmoDt 
litre. 10 92 14, 963, 832 34, 728, 285 43,1 

c.,.,..t litre. 8 21 2, 888,433 6,571,240 44. 0 

D.lp&r tmen t Storn 27 232 30, 758,286 28, 940, 073 106, 3 

CoDta1Dor Ktra. 10 48 18, 631,3()4 44, 161, 686 42. 2 

Chllln G.rocar ioe 13 52 1!5,338,924 9,439, 8CM 162,15 

Che:ticnl ODd 
ll'or tll hor lltro. 21 217 55, 138,294 193,51?, 916 28. 15 

TOT-ALS 194 2,238 $863.886,932$1, 624,755,381 53. 2 

Sourco: CoiiiPUOd froa pul>liobed report• opouorod bT the Socurltl" ad 

!=banco Collld.saioa. 

(1) .l.bon ttcw .. on tnuo exc1ll4e 1\11 OJchoo, onloo tuot •d otbar l-tto 

which ow be roprdold u •cou_,.,, ,.,.. ... , with tho poll1b1e ...,option of aiDor 

-Wit a, 1t ....,., of eucb taxoo wb!oh - oot bavo beaD em1uded !ro111 thll <ltlta 1 .. 

ouo4 by tho Socur1Uoe ODd ••btlllp OoDD1111on. 1t 11 11114oro\oo4, bowovw, that 

cortetn other tu .. which 111t;11t propwlJ be ... b- 1Dcl~ed lA tho total borno 

1>1 tho l'llf:htrODte were ~c~>or•~ 
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~- lbowi.DC \M WIN\ ol lip llllnu 
la\aa Oil 1JI41Yia..l lao-a 1JII4er \118 llla"'f-loO' 

.an of aa 

... "• j, 

(.a-h of 1-• IMrie aillfwae4 'f'"ue •...nu M\ I.A­
c-• .n.r all- for --.uooo, a\c, .a-h til 
\u an oalliiiM .-1 u4 ..nu J&hlo) 

I. (a) J.- wi\ll teo.ooo of Mi bo.,.. ( \aalola a• tra '* t o 

31~) will ban a \u to P"'r of te,'IOO (• •..aca rae ot 19 ... ) . Ia will ban 

lot\, after tu, a nat •OW>t of tto.aoo. 
(b) All addUlou.l tl.OOO of 1100.,.. will be \aalolo at ~. oo 

\bat \be \u will \alta t:s110 of \ba' _,, loaw1DC ld.a .. ,, at\ar \u, tiBO• or 

~of """ll ad41Uou.l ~. 

11. (a) J. - v1\ll .100,000 of llOi 1100- (\aalole at tra '* t o llejl) 

vUl ba.,. a \u to ~ of tu,ooo (u _...,. rah ot ~). Ia will baYo loft, 

athr tu, a nat _, of tea.ooo. 
(b) · All 114d1UODal tl.OOO ot 1110.,.. v1ll be \aalolo at ~. 10 

\bat t~.e tax will \eke t&aO of \loa\ _,, loaw1DC Ilia M\, attar tu, tao. or 

~ of trael> ad41 \1011al iJIOOM, 

111. (a) J. - vi \II tliiOoOOO of Mi 1100.,.. ( \aalola a\ troa '* \ o 

~) vill baYe a \u to p"' ol t615,000 (u ..... rop J&io ot 4:5-1/.,.) • Ia will 

blrro loft, attar tu, a net _, ot t&6o000• 

(b) All MdlUODal tl.QOO of 1100.,.. v1ll be \Uillla at M~ 10 

tbat tbo tu will \alto t64Q of \ba\ _,, l.....UC Ilia no\, at\ar ""' t=I60 

or ~ of .-11 ad41Uonal 1100 .... 

(o) Oooal4el'lDC \be tuo.ooo Mi ~- '117 t150,ooo nooto. \be 

renl\ h u followll 

Regraded Unclassified
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!I! 7 

!"'X... ..... f . 
' • ••• ...... 

Jlra\ $80,000 l (a) 11 •• ... "00 .,,,_ ttQ,liOO 

SeeCil4 !!! 1000 ... ~ M,liOO m. •• .1'100 

$100,000 ll(a) ... ~ M,ooo 86.~ 86,000 

1'blrcl eo.ooo 63.~ :u,ooo ··~ 
lt,ooo 

$leo.ooo Ul(a) 411-1/:r/. 10,000 ~~- 10,000 

ll. Oona141riac •• u \u raM ot ln\ereot which a nuonali}T oat• 

1D4natr1al alcl>t ;rielclo ~ u \M ~'Me for a bOD4 ~ leu ldl.lch C&l'r114 a 

,....oouble bulll&ll rl.U:o ucl hipc rake ot ~. 1~, 1111' &114 ~ u \he 

poulble 711141 which lllcb\ M upec\14 ae pu.\ar al-h of rill< llicll\ 1>1 • 
laool•l4: \Mil we flacl \M .,., :rtel41, aner \he fe41ral lllc,.. taz (-..\ wl\bola' 

conalclar1nc etate lncoae or otb&l' \axea) , if thl .. repreoente4 a441\1ccal lnc ... 

to .l vho a1Haq M4 .eo.ooo of ... t lllo .... to J who a1rea4J heel noo,ooo ot -

lnc..,., aJI4 to 0 who alr..a, heel neo,ooo ot .,., lnc ... w01114 be u f oUowe a 
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...,.,.,. ,... . 
.., ... I .. ,. 

6f, . . .,. 1 ... 1 ... 

f11, a.~ ••• 1.1. 

~ II.~ a.~ .... 
1~ e.~ a._,. a.e«C 

1~ ••• 11.'1~ M~ 

20!1 13.~ 7.60)! 7.~ 

Pou1bl.T A alp\ feel \bat \ba "*' 71el4o vbioh he ooul4 ~ tar 

would be ntf1ohD\ to jQoUfJ' IQCh lmoo'-"h 1f oODdl\lou .,.,. I'Maoulll.T 

oaUofac\017, J aD4 0 ooul4 llu41T be upeoted to- 1weo'-"h wbloh 1~ ' 

• olT04 wch bu1,..oo rialto .. vCNl4 ~l.T Olll for s~. 8~ or 1~ ntvu 

to llllllto t)lea a\treoUro 1DYU-Dh vheD J aD4 0 would oDl.T M.a gf., 3. or t~ 

... t left to t~l.,.o tr .. noll lmeo-..to. 

1'. ( a ) lt A, a .... do alrMd;r bee teQ,ooo ot an 1oo .... 1o ooat­

ploUnc 1nno-Dt of tloo,ooo 111 • bulDooo Whloh be hapeo will Jlel4 1~ • 

roar, he t1D4o tbet \ba tleoOOO be hapeo to rooo1n will bo oubJ..,t to 

$3,660 tu oo the DOt 71•14 to h1a fr<le hlo tl.OO.OOO lmeo-t will be $6,340, 

or ol1chtl.T DON \MD f!ll,, 1o .,... feel \bat thlo h 811ftlohDt to jQotlf)' \ba 

(b) lf :a, a..., vho alrMd;r bee .100,000 of not 1ooOM. h oont­

plottnc 1l2ftoU.Ut of .100,000 111 a 'llulDooo vhloh he eloo bopeo w1ll 71•14 

1()11 a 711r, he flDdo that \ba tlO,OOO he bapeo t o noal'fo vll1 be 011bJ&n t o 

$6,200 taz. oo the ,.., 71eld to hla w1ll be OalT ta.aoo or leu \MD~· Be 
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•="• A .... 
- 11a1'41T feel \W noll a _. n-. 1e RftleleD\ \o ~ ~ la -*SJic 

n. !be 111&1> -•-• "* aU \o plMa -ln ,-lU.a oe 

nriatlooa la lao..,. ,_ ~ \o .,_, 

(a) A - wUII tiOoOOO a.,_ ut lao-~· .. ,'100, 7<11: a 

:rear• on $100,000 of iJIC- time rao•1,..4 Ilia \u w01114 'be tle .~. l...SIIC 

to llio .... , _,.,, ffll: \be a.,_ •• of tao.eoo. 

(b) A- ri\11 $10,000 ,.., I.DII..,. la OM ,. ..... oe wlololl ba 11aa \o 

pflll $1!,060 U.ZI Ul4 tlooOOO ut iJIC..,. la \ba uat 7 .... , oo 'llllloll 111• \u 

2 
lli 

VO\Il4 "• •aa,eoos w01114 Ill•• baY• tlOO,ooo ut loo..,. for \be \wo ., ...... w\ 

1111 ,..,.., Ular&CIII woal4 'be ta&,eeo, 1...siiC lila a ut _,, for \be - ., ..... , 

• 
of $75,340. Jaor•• of \be lftooiR'•rU;r ot 1111 I.DII ..... be be& \o ,.. ~DON 

tax tb&D 1t 1111 1- 11114 \lea NOeln4 ln ~ _,, in -~~ ot \be -

,...,. .. 
(o) ll a- 11114 tao~OOO loa• la OM., .... - $180,000 of I.DII..,. 

loth~ 116X\ , ha 111 .. .....U-... a- iJIC..,. of $100,000 f or \be \WO .,..,..., 

but 1111 u.z w01114 'be tee,ooo, lAPiiiC hill u\ oDJ., t:sa.ooo. lh \u rill 'be 

o-..r ll ttme \be _, of \ax ,.,abl• oo $100,000 I'Mlloecl la a(lllll -h 
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4w-dh: I 

'!'be Bfteo\ .or let Looeu tlpoa lllaoi••• IBn•'-"* 

41>7..., ooao14er1QC a ...., 1Jrteo-..t wlll be faced wl U. _.., poooible 

eood1Uona vhl.ch ~ d<rYelop. Be mot OOM14er pou1b111\ho of wcceoo &Ill! 

po< l biUUoa of toiluro: pouibUUieo of loooeo 1D - 711r1 &Ill! CalDO 1D 

o t.'tors. Be 111at baluoo U.O probabUU7 of a tiDal relllllt wl)ll p1De to out­

veigh loaoea, 

!he ..., Who -oul4 Mke a wbatanUal buaiMoo iD:Yoet.cnt ia prob&'bl7 

a an ..t>o o.lroai!J' hru a lllbo\&11\1&1 MOunt of ot MI' lDCoMo In -aurin« U.O 

od...., tac•• to hiD or Mk1nc u.o 1Jrtea•ent, bo wt.U \eloo 1Dto acCO>llllt u.o n•' 

reault of u.o nev ... nturo to hiD, appl71DC to n tho ratoa ...,ich wou.l4 'bo applied 

to it on top of hh other inco,.,, Mc.i.iflatl7, unleaa U.h will 71eld to him a 

roturn in addition to hia o\ber inCOM vhl.ch 1a 111ft1oient to CO\'er U.O rilk, be 

VOul4 be batter oft "" be conhnted wl U. hio P'•aont 1Dcoea &Ill! not - U.O """ 

ii!:Yootallllt, or poooibl7 to - the 1Jrteataant 1D - cona~Un lo,...71•14 

.. CUl'ltJo 

In tr71DC 11o 4etawina the net rolllllt or the bull••• the innator 

ahould take 1Dto account u.e poeaibiU\7, or ..,., P'Oba'b1lU7, of b&Tillc oM, \010 

or three 7_.,, looooo before u.e ...., lll>abaoo coul4 cot on ito feet &Ill! reall7 

at.>rt ita e&r'lll.Dca. .... attar u 11u r...cbod a pout nero u oon .- ...,... 

lnga in GOod 7ear1, he .,.t 1uu oont14er the poaoibili\7 of eoM ;reara of looo 

falllrc in ~ extended period of 7a&rlo or 00'111' 10, 1f he 0&11 tool vell aow.red 

or tho abeOZJCe or aoriouo rilk 1D the 1Jrtoo-..t ard "'" ,..._ble expectation 

or atee47 "- fro• u, he .,.. - hla 1arto_. wt.U. lU\le l'tiPl'4 "" ,.,.,.. 

l1biUt7 of Loao. 0a17 rarel7 , ..,.,..,.., wlll tldo ooaUUon aiat vUh npr4 

to 1117 nov ""*orprl ae. 

' 
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...,...41z 1 - r.ce a. 

lo4lrlduall¥ (or t hrough • parwreipl 10 taero wlll be 110 -pcraUoa taz to 

p&'f wt only tbe 1a41'r1dw ~- taz. Ia tad oaoo be .,.. !leur• tbe u4H1oa­

a1 tex he would ben to ~ oa 1Joeo8a troa \boo oaterprl" rl0e1Ye4 ill U41 U oa to 

lUI other 1Dooao, M4 - C!(IDD\ OD baiDC able to appq loiMI OD Ulo a\orprlM 

In years of lou ecaioot hh 0 \Mr Ia-, wl th rlll!>o Uoo ot \be MOuat ot \as 

t.e woW-4 o \bervioo hot..,. \o ~, 

If, bov..,.r, boo .U.o aa mootaoat tllroucb a corporaUoa, U.... the Mt 

-unt r<Uio1QC to h1a will be_, h an after~ the corporate tax 1D 

aey yoara i D 'libioll tho corporaUoa hot.o • pia (wlth ao corporate tax to pt.7 1D 

yaara of corporate l ou) aD4 after po.;riQC h1o 1D41'114ual 1Dcoae \as OD AliT ,.., 

protlh tbe corporotloJI 41o\r1'11ol\oo to hla, 

Vo llan oet up cor\da rather t:rpl.cal u.ploo ot boll \hio ai-Uoa 

voW-4 work cut ao to \as aD4 oet CalD !rca izr,..otaooh, J'irot, •• to a au wl\h 

$100,000 of other 1Dooao, 10 that ao:r taxoo be would llaYo to ~ oa a44H1oul 

lacoao voul4 be at a rah at at l•ot ~~ ao4 •-114, tor a MD vl>o hot.4 ouch 

iccc"o that the a'lll"aco ra\o of tax be would laYo to ~ oo a441Uou1 1Dooao 

voW-4 be 31~. (!bl.o letter coapu.\aUoa oiUIIIOt bo r olete4 to opoclfio liiiOUJitt of 

lacoae ao thll 31" !alb at a polo\ are U. credaUoaa betvoc ra\oo are quite 

rapl4. lbrenr, vo are Jutl!ie4 1a ~ tbe ooapu.\aUoa oa"" ao-soU oa \bat 

c """ml&llt hl>ppoa \o ban \hit uaot rato to ~ on M41Uollal IIICoae, or tllat 

ho r lcht be oao of a !Naber ot - >ObD were partlo1pot1QC Ia \be meotaeat 10 

U..t 11o would ba••"" •nroc• rat• at 31" to pa;r. ) 

Jw OOIIU D1cce of 0011p11\aUoa, W ban ao-e4 OarDlQCI of $100,000 a 

71U In :rear• ot prot!\, wl\11 pcoelblll\7 that thoro alcllt be a ;rear or 70&1"1 1D 

'liblcll there IIDul4 be looMo ot tlOO,OOOo (Coapu.taUoao coul4, ot couroe, bo oa4o 

• • to fluc toat!QC aaoaato at ~· 1a nrlo• ;rear• ao4 tlUII-tt.ac -h ot 

P"laiblo lou, but tba ccnrpu.tat1ou are at bet\ 10 coapl1cate4 \bat \be alapla 

• 
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.f.n 'lz I - he• 3. 

ceee ..,_ outtlolent \o w,..,.,, \bo td011ol .. llwoJ:,..ol. ) 

J'or el11plloU7 abo we are ••t11111111 \ba\ \ba laYee\or bae a et~ l.­

oo• fro• ot~r 110111"0 .. ~ob olou aot flue tl:!o t o troa .-r \e 7tu• Porbepo tbt 

real teoclac7 IIWlA 'be for bh oti!N s.- \e 'be ldcl>er 1a \bt , ..... , - tbt 

- .,torpr1oo bo4 lac- for olll\rl"lllltloD, u4 'be l""or 111 7tu1 ..,., \bt .. .., 

111terpriae vao ouet..111111c lou, wl\b tbt eftoot, •• btrelD'befon aoted, tbattblo 

voulcl a&rft e\l U tuJothar to lllar•11 \bt • ..._.. raho ot taz •lob bt volllA 

.... to P"'• 

OD tba11 ae.-pUoaa we baft eet up ftl"lou •..-pi•• >dl1cb l o MGh 

oaoe ob4v t.be rew.lh for a fl~ perloclt 

( .f.) lf \bt •terprhe 11M et...tT .mlJII• ot 
$100,000 a 7tuo vl th 110 7tu1 of lolllll 

(I) lf tba •tarprl• ba4 .mlllce ot $100, 000 
a 71ar for fov ,..,.., ot tbt f 1T .. 7111l" 
perlocl u4 ba4 0111 71,r of lon of $100, 000; 

(0) lt tbe •tarprlll ba4 lllr11 7_., of earDlQCI 
ot $100, 000 a 7tu• &llll two 7tu• of lon 
of $100,000 a 7tul 

(D) lt tba darprlll ba4 tvo Jl&l"l of prollh ot 
$100,000 a 7- aD4 UIJ"M 71&1"1 ot lou of 
$100,000 a 7tu eaoh. 

11oM of tb••• a7 ·- ratbar extr- fleD~"••• 'ba$ tbt7 are 'b7 110 

..,.. 'be,.,Dcl \bt poeel'blUUee vltb oddcb u laYe e\or ~ be faced vltb reprot 

\e a DIV buelMIIo 

!Ill oo~~p~otatlolll 111ow 11aor tblo woulcl work out -

l ( a ) - far - lll4l Yi4Dal 001111.11D tlllc tbt bu 11M II 

ollrooUJ. 

l ('b) 

l (o) 

- :ror - lll4l vl'-1 .eo bacl ,.. "lllldlllll 
ooDcl110\ed 11J a oorporatloll ,..,.. ... lele\1111 
provldlllll •r• , ..... 1. ~ ot MGh 
, ..... -. oo.,..ed vl \lloolt 4111D0\1oa for 

loiHI of &110\blr 7tu• 

- :J'or u lllollvldllal "111110 OOIIII.DOMol \bt "llll.S.II 
,...,.,... a _,ara\1011 lt tba •' ~ 
ot - ,..... -· ~ed atwr aU ••• 
for 4ed\10tlon of loelll of otblr ,_ .. ....... ...,..~= 
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I.PJ!8DU>: :s - he• 4, 

J.a a final ooeputaUo11 ve ban fl«Ured *' ""ul4 be \be a-e oet 

retur11 Wiler tbe ftrioue collll.1t1ona .tdoh voul4 r-iD \o tbe 1nna\or after ~ 

1~ tbe lnco• taxu 1o..,lved -

(l) 011 tile a.,.wopUon lh&t a $1,000,000 lnuataont 
..... raquired to 71ol4 \be HU-ted ...,.l.nca 
( eo tllet in,._, of profit tile llolainoaa voul4 
be eamillc l~ 011 1h 1nna\e4 capital): aDd 

(2) 011 the u-tton \bet a •eoo.ooo 1111'eatant _. 
..,.. reqa.l.red \o 71•14 tbe ootba ted earniDC• 
(eo ti>At in ;roaro of profit \be 'oltotnooa ""ul4 
be earol.nc 20jl 011 1\o lnuoted capital) , 

rl.r ot, \heoe are Jll'eocted on tbe ao-Uon tllat tbe illll.hidual bao 

other lnoo1110 of $100,000, eo tbat on azt¥ inco• fro11 tbh c tlll'Fi•• be woul4 be 

taxed at 6~. 

J.o \o conputatlon I(a) 1t \be buolnua were conduc t ed 11111.1v1dualq, 

it h IUINI!Ied _, \be lc .. eo in an;r ;rear• of lou voul4 !aft \be reeult of off­

aetU~ $34,000 of tax Vhl.ch tbe indhlduel voul4 othervlo• !an to ptq on hie 

$100,000 of other inooce. 

011 OQ:Ipltatlono I(b) a:>4 I(c) 1\ 1e aoeu>e4 tbet """' \haach \be cor­

pora tlo11 DiCht have to f1&7 \4% on tbe fUll """""' of tnco,. 11bl.ch 1t earned in 

:reara of profit, u woul4 not be penaliaed for failure to 4htrlbute eeml"'o 

to the e:rhnt that 1 t voo necooear;r to appq .,ch eunillct \o o!t .. t tla loaaoa 

of other :voare, 

.. 

Regraded Unclassified



!ppelt.z 1 - ,... a. 

lt\IDh OOIIPltailou, briefl.T -bed, lllow ao followot 

4 I 0 D 
a,...... 10 ton .. 1 :r- 2,..... 3 :r-1 

I(a ) biMII OOIIII.IIC\ed '117 lllll.l..u..l lou loe- loOMI 
ba't'iJIC oU... ~ ot .100,000 .300,000 $300,000 
$100,000. 

llwlll>lll I&JillJICI $1001000 per 
7JaZ uoept for loaaea ae 
iodloaW, 

le\ 01l'111JICI• •••••••..•••..••• .1!00.000 $300,000 .100,000 -$100,000 

Bet tax ••..•••.•.......•.•...• 310,000 214,000 118,000 .aa,ooo 

••t pin .••• • •• ••. . • •.. • $190,000 • 86,000 
-· 18,000 

-$122,000 

J.•erac• M\ pln per 70U'oo ... • 38,000 • 17,300 -· :s. 600 -· 24,9 
PeJ'C811\DC8 ot •arn1Dc• 

reuiDliiC \o r<F••en\ 
114 t co.iD \o l,...ea\or . ....... •• 28.6,. -1~ 

.ber~~&e .,,_1 ne\ re"'""' 
on capUA11 

( 1) On $1,000,000 t....."-· :s.~ 1.~ 

(2) On * 1500, 000 t..... .. , ••• 7.~ 3 .... 

'l'b4re h hlr .. of 00111' ... DO iodua-o.\ for t..... .. -.,, lf ,., ,.to' loe.-

• • or \hree 7a&ra' lo .. eo U'e a proho'blll\71 u lD Col,_• 0 aod D. - u 

&IIUIIptloo. of o.,. 7"1'' • 1o .. 1D fln ..u1d oer\alo.l7 lMft DO llduo-n\ ft~ 

brreataoont of $1 ,000,000 1D cob ao. etorprloa. !hire lo praotloall7 110 ioduoe­

Dtnt f or the rawlta 1D ColuaD ll to 'be o'b\alno4 oD a $1!00, 000 1JII'eo\118Jd • 

It the 'buolDeaa OGGl4 r-1117 be expooto4 \o ..a 30!1 a .,.... on • 

$1500,000 illl'ee-...t, vl\h DO 7a&rl ot louea, •• 1D Col,_ 4, \hi poul'blo ?,IIJI 

returo. oo. \!Ia iDI'ee-..t aScii* 'be wffiole\ \o otfae\ \hi pro'babili\7 ot 1o ... 

!bora 'IOOI&l4 llaNb be 8att1olc\ iDIIIIII_.,, lf U ..., -••801'7 \o .UO a 

$1 ,000,000 ~-' "" ob\aln \hiM r .. aua. 
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11, bow ... r, ..- a 'llllatuaa h "' lla oolloluo\ad 'IIJ a _,oraUoa, ,.... 

thAI erletlc law ...,.all dalae rlcM "' a~ lonao ot - 7Ml' ao dldaDUoM troa 

protlh ot otber 71AU, &114 all oua~Jwo 1A axoeeo ot '-• am lonao are "' b4l 

proll!)tly dhtr1bu.hd to a •"'cldlolder (or "' •"'cldloldere) -lllo \lleroon at 

~. tolOh oo11p1\atlono 'br1atl7 ..-tud obow ao toUow11 

I( 'b) 5 ,...... 

Corporation OArn1Dcl $100,000 per 
7MZ axe• for lonoo ao 
1..Uoatod. 

lot oanWIC• d1otr1~od to '"''*" 
holder taxo'blo e ~ 

Jf It e&r'D 1.z:c" I o • o • o o • • • • • • • o • • , • • 

'l'ot&l tax (oorpo:raUoD. am ill41• 
rtdual) 

• lo lOe••• 

$500,000 

J c II 
1 7Ml' 2 J'Ml'l :5 71Arl 
lOll loiHI lo••• 
$100,000 •~.ooo $:500,000 

$300,000 $100,000 -$100,000 

211,080 80,810 33,000 

let pin . . .. ............. . 

Averoc• ut catn par J'Ml'· ••••• 

$158,650 • 88 , 930 !_19,190 -$133,000 

• 31, ?30 • 1?, ?84 • 3,838 ... 26,600 

hl'<)•toc• ot •arnlJic• r-tntzc "' 
repr•-' •t cau -. iD'footor.. n.~ 

.... roce &Jmal ,. ' "'""" 
011 capUalt 

( 1) 011 $1,000,000 iaYe-t ... 

( 2) 011 • 500,000 lll'rll-llt . .. 

19.1~ 

.~ 

• '1676f 

-. 

'lhio choo oo• YV1at1on troa tile ruulto uador ~ III(a) -ro 

the 'llldnau 1o ooD.dUD\ad 11r \be 1nd1rtdual. In Oo1UIID. 0 (2 J&&rl 1ooooo) , ,tile 

\ax VOUl4 tlllco wl>otat1all7 au the ,., .-...lzc• Willer t('b) '1m ...,uld ... , 

act11a117 acMd tile ,., -lze• ao H ""uld 'IUIIlar t(a). 

ho'bal>~ the 011.17 llulo etc!l -a .uta IOIIh an 1•••-"" roaoonahlo 

Wider lhato oo..U,toao wu14 lie tile .. ....,tton tala\ lilt ~tl.oD could -h 

,._.. larD 20!1 on th larao\od 011pt\al, vt \h 11.0 7Ml'• ot loll• 
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.,.,..,. ~ - p!f! 7 

If, 111 o_,..\lAc '-•• lo••• of - ,._ oCN14 11e ....,Mol ,_ 

profih of otbar Jeu'lo a ,_., 'be\\ar n.-1\ wCN14 lie obaola, 1Nt a\ lout 

the al ... nt of looo ..,. \ o ,_, woul4 lie 111111Coe4, lllll:lDC t lllo o_,..ta\lca 

undor the oon41Uonl of :laaple 1 ('b) , \ba n.-1\1 vCN14 'be u follonl 

1 (c) 5 z..-ro 

CorpornU ca oarnlAp flOO,OOO pew 
;·..,... peep\ tar l oe- u 
ln41CAM4o 

Lonao d.e411o\e4 111 o~lAc \az 
on protlh 

Jet eaniOCI 41o\rllN\e4 t o o\ooll;oo 

holder t..able • ~ 

Jet earDicc-···· · ···· .. . ...... .. . . .•..• teoo.ooo 
!oteJ. tax (oorpora\lon aD4 11141rtdual) :Mlo380 

•• , calD············ ·· ·····!l&!·&aO 
AYerac-~ l&lA per 71Ar···· ······ ··· ·· a1.730 

Parcutac- of oarn1Ap r ln'DC t o 
repre-\ .. , l&lA to s.-nar ..... 

Aurae- ...-1 ..n retu'A 
"" 04lp1 \all 

(1) On !1.000,000 I.Jift_, ..... 
(a) • teoo.ooo 1~•·~·· · ·· 

I 

1 rear 
l o .. 
t1()0,000 

taoo.ooo 
11()6,810 

• 911.110 

!1V.Oill8 

c D 

a rear• a, ...... 
loa .. o l oo .. o 
taoo.ooo fliCO,ooo 

• 

68. 2'70 --=---
! n, '130 -!100 ,ooo 

! &,366 1 ao,ooo 

-= 
!'Ill nllll\o in tba tlrot Ool- A. (110 lo;ooo) rcoa1JI the - u in 

iuqlh 1 ('b) lNt \ba poool'ble ntu'A QIIUI' Col-• I ad O, vllila DOt en ua.••e­

.. nt In lhall, 11 llllloo\allUal17 'bet\ar \11M in 1 ('b) , 1f \ba Col-D oUu\lnn 

lh<Nld azio\, tba 1-ator ..,.. 110\ Mn to otall4 -· to \ba Ootw • t 1A 
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5! "x J- R• I 

!be torecolDC ~~~ 1 (a), 1 (ll) 11114 1 (o) an ~1 • u.. 11ul1 

ot reoul.\1 t o a atookbolclR (or 1\0GII:IIolMn) tuallle at •• 

Ve .., aoiiiM Ul lD4lrl4ul (or lD4l'l'l4ula) tuallle e 31 •• wUbollt 

ettempUIIC to •• •-•1¥ wben la \be \as ~~ \be\ anl'llp nnlt WOII14 

came . J.lao v e .., a1- \liM lt tile bul.u1a were 1D4lrl4ull¥ cOIIolwl\14 .., 

l ou•• vCN14 nnl\ l a a \as MrlJic to \be 1D41rl4ul of 1. ot U.. lo11. Oil 

\ bat baollo vlth c llll4l\loae o\henrill U.. - a1 la ~11 1 (a) , 1 (b) 1114 

1 (c) , ve.., ..U \be n~l"• oc.p~i\oUoaa of 11 (a), 11 ( 'II) 1114 11 (c), 

II ( a) 
Jo 101111 

I at l&l'lliap,. ... ... ........... .. .... $1500 • 000 

let w ........ 0 ••••••• 0 ••••• 0 •• 0 ••••• 1!6,000 

.. , ealJh· ···················$146·000 

~Yar&p Dl\ caiA per.,._,,, •.......• $ 88,000 

Porcon\ap of MI'D.lap r 'n'"C to 
repro oct M\ plD to lzno .. tor. • • 

~vorac~ ~:DDIIal ae\ rotu:u 
OD OQPlt~ l 

(l) OD floo,ooo iznooet.eat • •.. . · • 

(2) • 000,000 1..-o-..at •• .••. . 

I c 
1 .,.., 2 JIUI 
lo11 101111 
!100. 000 taco ,000 

$300 ,000 $100 ,000 

lOt,OOO 63 ,000 

fltl ,OOO ! 3? .000 

! ae1aoo ! ?,400 

D 

3 ., .. 1 

101111 
$30(),000 

-$100. 000 

1?,000 

-$11?,000 

... 33,400 
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U (b)l 

1.a i n blolplo 1 (b) aMp\ \ba\ 
otockbol4er 1o \aalll.e e 11~. 

Jot earn1ac•··· ········· ..•.....• teoo,ooo 

!ot.al \az, • • • • • • • • • . • • • . . • . • • • • . . • !all• tae 

., piJ:a, ••• 0 ••••••••••• 0 • • ....071 
A•erac• M t pia per 7M1t .... .. .. . ! 11'7,616 

Percutace of Mftl~~p ~lllac to 
repre-t M\ pill to l11Y11\or. . 117,61~ 

A.,.race t.DIIIIAl aet retan. 
OD CI!Pltall 

I 

17Mit 
lOll 
!100,000 

taoo .ooo 

ue,MO 

!161,., 

111,111 

~~f.. ... 'ts.- ... I 
c 

• 7Mitl 
101111 
!100,000 

floo,ooo 

1111,11111 

! li4,M6 

I e1MI 

1) 

17 ..... 
loaM a 
taoo,ooo 

... 100,000 

111000 

-tlaa!ooo 

... 16, 600 

(1) 0.. .1.000.000 tlft'll\aln\ ••• 

(2) I • 600, 000 111YII\Mnt. • • 

II.?~ a .~ 

11.&a31 Mild 

11 (o) 

l.a hi liuolpll I (o) ...,, \bat 
otocl<ho14er 1o \aable e 31~ 
., MI"D.luca •••••• •.• 0 ••••••• 0 ••••• 0 eeoo ,000 

total \as. • • • • . • • • • • . . . . • • • • • • . . • . . . all , 9ae 

h\ pS.a, ......... .. ........... 07& 

Percu\ace of .... Ill.,... ra ~etac to 
repruen\ net pin to 1JIYII\or • ....• 

'••race a11aa1 ., renn. oo 
oapt\ala 

(1) o.. fl,ooo,ooo s ..... -, ••..••... 

(a) o.. • eoo,ooo 11ft' .. _. •• •• • ••••• u.!!lf 

taco ,000 flOO,OOO 4100,000 

lZI,lllll 41.3811 

f1?2,M6 ! 11'7,616 -flOO,OOO 

:s • ..a~ 1.1-

•·•1!! ··~ -
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9 ·odh: ll - !!&! 10 

Ool)' a brlef rm.., at \boM 1e li.C8tl&r7 t o t how bow mob more of 

&0 !Dlhlt-\ for iOYot'-\ 11 otfere4 \o \be ... \ual>lo &\ al- U... 1e otfore4 

to tho can \ual)le a\ ~. 

A41:11tto~. \be ooaputa\lont here aade 4eal vlth certain tpeolal 

lltua\lolll which are adopted at at~~~q>\lont f or \bote ooaput.ll\lont. The rol\lltt, 

bovner. are pnerallT repreoocta\lTe at \be ttll4uc101 which .Ot t in tbe pretent 

1..,, oo vUl c.ppear froo ..,., core extended ooapu\a\lolll of \ bit ldD4 which c.&ll 

be t>lldo. 

11b1lo 1t h oo\ perb"Pt the or4111&1'1 conhq>l6t1on t bet " tiaclo 1.,. 

not or rill aalce tbe coaplah l":f .. \Dmlt at teoo.ooo or $1 ,000, 000 for fi~~&~~<>IJIC 

ao ooterprioe of t blt klod, coaputaUont J:IAde 1n tblo Vl1lf v Ul tbov the ._ 

toodoociea 01 would taco eo ln'fot\or it be v ere conteopl6UDC puttlnc In ooly 

a port of tbe t ot al ...,.,....,, , with tho balaDct t o bo tuppllad b7 otbeH· 

• 
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TO 

"'""' 
Subject: 

TREASURY DEPARTMENT 

INTI:R OI"'"'CK COMMUNICATION 

....... 

Seore~nthau 
llr. Baa 

FiD&no Neede of S..ll Bue1neeeee 

8u!!arz 

.T1111e 3, 1939 

1 . !be A1ff1oulty of f1nano1ng ..all bueineee oonoerne 

hae been a oau .. for .S.ntera1Uent ooJ~~Pla1nt f or Mn7 reare. 

It h probably eoaewbat 110re diffioult for euoh oonoerne to 

f1nanoe thft811Tee now than 1t wae ten rear• .go , but eoae­

what eaahr than four or f1Ye rear• .go. 

2. !be etat1et1oal data nth retPeot to the aT&1la'b1llt7 

ot orecUt to eaall bue1neuee lea4 to the oonoluelon that 

there eld.ete on the part of eolTent borrower• an 11111at1et1ed 

4elll&lld for ored1 t, the total aaout of w'bloh 11 eaaller than 

auppo11d, howeTer, an4 the woul4~be borrower• of w'bloh are 

poor ored1t rlake b7 reaeon ot their eaall equity in their 

budneeeee. 

3. !be cl1ff1oult1ee enooutere4 are eoaewbat ditterent 

tor cUtferent t:rpee of oonoarn• -- the probl ... ot eaall or 

me4ium-a1ze oorporatione with ta1rlr widely cl1eperee4 bocUee 

ot atookhol4ere Uttering partioularly from the probl111a ot 

aaall 11111noorporate4 enterpr1111 or oloaelr held oorporat1one. 

The cUttioulUee aleo T&r7 nth cUtferent t:rpee of oap1tal 

requ1r-nte -- the probl eae oonneote4 nth obtaining propri­

etor• ' oap1 tal an4 other peraanent oapi tal cl1tter1ng oonalder­

ably troa thoee enoountere4 i n obtaining working oapital. 

4. Proprietor•' oapital tor un1noorporate4 enterprhee 

or eaall, oloeelr held oorporati one ie generally turniahe4 

entirely b7 the aa.nqere and their pereonal aoqua1ntanoea, 

While that f or ..all or aed1ua-eize oorporat1one nth fairly 

widely 41epereed bo41ee of etookholdera muat otten be railed 

1n part b7 the l&le of eeour1 Uee to pereone not 1nt111ahl7 

aoqUa1nte4 nth the enterprieee. !be eupply and aTa1labil 1tr 

ot oap1tal f or the f1ret t:rpe of enterprill bae been aoaewbat 

r .. tr1oted b7 the attrition of pereonal reaouro11 and the t~ 

141ty of oap1tal brought about b7 the dtPre11ion, but pr11ent1 

no tundaaental problea asgraT&te4 b7 or 11ktl7 to be alleTi­

ated b7 the aotion of the l'e4eral GonrnMnt • 

• 

I 

~89 
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SeoretarJ Korgenthau - 11 

5. '!'he problea ot the ••11 or aed1ua-a1u ccrporaUcn 
in endea-ror1ng to ra.1ee oap1tal b7 the public otter1ng ot 
seour1t1ea haa b .. n auoh 110re acute 1n recent 7eara. 'l'h1a 
d11't1oul t7 haa been oooaaloned pr1no1pall7 beoauae Ule 8eoU1"-

1t1ea Act and the operation• ot the 8ecur1t1ea and IXohanae 
Commtaa1on are pr1aar117 attuned to larser-aoale enterpr1aea 
and, ooneequentl7, are burdenaoae to thoaa Juat large enough 
to tall under the Aot or be atteoted b7 1t 1Dd1reotl7. 

6. '!'he aaount ct oap1 tal needed b7 the Pall bua1ne .. 
111a11 can be greatl7 reduced b7 rel71ng to ae lara• an extent 
aa poee1ble uPOn the uae ot tao111t 1ea owned b7 others , aa, 
tor eX&JDple, b7 rant1q aaah1ner7 and equ1paent. When th1a 
1a 1mpraot 1oable, the purohaae ot equ1paant on the 1natalaant 
plan prortdea a read1l7 aYa1lable aeana ot t1nanc1ng, but the 
rate ot 1ntereat oharaed on the deterred p.,.aenta U Yer,. 
high. 

7. Bua1neea loan• troa the Reoonatruot1on P1nance Cor­
poration and troa the Pederal R .. ene banke haYe been rela­
t1Yel7 un111p0rtant ae aouroea ot either worlt1ng c~1tal or 
new plant and equipment tor t he aull bua1ne .. aan. 

II. oo .. ero1al banke baYe t or ll&ll3' 7eare turn1eh ed a 
larger portion ot the o~Ual ot bua1ne .. oonoerna 1n general 
and ot aull bua1n .. a concern• 1n part1Cillar than would be 
aanot1oned b7 the cla .. 1cal tb.eor,. of oo-ero1al banking. 

One ot the aan1t .. tat1one ot the t1a1d1t 7 ot o~Ual engen­
dered b7 the depre111on hal been a reeurgenoe ot the olaea1oal 
dootr 1ne aaong oo .. ero1al banker• and a oonaequent r eatr1ct1cn 
in the a110unt ot bank oredU allowed budne... !'be rate• 
charged tor bank aoco&110dat1on to the aull bua1ne•• man are 
eubatant1all7 higher than thoae charged larger oonoerna . 

9. 'l'he aale ot rece1Y&bl .. to a t1nanoe ooapan7 or a 
t aotor 1a a t1nano1ng aedlua wbJ.oh haa been grow1na r~1dl7 
in iaportanoe 1n recent 7eara, and the atigaa onoe att ached 
to 1t hae now been largelJ re110Yed. '!'he rate charged 1a Yar7 

high, howeYer. 

• 
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TREASURY DEPARTMENT 

INTO OI"'"'CE CONNUNICATION 

DATa J'IIJie J, l9J9 

to Beoretar)' llozosatbaa 

_.. llr. Baae 

SubJeotl F1Dano1ng Mee4a of 8-.11 Bua1neaaea 

Blllall bue1Deea oonoerna in t he Un1te4 Statu to4ar are 

doubtleaa exparianoing oonaiderable 41tficultr 1n fin&Do1DC 

wbat ther believe to ba their legiti .. te aee4a. !hie difti­

cultr 1a br no aeane reoant, nor ia 1t oonf1ne4 to the UD1te4 

Statu. Coaplaint againat the in&dequaor of the f1n&Do1Jia 

media open to ... 11 buaineaa oonoerna baa bean intermittent 

1n thle ooWitr,. for IIILllr reara, and 11 probtblr aa.ewbat leu 

vlgoroua at the pre11nt tiae than five rear• btok, when legia­

lati on wae anaote4 authori&ing the Reoonatruotion rtnanoa 

Cor poration and the Federal reaerve banka to aata 41raot loana 

to induatrr. In lngland, the KoKillan Report, preaentad in 

1931, z~&.kea the aaae ooaplaint with reapeot to Britiah oon-
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41t1ona. 
"' 

!he 41ffioult1ea whioh give riae to the ooaplainta Juat 

reterre4 to are 1n part inherent in aD7 •r•t• of 1D41Y1dual 

enterpriae--1o the abeenoe of whioh the problem itael f would 

not n1at--and are i n part the reault of eoonoaio or pol1t1oal 

1natitutiona not inaeparable troa the aratea of private enter­

prha aa euoh. !be 41ft1ou1Uea are probablr aore acute than 

t en rear• aco. but leu acute than five 11ar• ago. 

!be preaent atu4)' ia neo .. aarilr varr oonat r1ote4 1D 

aoope, and oan hope t o deal with the pre11nt probl• onlr 

1n a verr broad~. !be probl"' ia br no aeana a hoaoganeoaa 

one, ainoe both ... u buaia .. lla theuelvea and the tJPe of 

t 1nano1ng whioh ther require varr widelr. A • ... u• bua1nau 

concern aeana ra41oallr 4iftarant tb1ACa to different peraona. 

To the banker 1n a ... 11 town, a ... u bua1D .. • .. r be one 

eeplo71ng onlr a half 4o&en peraona or leaa, while to the in­

veataent banker 1n 'fall Str e et a oonoern with 300 peraona on 

1te p.,.roll .. r be t oo a-all to be worth hie oonaiderat1on. 

Both the eaall town a nd the 'fall Street banker •r be r!abt, 

eaoh within hla own fiel d, for the 1a1p0rtant th.lJIS ia that 

oonoerna of the tJPe viaual1ae4 b7 eaoh •r enoountar 41ft1-

oultiee 1n f1Dano1Dg theaeelvea whloh are properlr attributable 
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to their 1 pa].laeee. 1 AUboQih •• eba11 t1nd that thel8 
41tt1oultiel are of a eoaewbat ~tterent oharaoter, our 
Tie• lhould be euttioientl7 ooapreheneiTe to inolu4e both. 

IJl a441 Uon to the 41tterenoe between the t711e1 or 
1 emall1 oonoern1 requiring tinanoing, there ie an iaportant 
41tterenoe between the tTPe• or tinanoing Wbioh &n7 giTen 
oonoern •7 require. Ite nee4 .. ,. be tor working o.p1ta1 
ot a sel t-liqu14at1ng oharaoter, ae, tor ezaaple, the nee4 
ot a retail 41'7 goode aerohant tor fundi to tinanoe the 
purohaae ot hie peak in•entory tor the Chriet ... trade; or, 
o n the other hand, the nee4 aq be t or capital to r~n 
per-.nently 1n the bueineee, ae, tor ezaaple, the nee4 ot 
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a eaall aanutaoturing oonoern tor tunde to ereot an a441t1on 
to ita plant. It ie traditional to 1&7 that theee neede 
are 41tterent 1n ti.nd and 0\18ht to be tinanoe4 troa totall7 
41tterent eouroee. !he nee4 t or worklng oapital, it ie 
said, •Y properly be aet b7 loane troa oo•ero1al be.nke, 
while the need t or permanent a441tiona to fixed plant oan 
only be met eatiefaotorily b7 a441t1onal proprietor•' oapital. 

In praotloe, howeTer, th11 dletinotion--baae4 upon the 
olaaa1oal theory ot ooaeroial banking-baa nenr bean widllJ 
obaerYe4, and the olaee1fioat1on, baeed upon the oharaoter 
ot the oonoern, 11 IIUOh .ore tundaaental than that baee4 upon 

the oharaoter of the oap1tal requireaent. We lhall find, 
howeYer, a• one ot our principal oonolue1one, tbat one ot 
the maJor oauee1 ot the 1noreaee4 41ftioult7 ot ••ll buein .. l 

aen in eeouring aa IIUOh aooo•odatlon ae toraerly 1e a re­
eurgenoe or the oa-11oa1 4ootr1ne a110ng praoUoal banltere. 

Before turning to an analyeia ot the Yarioue eouroe• ot 

oep1tal and ore41t aT&llable to eaall 'bve1nellel, howenr, 1t 

mar be adY1aab1e to oonl141r the aT&ilable eT14enoe with re­
epeot to the uneatiet1e4 ore41t and oap1tal nee4e of eaall 

INainell. 

t 
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I. tll\awa1lab1ll!f of OrectU 1!14 C!ap1tal 

On at leaat a balf 4oaan oooaa1ona 4ar1nc tha laat 
7 )'eara, ao••m••t ecano1ea anct pr1Yah orcan1aauona 
han aa4a e~ana1n cteta11!4 111na\1CaUou of the aYa11a­
b111tJ of ore41t anct oap1tal to bua1ne .. un, both large 
,.,.4 elll&ll. All the eh41 .. that han bean aa4a awa1labla 
t o ua appear to leact to the eaae general oonclue1one, 
bowewer, when allowance 1a 11114! for the 41fferenoe 1n 
aoope and teohn1que t!lplo)'e4 111 the ~oua atud1 .. : 

1. !hera appaare to e:d.at a genu111a unaaUafie4 
4elll&ll4 for or!41t on the part of aolwant borrowere, MD)' 

of whoa oou.ld ll&ke econoaioall7 aou.nd uae of worltinc 
capital. Thie daaand for credit ia -.tnl)' for paraanant 
credit or oapital, howewer -- a wariet)' not prort4!4 
aatiafaotor11)' b)' oo .. eroial bank8 . 

2. ftle total aaount of th1a u.naatiafi ... daiii&Jict for 
credit ia oona14arabl)' eaaller than ia popu.larl7 b!Uew!4 
but UJ ba large enouch to be a aignifioant faotor, uong 
man)' othere, ln retarding buainaea reoower)'. 

J. .l lara• proportion of the woulct-b! borrower• are 
persona whole equltJ in the bualnaae tbe7 oontrol il ao 
uall that &n)' bank or 1n41rtclual who lende t hea aubetan­
Ual aaou.nte ia aaauaiJIC a .. Jor part of the r1ak of the 
buaineaa , rather than the noraal rlak of a creditor. 

Unoat1afi!4 deaand for oredit. 

Al.thoup tha atu41ea MAe b)' the warlo.- print• anct 
Oon~nt qeno181 nre Mile at 41fferut 1:1••• anct 
't'&r1e4 in aoo~ to a cona14arable e~ent, tha7 were all 
pu.bUahe4 1JI euft1ciant uoup ctetail to peraU direct oon­
cluaiona nth reapect to the unaat1afi!4 daaand tor credit 
1n different parte of the oou.ntr7. In each atud)' an ia­
portant nuab!r of raportlq ooncerna lndioatect that the)' 
bad been retu.aed oredlt a--aauona b)' bank& or lad ex­
perienced eoae kinct of or!41 t reetr1ot1one durlnl the 
period oowerect. !'he peroeDtq! of t1raa e:r;per1!110111C 
credit d1tf1n.lt1ea war1!4 nth the charaCter of the NIIJil! 

bownar - the paroeataca •• ••1'7 low ftli'flb• thew"""' ln­
olu4!4 both lara• anct aall oonoarna e:.~ and 1""1" -

• 
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llatiooal Iodutr1al. Oo~erenoe BoaN, l/ 1934 and 1932, 
reapeotiTel.:r); the peroeotaae waa ••rT auoh larger wbeo 
the eurn:r .... oo~1ne4 to rel.atiTel:r 111&1.1 oonoeme 
(3~ --Bureau of the Ceoeua, !/ 1.933). 

!he Bureau of the Ceneue aurn:r waa ll&de for the 
Bueineee A4Tleor:r Oouno11 of the Departaent of co .. eroe. 
It OOTered 1.933 and appeara to han 'b .. n traaed with the 
following queation 1ll a1Dd: 1RaTe ••l.l ~~anufaoturere 
been handioapped 'b7 the l.aok of adequate ored1t?• 'l'he 
etat1et1oal faote were ae foll.owe: 

6,158 eul.l. aanufaoturlng f11'11a au'bll1tted repUu. 

~. 347 of theee f11'11a were would-be borrower• 
of oap1tal.. 

1,9~ or ~ of theae woul.4-'be borrower• reported 
41ft1oul. t:r 1n o'bta1n1ng oredH. 1'h1e 41tt1-
oul.t:r extended to all. eize olaeeea of fil'lle, 
to al.l. geograph1oal. 41etr1ote, and to al.l. 
1nduetr:r ol.aae1tioat1one. 620 of theee 
t11'11e had a net wortb--to-de'bt ratio or 2 to 
1 or better. 393 of thea, aoreoTer , were 
rated 1 h1gh1 or 1good1 'b7 Dun & Bradetreet, 
the aeroant1l.e ored1t ageno:r. 

8tat1et1oall;r, therefore, the Oeneue report woul.d 
appear to portra:r an iaportant l.aok or oredit tao1litiee. 
The report underatatea the aituat1on, aoreoTer, beoauee 
a eubetant1al nuaber of f11'11a exper1ano1ng no aot ual. 
ore41t d.1ff1oul.t1ea durin« the :rear reported thet no 
eouroea ot lorfitel'll ore41t were aT&1l.a'ble t o thn. Jlor 
waa th1a eurpr e!Dg, tor ~ or auoh til'lle reporting on 
their ora41t eouroea, llited oo-aro1al. banka ae their 
preTlou aouroe or l.ong-tel'll ore41 t. 

\'he repllu eubaltted to the Jlat1onal. Ioduetr1al. 
Conterenoe Board proT1ded leaa oonoluaiYe etat1at1oal.. data 
than the toregolng beoauae t he ea.ple inoluded ••r:r l.arge 
ae well. aa aaall and aediu.-aised bueineea oonoerna. !he 
Confarenoe Bo&N'• 1.934 t1ndinga with reepeot to the.!!!!! 
bua1neee were oonol.ueiTe, howeTerl 

Y DOn BUiineu lied dOnrnaent Credit iiteneion, b7 
Virgil Jordan; Banker• Mapsine, 11&7 1939, pace 395. 
\'he AT&1l.ab1lit:r of a.nk Credit, Jlational Induetr1al 
Oonterenoe Board, 1932. 

Y 811rTe7 of Report. of Credit and Capital. D1ttioul.t1ea 
8u'bll1 tted 'b7 8aal.l. ll&nutaoturere, Bureau of the Ceneue, 
U. 8. Departaent or Oo-eroe, 1935· 
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1 0onoel'llt ola .. e.t u ~1 u4 ••rT ~1. or tho .. 
with oapital of 1500.000 or l.•••• uooaatt4 for •n t.hu 
SO peroent of the ort41t retutalt ao4 reetr1ot1ont 
For all praot1oal purpotea. therefore. the probl .. of·~ 
ort41t aYa1l.ab111tT 1t a problta that oonotrot taall enter­
priott. Rtfutalt an4 rtetriot1ont reportt4 bT Lars• aaou­
taoturing oonotrnt are ~tt negl.lglble, • 

A!!!Ount of Ren!r Qre4U :D!!1£t4. 

Ver:r 11a1te4 4ata w1 th retpeot to tht total .. ount 
of ort41t 4ttira4 b7 woul.cJ..be borrower. u4 4tn1t4 thea 
by their or4inar:r eouroat of ore4i t aoooaao4at1on haYt 
been oomp1lt4 an4 the figurtt that han been tabul.ated 
haYt been tubJeot to nuaerout qual1fioat1ont, !ht 4ata 
anil.ablt point to a general. oonol.ution. howtYtr - the 
total aaount of the untat1tfit4 deaand tor ortdU it n­
l.at1Ytl:r taall., 

The Oeneut Bureau tabulated ett1a&tt4 ore41t require­
aentt of eaall aaoufaoturert for Met1Dg aturing obliga­
tion• betweao 19Y. anA 1938. !be Bureau ut1a&te4 that. 
on the batit of itt ..all aaaplt• nearly 14 000 firat •~ 
per1aootd 41ff1oul.t:r in ~touring ort41t 1n i934 u4 that 
thelt oonoel'llt requ1rt4 1562 a1111one to aeet aaturlng 
obligation• in that :rear. !ht Bureau pointed out. how­
eYer. that t.hit eet1aatt4 acgregate requ1reaent 414 not 
rtprttant an a441Uo••l d-d tor baDlt ort41t. AdAJ.Uonal 
bank ore41t wo\iid b&n been nttdt4 onl:r to the extent that 
maturing obllpt1ont to ort41tore other than baDb wert 
not renewt4 and ooul.d not be rttirt4 out of inoo .. without 
f1Dano1al .. barl'uuent. In other wordt. the Bureau 
oallt4 for ttt1aatt4 requirea antt for ateting aaturlng 
ob}.igat1ont and not for ttt1aattt of &441 Uonal bank ore41t 

net4t4 for that purpott. 

!ht Baraau att.-pte4 to obtain info~Uon on annual 
requir-ntt for workiJIC o.pital. in a441Uon to the fore­
going 4ata. ~ repl1tt wert to Qllreliablt. honnr. 
owing l.argtlT to tht l.atk of a etan4ar4 definition of tbt 

tera •worlt1Dg o.p1tal• that thtT were ntnr tabulate&. 

Obarltt o. Bar47 aD4 Jaoob Viner analT&ed report• of 
retuaal.t of 1oaa IIPP11oat1oa• tiT oo-ro1al bukt in tht 
J'ourth u4 llt ..... th Pt4tral Rtttrn :D1ttr1ttt JIM& 

• 
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eublt1Ue4 r-s>On• of thelr f1D41ase to the treaeVJ 
De~tunt. 11b.ea lhe7 1DYaeUpte4 1,913 oa .. e of loan 
r etuaa!a in the 8eYenth Dietriot 1n Which definite 
e.mountl were etah4i ther foiiD4 that the total uo1111t 
tnvolnd wae onl7 t 7 111111oaa or leee tball 19,000 per 
oaae. Ther 1nYeet1pted the effeot of the 1ntereet rate 
on the williasneee to borrow and found that 1n the 
~rege.ie .... 1, 500 borrower• 'IIOV.l4 wieh to borrow onlr 
tq.3 a1111ona at a epeo1t1e4 1nhr .. t rata of ~ peroeat, 
and that ..,. t of the borrowla& '1101114 be tor retwlcU.ns JIU%'­
poeee. 

Jlore reoent data with r eepeot to the relat1Yel7 na11 
e.1110unt of oapital an4 ore41 t needed b1 eaall bue1ne .. aen 
ba,.. been proY1de4 b7 the 8eour1 t1ee apd Exoballge Ooall1e­
a1on 1n a eurYe7 of the Detroit area. !I rortr-e11bt 
oompaniee reported iaae41ate need tor either a441tioDa1 
worlr.1ng or eqv.1t7 oap1tal or both. 'l'h1rtr-eenn of the 
ooepan1ee had been retu.e4 banlr. ore41t Within the paet 
few reara. '!'helr total reqv.1reaenta .-=t to leae tban 
tli a1ll1ona, or 1e .. than t llo,ooo per oaae. 

The foregoing data oorroborate eaoh other and the oon­
oluaion With reepeot to the uneat1af1ed demand tor ore41t 
h olearl '!'he &80unt or the uneat1at1ad demand 1e oon­
dderablJ -ll•r than 1e popul.arlJ bellned, but .. , be 
large eno~~&h to be a eipif1oant taotor, UIOng u.n.r othere, 
1n retar4111& W.1Deee reoonr,. 

Poor rsnenoial Oon41t1on of BoJTO!Oere. 

'!'he problea or banlr. ore41 t aYailable to borrower• oan­
not be Ju4ge4 eolalr on the baa1a of oYer-all atat1at1oal 
t1guraa on 1:he nuabel' of ol'e41t retueale and rutr1ot1ol!•· 
Ber1oua aiotenUon .,..t be g1Yen to the t1nano1al oon41Uon 
of the borrowal'e, parUoularlr wben theJ are ••11 bud­
neuee, 
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'!'he extr-• llqv.14at1on of the 1929-33 per1o4 oaue4 
manr ••11 oonoeraa to antel' the period of rannl wUh 
unbalanoad t1aanoial etruoturee and trequentlJ with in­
e.dequate aqu1 t7 oap1 tal. 'l'ba pl'1no1pal need of the na1l. 
oonoel'n wae tor tuada tol' re1at1YelJ long perieda - 1n­
tel'ae41ete ore&lt long-tel'a ol'e41t, an4 part1ov.larl7 
equ1t7 oap1ta1, in n-rou oaaea a,6UUonal equ1tJ oapital 

Y fea«-7 of tiiuoaa I. fihaliNI bifore fnpor&I'J 
•at1onal &oonoll1e Ooaaittea. 
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was euential if a reaeonable balanoe 1D the t1nanoial. 
atruoture w.a to be atta1Ded; but riel: oap1tal 1D •mall 
uounte -• generall)' 'llllaftilable. '!'he ••l.l ooaoel'll 
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41d not haYe aooeee 'o the oapital. .. rkete and the 1D-
41rtdual. •..U-wn. oapitallet •e•e4 to ha• e 41qppeared, 
or h1• oap1tal. liM. 

The weak finanoial oon41t1on of the nell bueineuaen 
therefore, wae a 'baeio reaeon for the reJeotion of a 
large n-ber of their appl1oat1one for bank ore41t. The 
Ceneua Bureau data 1D41oate that nearl)' one-quarter of 
the oonoerne reporting ore41 t 41ffio\ll.t)' had a rat1o of 
ourrent aeeete to ourrent l1abilitiee of l.eee than one to 
one. L1kewiee, one- quarter of the oonoerna reporttng 
ore41t diff1oult)' (not neoeeearil )' the eaae firae) had a 
net worth to debt ratio of le•• than one to one. rroa 
a tra41t1onal bank1ng po1Dt of rtew, therefore , the 
f1nano1al rat1oe of theee oonoerne woul.4 be eutfio1ent in 
moat oae .. to preYent th• froa obtaintng bank aooo_,4at1on. 

Hard:r and Viner arriYed at the eaae oonol.ul1on b)' 
anal)'sing the reaeone ginn b)' banke. !h.ef noted that the 
moat frequent reaeone g1Yen for refueal of loane were 
"inadequate working oapital• and 11nadequate net worth1 , 

eaoh of theee reaeone appeartng 1n oonneot1on nth aore 
than one-th1r4 of the retueal.e. 
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II. lllrt•• tt Qrt41t '11 0tpl$t' 

!ho prooeU~~~ • MUoa llao 'booa ooaowao4 with ~. 
aY&1l&'blo 1n41oat1oao ot ~ • .noat1ot1o4 ~4o ot oa&ll 
'bllo1Jiuno tor oro41t &n4 oapUal. In ~e preuat ooot1on, 
t he Y&r1ouo oovooo ot 01'0411: an4 oapUal will 'bo analJ&e4 
1n an effort to 4oter.!Ae ~· 1apor1iaaoo ot o&oh oo.roo 
and 1h •• 1ta'bllUJ u401' proooat-4&J OODI11Uoao. Por tho 
purpoeee ot 1ih1o oootlon, we llaYo 41Y14o4 oa&ll 'bllollluo 
concOJ'De into throe oatocor1oo, aaaol.J: 

(1 ) l!laall aeroaaUlo t11'u, oUhor u1n­
oorpor ato4 or 1t 1noorporato4, Obta1a1a& all of 
t helr propr1otoro 1 oapltal trc. thou aot1Yol.J 
eagago4 1JI the 'lnlaaeu and ~oir r alat 1Yoo or 
p oroonal aoq11A1Dt anooo. 

(2) l!laall untao\llrlllg oo110erno o1allarl J 
o1hato4. 

(3) Inoorpor ato4 onterpr1ooo, irr oopeoUn 
ot tho ollaraotor ot tho1r bua1nooo, wb1oh are 
too oaall to o'bta1n roa4J aooeoo to the oraan-
1zo4 oap1tal aar\:oto, 'but tho otook ot e1oh 1o 
neYorthalou 41otr1'bllto4 aor o w14ol.J than aaoag 
thooo aot1YelJ ~o4 1D tho blaolllou and ,their 
rol&t1Yeo an4 poroonal aoq11&1ntanooo. 

Al.\houP, tor pvpoou ot ooaYoll1enoo, tho following 
41oouoo1on 1o arranco4 'b7 olaoooo ot tlll&llo1DC .. 41&, we 
haYo on4oaYoro4 to auo oloar 1JI all ouoo tho extent t o 
which thooo ao41a are anllabl e t o tho UttoreD1i tJPU ot 
1Dterpr1ooo Jaot .... orated. 

1. prow1•tor•' oapual 

Proprletoro' oapltal, tor tile t1ro1i two cl&oooe ot 
entorpr1ooo Jaot 4ooor1bo4 o-• oxolu1YalJ trc. the pezo­
eonal reocuroee ot tho 'bllolllooo aan an4 h1o par tnero aa4 
trca h1o or their tr1oncl.o an4 rol &UYee. !he .-nt ct 
oap1tal wh1oh wlll 'be torthooa1DC 1o, therefore , 4opencl.oDt 
llpoD tho rooOIIJ'c eo ot tbeoo porooao aa4 their oont 14enoe 
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1 11 the 01100000 ot tho oatwpr1oo. Both ot tlaooe tao1ioro 
wer e &N111ileu IJ'e&tlJ re4Doo4, oa the •••roco, 'IIJ the 
r&Yageo ot 1ilao teprooo1oD. Both are oo tu4&ooatal, laolroYOJ', 
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tll&t thore 1e M ~e47 aYollalllo ter Uaooo ra• ... o, oxoept 
the h.aliAI prooooooo ot tl .. , eifto~ neither tho O..eraaont 
nor a117 pr1Yate 1n41rta.al. oaa r-•••'-17 llo allp00h4 oU~or 
to OllpplJ a ... wlUa hio *ole otuo, u neUIIer thlo ... aor 
h1o tr1eD4o oaD llllppl.J a n~on; aor rootore hlo or Uaoll' 
cont14enoo 1D Ale ab1lU7 to .ako praruo, u he ... hlo olooe 
a~aoolatoo ohl'llllt tr• rloklJII their •• eapltal. J'ortVJI&tolJ 
tor tho oap1tal1ot1o •7•'•• thooo hoal1Dg prooooooo oro pro­
cee.UJ18 at a talrl7 rap14 paoo; an4, •• tho 4arll 4aJO ot Uao 
depre111on rooo4o 1ato tho b&oket'OIUI4, oaall ao.-l&Uono or 
capital aro rooatoroo& bJ tho protlto ot coo4 ,_, u4 tho 
will to reluoot thaa 1D Yontvoo- ontorprloo rotvu. 

Tho oUuUoa oU~ roopoot to proprlotoro' oapltal tor 
...U 1Ul1Doorporato4 or oloool7 hol4 ..,.oantUo or a.amataohr-
1118 ontorpr1eoo1 ohllo aot uoaablo to ODJ aoUon 11h1ob 
aigbt be tallon OJ tllo J'o4ol'al Goni'IIMnt, 1e thu, 1a Oll1' 
opinion, gra4aal.lJ l11J>I'OY1Dg an4 111lolJ to 1Jipron tllrtbor 
with the progreoo ot 'blaolMoo room"oi'J. 'IIIJ.lo aot ouoept1-
ble Of acOtu'oto -Oill'O ... t, tho quaUtat1YO lllport&aOO ot 
th1.o taotor 1o a-bUooo •oil creator tor &lao tli'Ot two tJPOo 
ot •...u• entorprloo tllaB tllet ot all tho aoro 1114alJ .u .. 
cueeod oo11J'ooo or oapUal oollb1Do4. 

J'or A&}l OODOOI'DO Of tii.O tbll'd oJ. .. o-oorporatiODO 
with otoak 4J.otr1'blato& 801'0 o14olJ tbaa •one Uaooo aoUYol J 
•DPCo4 1a tu 'blao1Dooo a84 thoir s.-41au aoq.alataaoo­
the ouUooll 1o •* looo oloar. !llooo oorporaU•o aro lUI­

able to raloo tlloll' preprlotoro' capitol oaUrolJ trM tllooo 
1nt1aatel7 aoqaalato4 With t~o oatorprloo or ito ...agora, 
but aro, ••ortbolooo, too A&ll to baYo tholl' OOOil1'1Uoo 
aot1Yo1J tra._.. 11poa &D1 orgoalao4 -.rut • . ftooo oatorprlooo 
1D tho paot llaYO raloo4 that porUoD ot tholr proprletoro' 
oap1tal aot :turalollo4 b7 tholr pr1Do1pal otoGkllol4aro u4 
thoir 1-o41ato tr1oa4o bJ the oole ot ooov1t1oo throqh 
l ooal. 111Yootlloat llaallaro. t')Moo oeoarU1oo, 1D lOJ'CO port, 

aro 'po4alo4' '-7 0.0 lan•••' boallon Ill Uaoet a tlN 1a1t1al 
u4arwr1t1Dg o~'-•'· .nor tho11' prl-.rJ .UotrlbaUoa, 
thoJ senora117 uYo 01117 noll ..,.llot ao 1o proY14a4 b7 tho 
1nYeotaoat lloak•ac tira or1&1Doll7 eponooriaC tho 1o•••· !hie 
aarkot, at boot, 1o llkal.J to bo 1aaOUYo1 ud b14 ud aok 

quotaUoao _,be ..-plotol7 ao-'"' oral a p.rob1b1Un 
opr .. 4. 

Moot nob tlotatlou oro otr1otl7 1otraotato 1a obar• 

actor or oro too -11 to 1'0111111'0 roclotroUoa wltll tho 8o­
cur 1Uoo u4 lbtollaiiC• o~oloa. (~1Uoo ottoro4 tor 

.. 
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sale exolueh'117 to rel14eat·e ot tle e ... State ... tllat 1.11 
which the iuuer ie incorporated and doing blle iuee, or of 
leu th&D tlOO,ooo gro11 prooee4e, ~!bather ottr..t 1a 111-

teratate or 1Atraetate -•rca, are, 1A g•eral, a....,t 
trca regiltratioa w1 tb. tb.e 8eovit111 u4 Exoh&qe c ..... 
aion. ) fbere are, ooaeequentl7, ao otticial etati.t1ce 
with reepeot to either the aaollDt or euoh tlotatioaa at 
tbe pre~tnt tlae or their aYerage coat to the ieftiq -
cern , and etat ietioe ot either t1PI, eYen it aY&ilable, 
would be reetriote4 in their dgnitio&nce llDtll oonu ...... 
tor a autt1oientl7 lon& tiM to proY14e a b&11 period tar 
purpoeea or ooapariecn. 

It ietle general opinion, howeYer, ot pereone a cqn•••t .. 
with tbe e1tuat1on, both 1A the 8ecurit1ea &Dd Exch&age C­
a.1sa1on and in priYate 1DYeetaent banking o1rolee, that the 
Toluae ot 111ch otteringe o!llring the Clllrrent bueine11 r eooY&rJ 
has been auoh below t hat aatring the preYioue decade, and u 
auch lower th&D that mioh w~d be warranted upon the baeie 
ot paat experiuoe b7 the preee11t l eYel or bueine11 act1Y1t7. • 
It ia alec probable that the coat of euoh t lotat1one ie ,..._ 
what higher now th&D in the 1'wentiee. 

No reliable data ex1et ae to the coat ot the a&ller 
tlotat1one 111 either period, bv.t a tabulation ot the expeneee 
ot tlotet1on or certain eecurit1ee rtilefere4 under the 8eou­
r 1t1!! hchtpg Act of 1933 dllriq 1937 the lateet anllable) 
proYidee , ... eign1tiout intoraation. For 33 oa11• ot •­
etock where the eise of the 1n41Yiaat&l 1eeuu aaounted t o 1111 
than f250,000, the aYerage coat ot ieeuanoe ( including both 
ooaa1ee1on and 41ecount, ud other expeneee to the corporation) 
wee 22.4 percent. In nine oaeee of preferred etook, each 
aacunt1ng t o 1111 than t250,000, the total expeneu of flota­
tion aYera&ed 17. 3 percent. 1'heee aTerage ocate ere YerJ auoh 
higher th&D were encOilDtered 111 t he oeee of auch larger iee•ee, 
ae aay be eeen by the taot that two 11• .. ot preferred etock 
t or aore than t 25 a .illione eaoh had nerage coati of onl7 
3. 0 percent. With the tTP• ot unregietered ieeue 41eoueeed 
aboYe, the aYerage ooet of ieeuanoe ie probablY about 25 percent 
ot groee prooee41, and 1n 10ae oaeee or leg1t1aate oonoerne 
aay eae11Y run ae hi~ ae one--th1r4 ot proo11b. 

fbe aoet iaportant oauae tor the low Yoluae of .-all 
security t l otat1one at lhe preeeat Uae, a• t 008 Pft:f :::.::,4 
preYioue 4eoa4e, ie probabl7 the t~~~t{ ole:!~ in the oaee 
b7 thedepreeeion. 1'h1e tiai41t7, e 4 k t 
ot iAYeetaent 11 well known aeourit1ee nth a broa a&r e • 
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!o a maotl 1o .. or onoat, tho &.ltt1cnal.t7 at ra1e111g 

oapUal tor 11041u-oMll oorporat1ou t:hl'ouch tho oalo ot 

etook at tho proe011t u .. u:r 1lo u01'1~ to tho 10fti'1U .. 
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Aot ot 1~33 u4 tho ro~t1oaa ot tho 8oov1t1 .. ud :lxo~w~Co 

co .. 1ea1on. !he ooat ot oaap1JL&c wlth thoao r ... lat1ou ODd 

parUaularl)' tho ooat ot rochtrat1oa, 'IIbera thh 1a roqv11'o4, 

10 h1gll. and 4ooa not "'&1'7 proport1oaahl7 With tho aha ot 

the 1 .. 11.. It ooaaoqu011t17 toab to be a auoh greater burden 

on PAll tlotat1oaa Ulu •po• largo oaeo. .U prn1oual7 
po1Ated oat, rochtraUoa with Cbo lo0111'1Uoo ud :lxab&JICo 

Co•1u1on 1a roq1l1ra4, 1ll goaoral, oal7 tar ioaQOa ot tJ.oo,ooo 
or aore ottorod ia 1atoratato eoaaoroo, !h1o 1o110r l1a1t, 

ho .. nr, b7 no aoaaa oxol114oa all ot tho ottor1JIIa ot 'aaall' 

oorporaUou ot tho tJPO DOW ubr oono1dorat1on, althouah 

aoat ot •• iaauoa ara oxoapt t..- rasiatraUoa, bo1JI& oUbor 

below the ~oo1t1od aao1111t or ottorod 1a 1ntraatato ooaaoroo 

onl:r, or both. !he 8oour1t1 .. Aot baa probabl)' Mdo aoro 

41tt1011lt, bo .. 'fl'ar, tho 41etr1bat1aa ot •••• t-.ao aoour1t1oa, 

dnoe 1t baa created a pronapt1oa 1a tho 1JIYaatore' a1a4a 

that reg1atrat1on with tho lo0111'1t1oa aad IXoballge Ooaa1ae1on 

1a a neoa .. &I'J protection ODd that 1an .. laolt1ng U ai3bt 1 

well be a•o1u4. !hia pr .. .-pt1oa oroatee a aaloa r .. 1atuoe 

to Wlreghtorod aoaar1t1oo 111a1otl prebabl7 1Jioroaaea appro-

o1abl7 their coat ot ioaaaaoe. ' 

!h1o 41tt1Alt7 a•- to be oooaa1oud pr1Ao1pall J bo­

oauea tho 8oou.r1t1oa Aot ud tho oporaUou ot the leCNr1t1ea 

and Exob.ane• o ... 1aa1on tborOUAdor are att11Da4 pr1ur1l.7 to 

the laraer o~rat1oaa, ud, ooaaoquontl7i are relat1••17 

aero oaoreua 1a their 1ap&ot upon tho aaal or-alae onterpr1aaa. 

Anal:roh, bowo'fl'or, ·ucnal.d aot ba ooatuaed wUb oolut101l, and 

tho aoopo ot tho proaont report haa obrtoual)' exoluda4 UJ 

1nnot1gat1on ot how tho obJoot1no ot~• loovU1oo Act 
•i&bt be roal1&od w1 til re~oot to aul.l. oorporat1oaa at a 
coat ao aoro rol.at1•el.7 oaarou to Ulo& tbaa to tho larcor 

oorporat1eaa, 
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Ro buo1na,., llowoYer l.arso, ou hope to bo a o.-pl.otol.J 

111tegrato4 Wl1t 1a Ua 1a41aatr,. Moot oorporat1oao naa 

tho biggoat onoa, pvrohaoo tllo1r raw aator1al.a 1a a' tor. 

Wboro thaJ b&Yo al.roa4J a~ertroeo oou14erabl.o prooo .. iae 

ud .. 11 th•, 1a tura, to otllora who will prooou or baa4l.a 

th oa JOt turtluor botoro thOJ roaob tho al.t1Mto ooaouaor. 

£Yon largo oorporat1oaa, to put 1t 1a a wor4, toa4 to ~oolal­

!!.! t ba1r aot1rtt1oa aoro or loaa, aad bJ th1a opoo1al. r.a\ oa 

re=o• tho uOIIIlt ot oapU&l. wb1oh tlloJ roqw.tre, rol.J1ag ia­

ehad upoa tala taoU1t1oa ot otllora to tvn1oh th• wUh 

.. rrtooa or raw .. tor1al.a 1JI parU&l.l.J proooaao4 tort~, or to 

take their owa pro4uot orr tho1r haa4o botoro 1t 1a r1pa tor 

tho t 111al oo .. llllor. 

lllloa &llJ ooaoora loot. Ulo Np1tal. aJ.oll U a1gbt 4oa1ro 

tor t ho tall oztol1at1oa or tho aab1t1ou or 1te o .. oro 1t 

will toad, 1t well a4Y1oo4, to o•o•trato tbo oep1tal. wh1oh 0 

1t dooo po .. o .. 11poa tho part1oul.ar a t .. o ot aantaotvo or 

aorchaad1a1Dg 1a wb.leh 1h ~~&~~~~Cora ooao14or tb ... olYU aoot 

elt1llo4. Ia tll.\1 •1, &IIJ poraoa w1 til a soo4 14M aad a 

rdat1Yol;r ...U aao110t of oap1tal. oaa aako a auoll larcor 

aaoaat ot oap1tal. 1JI tho poooua1oa of othora tho b&adlla1doa 

ot hie owa, brtas1ag h1a aator1ale roa41 tor h1a om otago 

1a tho whole prooo11 of aaautaotuo er aorohaad111ag, aa4 

takiag a•;r Ilia pro4uot. I1i a&J be oa1d w1tbout aaggoraUoa 

tllat tho aoat ~taat tbiaS tor auoh a aaa h do 1a to ltaap 

h1o head and roaoabor Uaat 1 t 1o al.l. r1Cht tor aoaobo4J oleo 

to aaka a profit too. 

A r-.r~lo OX&IIPla of tho taportaaoo ot Ulll pr1ao1plo 

1a round 1a tho h1atorJ of tho autoaobUo 1aduatrJ. \'he oarlJ 

autoaobU.o aaa.taotllrora 'IIIIo touad a popul.ar aoooptaaoo or 

their pro4aot woro e-.pod with or4ora at pr1ou aJ.oh pr-

1aod oxtroaolJ attraot1Yo prot1ta, but bad YorJ l.1ttlo oap1tal. 

upon 'lb1oll to op-to. ftlo ooMortiO •• taYorod -t their 

probl• b J roaor...taa to th•aol.Yu, aa tar aa pooa1blo, oal.;r 

tho YorJ prot1..-lo ltoJ t¥aot1oa or aae.-blJ, aad lott1as out 

or4oro to al.roa4J oatabl.1eho4 t oua4r1oa aad aaoh1ao ahopa tor 

praotioal.l.J aU or their required parh. 

Ia th1a _, tba 1ataat avt.abUo 1a4uatrJ w1tll a ••sl1-

g1blo d1raot oaphal. 1aYOat-at wa able h oal.l to Ua &14 

aa 1aportaat ..... at of tho al.roa41 old.atiag oap1tal. roaoarooa 
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ot 'll• oo a11:7. 'l'la1a preoooo aa •• -oootlll *at tko 

au'.-obUo 1ac111etr7 proper aa ano to poow alaMt on11'el7 

troa r~1nooto4 .... n1qo, aa4 ao app,...1~o •-• ot nt­

e14o oap1tal no ~JYor roq1111'o4. 'l'llo nppl1oro ot. pane aa4 

tllo do&loro (11M liMP' Ulo oaro tr• tlao _,........._ tor 
oa11l, t1naao1JI« ~-at ~o1r looal. baako), oa ~ otMI' ....... 

oleo •4• a loi ott ••••11 'blat tho •l'l'IUIS••• -. •hall7 
· prot1ta'blo0 and •• tho oD17 oao 'b7 a1e •• larco aa aaout 

ot tllo oapUal ot 1:1lo oo aa11:7 ~• lla•o lion atrooh4 to 

the purpoooo of tho 1ataa1: 1aaa,..,. 

row ollall bao1aooo aea oaa llopo to a.pl1oah tho oueoooo 

ot tho 0&1'17 aa1:•o'b1lo unJ'aot'IU'Oro, 'bu1: aoot ot til• 4o 

en4oanr 1:o applJ, aoro or lo .. ooun•ol7, 1:1lo pr1ao1p1o 

Wllloh eaalllo4 tllooo -lltao•-• 1:o aako 1:1lo uou1: ot aap1-

tal 1n 1:lle11' o• llaa4o p •• tar ao pooo1'bll. A ollall aor­

ollan' oaa croat17 roaoo Ill• roq1111'o4 oap11:&1 1D1'ootaeat 'b7 

oooup71JI& r•1:o4 ratllor tllaa owao4 cparhro; aa4 ko 1o tool1*• 

1t ho 1o a coo4 aorollaat 1a lllo 11ao 'IN1: ollttoro troa laak at 
oap11:al tor lllo •rrat oporat1oao, 1f ko 41Doo aot 4o oo 1t 

he hao 1:1lo opportuU7. Ia MB7 oaooo, oa&ll aorollaa1:o a&7 

turtllor ro41aoo 1:1lo11' r~o4 oapUol 1a1'ootaoa1: 'b7 lla•l.aa 

the1r 4ol1nr1oo •u 'b7 O.~~pan1oo 'llftleh opoo1al1 .. 1a 1:1llo 

bullnuo. 'l'llo oMll -rao1:'U'OI' a&7 ao1: oD17 ooat1ao ll1o 

oporat1oao to a r••*•1o1:o4 port1oa ot 1:1lo Whole .alltao1:ur1al 

prooooo aa4 op-t• 1a nato4 ra1:ur 1:1laa oWD04 qu.rtoro, bla1: 

he •7 aloo 1a oorta1a 11aoo operate 111* roa1:o4 oqa1paoa1:. 

It 1• 1atoroot1as to aoto 1a tho latter ooaaoo1:1oa that 

the O'n1to4 Slloe Maoll1a01'7 COIIPM7 llao for a&a7 TI&J'O reah4 

rather thaD ool4 1h •oll1ao1'7, 1:llao pooat17 re4M1JIC 1:u 

&aOWit of oap11:al req'll1rtd 1:o oator tho olloo ..-taoturlliC 

bllalnooo. !hlo arraac•oat o•or a por1o4 ot 7001'1 llao preYed 

eo oatlofaotol'7 to 'both tho O'a1to4 llloo Maoll1Bor7 o..p&B7 aa4 

tho 110oro of 1to pro .. o1:o, that otllor ••8F·n1oo, ao, tor 

e:uaplo, tho IahraaUoaal. ho1aooo Maell1aoo CorporaUoa aa4 

t ho rood Maoll1aor7 Oorporat 1oa1 lla1'0 a4optod 1a pan tllo •­

plaa of oporau•. 
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Reconet ruot1on F1Danoe Corporation or tho reteral BaeerYe 

belike, hDweYer, aa4 all loaae troa oo•ero1al banke, 1rro­

tpeot1•e of purpoee, are treate4 aeparatel7 1D the next two 

eubeeot1one for purpoeea of oon'l'en1onoe. 
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!he eouroea of tunde for in'l'eetaent 1D plaat an4 equip­

ment d1eouue4 1n thie aubeeot1on are of auoh leu 1!11portanoe 

quant1tat1nl7 thaD thou d1eouue4 1n the preoe41ng uo aub­

aeot1ona, and it il well that th1e 1e eo, e1noe, if un.tael T 

ueed, tbe7 are often a oouroe of eabarreuaent rather than 

strength to the enterpr1eee rel 71118 upon thea. In general, 

a eoall ent erpr1ee ebould rel7 upon proprietor• ' oapi tal 

t or 1te plant and oquipaent, 4epending ae auoh ae 11 necea­

aarr upon the fao1litiee of otbere to rounil out 1te on 

def1c1eno1ea. In Dianr particular oa11a, bowenr, th1e a4Yioe 

wil l be found to be 1apraoticable. Tbia ia principally be­
cauae the etore - 1n the oaee of a aeroant1le enterpr1ee -

or the plant or eq\11paent - 1D tho oaee of a aanutaotur1ng 

enterprise - Whioh it neet• for ite bueineee ie eo partic­

ul ar or epeoialhed that it cannot be rented upon reaeonable 

terae, and the eaall concern 1e left with no alternat1n 

other than to acquire 1t on ite own aooount, if neo4 be .tth 

borrowed fun de. .. 

Real .. tate aortgagee probeblT oonet1tute the aoet 111-

portant dngle eoaroe of tunda tallinC 1D thie oategor7. 

Suoh loan•, when obtainable at all by the eaall bue1De .. aaa, 

may be eeour&t at ratea Yarying troa 5 percent to S peroent 

or lDOre, depen41ng upoa the oo~it7, the general ore41t 

atan41ng of tho bua1Deu, the tTP• of property Whioh 1t baa 

to offer, and the aaount Which it wante to borrow on u . 
Untortunatelr, it oan be laid down ae a general rule that 

the lower rate• are a•a1lable onl7 on unepeoializl4 property 

'llbioh qht rea4111 be oonnrte4 by the aortgagee to other 

purpoeee in the ••ent of foreoloeure. In the oa•• of prop­

ertiee of a highly epeoializl4 obaraoter, the ratee are 

11kelr to be •er:r untaYOrable, or loan• not ob tainable on 

any terae. 

Bond 118uee uoure4 bJ a blanket Uen upon the entire 

property of t he concern, Which are 10 oo•on a f1nano1Dg 

med1ua for larger oonoerna, are o bvl.oue l :r i !llpraotio&llle 
tor the .... u bua1Deu MD, eo that about the onlT 1.11portant 

eouroe of f1Danoing of the tTP• hare under d1aouee1oa aftil­
able to hill other than real eetate aortgagee, 1e the puroh&ae 

• 

• 
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or equipment on the 1ne ta1aen t pla.n. fhie il oft !Ill done 
'b1 uny emall oonoerne and 1e eoaetillu the but aeane of 
aoquirlng euoh equipment aYailable to thea. !he rate of 
1nterut upon an annual bade whioh 11 either explloit or 
1mpl1oit 1n thie aeane of !1nanoing ie ••ry great, bowe•er. 
It 11 well lmown that the true interest ratee 1n aany oaaee 
are hal! again a• ll\loh, or twioe ae muoh, ae the apparent 
rate, and it ie not unooaaon t or the true ratee to 1'\ln troa 
12 to 15 percent and eYen h1gher. It ie obnoua t tat no 
bus1.neee oonoern a ble t o t1nanoe euoh purobalee troa i t e 
own oaeh reeouroee or by bank aoooaaodation Will euba1t to 
euob terae 'WI:Iluntarily, and the !aot that large bual.nue 
r1r .. generally purohaee their equipment for oaeh wbU.e 
small oonoerne often purohaee thei.re on the 1neta11a.,t plan, 
11 one of the illportant element• i.n the adY&Dtage 11h1ob 
large oonoerne enJoy a.e ooapared w1 th ... ll 1n t1nano1ne 
their bue1neee. 

~. Loan• troa the Reoonetruot1on Finano• Corporation 
and trOll the f ederal ReeerYe sante 

By two ' eparate etatutee, eaoh appro•ed on the eame dat e- - , 
June 19, 1934-- the Reoonetruotion Flnanoe Corporation and t he 
Federal reeerYe banke were authorized to make direot loan• to 
1nduetry or to part1oipate wi th hanke or other !inanoia1 in-
et1 tut1on1 1n llak1ng suoh loan I. Both eta tutu prortded that 
all euoh loan• ehould b e adequately uoured, ebould be -de 
only to eetabl1ehed induetrial or oo .. ero1a1 bueineeeee, and 
should be -de only when euoh bul1ne1111 are unable to obtaJ.n 
!inano1al aeeietanoe upon a reaeonable baeie froa the ueual 
( i.e., pri•ate) eouroee. 

!he etatute W1 th r e epeot t o l oan• by the Reoonetruotlon 
F1nanoe Corporation, ae it wae ori ginally paeeed, etated 

that euoh loan• were t o be -de 1 ~~1-!!!~ 

• !he 
maxillua &110\D'It of euoh loan• t hat be at 
any one tille wae lillited t o t 300 million• and new loans oould 
not be aade atter January 31 , 1937. 1'b11 latter t1me reetrio­
tion aa extended to June JO, 1939 by an aaendllent appro••" 
1n January, 1937. Loane aa4e by the RI'C did not neoeeearlly 
ha•e to be f or working oapital purpoeu. 
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On April 13, 193~, the Reoonetruotion 11nanoe Corpora­
t1on Aot wae Uberallzed by re1101'1ngl (1) the olauae that 
auoh loan• were to be aa4e •tor the purpo11 of 11ai.nta.1n1ng 
and inoreaa1ng the emplorment of labor~ , (2) the reetr1otion 
on t~e maturity or euob loana, and (J) the restriction on 
the amount tllat oould be outetanding at any one t1M, 

:o r 

The e tatute with reepeot to loan• by the Federal reaerTe 
bankl made no mention of 1noreaeing or maintaining the ea­
ployment of labor, but apeo1f1ed t hat all loans 11ade 1n put'­
suanoe thereof ahould be for workin' capital purpose• and 
should b&TI a maturity or not OTer i1'e yeare. No liaitation 
wae aet by the e tatute upon the period during which euoh 
loane aight oont1nue to be made by the Federal reserve banks, 
and the total aaount of auoh loane authorized to be outatand-
1Dg at any one t i me -e equal to t he combined eurplue o f the 
Federal reeene bankl on July 1, 193~ (tl~ mi lli one) plua 
t 139 aUUone w!Uoh t he Secretary or the 'l'reaeury -• 1n­
atruoted to pay over to t he Federal reeerYe banD ae needed 
for th1a purpoee from the incra~~ent reeulting troa the re-
ducti on in the weight of the gold dollar, • 

01'er 90 percent of the d1aburaement1 made by the Reoon­
atruot1on Finance Corporation haTe been on aooount of direct 
loane and lee• than 10 percent on account of partioi patione. 
About three-quarter• of the d1ebureement• of the Federal 
reserve banks b&Ye been for direct loans and about one- quarter 

.. 

on aooount of part1oipat1on.a. The amount• actually diabureed 
by the Reoonetruction 11nanoe Corporation and by the Federal 
reserve banke, r eapeotiTely, for all 1uch loans and part1oip~t1one , 
have been aa followa: 

19311-

i~~2 
1937 
193~ 
1939' 

Reoonetruotlon 
Finance 

Corporati on 
(In millions of dollar•) 

J 
32 
23 
53 
10 

Total ror-

Feder&! 
ReaerYe 

Banke 

1~ 
2~ 

f 
l 7 

;9' 

• F1guree tor the Reconatruotion finance COrporation tlii'ough 
llaroh 31, 1939: for thAI Federal reaeMe bank• through 
April 26, 1939. 
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Applloauou reoolftA for aouoa b7 Ulo Inlll.trta1 MY,__ 

110r7 o-J.Uooo of Do ~ ro .. no lloako aarop.- IJ,. 

111lllou oa QP1'0Uaahl.7 9,300 QPlloatloao 'llro..P .Apnl 16, 

1939. .Appro'lal _. pY .. to abov' 2, 700 IIPPlloaUoao, aoooa'-

1n& for 1179 lllllloao. 'ftlu, roJooUoao b7 no o.-in­

uoatoa. to 6,600 epplloaUou, .,.ropuq 1115 a1U1ono. 

Billoo 71 porooat of 1llo epplloaUoao b7 -wr, ••ro roJooq&, 

'lbllo 1:bo Iollar _, of roJooUou roproon'o4 55 porooa,, 

11; 1o o1oar 11la' Uao , ••• .,. _. for •=nor ~· to bo 

roJoo,o4, u .. ...,... .. •Uh l.upr ~. 

n 11 1a'aroo'1al to ooal14or 1llo roaOODo fw 1llo ro­

JooUoao, aUbo p 1:bo awt1•hlo 1aforuUon 11 b7 DO -• 

•• 4oo111n u llla:la' 11t _4odr04. nnooa llalro4 of tho ro­

JooUoao, .,..op\1:!&!· f61 aU11oao, "ro roJoo'o4 bn•u• 'lloJ 

•oro ooao14orol lao ~~ tba' 11, olthor 11lo opplllaUoao 

•ore aot rr.. '••• uo4 'llaolallo oatorprlloo or 1llo JIU'­

PGio of till 1..- _. •' te 1urou1 wl'klN oopl-.1. '1111 

rooalallla 5,100 roJoo,loao, aooo•U• for 115) lllllloa~1 "" 

tvao4 .._ 'llnaaoo of 1:bo •oaUotaotol'7 ohal'ao,or of -

applloao' .. raopaow w 'llalluOo p;oop1ok, h1l ft-olal 

ooauuoa: blo ...... rial &11111'7, or ao oa1kll111t7 of Uao 

PI"'PGOo4 oolla...-.1. 
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In .-piU of the tact, hown•er, that the Adrteo17 Ooa­
m1ttee• approved applioat1one aagregating 1179 a1llione 
only 159 m.illione bae thue tar b .. n adTaDoed, ' 

Unfortunately, we do not have complete 1nfor.ation 
concerning reJection• b7 the Reoonetruotion Pinanoe Corpo­
rati on in oonneotion with ita loane to bu11ne•• enterpr1•••· 
We have be1n told inforaally, however , that in tba laet 
three yeue, approxlaately 22,000 appl1oat1one tor these 
loane were received 1n the field, an4 that only 5, 000 ot 
thea were approved 1.n the field and forwarded to 1la1h1ngton. 
Of the1e forwarded application•, ~.ooo were 1Ub1equently 
approved. 'l'beee figure• would 1n41oah that reJeotione 
baTe been Tery heav,., but we baTe no 1nforaat1on ae to the 
oauaee. We do have eaae eT1denoe, boweTer, that the reJeo­
t1one were deo1de4 upon reaeonable ground1, 'l'be Department 
of Oo•eroe oheolted 330 oaeu ot rejeot1on1, and 1n U.oet 
every oaee concluded that the untaTorable deoieion ot the 
Reoonetruotion r1nanoe Corporation wae Jult1t1ed. !hie 1n­
torution, however, baa oou to ue on an 1ntorul bal1e, 
and we have not bed aooeee to the Oo~~meroe report. Hence, 
we are unable to 1tate whether the eample 1.nvolTe4 1n the 
Commerce eurvey wae repre1entat1ve ot the •run ot 'the a1ne1 • 

While t here 1e a w1deepread 1apreuion that theae loan• 
are aade pr1.no1pally to '••11' oonoerne, tb1e il not true, 

:as 

1f thie tara ie u1ed at all etr1otly. 11b1le no data are 
&Ta1lable with r eapeot to the e1ze ot the bu11ne11e1 ~ob 
han reoeived loane, only 20 percent ot tba total uoll!lt ot 
euoh loan• authori~ed by tba Reoonetruo t1on P1Danee Corpor.­
t1on up tbrol!Ch Septeaber 30, 1938, •• tor loan• ot 150, 000 
or leu, and only 35 percent wae tor loan• ot 1100,000 or leu. 
A oorrupon41q etudy of the 11u of loan• •de by or partic­
ipated 1n by the Pe4era1 re .. rn banltl up tbroueh Deoeaber 29, 
1937, 1ndioatu that onl;r about 36 perout ot the total uoWit 
ot 1uob loane or part1oipat1one wa1 tor a.-ounte ot 1100,000 
or l eu. 

!he rate of intereet charged by the Reoonetruotion Pinanoe 
Corporation on both direot loan• and on part1oipat1oDI _, 
6 percent until Ka;r 15, 1935, after which date the rate wae 
reduced to 5 peroent on all new loan• and part1o1pat1one, and 
the benefit of tba lower rate waa extended to all old loan• 
and part1oipat1on• not 1n default. 'l'b1e wal turther reduoe4 
by the Reoonetruot1on PlnaDoe Corporation to ~ perout per 
ann~a tor a period ot thr .. year• etteotiTe ,Aprll 1, 1939. 
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Tht rate• oh&l·pd bJ tbe Paderal. reacne banlta bawa Y&rled 
both between d1ttarent Pad&ral. reaar.a d1striote and between 
individual ore41t rialta, and haYa bean oonaiatantlJ h1Kbar 
on direct loano than on participat1ona. On April :30 !9:39 
tbe publiahad rataa tor new 41raot ad•ancea Yar1e4 r~ ' 
rl/2 to 6 percent, wh,ile tha oorr .. ponding range tor p&rtio­
ipationa waa troa 2- l/2 to 6 percent. 

5· Loena from Co11111eroial. Banlta 

310 

According to the olaaaioal. theorr or oo .. eroiai ' banking 
loans bJ oo .. eroial. banlta ahould be ult-l1qu1d&ting - that 'ia 
thtJ should be ude onlJ tor aucb plll'pOeea aa 11111 Jiald a • 
groas r e t\U'II at leaet equal to the aaount or the loan before 
the latter uturea. The traditional. exaaple ot auoh a trena­
aot1on ia a loan aade to a ~~erohent or aenutaoturer to finance 
a seasonal peak in hit 1nwentory, the loan being liquidated in 
ord1narJ oourse as the in•entorr i a reduced after the peak 
aeaaon. An inevitable ooroll&rJ or th1a theorr ia that enrr 
business, aaall or otbar111aa, ought to h&Ya enough paraanent 
capital to t1nenoe itaelf during the alallk period&. 'l'h1a ia 
what is called, 1n the parlance or the trade, en annual 
1 olean-up1 or loans. 

It this tbeorywPrs r1gorouely applied, the poaa1ble 
contribution of loans bJ oo .. eroial banka to the aYailabla 
tunda or ~ buaineea, either .. all or large, would be -rerr 
11a1ted. In practice, howa•er, the theorJ baa neYar bean 
r1goroualJ applied, prino1pal.lJ becauae the total a•ailable 
demand tor auoh loans baa tor ae.ny r ears been inauttioient 
to absorb the a-railable eupply or banlt ored1t. Change• in 
business methode during the past ae•eral ganeratione, more­
over, baY a tended to llhr1nlt the demand tor suoh loan• rela-
t ive to the aYeilable .aount or credit. One or the 110at 1 ... 
portent ot theta ohangee ia the reduction in 1Dnntoriea of 
all aorta 'llbloh baa been aada possible bJ the ~rcnaent 1D 
the speed and certal.nty or traneportat1on. Thera waa con­
aequently a urad tendency tor aany ye ars prior to the de­
preeaion tor banlta to oo8prca1ae aore and more w1 th their 
dea1re to confine their loan• to tboae or a aelt-liqu1d&t1ng 
character. 'l'h1e ooJiproalae uaual.l7 toolt the tora or aaltlng 
loan a ror •worltlng oapi tal.', that la, tor the plll'pOIIC or 
oarr71Dg 1nnntor1ea and acoounta receiYable, but eoMti.-ea 
extended eyan to loan• tor the acqu1a1t1on or t1Xtd plant 
and equipMnt. 
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It ia iaportant to note1 however, that loane tor •work­
ing capital" are Juat aa nonliquid ae loane tor the acquisi­
tion ot plant and equipaent, it the working capital 80 
financed il needed during the eeaeonal elack period or th~ 
business. The onl7 •81 in which euoh loans can ever re&LlT 
be liquidated (except from reinvested profits or other new 
capital) ie by a final wind-up or the busineea or a draetio 
li~itation ln the aoope or ita operations, in e ither of which 
case s the bank ie liable to sutte r eubetantiel losses. 

On the eve of the great depreaaion on Deoa~ber 31, 1929, 
the total loana of all aecber banke ware 126. 2 billiona, or 
Whlch onl7 fl2. l bill1one were in the categoriea generellT 
considered ooaaeroial1 loans, and probablT OnlT a aaall pro­
portion ot theae were reall1 aelt-llquidating. 87 June 30, 
1933, the total l oan• ot all aember banks had been reduced to 
$12. 9 billions, of Wblcb 15· 5 billion• were in the eo-called 
commercial categoriee. ~s llqu1dat1on in bank loans con­
tinued tor a considerable period lnto the recovery, the low 
point being November 1, 1935, at which tlae the total loana 
ot .all member banka were $11.~ billions, ot which 15· 6 billion• 
were in the commercial categor1ea. 

Ae of December 31, 193~. the lset date tor which figure• 
are ava.llable , total loans aggregated $13. 2 bllllone, of which 
$6. 9 billions were commercial loans. Total loans of all 
m•mber banka on' December 31 , 193~ were thus about 50 percent 
below their level at the inoeotion of the depression, but 
12 percent above the poet~epression low, while the correspond­
ing tiguree on t hose loans included in the categories generall7 
considered commercial were 57 percent and 12 percent, respec­
tlvelJ, 

A a appears troa the figures quoted above , there has been 
onl7 a small eXpanaion in couercial loan• ainoe the tall ot 
1935. Furthenaore , this eXpanalon hae lagged tar behind the 
recovery in other fields . ~~ point ie clearly aeen when it 
is noted that although the total amount or oo .. ercial loane 
on December 3i 193~ amounted to onl7 about 57 percent of · 
that on Decemb~r 31 , 1929, the phJaical volume of production 
in December 193~ as indicated by the index number of the 
Federal Reserve Board, wae approxi.ately the same as that 
in December 1929. 

During the same period (December 31, 1929 to December 31, 
193!1) in Wblcb the total loan• ot all aember banke decreased 
from 126. 2 billions to 113. 2 bill1ona, their total inveatmenta 
increaeed from 19·~ billion& to 11~.9 bill1ona. A large 

... 
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port ion ot thia change in the relat1Ye 1aportanoe ot loans 
and inYeatmenta ia probabl7 permanent, and it 1e unl1bl7 
that we shall aee tor a long t iae a Yoluae ot bank loana, 
ooamercial or otherwiae , al h1gb i n pr oport ion to the mone­
tarY Yoluae ot bueineaa aotiYity, ae eXlated during the 
t wenties. 'l'he liquidation ot loane, extending iato the tall 
ot 1935, wae probablT accelerated, howeYer, and the eubaequent 
expaneion hal been held in oheok, b7 a determined effort on 
the part ot bankers to put into atteot the olaasioal theorr 
or banking eo long honored in the breach. '1'h1s endeaYor ot 
commercial banker• hae doubtleaa aade it much harder tor 
t ii'IIIB ot all eia~ea to eeoure the trpe ot accommodation to 
wbich they haYe beooae aocuetoaed, and the iapaot ie particu­
larly hard upon the aaaaller concern• Whioh han tewer alte:r­
nat1Ye aourcee ot borrowing at a reasonable rate. It ia 
probably eate, howeYer, to put down thia returgenoe ot 
classical doctrine ~URong ooaercial bankers as merel7 another 
manifestation ot the timidity ot oa~ital following a great 
depression, whioh, like the other maniteetatione ot the aaae 
phenomenon, ia being undermined by the return ot proeper1t7. 

It ia, ot course, "iliiPO .. ible to determine with &07 
precision Whether the small bua1neaa man has receiYed hie 
share ot auoh expansion ot banlt loan• as has taken place. .. 
rrom aurtaoe ind1cationa, it mlgbt appear that he haa not, 
si nce the expansion in both total loane and in the •oommer-
c1al1 portion ot them has been much greater 1n New York and 
Chicago than in the country banlta. !lew York banb, ot course, 
m&ke many loans to aaaall business men; but, aa the proportion 

. ot their loana going to the larger concerns is doubtleae 
greater than ~URong either reaer.e city or country banka, the 
geogra~hical d1atribution ot the increase in loans would aeea 
to indicate that a lese than normal proportion are going to 
&mall buaineas ooncerna. An offsetting indication, however, 
1a that the r eallJ large oorporationa et ill show Yery tew 
bank loans on their publiahed atatemente. It 18 a fair 
inference that the recent expanaion ot bank loane hal reached 
well down aaong m!ddle- ai&l corporationa, and borrowing at 
the bank is doubtless a more practicable eource ot tunda tor 
the small business man now that it waa tour or five years ago. 

In February 1939 the l ateet date tor which figure• 
are aYailable the aY~rage rate charged on customers' loane 
by banli:e 1n H~w York City wae 2. 2~ percent; b7 bank• in 
8 other Northern and Eastern oitiel, 3· 33 percent; and by 
banks in 27 Southern and Weatern citiee, 4. 09 percent. 
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These ratel are the average• tor ou1toaer• ' loan• onl7 and 
exclude open aarket paper w~cb bear• a muob lower rate. 

The ratee charged the •aall bu11neaa aan ror bank ao­
ooii:Odat1on are, or oour1e, aucb higher than the average 
figure• tor all ouetoaer1 Just quoted. While there are no 
data on intere1t ratee charged b7 banks grouped bT li&e 
classes either ot loans or or the business riraa receiving 
them~ an 1Dd1reot apyroaoh to the IUbJeot 11 available wh1cb 
yielae eat1araotor7 reaulte. 

The 41trerenoe in the average rate ot 1ntere1t charged 
customer& by the larger and the •maller banke.retleot• in 
large part the d1trerenee in rat11 charged to larg1 and saall 
bua1nea1ea, e1nce, aa baa been noted, the 1aaller banks do a 
larger proportion ot their busine .. w1 th the ...Uer ooncern1. 
It ia thil d1tf1re11ce wh1oh aocounte tor a large portion ot 
the spread in the average ratea charged oulto .. re ot bank1 in 
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New York Oity, in Horthern and Ea1tern, and in Southern and 
Western oi t iel, reapeotivelT, which have alread7 been cited. t 

The average rate• 10 charged tend to 1Doreaae oont1nuou1l7 a1 

we paee tro:11 the larger to the 1aaller banka until we reach 
the bottoa cla1a ot nonmember banke. 

It ehould be noted finally that •amall• bueineee concern• 
ot the type talllng into the third category aet up at the 
beginning or thll aeotion--naaelT, corporation• too l&all to 
obtain readY accen to the organ1r.ed capital aarketl, but nth 
the ownarablp ot their 1took acre widely 41atributed than aaong 
thoae aotivelT engaged in the bueineaa--are much aore ro~~unately 
situated nth re1peot to obtaining bank ored1t at a reasonable 
rate than are the real17 eaall ooncerna in the riret and 1e0011d 
oategorie1. Their advantage in thla reepeot otra1t1 1D part 
their d11advantage i11 obtaining proprietor• ' capital. 

6 • . The Sale ot Reoeivablll 

A turth•r aeana ot financing working oapital requireaent• 
available tea aaall bu1in1n concern il the •ale ot reoeiYablu 
to a rtnanoe ooapiiJlY or a taotor. This method or tinanoing 
working oap1 tal requirement. baa grown verT oons14orably in 
relative 1Jiportanoe a1noe the beginning or the deprellicn and 
the two largut oonoern• 1n the rilld-tbl ao ... ro1al Invut­
ment fruit and the co-eroial Ored1t CompanT-are aaong the 

beat known tinanoial til'll8 in the oountry. 
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Reoei•ablee aay be &old either with or without notitioa­
tion to tha debtor, and either with or Without reoouree 1n 
oaee the reoeivables ehould pro•e bad, While it ia not 
always the oaab, 1t 1s generally true that raoe1Tablee eold 
without not1t1oation to the debtor are eold With raoourea-­
t het is tha borroWing oonoem oont1nuaa to bear the credit 
rilk the t1nanoe ooapanJ aaraly ad•anoing aoney p.r1or to 
tin;! oolleotion, Aooounta aold With notification, howeT&r 

are generally alao eold Without reoourse-- the purohaeer or' 
the aooount aseualnf the credit r1ak. The latt er type ot 
bueiness 11 called taotor1ng1 , ln contrast to the roraer 
which ie the noraal method or operation or a finance company 

proper . 

Factoring waa toraerlJ confined largely to the textlla 

induetry but is now invading other fields. Because or the 
greater rleke Whloh a taotor rune , he generally tekoa over the 

whole tunotlon ot orodit 1nveet1gat1on, approving all &alee 
in advance, and ueually aleo handlee all bookkeeping tor re­

cei vablee. The relation or a tao tor to hie c.lienta 1e gener­
ally considered a more personal one than that or an ordinary 

finance ocap&D¥ to 1te ouatoaera, the client often relying on 
the tactor tor aarkating or other advice. It is dittioult, 

however, to lay down any general rule with reepeot to the 
difference between the tunotiona or finance compani es proper 
and or tactora, aince the oontraots or the finance oompaniee 

often i nclude a ateasuro or • oredit 1neuranoe• and the two 
functions tend to merge into eaoh other. It ahould be noted 

that each ot the two l argest finance companies have factoring 

subetdiariee. 

Ne1 t her a finance ccaoany nor a tao tor Will ordinarily 
advance the full amount or· an account r eceivabl e . In either 

case, advances ueually. range trom 70 to 90 percent or the 
groee amount--the withheld portion serving ae a culh1on tor 
marohandiae return• and bad dabte. Attar oolleot1on ot t he 
taoe amount or rece1vablee , the ttnanoe company or tactcr 
returns the Withheld amount to ita customer, alnus, ot couree, 

the chargee incurred. 

The eala of receivable& uaed to be conaidered a e1gn ot 
we&kneaa and waa re.arted to only by marginal oonoerne. Since. 

the beglnnlng or the dapraas1on however, the practice baa 
beooae more popular--a popular1ty perhaps engendered by w1de­

spread neoeaa1 ty. Aa atgbt be expected, ltl maJor dieadvantage 

ls the rate wh1oh var1ea with the particular claee ot bue1neee 

and the aao:.nt ot credit riak involved. 
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!be ..... of tlenoJ .. 41oouM4 la tblo nb•otioa 1o 
opel:! to all tbfto olu•• of ..U ,_., ... 1 -oena1 ~~ 
deaoribe4 lNt 11 &Ta1la4 Of priaoipalJ.J OJ ODDMI'BI llll&ble to 
aeoun baak ore41t. It 11, thenton, un a zoe- ot tM 
eaall ooaoemo talllq 1a lihe t1r1t two oat•r.n.. tllp ot 
t he M411111 11n oorporatloao 1a t:he thJ.I'd oa •PrJ• 
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June 3, 11139 

FOR THE SEO!IJ:TARY1 S FILES: 

Chai rman Eccles t oda:y read to the 8eoret ar:y 
the draft of the statement to be made b:y the Chairman 
before the Senate Banki ng and Ourreno:y Committee on 
the Mead Bill to i nsure loans to bueineaa. Mr. Bell 
and Mr. Duffield were present. 

Xr. Eccles' proposed atatement started b:y 
cri tio1z1ng the Mead B111 as 1nadequate. Be also 
critioi~ed the insurance meohaniam, the restriction on 
loans to banlt directors, and t he requirem.ent for dis­
counting of t he loans b:y the Federal Reeer.e banlts. 

: 16 

On this latter point, he suggested t hat t he loans merel:y 
be mado eligible for the usual diaoount privilege rather 
t han being subJect to section lO(b) or t he Federal 
Reserve Act . 

Secretar:y Morgenthau interrupted the reading 
of Mr. Eccles' st atement to reMArk, in connection with 
some of the other proposals for Government financing 
of bueinese, that the President had told him that i .n 
German:y the posit i ons as Government d i reotore of pri vate 
corporations were considered the beet pluaa. The 
Preaident had said that part :y members usuall:y wer e given 
these poeitione and were gettingtat on them. If t he 
Government director raised an:y obJection to an:y plan of 
the corporation he was given another blook of stock and 
oonsequentl:y these positions were lucrative, the President 
had relll81'ked. 

Chairman Ecolee then continued reading hie 
atatement and outlined h1s proposed aupplement to the 
Mead Bill under which the Federal Reaerve S:yetem would 
set up a lending and ineur1ng corporation with cnpital 
supplied out of the $139,000,000 of the gold profit s now 
earmarked for industrial loans made b:y the Federal Reserve 
banks. The plan i s as outlined in the attached statement. 

Seoretar:y Morgenthau recalled that one of the 
things he had done to encourage small business loans was 
to work out wit h the Federal Ruerve banks the arrange­
ment under which the $139,000,000 of gold profits was 
available to them for the making of such loans • 

• 

... 
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!be Seoretar7 reiU.l'lr.ed that llr. ll:ool .. ' new propoaal 
would eeem to do a¥8J' with that eeotlon ot the ex1et1Dg 
law under ~oh the ReeerTe banka would repay to the 
Treaaur7 any mone1 advanced tor induatrial loana at the 
rate or two per cent per 1ear it earned. Mr. loolea 
replied that hie plan would ohan8e thie feature, but 
that upon liquidation ot the new lending-ineuriDg 
corporation all ot ita aeaete would return to the 
Treaaur7. The Seoretar7 remarked that be etill liked 
t he two per oent liquidating feature and Mr. Duttield 
euggeeted that it 111ght be grafted on to the reat ot 
the loolee plan eo that the lending-inauriDg corporation 
would repaJ to the 'freaaury two per cent ot 1te capital 
eaob 7ear it earned. Mr. ll:oolee obJected to tb1a l1en on 
the earning a. 

Mr. Bell r&ieed the queetion ot t1x1Dg a lite 
tor t he corporation and Cha1rllan loolee replied that he 
preferred to have the corporaU.on eubJeot to termina­
tion at an1 time. Mr. Bell auggeated that 1t continue 
indet1nitelJ unless 1t bad a definite terainating date. 
Secretary Morgenthau observed that it wae a ver7 healthy 
thing to have to go before Oongreea ever7 two years to ' 
Juet1tJ suob aotiv1ties. 

Seoretar7 Morgentbau aeked Mr. Eooles bow he 
wae going to answer the queetion ot VhJ the Reeerve 
SJatea ebould do tb1e lending rather than the RJ'O . 
Mr. loolu replied that b1e honest opinion waa that the 
Reeerve 871tea oould do a better Job. He eaid be 
thought be would tell the Oo1111ittee that the Reserve 
S7etea bad t o ex1et &nJW&J and oould do tb1e work with 
no additional coat to t he Oovernaent.· 

During the oouree ot the dieoueaion, 
Kr. loolee expreaaad d1aapproval ot t he Barla and 
Jeroae Frank plane ot direct Oovornaont financing ot 
bue1neu. 
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ln c~ontiDC on Senator -d' a bill (S. 2:!43) I tbollgbt tbat 

I could bo or .oat aertlce to tho Caoaittea It I began b7 brlotly atat ln& 

tho probl• whtob It Ia 4ea1QII<>d to aoet. M I aoo 1t, thoro In a 

dorinlta gap in our tlnanolal ~cbanlaa In roepect to racllltte• It oftora 

tor •••tins two olaaaoa or needs: (1) tbo abort kDd lntoraodtato .cred1t 

oooda or 1&411 buo1neeeoa wboso paper in preacnt clrouaetancee Ia at tho 

borderline or bankable aeaets, and (2) long-t~ crodlt and capitol needs 

or saall and audlua-al~od exlatlne or pro•poctlYO entorprloea. 

lD tbe tlrn category belong ebietlY eoterprloas "hieh would be 

dolna better It bu&1Jieca aet!Yity were .ora tully reotoro4, but which with 

buslnea• at Ito praaent level represent a dogroo ot r lak that bankS ~uite 

rightly bunitato to undertake unasalotod. Tboy aro not enterprises that 

h•ve boon ml....,noged or 111-advlsod, but morolY thoao wbooo business, 

olthor boeauao It Ia now or bocauao lt Is peculiarly ottoctod by general 

bua1oono con4ttlona or ro~ aaeo otbor aiallar roasoo, are not ut thi s tim~ 

obl o t~ •ocure credit rroa the bmiJta . With tho cxlatlne vol\lllo or unused 

tunda, bmllta are oegor to IUilr:c ell the lO!IJIS tb.oy can, but ~boir re"J>C)UI­

bllltloa to dcpoaltora aokc ~ ot thoa boaltato about oxtondlne credit 

to conco,.,. In thlo category. Thoro no doubt oxllta • oubstw>"tlsl n•har 

or easoa or thio klDd. 
Tho eecond kind ot bort'O"era tor wbaa oddlt l onol t ocllltlcs 

ohould bo provldod aro thoao neodlng tunds tor pOrlodo oxtondlns tor ten 

yonra or moro. AbllUY or ontorprtaoo, ru~d p<>.rtiouiorly ot .,.,.U.or ones, 

to obtai n credit or equity or loon cnpltDl bOa groutlY dlftlni•hod In re­

cant yocro. Thlo bos bean due In port to tho gonorul trond toward blmor 
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Incorporated buetneea llll1ta wbicb boo roaulted In lacronatnc opportunity 

tor Investor• tbrougbout tbe country to 4C~ulre oqultloo In nationally 

known ontorprlaoa, wbicb ooapote w1 tb local cOGcoru tor tho local in· 

vestora' .onoy. It boa been duo clao to tho prohibition or aocurlty 

cttlllatea or banke, the lncroaae In the cost or loouing oecurltlos, the 

problbiU011 Ot IID4erwr1tins by beDI<a, u .d the aaoot coou>loto elialn:>tiOD 

or lOC<ll lllldorwrltera or ..,. ldnd. lD the 1920'1 -.u and ~-•lzed 

concerno wore able to r<Uae long tera C4pltal locoUy, tho\1111 at a pretty 

high coat, wbllo 11oor 1D- inatoncoa tbOJ are 11118ble to rotao It at all, 

except at coata tbat 41'8 entirely too blab· 

!lanka .cot o pGrt or this need, but tbaro are aOM 4.-ods or a 

cb41'aotor tl1ot beDI<o do 110t reel juatitlecl In SuPplying, eltl1or boceuso 

thoro ia too •ucb rlat !Dvelnd, or bocauao tbo term U too long, or 111 

ceoo or btcgor onterpriaeo bocauao in aou oreoa there are no -· wltl1 

sutttclont reaouroee to aoet tbo requ1ra~Gnta. 

It •- to ao that It te to till tble t100-told need tor abort 

and lntar11edlato tarll credit tor borderline enterprlooe ud tor long-tiao 

credit ud capital tor ..U end -"lllll-elzed concema thet addltiooal 

rocllltlea are reqUired. 

Tho Mead bill propoaeo to .. et tbcoe needa by ottering through 

tbo Roconatruotioo Finance Corporation loouraoco on certain tenoa tor 90 

per cent or eny loan uP to tl,OOO,OOO made by an tnourod -· 
I ... in 

fOYer or aoc .. pllsbin& the purpooe tor wblob the blll lo dealBftod, but 

I haYo .. rtoue dCNbte wbotber the r e..Uta ot tbe •oaouro would not bO YUJ 

• 
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di•appolntlll&• TboN are pr<>oUcal consldaretiona wblcb lead ae to tbe 

bell er tblt tbere would not be IUl)' subat&n\ial inc rea•• in bank lo&o• ,.,. 

• result or tbo adoption or tbio loslolotlon. 

On• woakneoa or tbo bill. In_, opinion, io to tho orovlulono 

rogordins tbe 41otr1bution or loaooa, which differ tram thoao eontnlned 

1 o otbor inourone• plana set up by Co~~&roaa. Ul>dor t ho bill, in•ur..,eo 
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""Y bo sronted usainat a lou 1<b1Ch on Insured bonk S17 oustoln In excess 

or 10 per coot or tbo principal ...iount or the loon. Tbua, ror oiSJIIP).c, 

!r a lou or $10,000 wore sutrerocl ao an Insured loon or tloo,ooo. tho 

Insured bO.IIk 1<0uld b4vo to boer tho entire loll and t hu Reconstruction 

Finance Corporutton none. Slnco a bonk woul4 dorl'fo no biUloJ"'t tram the 

tnauronco until attar It bad suttorod n loaa oquol to 10 por cont or tbo 

l oon, I aorloualy quoatton whether tho bill In lte prooout rorm would stYo 

any aubotontlnl induca.ont to bank• to mako loanS which they would not 

mo.ko wi tbout tbo 1ruJ\U"8.DCO, or which they could not. .oto UDdor the prcsont 

plon or R1C c.-Jt•ects. 
1 bl'fO hecu'd it &U88oated in coanootlon 111th tb1• bi ll tb6< tho 

bonlee would be aacar to extand loon• which could bO insurod under tbe 

bi ll beoouae, !on.uch as their loea 1• 11Jiho4 to 10 per coot on ~ 
one loac and they a!!¥ cbor8e an tntoroet rate or 4 por coAt, tho lntoreat 

roool'fod oo tho loaD by t ho end or two and ?no-half yoaro will bo 10 per 

cent ot tho WIIOunt of the 100.0 and will thus bovo oU•lnnt ?<l t!lo 

poee tb!llty or any l os• or pr!noipel• Th1o r oaoonlns isnoroo tho root 

that t ht !ntorett dar!Yod by bQnk$ rra- tho!r loant 18 \hO sr>OO return 
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on4 t>Ot the Mt .,.,llftl 011 t!le I.ATaotMDt. The two are .,..,.t.Q- dirt~"""'· 

'fbo ooat to • beDk ot .uiiiS ud aenio!IIS a lou !a aubatant1al and 111 

the ouo or • loe.n 011 an lnatall-t bull 1t 11 inc....,eed. 1!9on 4uriq 

tbe period ot the l!l20' a the net rotllrlll to boi>Jcs on their loens and 111-

voa~nta were on.Q- arouod l-1/2 per cent par 11111ua and at present the:r 

are &Yora&111S la .. tbu 1 per cent. It !a obYIOwo, the:'otoro, U.t a 

bonk would he.,. to recaift intareet 011 o loan tor tc J'C<lrl or..,.. bo­

roro It could bo auro that 11117 1oM 011 a loan lneurod under tblo bill 

woul4 bo oltalnatod, and tban It would b4Yo OCU'Dod aot blnc on 1 u -~1· 

In tho IOCOIId plaeo, tbe rate Of IDtorolt propolod in tbo bill 

tor incurod 1- 11 aot at 4 per oant per &nnlll, leec tbo inoW'IIIco 

preai1.111, wblob io lower than bonl<a no1'118lly obarse on loans or this 

cbareoter and • .,.n on better loaD8 tb4n contoaplato<l by tbi a bill. !lanka 

would healteto to obu&o tlielr o1tablllhod ouotOIMra a bisber rata or 

loteraat than tbq cllarp on tbe special. 101111 M4o undor tho proposed 

bill or to rod11Ca the Nto or intoreat which tlleJ clWt.-.ri.Q- charg<t •• 

Coll.l"'tiiOOtl:r , tbe ....,. wwl.4 probebl:r not 11<1 induced to aalro U1 con· 

114.,..blo 901- ot tuurod loan• on tbe kola pro'li<loll In tbo Ull. 

H il poaaiblo tiiAt , lftD It tbe bcAI<I 41d oftll t h...,al.,oa ot 

tho Opportuni t:J to lU'III'I bWiiDO .. loalll, tborl would be loeco, 80118 Of 

which they would ha1'a •do in an:r caoo oTeD tbcugb there wore "" 0007 to 

lneuro t b•, 

I\ il aJ.ao to be DOted tbllt tho bill contG!DI 110 liait on the 

osaroeuto _ ... , ot i.............. . 10 tbllt thl Go,.,..._,' tbrOush the _., 
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or t!!o RoeonotrnotiOD Fl.ne.noo Corporation, woul4 be eubjooted to an un­

Hiuted contingent l1ab111ty. Thl.e does not sooa to ae to be good public 

pol i cy, particularly elnce tbio liability -.uld be Incurred wttbout 

aooureace that tbe tun4omental purpoao or tbe bill, to stlaulato e oub­

ct.an1.1&1 volwte or loans to buatcaaa, would 'be realited. 

I oloo wlab to ouggest to the Committee that the pro~ioiono 

~r section 5 or the bill, autborlztnc the redlooount end purehaoo aa4 

sale by Fedoral Roaerwe banka ot tnaurod loona, be ol~ated, beeauae 

lc so tor eo tbfl1 rolato to m•bar b&nk.s 'boso provloiono arc not ueoessuy, 

IInce Fod.eral Rooono crodl t eu now be obtuina4 by .,..bor bOnl<o on ony 

aotteractory eeeot, end in ao tor ea tboy relato to nonae.bcr bonks, they 

are n~t 4ostrnblo, becouao no!liiQaber bank.l , not betnc eubjoct to Fedornl 

Ruano rules or recul<>UClllo, abould not bo giYOn tbo 881lO bOrrowiDC 

pri~Hnces co tboao o.rteodod. to ..,.bor bonks. Tbooo bonko should depend 

upon their otty corroapondonto whore they car~/ their bnlaacoo. Furthor­

IIIOr o , eocUon 5 ""uld g1 n to this typo ot l~n o discount prt.Ucgo tbot 

to ndt enjoyod by obllgetlono ineurcd under tho Notloaol K?uola& hOt or by 

nt.bcr »ound csauta. 

'l'llrnlnc """ to tbo tuninmolltoJ. problorl or the tnodcquocy or 0111' 

~ac!l1t1ee t or auppJ.ylng ocrtniD kiodo or cGpitol ""d ~d!t neo4a, 1 

r.hould like briefly to rodcrr. tho cxportcnco or tho federal Beacno bcnl<o 

ur;~or section 13(b), wbleb ...... lnteeded co ..,.ot theao oecda. 

• 
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l~ will be r ocolled that tho 7oderel Rooorvo banks were reQuired 

In 193~ to oubecribe tor s t ock In tho l!'edorel Oepoolt. tne\lrtlllee Corpo­

ro\lon In an amount equal to one-halt or their eurplue (tl39,299,5~?) . 

The Act of June 19, 1934, provided tor loane to Industry both by the 

Federal Reserve bellks llild by the Reconstruction Jlnanoo CorporaUon and 

tbo Soerotary or the Treasury was authori1ed to p&J to the ?adoral Ro­

sene benke tbu ....,unt or their Federal Deposit lneuranco Corporetion •tO•~ 

In order to aeeilt tbaa 1ll aJc1llg 1Dduotrial loane. Tbo Secretary antored 

Into an aaro•ont w1 tb tho Federal Reserve benka pronding tor tho poyii<Ult 

to thea of, rouch1Y, one-bolt or the &BOUDt of tho Industri al loans which 

they udo . Under tho low, tho Federal Rosorvo bonke oro r equired to pay 

to tho Troaotcry annually 2 por cent, it cernod, on tho amount roco!ved 

rro01 tho Tr0<1eury. 

Onder this low. the Fodoral Rosorvo bonko up to ~Y 24, 1939 , 

bovo executed coamitaonts to tinonclns instltutlona and direct to buat­

neu entorpr!loe "*'""tiD& to $64,000,000 and ban &de c4Ynncca or 

cpproxiJor>toly $58,000,000, 1ndicot11J6 thct th~y ban ""do c. subotcntlc.l 

•ol,_ o~ leona to bual.lleas end Industry. Bowo•or, I bol!oYO t hct tb4 

outhcrlty wblcb hca beon ginn to tbo Federft.l Rooorn bOnk• In thio re~poct 

hc.e not boon euttlclently coaprebonsln. lle.ny loon.t which aight othonrteo 

hcYc boon ~do ba'fo bod to bo decl!nod because of rootrlotlons In the low, 

eucb uo tho rnquir CIIIont tbot lnduntrlol l olllll bo ""do onlY ror •worrtng 

capitol" purpoeoa and only to •establlabod" buelnoeooo and ror periods or 

Regraded Unclassified



R.-.?6 

- ? -

not mort thon t1•e yoera. I belie•• tbut the experience or theRe­

construction Finance Corporet1ou Ln th1• respect bel boon elailar, though 

tho l•w undor uhioh the RFC makes these 10~11 wee aatorielly liborelizod 

loat year . It It apparent, 1n any ceae, tbet tbo problem etill exists 

an~ bee not boon ftdoquato).y mot. 

Rulizins this, ....., ot us, as loDS oa two yaara ago, began to 

stu¢7 the situation, in an effort to dc.elop a practical plon t or atlau­

latiDII bUainuna loans, w1 tbout inrol•ln& expeDdlture• bY tho Go•ermo•"'' 
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or In any ~ attectln& the 'bu4get. Briotly ne>tod tho plllll lo ""rouows: 

Tho orootion or 8.11 Industr1el Lo8.11 Corpore>Uon es "" intoual 

pert of tho "Podoral Roaorvo SyotOII, uaing tho Po4ore>l noaorvo bank• t.nd 

brunchoo oa 1 tJ tield 040nts. It is 1>:1 beUot thllt thiO would bo ·e. .,oat 

crrtolont and oconaaical method ainco t~c Fodorol Rceervo bonks bovo 

~rrtcoo e>lre•dY oat e>bliahed in ~6 c1tloe (12 Fodore>l Rocorvo bci~• and &4 

bru~chco) widelY distributed In tho vorlouo trnde nrooa throu,;hout the 

country , end e.ro well qun11tled t or ouch aorvioo bocouco ot tholr kn.,.lod4• 

~r bualnoao 1>11d oeo..-1<> eondi tiona ID their roepoctlN 41otrlcto nod their 

cloao contaots with 1""<>1 b0Dl<i04 inatltutloDO· w:lth tbio ~zetiOD 
a!Tondy 1D cxiatonce it would be poealble to c..aooce actual opcrctloDB 

lflth c min\$\111 or d&lQY, nnd tbeae oporotlouo could bo oxpo.ndo4 or con­

truc tcd rroa tO.. to tiao in accordonCO w!tb chon&OO 1n conditionS. Tho 

oxparlcnco ga1nod by tho BoQr4 or Oovornore and tho Ycdcr~l Rcoervo bcnkO 

ond thu perooanol or the Sy&t""' ln connoctlon wHh ln4ustrl<>l lonn 

opor<~tlooo durlll& tho past tlve Jot.r8 would bo of ;ront n14 to tbCII In 

pertorain& t bU aerYICO• 
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The Corporation, 'fboea boer<! or director& atpt be <aapoaed 

of tho GIOIIbeo'O Of tbo lloe.l'd ot OoYernora ot tho Federol R030Mo Syetea, 

f!ould be authorized to prortde funds tor oOIIIIorolal and tnduatrlal ontor­

prlaoe through tho acquisition or tho obltgatlona or ouch ento~~rlaes or 

by tho pur<buae or preferred stock or by .eking ·~tmonto to do so . 

tl•~ 8110unt or tunda tbot could be supplied to any ono bualDooo enter­

prise could bo 1181tcd to t 1,000,000, thaso ad•aucoa to be .. do on a 

sound but 11 bcn&l baste tor a long ported. ~d.aac .. could bo mdo 

directlY by tho Corporation or In coopcrotlon "UII tnaured bonks. 

Out or iU capital rmda, lrhlch would bo procured In tbo IIIUU!Cl' 

hor~ortor oxplatnod, the Corporation would bo authorized to sot aaldc up 

to t25 ,000,000 co an lnll\ll'UDco· tund tor tho purpono or grontlus tnauronco 

oovorlng louno to omoll buainose enterprlaoo. Tho lnouronco provided 
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would dlttor tl'OII that proposod in tho bill nnd would ba a!llllnr to that 

under Title I ot tho llcttonnl Uouotng he~ . Tbo lnouronco fund or ~~.000,000 

-ould bo o rcrrolorlng fund rldch rould IOOI<o poaatbl o ouUtMding loons or 

~50,000,000. Tbio -:auld bo cut·rtclont to 1100t tho need• tor u eo.nsldcreblo 

ported ond l'IOuld tnvolYo c. fixed 0110unt or coneinsoct l!ClbWty with no 

posstblllty or lOIIUI o)XCoodill8 th<l t25,000,000 tO bu l'urniahod by the 

Corporutlon. Tho 1na=eo pr....S101, in aoy J\ldjplont, ubould not ucoo>d 

1/~ or l per ollDt per !'.ll.lllll on the race 0110unt or <-D¥ lOM ccrrorod by 

tho in~uranoo ond tho mcxtBu. ruto or intoroot on nny IUQh loan should not 

u~cood :5 por ocnt on the.: outstD.Dd'ln& bQ.l..uDoo. ,\.n tnaurod loc.n ..ould not 

excocxl 825,00C in a.ount 'llld abould bo ..,rtt"ed 10 aa to .,._ pol d orr 'Kith-

In t en roc.re. 
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In propoalos tllia 1D&1D'allco plOA -., object Ia to """t 111 c 

Ubcrol o.nd prcct1ocl wey tbo nueda ot •••ll lNalnaea ontorpr1aoa. '1'111• 

proposal, witb Ita l1m1to.t1on ot $25,000 on lnaurod loons, in no wny coa­

potoa with or dupllcotoe tbo propoeol In tbo bill under cona1d<rnt10D 

which pr<rfidca tor ID.G\Il"aDCO ot loo!lll up to t-1 ,000,000. Under thia pro­

poacl tho Corporation would. aot up lUI lnBlll'<Uico roaon o ....,unt!Dg t o 10 

por · ccnt ~t tho t o t ol 1Diured lonna, cdding to thla ro80l"fo tho lnsur&nce 

praci\IU, Clld W'>uld MOt out o! tbla total r ceone 1111 1.,. ... 111currod by 

cny :1110 l ender provided they did not oxcood 10 per cont ot bla enUre tn­

eure4 loc.na . In othor ..ord.s, even e 100 por oont l oaa on :..:. givon l oc.c 

would bo onYorcd by tho lnsurenco eo l ona no tbo C1861'0SOto l?as~• Incurred 

by a lender t~oro no lnrgor than onc-tonth or tho totnl or 111• insured 1001.J . 

Tbla lu unllko tho lnouronco plon sot up undor .tbo Meed bill undor whlcb 

tho londor wculd at~nd ~11 ot n 10 per oont l~•• on occb individual lonn 

bororo tbe 1nauronco would bcccac nppllc::blo to tho 1'01101n1D8 90 per cent. 

Aa o1rcecl7 indicated, tho propoaul would lnvol ve no add! tional 

eppropriotloo or publlc tunda and no increuo In the budget. Tbe cap! tel 

or tbe propoaod o.orporeUon would be- dorlved rrca tho return to tho Federal 

Reserve bank& by tho Sccrot&r7 ot t be ~ ot tho ...,..,, eubscribed by 

theuo bonka In 1V33 to tbo stock ot tho Fedorol Dopool t Inaurunco Corpo-

ra~!on. 

Tbo Snorotlll'Y would uao ror t ho purpoao tbAt part ot tho LnorCIIICIIt 

rocultlns troll tho roduotioll 111 the ml\8ht or tbo sold doller, wblch boo 

boen oaplorod or Ia DOW aet aside tor portlc lpctiOD lo ioduatrlnl ad~••· 

• 
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'I'ho Troa.our:r he.s already :pDtd to the Fe4eral ~eaet"Tt be.Dka und~r the 

authority tn arlGtlng law about $2?,500,000, and the pl~ ~ould oou· 

tr.~plnto that the remainder ot the a.ouat ot $139,299,5a7 ~h1eh the 

Cec~otory no" has outborHy to pay (or approtizately Cllt,OOO,OOO) would 

bo pe.td ovor to tbe federal P.eaorTO bent.• ond by ~:b• to tbo CorporaUon. 

or this 8l1101lllt tlOO ,OOO,OOO ..-ould be the capitol or tho CorporMion, uith 

t2G,OOO,OOO set aside tor the Insurance tund, and tbo ~inacr woul4 bo 

ito paid- In surplua . The oxl8Hil4 provl£lono or s~ct!on 13(b) or tho 

Fu'l!Jrol Renorvo Act eutbo.rtztns tndustrlcl loa.na by the Y'cclor:.l Reserve 

banlo-..s •-ould be rept;.aloc1, and outstanding lonns ~ ccc:dtmonts of tho 

r vdf.;r Ol ~CJoervo bOnlee UDder tb:u. soot ton would be tro.norw-rcd to tho Corp~­

rotton at thetr took •Glue o~ e part ot ita cop1t3l csaots . 

In order to ob~atn oddlttonal funds Jr nuodod , the Corpur~tlon 

would bo autborizod to tseuo dubonturoe oqu~ tu fivo Lime~ ita ccpttcl . 

tnl l e It Ia propeaod tbot thooo dobonturcs ~· 6UOrnntood by tho Unlt<4 

:;totes. tho eonttnccn: UabU tty -.:h.lch "fould bo 'JSC\Itl:lod by tho OQvornment 

by roooon <>r suc:b prc11ltOO nould l>o dor~nltoly l11'11,od tn ~~00.000,000, 

7:1 th c eushlon or tlOO,OOO,OOO, whScb ta !lll·oo.tly 1n ox:1otcnco CU~.ll !ltfQ bo 

oxpLctod tullJ t~ coYor cJ1 tho lou•~~ thAt enn bo roos~ably oxpoct~d t, 

.,ceur. lt tG ~:..o prop?sod tbot tho do'bonLuros would hnvo tba u.:Jud t..:.x 

exo=pt lon posaoesod by obUptlona Df allllilu.r Go•ornmont corporct.tono, 

unlt-ss c P?ll<>:Y should bo octttl>UI>bod to tho eontrory • 
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It 1110\ll.d bo conteaplahd that ao tar oo poaalblo tho corpo­

ration ...,llld utilize otficorc and 011ployooo ot the Board or Gonrnors ot 

tho Federol Roeor'fe Syet• and ot tho Fodorol Roeano benl<a, but 1 t would 

oleo have authority to eaploy additional .. ployaeo It this ehould prove 

tO be DOC08881'7. 

Not oarnlJl&s or tho Corporation YlOIIld be rotainod in surplus 

attar 1118l<1ng noceaaary provisions for auch loaaoo oo tho Corporation would. 

bavo to risk lt lt is sueceaatul in accaopllahin& Ito purpoaea. 

Upon 11qu1Ciation ot tho Corporattoo. all ot itc capital and aur­

plu3 would become tho property of tho Unitod $tatos. 

Tbo above Ia a briof statamont ot tho proposal, but I tteuld be 

vary glad to glvo any turth~r details or naaiotonco in connoctlon with 

tho mottor It doaircd by tho Committee. It Ia ~ view that tbia proposal 

would ao tor In aeetinS tho problem or provldiDS additional roclllttos 

tor obto1n1ns cr&dlt and capitol for such bualnoao concorna as hove o 

lositi.JoDto neod tbat ia not supplied by oxtst1DS toolll \lea. 

In aaklng thia propoS<ll -.:t only objoct lo to otter wbat se~ 

to ao to be a prcctt 041 plan tor ""'ot!n& th• probl•, to tho aolutton ot 

which tho Mood bill is c4dresaed. I •U~KC•t &bot tbo plan, lt I\ ta 

ravorGbly rooo11'0d by the COila Uto<>, bo incorporoted into that bUl. I 

hnvo no Interest In asking ror •oro power In tblo tlcld tor the Fedorcl 

Roaorvo Syotoa, but bava augr.astad tbot Ita tao1lltloo bo uood a~ly bo· 

cauao tbia aeumod t~ •• to be d moat ott1c1ont 4nd oconaatcul WC1 to 

ccblovo tbo dooirod roault. If the substance of tho plon appeol8 to tho 

329 
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Com=lttee but It it ohould wish to ontrust lte execution to aoothor sgeney, 

I shali be oat1stled. 

It attor consideration Congr••• should tool that It does not 

doa!re to enact a proposal or this kind, It would be ~ recommondotlon 

that eeetloo l3(b) ot tho Federal ReoerYo Act be ropoolod, because It dooo 

n~t operate ootlsractorlly ln aeottng tho oltuatlon, and that provision be 

aedo tor the orderlY llquldat!on ot outatend1D6 lOt-no and c.-1taenu and 

tor tho r otiii'D to tbo Treasury or tbo III'JOUDU wb.lcb It hoe paid to tho 

?adoral Roeervo bonks attor deduction of tbotr actual oporotlag los•••· 

Finally, I tool that I sbould odd thot I do not bollcvo thot 

tblo or any otbor ol•flar plnn, bowovor doolrcblo co oo improvement In 

tno oxletlns mochllnitllll for tocilitotlna tho tlo>~ or fw1do tor sl!lllll busl­

noan , will In !toolt bring nbnut o aubotont!r.l bue!noeo U.provamont . 

• 
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(Preoented to tbe WAJo w llelllo o ... utoo of 
tbe llouH of llepreoontau ,.eo at boar inca 011 
rOYOD\11 propooale, JUAO 2, 1939) 

Kr. CM.irma11, Gentle~:~ent 

I em Jlloworth C • .l.l:rord, an attor1117, of Waohington, 1), c., oppearinc 

ao tbo V1co Cboi......, of tho Cooeittoo 011 l'odaral Pilumco, o f tho Cbea'bor of c .. -

aorco of tbe 0111tod Statoo. 

I11troduct1o11 

It 1o al~ difficult to cUocuoo a reYioioll o f our rOYOIN8 ~~ ill tbo 

a'boonco of opoc1f1c propooab. It io addit1onall;y difficult thio aorninc, tor w 

aro tull:y approoiaU'I'O that the l1a1tat1o11o of t1ao 11oceooarlly reotrict ;your 

Comn i t too end tho Concreaa and prohibit oxtenoi•o ohen6o• ln oxlotlng law. 

Wo are att .. pting a two-fold oloooifioatioll of our eu&geationo: (l) 

thooe which we th.lnlc: ean be conoidored and oli&Ctod prlor t o Jum 30th of thio 

JO&r; and ( 2) t~o which we 'belie YO ohould be oouidorod a part of a aoro far 

roeclUJo,t w aoro po.......ct royiaioll, to bo co11oidorod, for exaoplo, durinc tbo 

adJo~nt of tbe preoont oeoaion and prepored tor tbe conoidorot1o11 of tbe 

Congrooo during tho DUt ooooioll. Wo baa ton t o aoouro you, howlnr, that our 

lll(&eoted cloooit1cat1o11 11 tentaUn illdaod. 

Wo are ftl'J hoppT to ondorao w approft (with t.., a!.nor oxcopt1oDO, 

of perhapo 110 taaodlato lllportanco, which vlll be dloa\11014 'briefly lwrelnafter) 

tho obJootifto and tlw prograa of tlw Soorot&rT of tbe !re&WrT 111 hie opelliiiC 

otot-nt to :your c.,..tttoe laot SaturW· W. _,., h1o coutructho opproach 

( to t be Uaoal problaao cOIIfrolltiiiC tlw Coact'lll w tbe coWltrT• It aorl\1 tbe 

npport of oftry oltioo~~o l)lfforaaceo of opillloll w1 th roopoct to t1w oppUcaUon 

ot tbe pr1nc1ploo -iatecl. and ur&H by tho Socret&rT of the TrouurJ are. of 
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cour•, "' 'be apeo\M, h\ Ulan - 'be 110 Mrlou .Utt-.. ...,_ u. obJ­

thea aD4 prlao1~• bl 11u ..s-w. 

Jiloel ObJio\lYII 

In U1e cpeni.Dc e\a\-11\ ot U.• beari.Dco, tbe hcnt&l')' ot U. tnr..­

UZT P"•ntl4 \be tollowlJic bae1c obJeoUwa ot a t \10&1 prOCJ'•• 

(l) !be aalateii&DOI of pll'bllo f"-• 1a e 10- ad. =aal&llal>le 

(2) !be p..-oUoa of tree ea\lrpn• ad. prhate lafto-; 

(3) !be att~a\ of tl&ll 'bulBIII reoo...,.; 

(4) .l ,taat 411\rl:buUoa ot ta lNNaa, a4 a -· equitable Uotrllllr 

• 
tloo of 111tioll&l laoo ... 

sr•• 
(l) 4 4Ulal\l approach \o I b&loDM4 '11114pt1 

(3) .l CODC"IIloll&l Jolat Ooelt\11 OD fteoel PollOT to coor41u\l U>-

peo4lture ao4 ••••.,. prQSr•e; 

(3) .l - ,...u ... ~eoloa to .... w U. problal cnatecl 'b1 

h41nl-lt- \Ia -nlote; 

(4) .. neloa ot tbo Je4eral \Ia l..,. to ,_" .-lteot ~till or 

other 41tMtl, laollllllal 

(a) pro'riolOIUI llJIIlJ to blaUJ' llulBIII IJIIIIIIIIlOil ao4 

lAYIIWII&, 

(b) prOYlo1oaa ooaetl\utlal 1\IZ 1rrl\1Dte•, aD4 

(o) prorlaloal r&lolal ~·U- ot \Ia eqUV• 

!be .._,...,. oorreo\l:r et&\14 tblt u. tGI'IC'Illll obJeotlfto - ••­

tlal "' tlll -~~N ...-u• ot .,. lrmor..,l tlld Nl __ , ... a ..-.& 

1_, 41t-·· U.t t ·-aHl 
flooa1 poeltt.•- ~1• tflt • JArt-'1 at - ' ----
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obJecU.,. of oowod !"- 11 a 'b&l- lnl4&et: t.D4 tllat chaDpo 1n our !heal 

proc•• ll\llt ccn!ora to thio ad. The S.crot..,. •1~;ht hue added that thoy ahould 

tu140 not oDly !heal dachiona but all acth1t1oa of Ooftl'DIDODt. 

ODe of our naol'Tat1ona 1a directed toVIr<\ the fourth objocthe in tu 

pol i oy, D&Dtly, •a more equitable diatrlbution of ~~ttlcnal incame• . Our reoorra­

tlon 1a baaed upon tho fact that w do not underatt.Dd tha at at .. ~nt. Yo more~ 

make the point a t th.lo U•, not for purpoaea of dabah, but aolel;r to a'rOld aliO­

undorett.Ddl~ o! our poeitlon. 

!he aocoll4 reaorraUon 1a directed toward coupl~ a reduction in 11141-

vidual au.rtu ratea (vhich •••• ve belle.,., to be a4alttedl;r far too hl&ll, and 

vhich muat be reduced auhotant1all7 1! o"" of tho aoat aorloua detorronta to pri­

vate invootmant all4 1114uatey 1a to be reCTfed) with tha tuatlon of tuture h"""' 
of Federal, State all4 municipal aocurltloa. Yo haft advocatocl 110aauraeto roach 

both objeOti'fllo ll\1t WO Call not ecHI that tb17 tu"O 10 ol01ol7 interrelated that 

neither ahould be broucht &bout unlo11 both are, all4 t hat tbe fo1'1118r ahould avalt 

· vapi tude of tlle Probl• 

Ye .... .,..,. tar froa tile tultlllalnt of our objectlna at tbe proMnt 

tha. In t lla year• alzoc• 1931, w have •llcucht tial to tblnl<", per~. but ""' 

have 11ad1 11 ttll procreaa to'Warda a perm&Dent recover,.. 

(a ) Maintenanoe of Sound Pu.bllc P1nancoa. - - On JUD& 30, 1940, w 

ohall hove COllpleted 8 tel>";rear period of contlliUDUO dlflolto, oinco tha daflc lt 

of 1931 . The boolta of tile J'edlral Oovernaont will lbow the !ollo~ reaulto or 

operation• o'flr tile per11141 

(1) total ol<J*ld1turu ot $'72 bUUona, or $7 blllloD& - · ll;r (in 

tbe laat two J'IU'O, .9 bUlloDS -·Uy); 

(3) \'ot al dlflelh ot $31 billlou , &'flraclnc $3 bill ion• a J'l&rl 
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(3) Oro .. hdnal ~b\ vb1ch vUl epprozt.aw H6 '111111.,..., aml'CiollJII 

prewad obU.ce.Uo» of abc~ $5 bllllOAa& 

(4) Gro10 OoYaraental cto'bt, lnolwllD« Suw 11114 local deb\a, of a­

$63 bllliona; 

(II) .AD 1Acrat:1 .. ln the per capita debt , hdaral, 8\a\e, 111111 local, tr .. 

$239 to $482, ln the op~ of hn yoaro; 

(6) .AD annUAl 1Ataraat burde.D oa the !'adoral dobt of aoro thai a bUlloa 

tcl>lo a •rlold (1) and (2) 1Adlcata tl» rocalpta, upo'Ciollturoa, deflcita 

d ....obt, b)' 71t.r1, froa 1931 to 1940. 

(b) Proaotlon o! Pr1Ya ta lDYOataant. - Wb1la public ezpeodit.lraa haw 

•oro Ulan doublod 1A tm loot 4ecn4o, prlYI\to l.n•oat.tn\ Ilea 4vlDdle4 o1'1n aore , 

l'I\Pl417• In f act, Dew pr1Yc te 1nvaoteont Mllll allloat to ba1'1 d loi\PPC'U'Od • 

.t.t leaat two poattho l.n4lcatloaa of tbh troDd aro at IIeDel. Tabla (3) 

ahowo tba decill» 1a the yoluce of corporate aoourity laau10. !able ( 4) 11ldlcatl0 

the oztont of \bo obit\ tr .. prlYnta \o publlc oo111truotloa. 

Pr ofa10or .t.d.olt .t.. Barla, in hla raoaat waUaoiiJ before tba '-PcrU7 

llatlonal Jooncate e-utaa, _.-taad the auuauon u follow• 

""- nov 1A\o cep1tal eoutruoUon IIAiir be aa14 to -
fCND4 1\a ..... a\ a J.aftl of eoaowboro 'bat- etch\ ea4 ton 
blU1ou of dollar• durlD& the de~ troa l9a<l to 1930. Of 
tbh, at loao\ etz b1Ulo!ll -t throucb the public aarlooh -
that 11, occurred b7 tale of atocllll aDd 'boDda. !lie bal...,• 
vent 1Ato coaa\I'QCtloa thro'QCtl eha aortcAP aarlalh or tbrouch 
prlYa\a pl-nt. lly 1931, eha •oQJitl COl"' tbro'QCtl the 
public llt.rlalta b'l4 fellao to approzlaatal7 half \ba\ aa01111t; 
then w1 therad to a •r• fraoUoa. J.t a au:w., alnoo 1931, 
DO\ acre chaD two cd -half 'bUllclll of true cc>ltel acDe7 
baa 10• thrcuP the aoobel• of tba public aarlolta. Tba 

aYOr ... h ooMldart"J>lT loao. 

"Tbo ool>OliUlOJl la o'b'fi...... wrlc&D prl'R\a aartceta 
an DOt 1\azlllallll& 0111 na1 ,.., 1Ato .-ptul ooDetncUoa •' 

110re \!lie (rouchl.Tl -third to - llal.f the rate ~ wro 
dolJII la \bo 1931>-lftO deo ... • !Ilia - lbat prl~\~ IIC.,!i:'\7 
1a boa,. lDl•trr la ""' ~ oo~~&lliDOU17 ceaara the 
tloln\ '101- to aep \h- lDlu\rtea llolq, :r to _, 

-'IF _,s.-•17 oa • •- --lc aol• 
----~~~?':1 
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!o - e:rtellt, Oov-nt -....u\ul'e !lao hit• up tbe alack 110 

private f1llODO~• lhlt it bae bee eett.to4, aloe ill teoUcODq before 11>e 

'J!(JIIpor&1'1 Ie>tlolllll loo.-ic Comn1u .. , lba t in tho Ttort 1930-1~7, 11lclue1Te, 

thero vat 1111 aocuaulatod deficit of $17 b1111one ill aov purchadn& pover, 

doopito tbo b1111cno e:rpelldod b)' tbe federal Oovo.,...ent, It, a o Cbeiri:IGil 

!iccloe rooo"""D4e, tbe Oovern:101nt had att•pted t o m,._ cood tbh ol>ortoge 

of private 1nveotr:t•t, 1t vould havo roquirod 811 add1Uolllll Joderal deficit 

of aero t.btiD $2 billion• 1ll oach of thooa ol&ht raare, 

(o) Attai11011nt of l!ocovarz. - OV rccoverr coal u:t be otatod 

a• tbe...., ot tbe foU~I 

(1) !be aainUnanco of a del>ocraUo !ora of 10...,....,...,; 
(2) Adequate proTloion for national dtfODoe; 

(3) lleduot1on of unamplo,..nt, at lono t to 1929 lovole: 

(4) A balenced 'buclgot, includillC prorla1on for orderly dobt 

retlrecont : 

(5) A auJ>oto~>tlol 1ncreaeo in our naUonal iucoco -- •v $8Ch 

b1ll1ono to $100 bUUone annuallJ'• 

Bow cloae are .. nov t o thle coalt 

!bero are """ betwon 15 1114 a:> cUllen porooDO rcce1T11>& public 

aoaltt.x>Oe f11laDood by federal, Stato, or local fWide, 'l'l>o coot of Nllof 

tho 7oc1cral Oover~~~»Dt alone tbio year epprol<lllato• $3--3/4 bUUono. 

to 

33 

... 

IDLII:Lotr1al prcdW:Uon laot aontb ""' oDl7 9~ of the 1923-5 average! 

factory p~llt oalt 8~ of vii&"• 1*14 in tbe period 192~5, ~:~oro \bill fifteen 

JO&rl &10• 
Tbo .. \tonal lncCDII hat not ..,prcaci>K tao billion• otnco 1929 - hat 

1
• '*--•- .,. .... beaD vltblll $10 billion• of our 

not, in fact, in all tho ¥-· ·--
c1Dt.u. obJoctlTOo 

8114 tbl oteUoUco ot raliof, cl­
!la ~· of 'bu.U.Soo reco.wt • 

• 
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in ublao (~) 0114 (6) toll lhair eotn o\or7 of oou• faUura \o achle .. ,....,.,.r7, 

'1'he1 ldll ropeJ •W41· 
.&. p,.,,,....,n t Fhea1 Procr• 

H '""" olear tbat a full, baalt~ &d po......,.nt raconr7 requ1reo 

a tranoition !ron Ooverll!llnt opomiac to printe inYoolllnt , a ooUDd conotruc­

ti .. f looal procr.., for tho Jederol, State, 1114 local &Oftri>Qinto , a d&creaoo 

in tbe d&allll4o f.or Jedcal aoohtaDCo , a rodll.ctlon iD relief rollo vHh a 

correopominc l.Dc...,...e in prhate poJrollo, .. d a llllloteatlal l.Dcree.ao in 

!booo reou.lto can onl¥ be at t&lnd b7 lhe oDCourac-t of prhate 

l.. ~uttrr, prhato l.nvealllent, and prhato • plo:fiiiOII to 

In t or..a of a genoral tloc.U prOGl'""• th h ,...,... 

33 

(l) AdjWiti:IOnt of tax ratoo t o tho point of ma:dllNII1 bualMU IICtivitr' 

and hone• moxiC\110 prodw>tlvl tr; 

(2) llomovol. of tax barrier• t o private ontorprloo cd 1Jrvealcont1 

(3) .&.enrt=• of at4b1llty & d oortolnty in tbll roveDUo q ot.,; 

(6) SlJ:>plleit7 and oaoe of admlniatre.t i onl 

(~) .to etfeotin control ..:ponditur,••• 110 that the7 n.:r be 118pt 

within the re.,..ue ;rielda of a roaoonablY po..,...,..t tax qawa on.acted \o 

urrr ov.t tbo tore.ao lnc progrr:e . 

Control of Igo..U tv.roa 

We COI!ICOni f or tho oonoidernU on of tho Oor,sro n , tho rocomelldaUon 

of tho 8norotary Of tbe 'l'reaaUJ'f lh.at CoiiCNHiOnal procod\U'O be dadoed for 

the oon.aid&raUoll ot ro.,..uee elld expoaclitureo t o(!ether • • two lntorrolated 

""=""ta of a aaclo probl.on. StabilitY ani oor t tlill\7 in ov.r t hcol pros~ 

eMU>ot • J II61Jita1COOd vithoat otteoUn l.ocUlt\tlw oolllrol oYer o,q>GD41tur•• 

and ooordluUo11 ot rocelph 8DC1 o,q>olll l tura•• 
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..,.. 
• - aoatUa\ lila\ -. O..nM - I'NdlJ., ..,.. .. lecWatlw 

proce4un to laia'O'N \be ed1\l11 aoa\1'01, r..r a.p1e, a opeot~ .,..._, 

eo..u~ <11 \be l'oua atcll& 'Ill onn..t. to ooulat of •• ep...,.r, •• 

x..~orl'f ID4 xtaonv LMo~oere, ..a *• rw.Jdllc -"" ot '" o.,..u_ 011 

~~~ u4 .._, llppwoprlatloaa, Mit lla.leo, 'lhu Coeoolttae oo1ll4 ooooW. 

the Bwl&et 111 a *ole- \llat 11, \be ••U•ted n-• ad U.. propollel 

e>;pelldltur .. - ud report to U.. llcolM ltl n....,ellldaUoa u to U.. ''"~ 

aPProprl eUoao t o be uclao f'lll O-.u tae11 nport oould 1>1 •bJacted to 

full debate ID4 \be llcol• deol 41 upca a total tor all approprlatlou, .,,. 

placlQS a effec\lft •ceu~• 'llll.crir od>!Cih \'1117 .,.., 'bo lolp\o !Ill Jwropn. 

tloae C01111lUH .,u14 t'llla "-J1Mt 1\e ...rlou oppropriatloa blllo & d -P 

\hell vl thla .,_ -- tllu n-4. lo or>PI'oprlaUOII could l"'*'d lite 

•cell~•, ualall opecUlJ., IIPFO'fed lil7 Ute W,.t CoaUtae. I t Ute J!udcet 

CCIII>Utae ooacllldld \bat t'lll IIPpl'oprlaUco wu oooeatle11 deoplta tbl prorl,...l7 

tlxed ~\e to\111 1 1\ could opproft a lpecllll lull peftiUI.Dc 1\e could-

. u oa ; otberwlH \'Ill IIPPJ'OprlaUoa ..,u14 aot be oouidon~. 

A elallar ..,.,suae, ...stelol• to s-ate prooadun, alt!l>t 1>1 deftlopad 

tor the leaate, *l.ch• ot oo'lli'H, oooold act llldopiii41Dtl7 of tla lcuoao 

hall a plea wc'lll4 - to 1>1 tlulbla eou,sll to all"" extrooi'IUDU7 

ud aercaq •IP•D4Uvea \nlt u 'IIOQld p....Ut tlxa\1011 of a detlalto ed well 

oo .. l41ro4 llaU to upaD4ltune ..a to l ociolaUoa u hori•I.Dc oJpllldlturato 

O.ortl !!I !eoo AaUou 

Obn.,..17, U la DOt toulblo lit> - la\1 a nrlolOD of the " -

171t• before \'Ill a <11 tho ,.....,. ••loa. J lftr\Mlaoo, pl'Oin"' OlD bl 

-

l. eon'• Mo41d ao a l'b.-!atlOil for 

&Ideo A atabl.a, p11 o\ J'l-.,. .., 
......,_ \nlaU.oo IIIIUrl'Jo tile tll'e\ ,..U.l\1 of aaxliNII yield of a n•=-
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... * ""' •'-~> 1a au11 • Jll'tllla, 1M f• '-'law .ntoa "' 

Coac .. ••• w ~-- U. followllll ••U1t .._ •• , 

(1) A flat · nh 110--.l oozporaUoa tu of 1 .. Oil_. a ••aU1o 111'841' 

of ta.OOO to radaca U. IIPplloUla ra\a oa nall 1110o .. a. 

(2) Ov.tr t.cbt Npalll ot \lie a-1/af, .UUrllM'-4 prot1h \a~. 

(3) A aai'1'70ftr of 111\ bu1aeao loaMI for u.r .. ,......,. 

(4) Sl.ap1U1oaUIIII of \ho 1111li'o14ul 1111>ltlll pia pro1'lll0111, allalllatloc 

'.be lllllllotiiNI'7 41a,1aaUoa 'ba-11 .... ta 11114 18 ud at a011tbo d cbaU\Ut­

lac a ohor\ar bol4lllc pori Ill. 

(&) fbo t .... lamt ot 'lODC-M .. 1 OIIPl\111 pllla c4 l01e11 ot aozporo\10111 

a• or4111&1'7 plaa ud loaaea, t;bQa 11111'1 111arl7 .ocor4111& 1o cozporaU0111 U. 

• 
~roat11o11~ DGW aceorde4 1111lh14Dal•• 

(7) J-laelall for aftllla'-4 CJ'OIIPI to fUo OODIOl14ah4 ra\ul'lll• 

(8) 111a111a\1011 of daul>la tau.t1011 b;r o~tloc all llltercorporata 

41rlllall4a tr• *• m4 cal'll41oc aozporaw 41rldn41 troa 1111l11'14aal aoraal 

\u. 

(9) ~ a tw of \ho anaUII& llafeata 111 \ho -llllo4 toabDSoal 

or odalD1atnt1ft prona1oaa of \ho pre-\ law • 

.. balloft "'-' A 1- ...... procra of '"" rerialOII ob0Ql4 111al114oa 

tha follow1"61 

(1) A reuoaabl;r pora-ut rnm• qat•, boaa4 IJPOII ~be prl.llo1plot 

abo,.. a410oato4 - tbet la, • qatea \ho balla prl.llolplot of obloll .... 1o 

reaalll 1a foroe
1 

tor -pla, ft>r • porlo4 of ,., 7-11 

• 

(a) lla:>lltloatlOD of u. pre-t laW, oblab - be attec\14 1a lai'P 

p t ll7 u. eUa111Ml• of -oe•.-lll oc-plloa'-4 polloi•• d ren-'•1 

(a) ,.. ... •U• Ill tlllltriAul .naaa• to ,... pollll •- t~>q wlU 
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( DOt .Uooour"'" private I.AYaalac\ 11114 1Jo\1vl4aal WUaUw; 

c 

<•> .t. aobahi>Ual ra&lcUen in U. \u: IIPOD oopl\&1 pl.Aa; 

(5) M affaoUva ..,.d lllao• eredU; 

(6) A rovialen &d alapUfloaUOA of \he pro-\ aota\e tu 1 .... , inoludlJ>C 

a oubat&tial railacUon in tbe pre..,\ oonfhoato17 rataa1 

(7) .t. provlalon fllr U. 61\\lJ>C aalde of a4equate tuma (tllroJ>CII tnauruco 

or otbenrlaa), fNa of aa\a te taz, for tba pa-t of \ be aotate taz; 

(8) !l'lle repeal of U. capital owoll: - uoa•• profih tu q.wa, aa aoon 

.,. tbo rO'f.,l>l requlr-nta pcm>i\; 

(9) ... oftl of U. lllltqu1Uaa DOOI ado\lJ>C in oar ezeha \u q.tc>J 

(10) .t. procedure for U. co1acUOA of azeha tuaa oorraop...UJ>C \o ~· 

uhtl.lls prooatve for \bo ooUacUen el lnooaa \uea • 

.t.ttadlad, aa .AppelldU .t., are a earle• of e.-plea, ahowi"'! \be 

effect of maUJlC eur\uea upen \ha lnftatllent of 1Dd1v1&lal•· 

Corporate !oreal '!az 

!bo no...al \az on oorporaUena obo\114 no\ and ,..d not ozceod 1~ 

It h agreed, of oouraa, t.bat • ..,. allOWI>ca froa \be ~~&sllrUD rata o.hoW.4 be 

aa4a for oorperaUone bavin& an inoo .. , for e..-plo, below $25, 000. A opoclflc '" 

credU of •a.ooo ftlr ~ia pupa .. h preferred on ~· uoUIId of alllp11fl4ll7• 

!lucll a oradU would radD.ao U. effacUn rata \o ~ en 1neooea of $5, 0001 ~ eo 

tto,ooo, a d 13.~ on t2fi,ooo, 
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1\ 11 ~ .. ~ \!Ia\ a me ~o l. will p~ aon NY-. 

With thio GUUI:Ij;IUOn o We - not IICIH• !be tun•o-\al fGGtor lD an Snc.- \ez 

1e the aaOW>.t of iDa- ..abjeot to U.Z. !ben h o poia\ of • rl- producUrlt!J. 

Above thot point, 1non .. oo l n \he rote Abillloh bulllloll 'rol- 0114 \he to\al 

protita aubjoot to tu. 

Prior to tho 111141otrlbuted pratlta tu of 1936, c-ral corporate 

rete vao 1~/d for t ho ;rooro 1932, 1933, 1936 01>4 19311. !be pre""t nol'llal cor­

porate tu 11 lf7-1{2f., Vhich lD l taelt conotl tuted o """7 auboW..Ual Sncreue -

~ttribut .. 'ble oolel;r to the _,_., of the 11D41otrlbuted protih ~. A44111C 

oth..r taxeo. - corporoUono ~ oro pqiJIC 110ro thea ~ of their ut 1D-

come in tueo. lA our opWon, thio h vall abo.,. tho point at eez1m• prodW>­

Uv1t;- . .t.ttoohod 1o a to'ble (!o'ble ?), prepared froa le;iotra\lon Stat-h 

8ecuritleo and lxcbniiCO OOQDI.ooiollo ollovia& the totnl tiiXIII 

paid allcl their rol .. Uon to tbe oet i.ncomoo of oert..Sn crOUI>• of corporatiODI• 

It vould oooa tbet fUrther proof 1o """*'01111"7• 

( 

fho olll¥ W1lir in which !lore NY.,... caa 'be roalhod !rca corporatiClll 

h 'bJ oti=l&UIIC inoroooed bueioeoo acUrl\7• Tho poollbiUtioo are r...-oalod 

b7 tho f ollow1Dc table, ohOW1Dc t be rate at ill4!1atrlal pro41>cUon, tbe __,., 

of eorpora\a ~.no- aubjeot to ~. OGd \be r..,.,... eolleoted trCil corporatiODao 

'by calen4or :rooro, froa 1922 to clatoa 
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, ..... ~ Oa.,onM W.ol 
1114u\rltll ... Oorpo,. .. .. . . ,_ 

reu 1£!4-»• 1!1- !!! Oo!po!!1! \a 

1923 811 .... 'a-1/1 '1'715.3 

1933 101 8111 11=1/2 937.1 

1936 • t5 758'1 'a-1/8 881.6 

192& 104 9586 l3 1.1 70. 3 

1926 108 96'13 13=1/3 1.229.8 

193'7 106 8t8a 13=1/3 1,1:!0.? 

1928 lll 1061.8 u 1o184o1 

1929 U9 U&M u 1,193.4 

1930 96 8429 u ?U.? 

1931 81 3683 13 3~.0 

1932 84 3U53 13=3/4 ~.6 

' 
1933 ?6 2986 13=3/,4 416o1 

1934 1'8 42115 13=3/4 688.4 

1935 90 5lt8 13=3/4 ?O?.V 

1931 101 &?:Sa ( 8-15 1,Ul.O 
(• ..artu: 

193r uo '1160 I, ( OD QD41 .. 1,160.0 
(\ribu\ed 
(protl\1 

1938 86 47001 ) 
'195.0 .. ,. 

1939 
) 

Ju, 101 ~ 
Job. 99 

) 16=1/2 + 2=1/21> 
) UD41o\rlbu\e4 1,ooe, ••'· 

liar. 98 
) prot1\o 

~ Apr. 92 P• - 92 P• ! 
Yeu te-100 &,aoo > 

P•- Pre''•~ 
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G1 ... n 1.\n lllduatrial pro411cUoa 1114.tx of abOilt 1015 aD4 a carporata 

t nx booo of $7 bllllono, a 1~ r a t e v Oilld pro41>ce ower a billi on dollaro, 

npproximotely tba oaOilDt which will be oolleoted f ·~-or -UG cuzren\ CaJend e r fa&r 

at preoent raho. Xi appoaro froa the iable tlvt.t thh 1o ODl7 a ao<ler at e 

oxpaneion of 'buoioeu vol,_ over the pr .. ent eotlaatoo 

nnd $6200 allliono for tho corporate baoe. 

of 100 for tho in<lex 

In the reoent publicaUon ''fuaUon an4 Capital lnveotaent• houed 

b7 !bo .Brooldn&o Inet1t'l'\1on, the author conol'l'<leo1 

•u haa boon pointed out oarl1er 1n thio aaal;roh. 
t ho aeano of aeo'l'rine fiecal ot~1li\7 il to be foand 
ill the exp:maion cf total neUoliOl pro41>ct1cA. fam­
tion rBYouueo will prettr ouch take care of tboaool••• 
if we eo.n aehi..,.e full econoalc rocCYerJ . • 

Ve or& t horousblY 111 acoord with thia oli01Jo1o. 

Undist r i buted Profito ~ax 

t 

1'bore 1a no logitil!IC-to e:a:cuao for r otnlninc t he 2-1/3'/o undiatributed 

profl to tnx. ~bo principle of n poliOl t¥ tnx on aornlnco vao repudiated nt 

the laat IOUi On of CODU"II• '%!he tax producll llO oubot anUal reYOtll18• !he 

coaputaUon cf a 41Y14and paid cra41t l ntrcc!llcoo coooplolliUoo which aro vh0ll1 

out of proportion t o t he iJoporto.nco of tho tax. 

It heo been aaoerted t.'lat the repoal of t he 2-1/3'/o undiot rilluted 

, rofl to tax will enoourace tax avoidaDC• b7 vealtq ot~oldero. wbo will 

prefer t o leovo profito in eorporat• ono un<ler tboir control rather tho.n to P"¥ 

hl&)l poreoliOl IIIU't axeo thereon. Jo.turall1• l¥fcey effort obould be I08de to 

-:revent t.u &'t'oldance i n t his or 81J'¥ ot her form. ~· whole probl em, however, 

of ttU oYoidnDCo b1 corporate otockbold.oro hal boon 1f010l1 omggerntod. 'l'he 

~oroo'U.l hol41n& COOil'llll1 prCYi eiono o .,..ctod In 19M end otrengthened In 1936 

and l93J , are adlqu.e.h t o t.~te care of •Incorporat ed pocltetbool<•·' 1D the 

raro oue of .., operatln6 """"""" being uoe4 f er t ax avoidance. aecUon 102. 

... 
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inp ' i ll& ,-lt;r '-• 011 \he --=ala ~Uoa of nzplua, atfOI'Ile 

w!~ici·••' pro\eoUo• \ o \he Gono-\. 'fhio -uoa !!! be ...ro....a, u \he 

~1141 orooorz c.,... - (304 u. 1. aaa) ~"''"'''" _ dtopl\1 repreo.m ... 

t1ono to the OOII\I'Ioi'J bef oro \hio CIC&mi\\tt laa\ roar vllea the !Ult m ..,. ..., 

oloool7-belcl. optr&U II& Oompanlto vao propoNcl.o I\ vlll bo I'IO&llocl. aloo \be\ 

oooU on 103 vao purpoeol7 otrenctbelllcl. lao\ roar t o ceto it aore oaa117 ant oro .. 

llble, b7 pv.Uill& the 'tNr4a1> of proof Cn \be t~u t o ohov the ab- of 1 

pUl'pOII tO &TOl d IGI'\az. 

lot Loto O&rJIOTII' 

Wo urp \bet the prlrtlop of •11'1'71111 forvarcl. net oporatlll& looooo 

be reo\orocl. to \be bnDDO Act l.aDecl.ia\117. 

'l'bo oeltoUon of " olDclo roar ao t ho ~blo porio4 h a4111thcl.17 

arbitrary. eu4 rollllh in gra<>t hal'cl.ohip to 1114uotr 1eo ancl. particular c._.uoo 

in which reare of profit end 1coo al\orna\1. It 1111Ch cCIIP*Alto aro tam in 

T'lVI of profit, vithou\ a11ov111Co tor prior r oart1 looooo, their tax 1Nrdol> 

b v.>ol17 out r4 proportion to the inc- ao\uall7 earDOd - the period ao 

a whole , AA o~rrecl. vlth buaineoooo h&TiJII o otablo be- tr,. rear t o 7111' • 

DOr eCTor, U.., aro a\ a o«~ro c~l\iTo cl.ioacl.ftll'-• !bero aro attaoMcl. 

a .. rioo ot o.,...\1\lOO<o (App mtx J) lUua\r&UII& \be attoc\1.,. "'"" r4 

taaUon 11pon corporaUODa ao\a1AI.Dc looNo 4Drlll& ...,. or 10ro 7111'1 of a 

f1To-yoar ptriocl.. 

tho ..,.,...,.. Ac\. troa 1931 t o 1933. rooophocl. thlo bal'el.lldp &114 pozy 

aittocl. 
0 

not looo 001'1'7""~~'• '1'111 prinl•ae vao abohtbed i n tbo JaUonal ~~ 

trial lleOCTir)' .U\ ill 1933o oolllr b7 ,....on of t bo uraen\ oeoooolV of pro\oo\-

1nc tho riT-e a\ \!>It \1.::11· I\ hal ....,.r "- cl.1tp11\od \bot -b a pro-

( Tition 1o "" oo-Ual t...wn ot .., ..,ai\ablo \ax qo\•• 

the 4o\lfti1DA\1Gil of \be carrr.,._ por locl. h -•oar117 arbl\rar)' • 

!be JrlUob inc- \a& poni\t loettt to bo earl'locl. t~ tor ou 7Mr•• 4 
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a~>onor peno4 .... lie a.~ tor 1'1& ... - ... pupo-. 1a nw of ..,. * iWil 

con41Uona of \u 1M\'- r.n, u4 ""'w14e flallwa\1- ~ .... 1 - ... - -~ ... unt;r. 

iDCODII aD4 Yalliel W -. ...,n-..1., a -.qO'fll' ot a\ liM' \brei , ... 

ei:DU14 be allowe4. 

O,lW a.m. u4 Loo-

!ha Cllpl\al pl11 a114 looo pi'O'Iloloao oppUoalllo to 1o4lnaaaJ.1 , ao 

roYhl4 lo' \u U38 ""'· 4loU.Ap1oll --- aoll\1 M14 1111 ._ 18 -u... 
ta:ul>ll in tulll Ullh Ml4 18 \o 36 aon\ho, \uabll a\ a •d""' flat n\e 

ot 20!11 u4 ao11h ul4 ...,.., \ball :M aon\ho, \uable a\ "nez1- flat nk 

of 1~ !be 1111\eme41ato1 perlo4 of bol41Ac. 18 \o 84 IIODU..o oppeGI'I4 ao a 

c01!1proJ011o pronolo11, for whlol>. 110 rul UOIIolt:r uJ.o\14. .u a pncUil&l 

• 
<>atter, lt crea\17 oa.pUoa\e1 tbe o\ruo\,... of U.. -Uon, - tor pv.rpoooo 

ot aiapUtloaUon, 1\ o!IIN14 be eliDiDa\14. 

!he 41Yl4lllc 11111 bet- 11bon-tera uooh1 all4 11o-\en1 ao11h1 

1o 111t...a.4 \0 oepenk opecul&UYe frail 1Jmo1-\ \ .......... UOIIIo II1JICe Mll\1 

boucl>t for ~ecn>laUft purp01e1 are rvel1 bold lOIIpl' \ball lht I>Oil~o a 

01ll>1tai>Uallr obol'\11' hol4illc per1o4 \ball Cll 18 aon\ho IIOW proeor1bl4 ~4 

be co111l4erl4. 

Oorpora\1 oapUol plna Wlrl 1prl4 111 \be 1938 renolon of \be 

IIC\1011. lliol>. plu 0011U.0 \0 be \eal4 111 fUll .....,.-41111 Of .... pol'\o4 

ot bol41DC: wblle oorporak CIIIPi W lo••• are -Ul>lo olll)' to \be ••• 

of piu plus t3, ooo, f)uol'l 11 &II ollftou iDJuUoo 111 \hie ol-\1011 1fhlol>. 

oholll4 11e oorna\14. We reo_,. \hi\ 11_...,. lo1•• be allowed u a 

deducUOilo w1 \ho'A\ liDl \aU Olio 

Oap!\al 1\ook aD4 .... e-hofl\1 faDI 

lid"- l\ 11 '11114aolll\1417 dNlnblo \o repeal \I>IM \ulllo W bel1-

th4\ U h -MI7 \ o lN\aln \1*1• ae a \CWOI'II'J propoolUOIIo for .... , • 

purpo11o. !lie aon .-tou obJM\lGO \o \MD h \hi\ \blo7 clD 110\ lq>o11 • kZ 
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on t~ .,...,, protlh. !be llllt~~Uou , .. ...,.. ot tile PN-t t.r h u.at u 

roquiroo a ccrporaU OA t o cleolan a ftl• tor ne OII!P1Ml ,,_ wlllch vUl -

ao a baell for tile cqu\6UOA ot pi'Otlh t or tile-.!:!!!!! 7eare. Is- 110 

corporaUon ca11 11\I.Jlata lh protne ~- tM CVI'ID\ 7_. wUh ..., ~ 

ot cert i11D\7• \bo cleole.nUon ot a propar ftl'U h thHr --""· &114 110 

proper baale 1 • ee\abl11hed tar 4et-111Dc •-• protUe. 

Aocor41~ , WI 1'10- Ula' tile 001>U&I. o\oclt \az 'be zwneM \o 

pol'!llt an I>IIIIU&I. cleolaraUon ot 'l'&lu, 'bec1DD1DC wt\h tM .........,, ,...., wt\h 

acleqWlte p.......,Uon, 11 ,...,,....,, ec1'1111t .., 1-.dla\e redl>oUon 1ft lh ,1114. 

Co110ol14a\e4 .. ...._ 

!'be Nt'li-\ ot aeparate rotwuo tor a P'""P ot atflUate4 c ar­

por<Uo110 h 1114afe111l ble, lblh a~' leacle to tM o\at-\ of'"'~ 

oxlehnt profl to OD4 lo11oo on io\ercoo>p~~QJ tr&DOaOUone OD4 41otono \ 'be pre­

aontaUoo of oarniDCt of i)AI'Ucnalar alh . McOQI1\anh, the Stool< lbohoJI&e 11114 

tbe seoursu .. OD4 lxcbl'.JICO C.-itelOD QD1foral7 reqv.ire o.r peraU 001100U4a\14 

roturna t o reflect t he n-1&1. pooUiOD of the atf111ate4 P""'P• 1M '"­

DopartaeDt hu oonaht011\l7 ouppor\14 t M ,.., of · oonaol14all4 ... - . 

J. .....sa\01'7 ....,t.._,t tor couoll4ata4 ...,,...,.. ll !AprooU.-ble 

OWiDC to 00111U'"!'UOA&I. &114 adaloh\ra\iYI 41tf1cn&l.Uoo. All olecUft pi'OYitlOD 

a1111lar to \ha ono 111 t orae prior \ o 1- h \hereforo reo '14· 

l)achle famUOD ot Jlb14aada 

Prior to 1136, corpora\& 41Y1411114t ....,. .-l'llcle4 troa \he l..UYidul 

nol'tl<ll tu, elDCe \he ccrporaUOD - alJ'Milr pal4 tile \u 11pOA tile -"'-

out of which ,.,. 41Y1411114 wu pat4 t o Uo o\octhalclerl• lD tM 111311 Act, 

41v1cle_,•o ,.... IIQIIJeo\e4 to the lii41Yi'-l ~ \u, ,., 01117 b- the -

41 otr1lmte4 proti\o '-• ao or11in•117 drafte4 111 \he llclue.,: 414 ao\ 1'1t'111'1 the 

corporaUOA to Pit' a tea "" 1ao- which U 41nriw\14. 111\h \he roo-lOA 

of a corpora\& DOI'MI. tez, the ...,.eiU• of a - ollli aoi'Ml tea..,.. - • .-.. 
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hol4.ort c=ot be wpporto4, 

lDtUOOIIJIIIIt' cUetrilllaUau ott• • - - - 1..-e of 

6.01lbl• or IIUJ.Uple tuaUOA ot ~'" -.! .... .._ cUe\rilrau- an 

oubj >ct t o taa\lon l n tiM bu4a of tiM oftcl•ti.Dc oorponUoa, ,.a to tbe 

ext ont >f lejl, tiMNof l n tiM bliD4e of tiM ..-l'rlDC oorpora\lo,., 84 flllal.q 

when 6.lotrl~te4 t o l te etoakbol4are. 

0.. t be otber be4, b0114 lDtonet , u 6.hUac11h he4 tr<111 6.l.t4.ol>4a. 

1a allowed u a 4edDOUoa t o a corponU., lD o~Uac Dlt loo .. 84 1o 

taxed olllT o110e , ae l 110oee t o tiM bOAollloU.. ! hh llnatlon bee 1114 \be 

20th Centurr Jl1:>4 t o oooemu l n a rMCt • tudr thnt 11o....- DOG4Ir ll """ 

n\tr..cU'II than """'" Ollpltal, both to oorporotloDa Ul4 l...,eeton, with \be 

roeult th4t a 11ea'17 pe,_,.t 4.obt e\1110\Qn rJtq be OHOtll4 which bee..,.•- 1 

nnnacenble l n tlDII of depreeol on. 

We reoo~:~~~el>d t!Mt the o:di:IPUon of cU.tdG""-' h oc norcal tu be 

roetore6. &116. t h4t t he lntorcorporate cUrl4.ol>4 tu be r epeeJ.114, 
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A4111111attativo am 'teclu>ioel llecoCIIICdaUono 

In addition to tbe !orecoillC maJor r-=-t!ationo, we believe that 

oone14ornt1on of tbe followiD(l emeoimonto of a teahnioal nature Bhould not bo 

4o~o4, and oboul.d be act e4 upon at the preaent aau1ono 

3 

(1) Correction of the 'lt!ect of the llaailor Decision. - In U..ito4 

Stat11 .... Halld.1or, 303 u.s. 564 (19:18) , t he 111rpr- Court ho.ld that the ae~W~p­

ti o· aai p81MIIt of boDdo4 1Ddebto4nau b7 the tra:111faroo iJ1 a 112(1>) (4) ro­

o--:nni 'ltion conat1tute4 •other proport:v• taxable to the trana!uor uaiar aoc­

U on llC:(d) , !Ma decilllon wao contr&r7 to the 1oJlC-eatablhho4 :iluroon rule 

that the aa.-pt1on of a 11ab111t7 •• not 0pro~rt:v• of the cboractar rofarre4 

tc in 112(4), einco it vaa not CApob1o of 4iatr1bution to otockholdero. It .too 

'""'' oontracy to tho polic~ na1 interoot of OOJlCrtll to acoord oiailar treat-
"' 

mont to roorganization• effect eel. by eoneo114ationo or cerrer•, b:y acquial tion 

of oontro1, or b:y acqu1o1 ticn of aoacto. 'the lleoi1or doci oion baa orca ted sroat 

eo..tullon in tbe roorplli•ation field, not onl:v be .. Wie of uncortnint)' ae to the 

te<>po of tbe lloa11er rule for the tuture, 'tNt nleo bii08UIO it atfecta countleu 

prior r oorplliutiona, openi,g the wq to cl.A1 .. b7 the Go.-er=ent fer 1ncroaao4 

tnxoo Nl4 claiu b7 ta1'-J&:VOr• to otepped-up baoaa w1 th rocpact to tranaacUoM 

l o,g line e c1oood. 
• In Dddition, uDder the detini Uon of a 1 reorgan1ut1on 1n 

IOCtlon ll2(g){1){B) of t!le 1934 am aubaoquont .&etc, tboro 11 a acriCUI quootion 

whether roorplli•lltiona carried out after lbllt <late 1nYoln:~~ tbo auw•ptlon of 

111\1-111 tiu vern not \n:mblo trano~otioM in t heir ant1ret:y. A gatunl rotro­

ao t1Ye t\'lelld.aon\ oo:>.f11'111ing the Bureau rule aoct to be tho onl:y aaUof11ctor:r 

"oth~ ? f a'to1d1nc \hot<> coaplantioo, both for t~ GoYel'!llloDt and. the \o.:.q,M11&r• 

(2) Corr ection of tbe :Ufoot of t~ looen11eld Dechloo. -B.S. 3186 

pl'OYidu for tiD o.utoaat1c Uon of the J'ederol Go,... ..... .,t tar =J&id tu liabiU­

u... !be 11.., 11 no\ 'rnl1d ap.1na t a polluar for .-aluo UDloll notice thereof 
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lo fUed in accorduco vUh 'he J..w ot the lah in 'llbich t'- propert;r ou'IIJect tc 

u.e 11011 lo e1 tuated.. b U, l. "• Booentiol4, (D. Ct, S.D. Mich. , Dec. 8, 1938; 39 

c.c.a. 3204), U.O lodonl Court in Nichican enforced ouch a lien upo11 necoUab1e 

ucur1 tioo 111 the baDdo of a fliW ot Detroit otockbrolr:ero, Wbo llol4 piii'Ci'60ed the 

ot.ock vltbout a c tual DOUce ot '"- U.n. 'l'bo lion - botD proper~ rocorded 

UD!.er Michip.~~ low 1111 t'- 4oc1eion ob'riollll;r coDtorao lc t'- otrict terao of t'-

ototute, llenrtheleoo, the flora &1111. IDICirtointieo of pcbaoero 1114 ooourit;r 

doolera croated b;r tbo declolon oro appar111t , oillCo it h 'rirtuol~ iepoulble 1n 

the couroo of DOral deeli.Jico 1D oecuritloo t o deteraiDo 'llbothor ther e ..:t he 

Uono filed ~>pinot oecuri U11 preemted tor deli'nr;r. It lo reco.aou!.ed tllat 

tlwl J'ederol atatuto be 1111011ded lc conform to tbo Uniform Stock 'l.'raDOter jot, b)' 

prcrtdi~ tlat DC Uen lhal1 attach to 11e&Ot1ab1e oecu.rit1oo unleea DCtico of 

the lien h otated on the cortlficate, or actual DCtiCe can be pro'rOd, 

(3) Corr ection of tbo Stfect ot the Eoablau!. am Oowran Caeoo. - Jroa ,.. 

1921 to 1936, tba llnenu<~ Act pro'rided that all etock dindeu!.e wer e truo-froe, 

The 'l'r eaour:r llocuJ,otioll8 requl.red, wore a otook dirldeu!. wao declared, that the 

boola of t'- or1«1Do1 aroo be apportiolled betvoen tbooo obareo am tbo 41'ridd 

atoelc for co.putiDC gain or looo 011 the oolo thereof. In Eooblau!. v . BelnriDC, 

298 ti.S. 441 (1936) , the a..pr- Cour t hold that a dividend of co->n atoolc on 

preferred otoclt ,.. a tuable diotribotion. !be Court turthor held, contr ar:r to 

the ll"4'llationo, tbt.t lllhero a. otockboldor 1>64 received a~ch a di'rideu!., &1111. -

oold tbo preferred stock, no pc>rt ot ito coot could be allocated to tho d1Y1den4 

atoclc i n de tominiDC gain or lou. In Bolveri~ "• Oovl'AI>, 300 u.s. 238 (1937), 

the couvoroe o1tu6 tion - • proeoted, 'llbere tbo 41rldond a took 1>64 bolD ool4 , au!. 

tho Court bel4 that t !>e coot of ouch olcclt to the taxp>:rcr ""'o •aero• . '!'hell 

doaiaiono QYOI'tUI'IIi DC the llQ&Ulationo 1a7 advorec~ BffOOt olt her the OoYornaont 

or the t llllpBTOr, dependiJ>S on Wbl.ch oto<* t he t a:qa;ror •:r lave parted with, a. 

wbo~ for Wltolll clrelliUt&CO . I t 11 a~C~~Iled that tbl pr'Oper reaed;r io a 
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1~-atutorr ,.un .. \loa ot \ba ..,.._.,, ,....la\loa vtt.ll r eopeot to a_.,... 

vbo etill lao- ot tbl tkOb..., 111 olhpo•tac ot till ~blr ao.,...., pia., 

lou iD ac~• "1~ \bat l'tll"laliloa. 

(4) hrr .. torz .111--..t . - ho\lo11 22(4) ot tbl 1938 Act r--..luol, 

for t he t lro\ u .. , \bl 1 lat\.-111, tlro\-ou&• -~od ot nl..UC la .. a\ol'loo, ""' 

ooverel)' UmUe4 lh ..... of appl1ca \lo11. la a cC<a"ol...ao wUil \Ill iDitrucUono 

of \be Sllltl\e aD4 Boutl OooterMt OJI lat\ )'MI'1 t Bill , tlu-~er 1\uii.T llat b­

l iYOD \c tile ....,eolment b)' \he !ri'•IW7 Departllent with a new \c acUon at tlllo 

oeooion. It h Wldero\ood \hat \118 ~ram\ 11 reaol)' \o p-eo•t ., •PFOt~rla\e 

rodraf\ ot tho ucdMnt , cioh tlloul4 be 1noorpora\e4 ln the 1111. 

(5) hrdoa .. ot loDo!.t a t a DieCoaD\. - !t»re h 110 opecltlc p>onoioa 

In tbo Act vi~ reopec\ to \ba tax,,.., .. ,., ot palato ar ocoellatloa of 1D-1 

dobteoi.Dooo, 'ba\ \Ill ~\10111 proftole \bat \Ill pacbaee or occella\lon ot lD­

dobtod:oe u at 1111 t.haD ,..- r elllll.h 111 \a!lable inca• \c the u tent of \118 1D­

debtednlu dloalarpol, oxccpt are \he ~r h 111eol....,, ~ till c"""el­

lettcn. 'l'lllt npla\lon, lD 0111' opiDloa, h IIJIOiound. !Ill pur olllto at 1odebte4-

nou at leu ~ par pro4uceo no real cain ar iDea•. Nor-or, \Ill rll\lle\lon 

wortoa ext- lllrdoblp 011 carporaUou in olhtreue4 f1DtJio1al clrauao\aJICeo, 

ldl!ch are uable \o r e4Uile 1111htaltbJ deU otruotareo blotaM of \be _ _. ot 

\amble cain vbloh VOill4 be reallse4 111 \Ill tr......,Uo11. A ,..-ual r olax&Uon ot 

\Ill otriot '!r•INI')' 1'1>11 vat attorde4 b)' \Ill CIDDiler Act a\ \Ill let\ 111olo11 of 

CaQCreu, cloll oo11\a1Md a ~p«~ltio p-on elca \hat "" tuable ~- tiiGll be 

rtalbed b)' nrtue of laieb\.,_11 - • lled or r-ed 111 a proceedhC aoder 

\lilt Act. !Ill toao4 prt..,lplo U... eoqoreooed, llowtlftl'o h \oo lial\od 111 appl~ 

Uoa, ol ..,e 1\ do .. aot appl)' to \he paolllte of 1aitb\.,_ll ccerall)', or \o .,._ 

ductloa ot l.Jiole'lt....,.M etteo\ed vl\bo'oa\ \ba aS4 ot a Jederal bolllaup\o)' COlli'\• 

4 t -r"11 Jll'lDDlplo Qa\ \Ill parala•• of boll4t at 11 dhoount doeo DO\ r etnl\ 111 
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t<>:oable 1noo• olloul4 lie ftl"• lato u. •- .an. 

(6) &nto1on ot hoUoa 110. - tlllo oo~z ul todanto.tJ. pronoloa, 

u au.- to t!le eorrect1cn of ......,re buTed 'b7 U. otatuto of liedtaUone, ..... 

quil'eo rmllon i n IOfti'M l.aportallt po.r\icularo. lor ]11'1- sa'PGIIO. bo,_, 

it 1o ou.tfie1ent te call •"•Uon te one o'llnou 4afici.&C7• !boo oecUon mU.r-

1too Bl1 a4,lW1Win\ acninet \be ~. 1f ll 4et-1Dat1on ootal>Uohoo \lie proper 

yeer for a deduction or orad!\ erroniOWil,y allowed 'b7 tile Co•1oo1our 1n a 

barred yMI'. It doll not, bove"Nr, pe .. n an a4,luat.ellil in~ ot tile tazpo.TII' 

1t a deduction or oredit be.o bee orroaeoual,y dhall""e4 'b7 tile eo-lll1ollll' 1n 

a 'belTed,._.., aD1. • 4atem1at1on 1a latll' ol> tn1Dod eotohUoh111C ~bat tact. Cor­

rection of tbe oooUon 1n t.hio roiJ)Ict will not attord nUot to U. t&Zpo.T~~" llbo 

hao ta1lod to olaia a bed debt doduct:loa 1n \be proper ,...., ul oeob t<> col'l'd 

elaaod aDI. t.)ll'operl,y 4&114 to cot ral1ef. kt tile .. oabollil doll COYII' .., 

1apor tent type ot oaoe *ioh tile a..~ttee r--dod obollld be o~ll'ed, alll 

wh1e>h 11 neoooi&I'T to d1opea11 •enD-balded ,luatioo• between \be ....,..,... -

tho ca .. 1oo101lll'o 

( ?) loulp 'llu Crodi t , - hotloa 131, allov1J1C a or edit tor tazoo 

po.1d to torolp -trio .. ..,.. doaiped t<> coo,..-ce - prot oot .a.ortcu cU1-

IIJlC-ced 1a toroip tft141 ar ba'lille lllfoot-h a'broado .i roo.,.t UaltaUon oa 

t ho credit, llaorenr, be4 4opr1Yed U ot ...cb ot ito attooU't-oOo fhla reotrlc­

U on arhu hoa tile c:11oo.ns1 111 tbe dat1a1Uoa ot •net 111110ae• M4e by \be 193& 

...., 1938 .ich, lor Ualted ltateo tu Ja"poooo, tile - •net ._. - in­

cllldeo partl,y- ta»-ez.-pl lateroot- la\II'CCD"JIOI'&h d1Y141111lo, cro4ih aca1Jle\ 

net l.nc- bel.ac oaplcired t o r_,,. •- u-• .eoll.T or sarUall,y, fro• taL 

J'or pur-•• ot tlaa torolp taz orodit, llaor....,., tile pllraoe •.,.tiro aet 111110••, 

uoed 1n ooapatl.ac tbe l lalt on U. oredU, lllllllldoo boUt sartJ..T--ez.-pl 
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.-4 lnhroorpll'ah clblcl.-.o, '14\b t.la rowU of 4lotoUlllc tbe appllcatloa of 

the foJ'Illlla uc1 _,.ot:b' recl.'IIO lllc \be uown of tbe or o4U, Yo bope .., &GeD4-

ment to correct iblo error will be P'OIIpi:b' a4opio4, 

354 

(8) P81U1lon Truh, - !l'be peaolon toruot •oalMDt adopiod 111 oootlon 

1615 of the 1938 Act, \ocotber witb t be ot rlJW.,.t Mw re&ulaUono adoptocl., tbroa'­

eno tbo creation and oontlwocl. oxhteaca of aey ponolon, bomi.e aD4 pro!U-IIllaz'­

ln& tl'll&h for OIIJ)1o:roeo. 'fbo ..,onclmont 4onloo ia»-OXOIIJ)Uon to tbeoe truoh, 

lf ibore lo an:r pooolblllt:r, haw""or oUcbt, ibat f\ID4o a:r reYVt to tbe •plCI7-

or prior to \be oaUofactlon of all 11abU1Uoo - both flxod aD4 conti.DciiDt -

to raplo:rNo Wlllar tbo \ruot. !be on:b' exception lo tbe po11iblllt7 of rOCOTorJ 

ot 01110\1!\h tbroucb orronoouo aoW&rlal coiSplltailon. Slnoo tblo requlr.....,t can 

be oo t on:b' by a Tlrtual:b' lrr....aGabla truot , Wlllob 11 uwally ualaolrabla , lf 

not 1mpooalble, froo a buolneoo otaalpolnt, tho affoot will be to curtall oerlou .. '­

:b' tho nUDbor of tbeoe truot~. to tbe cletrloant of Ol:lplO:J'o ... 

'rile 1938 o.:>eDdoant unqueotionab:b' wont too fu, 'l'bo original law worlo­

ed Will, on4 DO OOnTlnOiDC HBOO!l wao adT&DCecl. for ChsDclJI& it • !l'be aDealJOellt 

w.o bo"4 on t.1a auuaptlo:>. tbet \sot a'f014anoo oiebt ooour through tbe uoe of 

ra-ablo truato. lo actual ca .. o vera P'U«<tod ln .. pport of tblo aooartlon. 

It 1o our reccmDeD4atlon that Co"'rooo, at tblo oooolon, oboulcl return to tbe 

or 1c1ual law. If ibat 1o lapoooible, nt laaot an ..,.Dbent otoulcl be &4opto4 to 

eorrect U. pr01.,.t oltu&Uon, preforabl7 by 11alt1JW tbe requl.r-nt of lrr .. 

l'OO&'b1l1t:r to that portion of tl>e truot fiiD4 .&ioh lo nocoo001'7 to oathf:r 

l1abU1tho Wlllcb la.Ye 'becoae fixed aD4 certAin, ao oontraotecl. wit h 11abll1Uoo 

"hlch aro aoro:b' oonuncent , 

(9) Detic1ei1CI7 D1TlcleD4oo -- I. orocl.it vao P'OT14od 111 t be lleTOII.,. Act 

of 1938, pol'll1Ulllc per oonal bolcllDC coqanioo oubJoot to tbe penoH:r -taxo• of 

fl.tlo 14 to cl.aolar o c11T14_,• to of foot clatlcl....,loo 4otara1Decl. lrT tbe Coooolooloo­

er or the aourte. .a.u llleinooo oor]IOl'&Uono, wi tb r o11p410t to 1936 aD4 1937 
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u.c.-o, are liable \o till be&~ J*lal\7 --· of t'be 1936 Act !or ta11we \o 

clhtrillllte illeoae , 1t det1c1•ot .. are bereatter dlaco.,.red. Ill \Ill a'bHIICe o! 

a o1m1lar credit, a corporaU on wbich in pocl ta1th dh t rillllted all t'be 1nco• 

obow on ita return !or 1936 and 1937 ~ 11114411117 'be confronted wHh an 1111e1" 

peeted iiiCrO&M in ita t ua'ble "- !or tliiM ,._..e aa4 'beccae oul>,lect \o a 

boa'}' Wldietributed protih taL We reoo•&llll prortoion !or web a cr edit in 

tbe pendillC rertoi on o! tho Act, 

(10) Capital Oaino ot Peroonal .,ldi.J!§ CoiiJia!liU, - 4 ·rn7 larco 

UOWit of capital aneta which baft appreciat ed ill muo r.ain •troca• in 

perooll&l holdillC companieo, UD!.er tbo 1938 ACt, complete l1qu1dat1oDtl could 'be 

effected at capit al cain r a teo ( oec . 115( o)) &llll, wxler certain c1r01lllttalloeo 

( oec . 112('1>)(7)) , without 0111 s.-diat e tu, upoll \Ill otooltholdero. llowwer, 

aell7 ot theoe COJOP&Ilie• could 110t, aD!. can 100t oow, bo coaplohl7 Uquidated • .. 
4 partial liquidatloll h probibit ed, for 1\ iUYo1ne !ull tal:ation of tb8 oap-

1\al cat ... , We of t'be a oooto 1o out of tbe cpoetioD, oi110o tbe C~>11l would be 

tal:ab1e tirot •• corporate ill- a Dd the either ao an ordilar7 d1Yidaa4 at tull 

llDrll&l. tu and ourtaz to t 'be o\ockho.ldero or ao ulldiatributod illeoaa ot t'be hold­

ing COmp&ll7 u the 6~7~ r ate. 

!be poroonal holding ooapa117 ourtu wao int eul.ed "" • rouch equali_. 

Uo11 of the -· cich would mn - ~ble b7 till otacldlolclere 1t tbe iD­

come had 'belli realised 111 th• cl1rect17• lll the e&oe of capital Cl'i""• howenr, 

tho aection cooo tar be7olld tbie obJoctlYe, oiu:e the otooltholdere would be aD­

titled \o the flat 15~ rate 1! the;,- diepooocl o! tbo aooeto direct)¥ 

throucb tbe corporation. 

OM eolut1oll would be the 8liC1uoion of capt tal CaillO fro• the detlDi­

tioD of "uDdiotributed lllt inooae• of poroollel holding ooapollieo. Acothor 

pooa1b111t7 1o t he ezt .. oioD ot oection 11.2(b)(7), ctoh would pemit tbe dh­

tributloD ot t 'be appreciated .... to with t be tu pootpolled until oulloeqoMDt aola 
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~ •-"' o\o0ldlol4eu. ~r '"'CC••tlo"" d .. vnac co•1d-Uo11 are to perm\ 

the pert ' al llquldatloa ot aldl co~leo at capital p1 11 raho, or vith a ~ 

over bar h and the tax pootponed until t he cab h act\lal~ realised b)' the otocli:­

boldor, or to allow the corporation to ooll 1 to oapltal a nato, ~DC the cor­

porate rat• thtroo11 alld thereafter to dlotrtbuu the calA tax--tree to ih otocb­

boldero. 

( 11) Surta:rea upon I1100• troa Perooaal Seniceo ZxteDdl.zJ over a 

Period of Taaro. - j. vary aevere bardohlp Wll.er tho o:rlotlac law. *ich C&l1 be 

adequate~ and os..pl)' r-elied at the preeet tiae , e:rleh with rupee\ to \be 

ta:raUo11 ot lAcoae tor pereoaal eem<> .. redored ever a period ot 7aare &Ad peid 

for after collpl1 Uon . 7or IIXIUIPle, inYc\cre, autbcro, 1111iuere, ocietloto, 

1a..,er., &lid othero frequent~ worll: tor TO&rl , CUid rece1n their coapenoaUon 

( upon the oucceutul co~~pleU on o t their oemo ea - - uouall:r all 111 one ,..,..., 

Conaoquontl:y, their 111t1re lnCOllle, balDS acCIIIIOllAtod 8lld recolnd 111 one :yeor, 

... 

( 

l a r >bject to \be hlcbeot ourta:rea. It tbla i~ae bo.4 be., received ao thelr 

aervic~o war• rolldered. U voul4 !aft be111 lllbJeoted to t he lover rateo of tax; 

8lld the u&eropte ta:roe pe1d would !aft b0111 oubat&llt~ len thal1 tbe aacUI1t 

- ble under tho pr .. .,t law. H would oe• tba t the pereon lObo lnveata bla 

tU.O ao4 aemcea oYer a period of 7aar e abeul4 be 111 \be - pooitlon aa one 

who imeoto hla f\ulda in aueto *lcb awecl.&te onr a period ct ;reara. We 

recoaaem that lncoae :troa pereoaal 11rvicea o:rteo41DC ovar a period of aore 

t.liAD two :reara abould be taxed at the e<q>ltal co.ill ratea. .1. rea.eonabl)' elmple 

device to pr-t ... aalo11 vill o.tford effectln protec tlOII• 

CoDOluol oll 

We approYo \be procra to ren•• our •xlaUac r oYOnue lawa. aa erl­

ahel)' 81 u ... ~lh, 111 accord.oDc• with the prlDOipl•• adYOcated b7 the Slc!ro-
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C ..,. till u. a• »• Itt ... -. o e •• te •"• -'wlr..., u n 1 

.....,.., wUia a ..s- te --~ W 1r 

.. Ill ......... ...._" ....... 0 .................... Ill 

uo ooaald-tioa ot 1'- lelilla"-

0 
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Table (1) 

lts!IFal Debt and lxptp41tur•• · 1931-11!4() 

!'1aeal 'l!otal 

J:!!L 'l!otaJ. Rece1pto l!!p!a41turea G!'l!os Dofle 1 to 

1931 • 3, 189, 638, 632 f 4,091, 597, 712 • 901, 959, 088 

1932 2, 005, 725, 437 5,153,644 ,895 3,147,919, 455 

1933 2, 079 . 696, 742 5,142,953,627 3,063, 256.885 

1934 3, 115, 554, 050 7,105, 050, 085 3,989,496,035 

1935 3, eoo, 467, 202 7, 375,825,166 3, 575, 357.964 

19,16 4, 115,956,615 8, 879, 798,258 4,763, 841,643 

1937 5, 293, 840, 237 8,105, 158 , 548 2,811 , 318, 311 

1938 6, 241, 661, 22? 7, 691 , 287,108 1,449,625, 881 

1939• 5, 520,0?0, 000 9, 592, 329, 000 4,072, 259, 000 

1940" 5, 669, 320, 000 9 , 095, 663, 200 3,426,343, 200 

$41 , 031 ,930,142 $72, 233, 307. 599 $31.201, 377.462 

Source a Annual Report of the Secretary o! the i'rea• lll7• 1937 • 

a - StU-tod, l'rea1cl<mt 1 a Budcet lloota«!, January 3, 1939· 

358 

• 
.. 
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'faille (a) 

ht!ral· .,.,. -· k!el PH\, llt'l-lHQ 

(ll!.ll1o111 of !loll••) 

Oro II Clro11 :Oe'bt, Illo1114iJic 
Jupt 30 I•OKtl. D!)' f\ttt M4 lpgel lv O.Vte 

1931 f16,801 f3&, 861 f288,94 

1933 19,48'7 38, 81? 310,80 

1933 22, 539 ~.0156 33'.351 

1934 2'7, 063 ~.8?11 362,29 

1936 28,?01 4?,m 373.84 

1936 33, '719 & ,?57 410,?8 

1937 36,~5 65,6'79 4129.99 

1938 37,166 611,1115 Jet, 432,04 

1939& 41,133 80,166 Set, 4!59,98 

1~ ... ~ 63,458 let. 482.20 

lovoea "'--! llepor\ of U.. lecretii'J ot U.. Tr-1117, 1937. 

a- 11\t..te«. rre.sdat'e lhldpt lletMPo Jaa.-, 3, 1939. 

Regraded Unclassified



c 
'l'a'bla ( 3) 

!rew Oap1tel llsuas 1n the l1nlta4 StatH ( Oo•w-t 
Obl1Cat1oge p4 le"'P41ye llplU4t4) 

(IUlliona ot Dollare) 

TotaJ. Do•et1o Joral.F 
IW Corporate Corpptttt Corperttt 

1919 2,303.3 2,248.4 56.9 

1920 2,710 .0 2 ,663.4 146,6 

1921 1 , 823. 0 11/00. ? 122,3 

1922 2, 335. ? 3,211,6 124,2 

1923 2,702. 5 a.~.• 67,1 • 
1934 3,322. 3 3, 02? , 1 295,2 

1926 4,100.7 3,604. 6 496,2 

1926 4,357.0 3,754.0 603.0 

1927 5, 391.0 4,666.8 734,2 

1928 6, 079. 6 5,346.1 '733.5 

1929 8, 639.4 8,022.0 637,4 

193;> 4,944.4 4, 4&4,'7 459,'7 

1931 1 ,?63.5 1,550. '7 212.8 

1932 325.4 325.4 

1933 160.7 160. 6 .1 

1934 178. 3 178. 3 

1935 403. 6 403. 6 

1936 1,216.9 1,193.9 23. 0 

193? 1 , 158.5 1,158.6 

lovoea Oo oW ..,4 Jin-1111 OIIJ'ooicle. 
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'-llle (4) 

raaLlO a» RI\'4!1 GO ISUIJilOI a» IWJ!Ddel II m 
WI!• .... lUP=ltM 

lMlw!'M ltrt of "" J!l!tf hn•'"K'ttpa 

( IIUllou of 11111lal'e) 

'lotal ll'uii1So ll'rhate 
r wc•t of 
public to 

!!II: Octptt.f¥t1pp Qaptrstista Ostpetne\lop to ttl 

1920 8,1563 2,att 6,&u 23.9 

1921 8, 062 2o32li 6,737 28,8 

1922 9,3M 2, 3118 6,988 25, 2 

1923 10, 9:110 2, 228 8, 692 20,4 

192' 12, 049 2,556 9,494 21,2 

1925 13,063 2,819 10,2'4 21,6 

1926 13,7?9 2, 862 10,917 20, 8 

192'7 13,1144 3, 189 10, 7&5 22,9 

1928 13,710 3,330 10,380 24,3 

1929 13,488 3,309 10,179 24,5 

1930 11,814 3,733 8, 081 31,6 

1931 8,689 a.~ &, 265 :!9.4 

1932 6,4411 2, 539 3,906 46o6 

1933 4,0tt 1, 918 2,126 47. 4 

1934 4,84!0 2,474 2,386 5(), 9 

1935 &, 678 2, 1148 3,030 45,7 

1936 7,731 3, 496 4,2315 45.2 

1937 8, 440 3,& 6,111 39.4 

1936 
' · 3116 

3,711 4,665 44, 2 

lo'IIZ'Oel faille ,...,...u tor 'f-.orU7 laUoMl looaoll1o a-ltt .. 1G' 
' I&Uonal beoueM ~tt•• .._10 data fi'Oil On'•Utlel'Pp 4ptltltJ J.p Mit 

2aStf4 IM$•• 1111eMI7• .,.,_.w.a, of a.--oe, .:nwnr gf Qarrwt 

Juabut. 
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( 

fable (6) 

l •Mral lltlt" Cp•\t 'u 
(rtcur•• u a1111oDe) 

1934 • • • • •••• • ••••••••• 0 •• 0 ••• • ••• • •• ••• ••••• 

193& • .......•.. • ... 0 •• • •••• 0 •••••••• • • • • •••• 3, 361 

1936 • .•...••..... ... . . ..•... 0 ••• 0 • • •••• •• 0 •• 2, 342 

193? ' . . •..••• 0 • • 0 0 •••• • • 0 •• 0 •••••••••• 0 •••• t 2,46"1 

1938 • ••.•. " •••. . ...••. . . ••.••• •••••••• 0 •••• • 1 , 953 

1939 • • • . . • • • • • . • . • • • • • • • . . • . • . • . . . . . . . • • . • • . a, 741 

Sourcot • .Actual " SetU.tG4 Reoe1pto DDd lirpell41tl>Ho o! tho 
Co•o,.,...Dt !or tbe liocfl t .... u 1931• 19311 oD tba llaoia o! Preset 
Cla .. 1!lcc.t1oD lbo..., 1D lla117 'l'Ut<a\lr7 Stot-t', publ1oba4 ~ 
TroaiU1'7 ~ar-t, Sept-er 15, 1938. Toar 193?, oot1Jato4, 
ll\\lletlD o! Tr01\l\lr7 Depe.rtmoDt, Apr1, 1939. 

(1) 1DC1\\doa direct rouof, work rol1~! (t.r • .a.. ""d c.w,.a..),, 
and 01v111111l Conoonation Corpe. 

lrumbor of Poroone and Ho\\IObo1do 
Roco1v1ng Publio Aea>otonco linoneod rrom 

lpdorAl• Stato . or LoomUund.a 

IlL Roytholclt Pereont 

Doo. 1933 7,000,000 24,800,000 

I 1934 6,54?,000 23, 475,000 

I 1935 5,886,000 19 ,851, 000 

I 1936 5,968,000 18,872,000 

I 1937 5, 3!10,000 15, 505. 000 

Souroot Pro11.ml.nn7 Report, Special Co....tttoo to lnvoat~ato 
UnG.iplo)'lllllllt and Rel1af, Un1 ted ltotoa Sooate1 PP• 4.-5. s. Rap. 
llo . 1625, 75th CoD«• • 3d Soli•• .&.prll 30, 1938· 
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Mle (7) 

Cerwruagp •w - l t lf 

...,,, 
'luee(l) r lllots-1 Jet • of 

Jo4Uit1'7 Prtnotpel Oo..,..s.,. ( Sxcl11ahe of lac- ,..,..,. 
Oooc•nl• a4 aal••• acu .. , alter to Dlt •. ,.,. ,. tts.) ''W Ipsp• 

Steel ProduCer• 10 316 f 149, 215,305 f 199,7'2, 515 74. 7 

1101\ t ' "" loor. • 157 21,495, 63'7 19, 3114, 716 111, 2 

Cho1D VariOtT 
Storoo 10 30 29 , 804,997 64,516,968 46,2 

J.utomobl1o llfro . 10 129 152, 866,266 251,435,246 60,8 

'l'!ro end Rubber 
lltrh 16 319 43, 934, 899 27, 1?8, 443 161, 7 

Jcr!cul tural h •· 
pl-•t llfro. 10 56 39, 410,325 65,918,418 59. 8 

C!corotte llfro. 6 16 24, '186, 185 83,35?, 751 29, 7 

Sucar ieftnoro 14 53 15, 745,628 19, 720, 972 79. 8 

lloH Order Houaeo 6 33 35, 33'1,215 53, 479,005 4?.4 

811 Rofioor o 19 567 223, 581,402 522. 722,343 42.8 

Off!eo lqu1pmoet 
lUre. 10 92 14, 963,832 34, 728, 285 43,1 

Co,.,nt llfra. 8 31 2,888,433 6,57l , Z40 44,0 

(l J))J)tll't..,nt Storoo 37 232 30,758,286 38,940,073 106, 3 

Cor.te.1n.or Kfre. 10 48 18, 631,304 44,1~1. 686 42,2 

Chain OroeOl"ioo 13 52 15, 338, 934 9 , 439,804 162, 6 

Chomieal ODd 
7ort!11•or llfre. 21 217 55, 138,394 193, 617, 916 as.& 

'IO'W.S 194 3,238 $863.886,932$1 . 624.755, 381 63. 2 

Source• Coarpilod fro• pulll1ohe4 report• opoooor~d bT tba s ... ur!t! .. ""' 

b cheDCO Coaain!oD• 
(1) Abon f~t;ureo oD tlll<ll exclude all exciooo , oaloo texoa tmd other 1aopoato 

which rMJ¥ be r egarded ao ' coneWDGra ' t axoo', with tbG pouible omoPtlon of alnor 
amounto, 1f aDTt of ouch t axt>t wblch .., not havo boon osc1udod frollll tbo clnta !o­
IUOd 'b7 tho Soourl Uoo • d l<chMP Collmi .. ion. It it UDdorotcod, bowover, t be.t 

cort atn other tllltel which ralflbt properlT have bMII 1DC1w!ed in tbo total bomO 

'b1 tbo reciatr,te 1!orO I&IIOTOdo 
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( 

( 

~- lbowliiC \M Xfeo\ of Blp ll&rlu 
la\ee CD lD41dDl ~~~a .... u.a.r \M a.w­

Ao\ of 1138 

Ill 1 fs A 

(~h of 1-• ben ref•re4 'f··an 'INI'\u u t iJI,. 
o- al\er all-• for .-.pttcoa1 , eto. Aaounh ot 
ta~: are o.-11184 Donal AD4 nnu rat••·) 

I. (e) A.,. with $ee),OOO of Dl\ 1Do ... (\IIDI>le e\ tr .. ·~to 

31~) wUl ban a \a& to Pit' of tii,?OO (• •ence rah of lV ,t~) . &. 'Ifill b&Ya 

left, after \u, a u\ _, of ~.aoo. 

(b) .All &1141\lODal $1.000 of 1DO ... will be tllllll>le at ~. 10 

that tho tax 'Ifill \Me t3110 of that _,, le&YliiC Ida ut, alter tu, t1150, or 

6~ ot INCh &1141\lODal lJIOOM, 

llo (a) A _,. with tJ,OO,OOO of DOt 1110 ... (taxable at fr<IA ~ to ~) 
will have a tax to Pit' of $34,000 (aD ••l'IICI rate of ~). lie v1ll b&Ye left, 

after tax, a ut _, of t66.000. 

('b) .All 11441\lCIDil $1.000 of 1DC ... v1ll 'be \IIDI>le at ~. eo 

that \be \a& 'Ifill \Me $630 of \bat _,, le&YlDC bia u\, after taz, $380o or 

~ of nab 11441 \10Dal ~. 

III, (a) .1. _,. 'lfl\b tJ,eo,OOO of 118\ 1DC ... (\IIDI>le a\ troa ~ to 

~) 'Ifill ban 
1 

\a& to por of t&6o000 (ID &Y&l'IICI rate of f.3.-l(~). lie vUl 

hl'fe left, alter \&&, e u\ _, of te&,OOO. 

('b) .All 110141 UODal $l.OOO of 1DO ... 'Ifill be tual>le a\ 64~ 10 

the\ the tu v1ll \MI t640 of \bet -'· le&YlDC Ida "''' ef\ll' ""'' $380 

or~ of nab a.MiUODal 1DC ... • 
(o) CCIDII.48l'iiiC \be tleooOOO u\ l - 117 teo,OOO 'block•• \M 

rel'<llt 11 .. follonl 
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0 

( 

Jw et1fs• 
heel 

!u ·-lid !I 
Jot I DC- l.!v!p! - "-mt ! ~ 

J1ret $110,000 I(a ) lSI.~ te.?OO ao.e! tto.300 

Second !110 ,000 48.~ :M,300 51.4! 2&, ?00 

$100 ,000 ll(a) 34 .~ 34,000 66.~ 66,000 

!hlrd 50,000 62.~ :n,ooo 38.~ 1e,ooo 

$1110 ,000 III (a ) 43-l/3! 65 ,000 66-2/3! 85,000 

IV. CowdorlJlc 4! aa t he rata of lllhroot which a reaoODablJ oa!o 

1Dduotr1al lll.cbt r1ald, 6! aa the rata f or a 'b0114 or 1.,... vhl.ch carrl.ecl a 

reaaona'ble bua1MII r1olt, and h1~ ratao of &!. 1~, 1e! and 21:1/. aa the 

poni'ble r1eldo which alsbt 'ba a:rpac\ed •• creator olOMnto of r1alt llifijlt 'be 

involved ; thon we f1a4 the u t r1e1de , after tbe federal 1aooae t..u: (but vltb<Nt 

oona1der1nc otate 1DCou or ot her tazeo) , if theoe rapreoentad additional 1nooae 

to .1. who alraaq had . 80,000 of net iDCCIIIo to J vbo alrea41 ha4 $100,000 of ut 

IDCCIIIIo , and to 0 who alraaq had $1110,000 of nat !DCCIII wovl4 'be ao follovol 
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GCGM I 
late I 

I 

·~ 
6~ 

• 
~ 

1~ 

201! 

. -

a.~ 1 •• 

3.~ a • .-
s.aoJ! 3.~ 

&.~ 3.~ 

ll.?. a.~ 

13 .~ ?.e~ 

........... ,.I 

1 ... 

8.1 • 

a • .-

3.~ 

M~ 

?.aoj! 

PoulblJ .1. 111pt tMl \ba\ \ba •' ;rt.U. llllich be c0Gl4 bape for 

voW.4 be wltlol•t \ o ,tutlf7 ~ iJftoeeU.h lt oaa41Uou ,_ nu....-11 

aaUefaG\OI)'o 3 all4 0 o0Gl4 bU'4lJ be apeo\e4 \o Mite 1ane\Mnh llllich 1 ... • 

~ nlve4 """h 'olleluu r1*• u waal4 DOna11J oall for ~. ~ or 1~ H\Urlle ,.. 

tc IIOI<e \~ a\traGU•e lDY .. -h vbeD 3 11114 0 wwl4 cDlJ haYe •• ~ or 4-
u\ hf\ to \~el,..e fr• &1ICh l..,..eU.ho 

l, (a) lf .I., a- who alreaq bu tl!OoOOO of aUo\ l .DC ... , 11 COD\­

pleUDC 1..,.. • ....,, ld $100,000 I.A a lluluee vhi.Ah be hopeo vlll ;rlel4 ~a 

:rear, be flDb \Ita\ \ba tlOoOOO he bapee \O HOeln v1U 'bo .UJec\ \o 

.3,860 \az eo the -' ;rtall. \o h1a tr.. hle $100,000 1""e'-\ vlll be Mo340o 

or olleh\lJ aon \11M f1f., .. IIIQ' fMl \ba\ \hh 1o wtt1o1 ... \ to JuUll' \1» 

('b) lt 3, a aD who a1neo1r bu .100,000 of DR 1DCCDeo le cOD\­

plaUDC lDYee....,t of .100,000 1D a 'llulueo which be eloo hope• vlll :r1ol4 

lejl a ;rear, he t1D4a \he\ \be tlOoOOO he bOpeo to receln will 'be .UJec\ to 

.6,a:l() \az, eo the net ;rtel4 to h1• vlll 'be oD!J ta.eoo or leu \ha ~· .. 
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( 

( 

( 

ill "z A 

r.c-• 'I 
CIA ~ tMl \11M ..to a 11ft n\va h llllftlol•• to JuU17 111a 1A .UC 

\he lDY••-•• 
TI. !be blp nr\aaa wo* ""' \o plaoe e:roeul" peaal.Ueo on 

nr1aUono in lllC'- Iron J.U to 7Mr· 

(a) I. ...,. with teo.ooo a, .... ut lllCoae Plfl tv.?OO. Jar a 
yecro on $100,000 of ,...,..,. tbna recebe4 hio tu would be $19,400, 1NY1Q& 

t o hiD a net -•· tor the a JMr•• of $80,600. 

(b) I....,. with $20,000 net illacae ill one :rear, on which be baa to 

pq $2,060 tu; ADd $80 ,000 net lDCcae 1A the nut 7e&ro em 'llhlch hio tu 

would be $23 ,6001 would aloo b&Ye $100,000 11ft lDCcaa for the two Je&r•• bv.\ 

h1o tueo thancm wcm14 be $36,660, leartQ& hill a ne\ """""'' • for \be wo Je&Ho 

of $?11 0340, 11081loe of the ii'!'ICQlarl\7 of blo inc ... , ho baa to pq ~ non 

yoara. 

(c) It a aan had $!i0,000 lou 1A one :roar and $150,000 of inccaa 

ill tho next, he aleo wcmld b&Ye a not lnocae of $100 ,000 for \be two :raaro, 

but hh tu would be $66 ,000, 1NY1Q& hill nat o~ $311,000. Rio tu will be 

OYer :5 \iDeo the _, o! tu pqab1e em $100,000 na1be4 1A equl -h 

each :rear. 
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( Appeadb ! 

Arq..,. ooao14er1DC a...., i~Woo'-t will bo faced with a117 pout'blo 

aanditioao >dlioh ~ 4nelop. Bo .aot OODOUor poootblUUoo ot IIICceu u4 

poootbilitioo of failure; poeat'bil1Uoo ot 101111 ia eo• yeoro u4 catu ill 

othera. Be .aot lal&DCe the pro'ba'bUi\7 ot a fiD&l roou.U wUh ca111o to out­

woich lOOIIIo 

'!he ..,. W!lo woul4 Mka a ouba""Ual bualDOu i,.,ootoont ia pro'ba'bl7 

n """' lObo alrllidJ" baa a ouba""U&l MoWit ot other lDoo•• In """wriqr the 

od• nntacea to hla of ~ the im .. taODt, he will tm into account tile net 

re tult o! the now Yent\IJ"c to h!Jo, ApplJiJ:IC to 1t tho ratoa IOhlch would be applied 

( to tt on top of hh other income, Manlteotly, unleu thh will Jiold to hla a 

r oturn in a441Uon to hlo othar inco• IOhtch 1t oufficlent to cOYer the rht, he 

woul4 be 'better off to be contented with hla p-euat lnco• ud aot - tile ...., 

ln.,.otaont, or pooot'bly to - the innata111t in eo• CODoonett..e lo,..Jiold 

In tl7liiC to doteredne the Mt retult of U. wotDO .. tho t....eotor 

oll.ollld talco into acco=t the poootbiUty, or nc.pro'ba'blUty, ot baYillc oD8, 

or throe 1eoro' louu before the ,... wo1118u ooul4 cot on ito teet ud reall7 

etart ito e&nl.lJic•• ..,., after U hao roached • poillt whore lt """ obov .....,... 

lnco in coo4 yoaro, he .aot atlll oonaidor the pooo1'blllt7 of .... yearo of lou 

talltnc io &liT enODded period of year e. Of cour oe, lt be 0111 teol woll aooured 

of t'ba abe-• of oertoua riot 1D tbl im .. t..nt ud the roaeana'bla ozpeotatloa 

of atllidJ" '"- troa u, he 0..,- hh l!WottDea$ with UUle recar4 to poo-

( ot'blllt :l ot looo. Oal7 raralJ, ~>owner, will thla ooadl\ioD mat with reprd 

to &D7 nev oa\orprlllo 

4 .... ~ oout4er the re~al\, of tbl inua-Dt lt be fillS &I•• lD ilt .. ll';i 
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!adlridual~ (or tllrouch a pu"Wrclp) oo Giere ldll be 110 -pauo11 •u to 

~ lolt on.l¥ tbo 111diY14ual ~ tu. 111 Ulat oaee bo ..., ttcuN the a441tl011-

e1 te.x he woul4 bon to JI&T on 1Dco• bon tbo &hrprhe r ooe1Ye4 111 &441 t1o11 to 

bit othor lnoone, &All ..q COIIIIt on baiiiC able to aPN louoo on the enterprlee 

1o :·•or• ot lou acalnat hie ot.h8r lnoo .. , ldth rediiOtlon ot the .... Uilt ot tu 

ba t:c>UM o thervh o haft to pAT, 

It, howlftr, bo Mltea an inYeat•nt throuch a oerporatloa, t.h8l1 the Mt 

...,1111t r•• 1niDC to h1a will be -.bat h lett attar JI&TIIIC tbo Corp!l'ate tu 111 

- :rear• In ..Uch tha corporatlcn haa a ph (with 110 corporate tu to pa7 111 

JO&rl o! corporAte lou) am attar sa:riDC hie ln41Y1dual lnoo• tu o11 6ll1 net 

proflte the corporAtion dlatrlbnha to hia. 

We la·u aet up certain rather tJPlcal •-ple• ot bow thla a1tuat1on 

would work out u to tax an4 net ,;aln fro• 111nataonh. llrot, eo to a aan with 

$100,000 or other lncoae , ao that anr tuea he would hen to ];1&7 011 a4d1 tional 

IJ>Cone would be at a rate of at l••t ~: and uoon4, tor a..., wbo ba4 ouch 

lncooo thet tbo aftrac• rete of tu he would hen to pt1:1 on a441t1onal lncoae 

""uld be :u~. (!hie latter co"'P"tatlon cannot be related to apeclfic ..,.,.ta o! 

!nco.,. aa the 31~ tallo at a po111t are the cred&Uone betwe., raha are quite 

rapid. Bovenr, we are JuaU!Ied 1n aak1DC tbo collpltatlon on an aa-tlon that 

0 "''-~ eieht hoppc to baft tbla uact rate to p&7 on a441t1onal lncone, or tblt 

he llllcht be one of a nuaber of aen wbo were po.rtlclpatlnc In tba inYoatmont 10 

the t bo woul4 hne ..., a•erese rAte of 31~ to P.lf . ) 

ror oonnnl.,oa of coap1taUon, ve lion aaflllled oarnlnce ot $100,000 a 

7ear In ~· ot F Otlt , with poellblllt:r that there alch' bl a :rear or ;raara In 

li!Uch thare woul4 bl louoa of $100,000. (CoiiSJ"taUona coul4, ot couroo, bo-" 

IDCoao In Y&rl01111 JI&J'I and tl'CIC tUiltlAS -to ot 
•• to tluctuaUDC aoounh of 

llcated \bat the alnplt 
!>Oaalblo lou , bnt tbo coCJIIlt&Uona are At blat oo ooap 
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' PJI!II!llz :a - he- 3 . 

caoo ooooa llltt1c ieni to Ulaa-t a tho hii4CIIoieo I.Jrrolnd.) 

J'or o!J:;pl1c1~7 ...:.., v o are &laialDC \bot tbe I.Jrreotor lao a at~ iJI­

ooDO troa otMr aouroea w.toh doee aot tlDOW.te ftoo• ,...r to ,...r. Perlapoo tbe 

rool tcdlno:r VQ\1l4 be tor hh o\blr 11100111 to be tuchar in tbe :raora "'- tbe 

nov ontorprho had 1DCoM tor dioiribution, aa1 be lower in rear• .., .. u. new 

ontorprioe vao .,..taini,_ lou, viih t be etteot, •• bereinbetore DOh4, tb&tt.111o 

wu14 11m o\111 further to incre&ll ibe aYerece ratio ot tax &1ch be ,..1114 

..... to pq. 

0n ihell &lm.ptiODI VI !aft aet up ftriOU e~ll tohich i ll each 

( 4 ) If ibe .. terprill ba4 at~ e&rD!Jico ot 
$100, 000 a 71&f't v1ih no :rear• ot loa•••: 

(I) If \be .. t arprhe lad ...,~.De• ot $100, 000 

(0) 

(D) 

a 7ear tor fcrar 7Mr1 of tbe t1Y .. 7Mr 
period IID4 ba4 one 78n• ot loll of $100,000: 

It tho .. terpr1oe lad three :r...r• ot eamiQCo 
ot $100,000 a rear, aDi .,... :reara ot lou 
ot $100,000 a ,......: 

It u.. eaterprill lad , ... )'Mrl ot prot1h ot 
$100,000 a rear and ihrll r...r• ot looo of 
$100,000 a 78&r eoch. 

._ ot th••• ~ ·- rather -- Ncur••• but tbe:r are b7 DO 

-.,. bi71>Dd u.. pou1bi11Ueo vtth 11hioh &D iJrr .. tor ar be faced vUh roprd 

'1'be OOIIpli&Uou ebov '- ihie woul4 _.1< out -

l(a) - f« ., 1D4irlcln&l ooDiUOUIIIIJ ibe blla1DI•• 
41rectl7• 

l(b) 

I (o) 
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.,. "" ~ - he• •. 

.t.o a f1Dal oollpda\toa we baft f!cure4 ..,., '100ul4 h tbl a~ not 

return UDlor tbt ft1'1ou. oollll1Uou ~~blob would. r-'-n to \be 1unnor atier ~ 

i ll'- t M 11l- taz .. 11l'1'01Te4 -

(1) 0.. \be &OIWop\ton t.llat a tl,OOO,OOO iDYoolaent 
.,.. requ1ioe4 to 71•14 tbl HUate4 earu1Jico 
(eo that 1n ~· ot prot1t tbl 'bu11»oo would 
'be eam111c 1011 all 1h 1arene4 cap1tal); au4 

(2) 0.. tbl aa.-p\tcm tbat a teoo,ooo 1aroo'-nt _. 
.... HCJQ1re4 to J'1ol4 tbt oo\tate4 ~· 
(eo 'bat 1n :r-• ot protlt \be 'buii»H would. 
'be eam1n1: aOII oil th 1•one4 eapital). 

FU-ot, tbeoe "" ,.. .. cte4 on tbt u.-pt1on tbat tbl i!ld.irt~ bao 

othor 1noo• ot $100,000, eo bt on AZV' 1noo• troa U.io chrprloe be would. bo 

taxed at ~. 

J.o to 0011p11tat1on I( a) 1t tbl 'buo1nuo wore oon4uote4 1!1d.irtduall;r, 

lt h 40IIIIlod tlat t bt looooo 1n an:r :rearo ot looo woul4 be TO tbl reoult ot ott­

oettinc $34,000 ot tu llbicll tbl 1nd1~dual would. otblmoo llno to peT on h1o 

$100,000 ot otblr 1nooDOa 

0.. OODpQtatlouo I('b) ....t I(c) it i o aom.ood tblt - tlxlacb tb1 cor­

pont1on etcbt bt.n to 1fll"' tu on tbt. full ODODDt of 1nooDO 'lddcb it eatl»d 1n 

Jt:>ro ot protlt, 1t -u aot 'be ~oe4 tor taU..-o to 41otr1'bnte eern1Jico 

to the ezt- U.at u vu ,_.....,. to eppl:r mob -lnco to ottMt tbl looooo 
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I (a) 
15 :r•n 

llla1~ooa caD4ucte4 b:r 1D4h14ual 
he.rtac otMI' uoo• at 
$100,000. 

l!u1~oo e&m1DC• $100, 000 per 
;yeu uoept for lo11eo "' 
1D41oe>W. 

Ie\ oar.DiQca •••• • ••••••••••••• 

lot t&lt •• ••••• ........ ..... . . .. 

l ot pin ............... . 

Percctaco ot oanW~ca 
rllll&in1ac to rcpreaont 
""t co.1n to 1nvcotor ....... . 

.l.voraco annuGl net return 
on Mp1tnls 

(1) On $1, 000, 000 1nv••-=· 
(2) On $ 1500,000 1,..••t•lli, 

io l01111 
B 

1 7MZ" 
lou 
$100,000 

' 

.lppciaUx a - Pace s. 

c a ,..zo. 
101111 
$200,000 

D 
3 , ..... 
lot Ill 
$300,000 

$500,000 $300,000 SlOO, OOO -$100,000 

310,000 2U,OOO 118,000 22,000 

$190,000 • 86,000 -$ 18,000 -4122,000 

* 38,000 * 1?,200 -· 3,600 - · 24,400 

-18~ 

3.~ 

fbere 1o b.re, of cour.., DO 1D4uc-nt for 1nveot.n\ 1t ,.., Teu-• ' loo .. 

u or three :re&re' 1ooteo tore " prob&b111t;r, " ' 1n Col.-o C &111 D. :IT.., u 

U11111pt1on ot 0118 ;ret.r' o lou u f1'11 ""ul4 cert&inl:r 1 ..... DO llliuc-nt for 

1srreatsoon\ ot $1,000,000 u ench &n enterprleo . !bore h precttc&U:r DO 1114...:: .. 

oont tor the retulh 1n Col111111 B to 'be o'bt&i~ed on & $500,000 l.nveot•ent . 

It t ho 'buelDuo could r•eoiiA'bl;r 'be expected to .U:. :rl(. a :re&r on a 

$500,000 lnvee\alent, w!. \II DO ;reut at lotH I, at 1n Oolu.n .1., tbe pood'ble ?,tif. 

r eturn on the. 1,..eet•nt lllc~ 'be lllff1c1ct to atftot tho prob&b111t:r at lou. 

!l!ero WOU14 bercl.l:r 'be outt1c1ent 1JIIIuol-n\ 1t 1\ wao DtCIIHI'J to ulo:o • 

$1 ,000,000 invet\.en\ to o'b\&U \beN rttulho 
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' n Uz 1 - hce a • 

I ( b) 5 1861"1 

Corporatlon •rnias• $100,000 par 
7Mr ezceJI' for loooee aa 
11141cate4. 

lot •enW~c• Ue\rib!Rid. t o etocl<-
bol4er tuable e ~ 

I • t earn 1111 •. • • • • • • • • • • • • • • • • •• 

Tc \al taz (corporaUon aa1 11141• 
Tidual) 

.& 
lo iouea 

$$)(),000 

341, 3liO 

B c D 
izear 2 :r-r• a, ..... 
lou lo•••• looM I 
$100.000 $200,000 $300,000 

$300,000 $100,000 -$100, 000 

211 , 090 90,810 33,000 

let caln . ........ . ....... . 

.&verac• nat pin :per zear . .... . 

$158, 660 • 88,920 $ 19,190 -$133,000 

• 31,?30 $ 1?,?8~ $ 3,838 -· 26.600 

Perclll\ace of ul'lliJICo r-1ni.Jis to 
reprlllllt Mt cain to innotor. . 31.~ 

.&nr.,e cwal ,., ret....,. 
on oapl\alt 

(1) 011 $1,000,000 izrreo-t... 3.1~ 

(2) 011 $ 500,000 meo-n\... 6.U-

19.1~ 

.~ 

.?6?-

!hie clYII eo• YUiaUon tro• \be r uulh Wiler haaple III(a ) wt.ore 

the bl.alneoo 1o conduc t ed b7 ibo 1n41Tidual. In Oo1uan C (2 zearo 1ool8o), tbo 

tax voul4 taa ~ot&Uall7 all ""' ,., aarniJWI Wiler I (b) bo.t woul4 not 

actua117 ezcee4 tbe ,.., -iDs• ao U ..,1114 un4or I (a) . 

~bolbll tbe onl7 bade aich -ud aka tllab an illrao\alnt reoeonab\e 

Wl4er U.eH ooD41Uou "'Uld be tbe au .. opUon Ula\ \be corpora\lcn could ...,., 

:rear earn ~on th l..,ea\ld. o.pU al, viti> no zear• ol looo • 

• 
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1 (o) 6 lMI'I 

CorporaUoa ean1llp $loO,OOO pa 
:·ear .seep\ tor l o .. •• u 
in41coW. 

Loooea 4e<luote4 in OCIIIpl&tiiiC \az 
on pr otlta 

lat earniap 41a\rti!GW \o atoolo­
bolder tualll• e -

l o looo" 

l et •U'Dizsce· ..•.. ... ... ......... .. ... . teoo.ooo 
total tu (corporation oD4 1D411'1411al) Ml,31!0 

•• , ~·· ·· ··· · ··········· ··1&8,&60 

.\nroce net pin p•r , ........ .......... f 31,730 

Percentece ot MrlliDC• rr''"'IIC to 
r epra ... t ,., pi.D to ~ator ••••• 

.\nroce .-1 .. , re­
., .. \all 

(1) 0.. !1,000 ,000 ~··-· .... . 

(2) 1 fi!OO, OOO l 11na..,.t .. · .. 

J 

lraar 
lou 
!100,000 

taoo,ooo 
30',810 

f95.1VO 

• 19,008 

375 

c D 

2 ,. .... , 3r...ra 
loa .. • loe .. • 
taoo.ooo t300,ooo 

flOO, OOO -$100 ,0CD 

68,2'10 -

• 31 ' 730 -$1.00 ,ooo 

f 6,~ -! liO,OOO 

-= 
!be rellllta in tbe tlrat Dol- A (D.O loaaea) re-in tbe - u in 

&m!lple 1 (b) bolt \be poaalbl• return UD4Air Dol-. J u4 0, vblll 110\ ., 1-

mnt 1D it..U, 11 !Nba-Ualll be\ter \ben in 1 (b), It the Col-D ai-Uon 

oboul.d e>:da\, tbe 1Jiftotor ~· ,.., ~· t o a\ud \aUI t o \be Ocrr-t in 

&dd1 \ion to a .. , lo .. ot \118 llaliD.ell• 
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.!ppeDd_h: I - P• a 
!bo fOMCOlllc :laapleo I (a ), I ('b) 1>114 1 (o) are all on \be 'bade 

of rol\llh to a otool<hold.er (or otoaldlold.ero) \alla'ble at ~. 

We ~ a.- an 1D41T14ul (or ln41Yldulo) tozablo • 31., vithOilt 

attemptl.ll& to •e.r o:raot:~T vbare in tba tax eoale tbat &Ter-ce rel\llt v01ll4 

oooe. AltO VI ~ &1- that it \be WtilliU Vlrl ill4hidual:IT 0011411cte4 "'9' 

loueo vould rel\llt in a tax oa'l'l.Dc to tbo ill41nd11al of 1~ of tbo lou. On 

tbat baolt , with c01141Uou otharviH tbo - aa ill ZDDpleo I (a) , I (b) all4 

1 (c), VI.., -=• tbo reopeoUre Co.pltotiona of I1 ( e ), I1 (b) all4 I1 (o) . 

II ( a) 6 zean 

J.s in bpple 1 (a) omept tbot 
1n<li'r1d11al h tuable • 31-
and lo•••• ctw taz aanac ot 
15 •• 

Jo lotllt 

lot untnco .. .. ........ . . .... .. . . . .. teoo,ooo 

llet t.az, ••.. ... ..•.•••.. ... ... ....... . 156,000 

J:et piA . ........ ... .... ..... ~.000 

Avorace net cain per zoar ..•. ........ $ &e ,OOO 

Poreentace of I&Z'IIinct r 1 talac to •""' 
repro act ""' caiA to tnr11tor. • • ~ 

Avero.ce t.niNal ""' returD 
on oep1tal1 

(1) On tJ,oo,ooo tnrea-nt • .. . . · • 6.~ 

(2) • 600,000 t ..... a-nt . • · · · · • ..J!:!! 

I c 

l;raar 2;raaro 
l Oll lOIHI 
flOO,OOO $200,000 

$300,000 $100,000 

109,000 63 .000 

$191,000 • 37.000 

• 38,300 • 7 .<100 

63.6~ 3~ 

D 

3 ;roar• 
lOtlll 
$300,000 

-$100. 000 

17.000 

-tu7. ooo 

_. 23,<100 

• .. 
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II (b) I II J'!!!• 

J.o 1n ~1o 1 ('b) emep\ \ba\ 
otookholder h \aUla e 31 •• 

llo lo11eo 

let Oarni"Ctt• .. • • • • • • ............ fi!Oo,ooo 
total taz, • • .. • • . .••..... . .••••..• tall.tal 

.. , calA·················· ..... 0711 

J.nr...- .,., pin per,...,,. ....... ! 117,616 

PeJ'Cent.,a ot Mft1Jica a In' nc to 
r,epre...,, •• pin \o 1ane\or.. 117. 61. 

J.nrace ~ u\ reWn> 
011. ••lkll 

(1) Oil f1,000o000 l.mee\Mn\ ... 

(3) I f 1100,000 l.meeaen\,. • 

li (o) 

J.o 1n ll:ullp1e 1 (o) uaep\ \!Ia\ 
1 tocltho14er h \aUla • lll •• 

.. , earn1nce ••••... .. . .............. teoo.ooc 

!o\.al taz.... .......... .. . . . . . . . . . . . . al.l,ta& 

•• , ca1A ... ...................... 0711 

Peroen\.,a ot earnlAc• r tntnc \o 
reprtMll.\ 111\ catA \o IAYee\or. · · · · · 

.l.ver...-~ 111\ reWn> on 
·~1kll 

... "zl- p!p t 

I c D 

l7MI' a,_.. :s,..... 
lOll lo••• lo••• !100.000 taco,ooo t3oo,ooo 

• 

t3oo,ooo tloo,ooo 4100,000 

U&,MO 6&,1!10 33,000 

f!6l.~ ! U,M5 4W.ooo 

f aa,an • 6,Ht ... 36, 600 

a:s.~ :M.M~ 

t3ocl,OOC tloo,ooo 4100,000 

U'7.166 -

67.~ 

-(1) Oil f1,ooo,ooc lane..- • · · • · · · · · 

(3) Oil ! 1100,000 lanetiiD\ • • · · · • · • · • u.-' 
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Onl:t a brief ...n ... of tho .. 1a _,_,. \ o ahOY bOY -.:~> 110ro of 

an lnduoeaent tor llrrut .... t 1o ofterocl \ o the un tazal>lo a\ 31~ the!> b ottorecl 

t o the llWl taxable at ~. 

MnlttodJ¥, tho ooaput&Uono here DA4o 4eal vlth oerto.l.n epeolal 

dtuatlono vhlob are acloptecl ao &eOIII:IJ>Uono t or tboao oocput .. uono. '1'be r01uu1 , 

however, &rO pural}¥ rtpr80011\4\1Y8 Of the \e...a.noleo vbicb aiot ill the prooent 

l.JI>r, oo will appear trOD «ao aore uteDclecl ooaputatlono ot thlo klllll vbicb C&D 

bo llll4e. 

While U lo not perbepo \be oM.lno.r7 eon\qleUon tlmt " dDC].e 1 .... 

vaster vlll cake \be cocple\e 1aYeo\aen\ of $000 ,000 or $1,000 ,000 tor f1D&D01DI 

an ont crprhe ot thb klnd, cOilplltaUono ~ ln thlo VOif vlll ohov \he •­

t ouu ncloo u vOII.lcl tace an lnnotor 1t be vue oonteaplaUn& putt1DC ln oalr 

a port of the t otal IIDOWit, wl\h the 'balance t o bo ouppl1e4 'b7 otbero. 

378 
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3\lDe 5' 19511 

--. .. --u-rra.s.-....... ..-....... 
~ .. -.... -........... _ -...... L......., -T­
DAidl.L ... a.m. ---

71.2 JACKSON PLACE N. W. 

Honorable IWu7 C. l?orpnthml, 
Socrotary of tbl Trea....,-1 

l aah1Dgton, D. c. 

I n accordance with 7our telegraphic request, I tronal.t -

withe -randu. concerning .... Serl e' a propoaalo for a capital ~t 

banlc.1ng ..,.at.. 
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OfTQa -.. .. __ -~&.L1011 

Jao 

a- v. """""­..,.,,........,.. 

J1me 2, 1959 

T­

iU&.llftNH......_. ........ 
UUU L OIUUM ....._T_ ................. 
~ 

7~2 JACKSON PLACE N. W. 

11e110randua tor: 
Fro•: 
Subject: 

The Secreto.ry of the tree~ 
Mr. Charles 0. Jl'a.r<b' ~ 
.. • Ber leI 8 ...,randua • A Bonlr1 n& llr at. f..r 

Capital ""d Cepital er.dit" 

... Serl e's propoaala wq be COOYen1en~ anal,ysed under 
three lloo.da : Firat, b1s analysis of the W1f 1n wb1oh tbo preoent 
!1nsne1al orpnbation of societ;r opsratsa; teoond, b1a propoaala tor 
the estsblis'-tlt or a new f~c1al mechD.nil!ll; and, tb1rd, lliacallaneoua 
crit1c1 ... or apecitic atatuents. 

The essence of b1a analJ'oia of the present cyatea •liT be 
statsd br1ol:ly as follows: First, tbat under a IIOdorn c0111110aroial banld.ng 
eystoa tho noeda of the co-unit;r f or liquid loonablo fUnds are aet 
throUj!b a process of creating •one;r (bank deposito) b7 a stroke of the 
pen , and are coatle a s except for the opsrating expanses of the c.-erc1al 
banking 1\'fStelt and the bad debt losses. Seoond, tbat the 80dern J.nTest­
•ent banlcing cya~ 1n contrast to tbe ..,_.-oial bank1ng 1\T&t., opsrates 
111. th eavince and cannot satisl:Y tbe need a of 1ndustr7 tor inTestllent 
tlmde, except ea savi.nga are offered by the puhllc, either c11rec~ <>r 
throllih tbe 1n~at1on of tbe goTOM>IIIII>t, wbich ..Us ita bonds and 

adYancea tonda tor inTeatoent. 

Ria constructiYe propoaal ia that there be eotablished a 
capital cred.it banlcini cyst.. •wbich can do tor the countr7 what tbe 
rertoed ..,_..cial banking syet. baa done 1n tbe ab<>rt-teno credit and 
strict currenc::r field"; tbat 1a, create lunda tor 1n•eat.eot purposes 
1n accordance w1 th the needs of indust.Jy and of goYG1'DIIental un1 ts, 
without reference to the availabllit;r or eaTings. 

Tho Background of Capital Crocl.1t 

11r. Berle's 108J10r&nclulo retleota a •iaundsratanding on b1a 

part of tbo nature of the W1f 1n wbich tbe banlcinl v•tea- abac~ ,_,. 
tun t1 I ~- ~- ~a tbot a bankini tV• 8 

.,_ .---
c one. t ia ,..._, as "" ~ • d ita wbich function 

to create, to" leod1n& and 1n•eat1ng opsrat1ona, epoa 

• 
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ao 110ae;r. I\ i.e al.lo \1'118, aa be ana cP••• ...._, • ·~ •- • t "--~ ~ • ·- _.... • ..,, -t tile loaoa 11114 l.nna-ao.a o --.. ban 'beu the aovca of a oon id 'bl • ~--• • ora • proporUOD of l.nnalau •• .._. • Be 4oaa DOt r-ptoa, boWHor • U..t the •craau .. • of 
twodo ia DOt tba oJ>lT wa;r, IID4 quuUiaUnlT a,.u11141 1o DOt tho pr1ooipal 
...., , in Which hlllllao are a'blo to f1oanca ill4u.at- ~ ~o 2 h t 

b , _ t ~--L ·• • "" ~ o re oro to t o lllpp..., o ._... cra4it 11114 'bllollll: 4apoo1to aa 'bol.nc •~.n at:roct tho pr1T1-
loso of co•nc1al 'biUIII:a to croah 11114 o1r0Ulato 110nq,• o, _. 12 he 
etatoe that there 1o no rauon '1'1Q' a 'biUIII: 11 •enuUad• to 11 pro1'1t 'becauoo 
a bllollll: 11 a .. chall1aa tor craat1os currono;r ucl roooino iho pr1T1lop of 
cloins thh froa the SCTOI'Dilont. 

The fact 11 \bat t .he wol.nooe of creat1oa Cllrraoc;r ...., unto for a 
nry oMll fraction illdea4 of 11111 bazll<' 1 currant oporaUono , .t. haok _.., 
ub a loan by creatina a clopooit (if 1t baa an Peon rooorTe) without 
baTiDC firat reca1Ya4 a 4epoa1t or a capital maotaaot of like &IIO'Wlt troa 
a dopooltor or otockbolder. llut ill thAI Yaat •Jorit;r of caoeo 1111at it dooo 
1a to rocaho t'wl4.a ei thor t roa a clopooi\or or fro a a fonsor borrower w11o 1a 
pa;y1lla ot:r a 1...., IID4 &l.locato theoo ti>Ddo to fraob 'berrowero, It 1a onl;r 
tho 1ncreaaa ill tho YOl-• of dopooHo in 11111 chao por1ocl which can proporl;r 
'be claacri ba4 a a twulo created 4ur1na t hot partocl. J'or :roan at a Uae no 
fwoda aa;r be craat a4 1D thia ...., • Dviac tbo :roan 1923-29 thAI llllDII&l. arcwth 
of cle-.ncl depooito waa at the rate of ltu than 3 per coot per .....,., Tbe 
bull< of tho l•41na oper&Uono wao ot.pl;r tho ra411triwUon of tbe uiotina 
110notar;r otoclr:, or wao financed from tho arowtb of Uao dopooito which wero 
not currency DOr coatl•••· 

On pace 16 llr . Berle pointe out that controlo muot be in uht111co 
which will priYont the craation of curronc;r and crecli t tor capi\al pur­
peon froa oo 1DcraaaiD& the oupplT 11114 oircul.aUon of currlllC7 that 1t 
will affect iba prioe leTol . 'l'hio would 'be a ....,b ..,ro ioporient liait­
aiion on tho power of baDkw to create Cllrronc;r than llr. Berle ''""" to 
reoophe. !be oJ>lT roaaon that 1t 1a poui'blo tor haoko to Mlte aoao­
thina out of noihiJI&, without l.ntlat1olla'r7 cODaaquOIICoo, 1a 'becouoo in a 
arowina cOW>t 'r7 tho atO<:k of aonrq nea4a4 to C&r'r7 on bul.nooo at a aiabla 
price liYel tondo to iDoroaae fT08 :roar to :rear (both 'bocauao of incroaaecl 
population u .d 1ncroaaa4 wealth). In ~he a'becca ot a -• IV which CIU'­
rano;r ....., he ezpandecl, the att.-pt of inU•iclllillo to 1Dcroaae thei r caoh 
'bal.aDcea would e:o:on a dowmrard pr•Oilr• on the prlco laYOl and tho 
naUoDal illcoae . lilt to cr•t• and innot a YOluao ot carranc;r in ox­
ceoo of the noedo of tba population tor caoh at ota'bla pricao, 11 dofl-
nitalT innatiOD&r;r• 

Durina & period of acute 4aprauiao tba williDCDoU of tho 
popu.latlon to bold idle eaoh 1n pretoronco to &Otl"'rt i;::•::t;.,!:~. 
•o ri d -.., clurl u tho recOil~ racoYO'r7 :roan • ••• an •• ~ ltbout dlautrouo l.ntlatlon, 
to inoraaoa •ba 1'01UM of caoh rapidl;r w 1ot ut in another connection; 
larcalT for the reaaon tba!.,:rl::i:: _:,00~ital 1,...01 ta111to on 
-17· tho ralUDtance ot _. poriodo 1n our hiato'r7 • t ho acale which c~>anotarbecl aoa~ pr ••• oua 
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'fho Propooed Sroha of Ct.pi~al Credi~ 'Be""'ns 

llr. Berlo'o propoood e&pital credit buD are to de 'llbat 
couorc l&l baAD han dono to a l1a1 tod ext an~ in tho paot (and it ~ bo 
added. what scnrnaonto han dono 1n tho po.ot when t h.,. financed tho1r 
~n .. o liT 11ou1Dt; paper aon11l; that 11. oupplr tho capital neodo ct 
tho cow>tr,. liT croa~ed curt"ODCl' to anr .xtont nocooaarr tor inoot•ont 
purpoooo. 

!ho chocll: on all ucoooho oroat1011 of tv.D4a tor th1o PQI'-
pooo 11 tha~ whon t ho aaowo~ of bank crod1~ and curronc;r croa~ed. coupled 
with all 1llcraoao 1n U>e opoed of ito oiroulat1cn, tondo to upoot tho price 
loftlO • tho aaowot Of currenC,. aod credit io to bo reduced 'b;r 

0opon arl<ot 
oporationo• {p . 17)• !I 

It 11 net 1nton4ed that tho capital credit banlto ohall Ul•­
.. lno create aonot&l'1 depooito o1nco 1t 1o otated that thoir dopooito 
ahould not be treelr wi t hdrawable on4 obould conoio~ of oaTinp (p. lJ). ... 
Si nce tho obJoc~ of ~be ochao 1o to t roo tbo 1aveo~or fro• dependence 
upon tho oupplr ot the Toluae of laTins•. bowoYOr, 1t io noceooary thot 
aonota:y tw>do bo created 1n ooae ~· '!he aetbod obooen 1a to redia-
count tho e&pital crod1t banlr:e 1 bond aoooto at tho ledonl J!eoorn J!onko, 
The attoct of. rod1oeew>t1ns would bo to put tho borrower 1D pooooooion ot 
tw>de which when dopooited in t ho co•erol&l baDlo:o would incroaoo tho1r 
roeo"oe and proouablr lNA to an osponoion of tho Yolw>O of dopod to 

at tho eo,.,orcl&l banJto , 

!bo probable worlriq of ouch a plan cannot proporlr bo 

tonco.e~ on ~bo baaia of ~ha boh&Yior of bank dopoa1toro, inootoro 
on4 bue1Doao borrowero ill a period like t ho proaaot when - l OTol of 
1nno t aont 1o low, bocaue• tho nrr purpooo of tbo plan 1a to de ~ 
with ouch poriodo . U wo .,..,., ~bo~ tho plan io ill operation 1D a 
period of aeUTe bua1neoo whan tho Tolooitr of o1rculation and the TOlao 
ot eaplo71'ant oro rolat1nl1 h1ch and prioOI aro ~ondills to rho, U 1o oloar 
tbot t ho Toluae of new loan• .-do 'b;r ~bo capital ered1t banlr:e wonlol. baYo to bo 
aubotantl&llr equalled liT tbe now of ooouriUOI out of the por~tolio of .,~horoCIOII 
otr'fo Jl&nlca 1D tho fora of open -.rlcot aalOI • It tbio nre 110t truo, -
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would ~ bi&i>Q' 1.ntlatiODAZ7. !bia ata~t needs to ~ qllalUi 
extent t hat tbe Tol- of .s.poeite Mec1e4 to f ilwloa bueinaaa at~ tbe 
prioaa •s tcdin& to r1ee, but tbia quallficat.l.on 11111 be ,.glectecl • 
cauee ordinaz7 ..-c1a1 ben1c operaUona 1.n a period of coo4 buaineee 
act.l.vit;r wUl llllppl,y tbe full uount of cur-r.nc;r that can be absorbed 
in tbia w;r • and all tbe c:urrenc;r createcl throueh tha 1.n...,s-.,t banlt'a' 
operat.l.ona will haft to be .,ppec\ up liT Ol*l urQt ealea. Open JMrket 
sale s can ~ .a4e o~ br giTing b'V'GrB a 7ield on their purcbaaea. rue 
brings us to tbe quoat.l.on of the rate of interest. 

One of llr, Serle• a Min content.l.ona ia t bat it 1o unneceae­
arr to J)q tbe banks in tboo fOI'II Of intereet autficiant 110n111r to enable 
tboa to PIO' 41Tideo4a on capitel. S...erol co.anta are pert.l.nont. 'Firat, 
tbe ..,unt of profi to actuell7 ll4d.e br banks if aprw.d OYer tbe on tire 
vol,_ of tbooir lending and invest-nt operat.l.ona conat.l.tutes an alJooet 
negligible el._,t in tbe interest wbicb t.boir ooUact. In tbe first 
balt of 1928 natioaal banka oollectecl 588 111111on clollera 1.n interest and 
u.de net earnings of U 8 lli1.11on. In tboo lest halt ot 19SO t.boir collectecl 
5SS will1on dollars and u.4e net earnin&• of .S al.lllon. Second:Q-, 1f tbe 
biiJII< 1e to take riaks it will be'nl to haft - copitel to COTGr ita 
loaaea and tbe use of t.bat cap1tel tep: uenta a coat to ,.... one. U 1t 
1a not coTered out of interest charges it will ha .. to be conon<l in .._ 
otbor Jll1lf. !h1r4, 1t bonds are to be eold in tbe O!*l urket ~ lllJit 
either bear a rete of interest autt1o1ent to ll&ke - attract.l.n to b'V'­
ore in U.Oa of buainass optiAiD, or else tbl!y IIUst be sold at discounts 
and tho eo discounts 1111et be coTere<l in 8088 WST. If tbe f'unda are to be 
aocuro<l fl'OII priTOte deposi tor a, interest 11111t be paid on tbeso dopaeit aJ 
otberwiee there is no induc.ant to aD7 one to bold his funds in this 
torro ratbor tban in demand dopaeit a. It is on4' becauao of a depreseion 
peychology that it is poseible to create funds 1n large 8110unts on 
interest-tree baeis, witbout intlat.l.onuy consequences . 

'!'be plan reall7 aa,...a tbat after 4o1.nc •"""1 witb t'ba de­
pression tboore wUl continuo to be posaibUit.l.eo or creating 1\mda in a 
eoatle u MlliUI1" altbough such a paaaibUit;r o~ .nata because of tbe 
preTalOIIce of a' bigh Uqu1d1t;r preferenoa •hich l eads tbe pubUc to cart7 
abno~ bigh Tol...as of benk dopoeita idle when thiiiY get no interest 

OD. ~. 

Final17 I do not tll1nlc llr. Borla ll&kea an adeq~CI~_._ t 
1n 

tbe or-ft•aat.l.on of the in ... .,_. ...... e • 
for eo far-reaching a cb&nge .-- tor the •atoppace• 1n the 
On pages 6-9 he points out certe1n reasone - to • to be close]T 
cap1 tal aarketa. In general hi a reason• 4o

111
not Be paints out , first, tboo 

rela ted to tbe ae..-pt.l.ons of the ...orand ...i by the rise of the totali tar­
restricted haee of nat.l.onal enterm": ca~ as an international factor 
ian qet.a. To tbia I tll1nlc abo tboor :ueineaa ..., abould plan long-ranee 
the ~ uncerta1n!ir 81 to wbo war condit.l.ona. TheM 

ea-l.t.nta with a Tiew to peace conditi:'o~r enterPrise to take tbe rioke 
factors obTioual7 restrict the ~'ienc~era to teke tbe riokl of l end­
of borrowinl quite llB IIUCh ae tba 0 uld -to be j ust as great 
in&. The d1fticult1aa on tbi~ U: pre-t qatee. s.oood, boo paints 
under tbe proposed ~~~ret. llB o1&l llll"fioee (which haft to be tinaneed 
out tbe incree•• 1n noe<led 80 
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oHber 'b7 ~uaUon or ~e.poraril:f 'b7 'bon<!. hauoo) . Sl.aco ~ aioUnc 1A­
notMn~ 'bonkh& •cbanl.u lo a4aph4 to iho no~Uoa oi pa'bllc io­
qulh &a well &a prifth, thlo coa.a14oraUon <!.coo not point ~·- tbe 
propc10d roto:ra. !hl.r<l., be rotoro to tho tooro of e>apl\ol oA4 capitol 
cro~po. Bu~ thooe toara,and porUC\IUrlf tho apoc1f1c it.o ~bet ho 
•onUoM, ban ..... ~o 4o with tho wUU"DCDooo of 'borrcworo ~o 'borrow thon 
with the w1ll1ncneoo of o&Toro to lend, .LD4 &&&1o. 1 4o not ooo ~bet ~he 
new o;rohiD would c~w>&e tho o1tuaUon with roopoct to 'borroworo (Wil•• 
1t oroahd prnu.pUon tb&~ they w011ld no~ haYo ~o ro~ ~heir 'borrcw1nco). 

Thh third pcio.~ 1l1uatraho a loooonou in r-ninc which 
ponoaho a 1ar&e part of the •-.orandua. After ... ,..rating nrlouo faotoro 
wblch 41oe>ouro.ce en~erprloero, ouch ao ~ho ut111t:r olt\I&Uoo, tho lo'bor 
oHuaUoo., ~he anti-truot .. ,....,\1 and iho tax ol~\l&tlon, he oqo 1 ihoro 
1o ocaothinc 1D all thooo cootenUoao bu.t pra'ba'blJ all ban 'b- ~rated 
ontirelJ out of aoasure .... . 1 4o 'bollon tho teoro 'ban 'baon 'bo4lJ 01'e.­
ota~ed.• ot couroe the fae>t tbat ocao ono boa ~ra~ed a point hu 
no 'bear inc on ~ qu•tion who thor 1 ~ 1o a ftl14 point or no~. 

•u~ ho pcinto .... ~ tbe~ prcpbooioo of anop1oh 41outer which 
baTt 'been aa4o wh&D. reforao woro undortablo UO\I&llJ proTed 1ll1foDA4ed 
•ooce there ta aceept.a.nee of the reto:..• (Of eoune thia 1a true , aa 
a rofora would not 'be 1ae>e>op~ed 1 1t it cauaed ccop1oto otcpp&&o and ..... 
p1oto dhaohr.) Then he oqo 1wo ban not roacl>od thio pbaoo, t'boucb it 
to Tioi'blJ approacbin&•" •• facto ~o oubotantiato thio conc1uo1on oro 
S11'0D• JiD&l.lJ, ho OlliJO • tho faot that thio third oot of ob!,ocUou oan 
'be onrcoao <!.coo no~ oliaina~o tho ftlidit;r of iho tiro~ two. Ho <!.coo 
not, bowonr , p w fiZIT 1D41caUon &a to whJ be thinko tho third oot of 

o'bJeotiono could 'be OY!""oo••• or 'bow. 

Dr . JlouUon io cited OD p&&O ) 1D CODIIOCtiOD With hio 
arUol" wri~~- in 1918 in w111cl> ho pointed out thlt ia1'oo\MD~ woo in 
f..,~ fiD&Dood l&rctlT thrOUCI> 'b&Dit e>redit. !hlo io ~ruo, ti1Cioch of 
oouroo tho 'bOIJJt ot U>o inTootaont ooouriUoo whlcl> ~ aboor~ !!t= 
paoo .. froa tho 'b&Dita to oaT~• and oro ropl&C>ed 'b7 o or ~ 0 ~ • 

!ho banlr:a' conuibution to tho aow· ill1'ootaut of fiZIT :roar • aoro~•-• 
• ted ia \bat 10&1'• a1DU iho part ·~-

ine>roaao of tb&ir 1Dnota•• <>roa llo u <!.coo aot 
1o filwlced 'b7 an 1n<>reaoo of oartac dopooi\o. ro<>Yer, -·• 

• W.t o 0~ pointed to a 4ot1Dl~o ro<>r_.-
••• to •• truo that llo 

011 
: 011 ~h e>ontrar:r, ~ho iaplie>oUono of 

U oa of th• 'baakin& o~rue>turo. 'b"llkt 
0 o~rue>turo can tate caro of 'both 

~hlo otud:r are ~hi~ ~ho prooea~ o<1.1"f !ho ... , \bet could 'bo ar~o4 
inno~aoD~ credit &114 e>o-or<> e>r rofon would bo \hi~ banko lhoul4 
fro• ihoao o t u41eo ao to ~he aood of 

1 0 
01 oour .. , in tbia reopoot 

ba1'6 ..,... froo<l.oa to ake 1onc-t~ned ~an tho 20 ;roan oinco tho articlo 
tho law bao 'boa creatlJ li'borol • " ota lo e>hoDPO 1<> bonk uaainoro' 

•• wr itten. an4 .., ... ooul~~'b~~:,'~~Uono withe>ut cr•tinc a new 
atan4ar4o ao.d ro<l.ioOC>UD.t 0 •• 1 ihio porocraph) 
otrue>ture . (Jir , lloultoD. e>ODC>UI'O 11 

'*"""" - to ao te> "-
!ho real o'bJecUTo of iho •-1Uied :: P· 15) ~t tho 'borrow-

oa'bo41ed 1n tho _.u caa caa P• 11 (aap 
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inl• ot ao•w tal lllt4!rJir1- nell •• IIDepl.tala ebooal4 "-" _.,,, 

ill-' ratd .,.. u 1/8 ot 1 pw -~ !Ilia - to • etsnq -­

ao11114. I - no ....._ • tM \upq• llbDW..d not .....,. tile ooet ot 

t!JWI~inl publlo lllt.pri- juet u 8ICil ae tile ooete ot DpW'&t1q tMe, 

a..-!ptb ot 1 pw -t wUl no ' a ,_., - tile c11rwt ooet ot 

aaldJII and oolleot1AC 1111011 1CNIIIa, DOl' tile pnbable 1o•••· u a •"­

' t pril!aipla it -• to • tllat the 't1>d;Dta o! IIUcll ctorp::1 .. &bolll4 

reoo8111• tM taet tllet o.pltal 1zn:uW 1Jl tMe 1a witlldN& rr.. -
other uaa and tlw ooet or tile llltw:priM ia wbat tile oapital oaalcl baft 

earuc1 1Jl tllat au .... u,.. ,..., ot ....,..,.., 9111~, tile nata ot l.llliA-

1ng to gotw-tal ..-c1aa ,... loww tban tile nata ot 1811111Jl& to 

1nd1Y1dl>al llltarpriMa tor ap~~>e10D, but tllat cl1tt-.. ia a1rM<b' 

reoo¢Mcl 1Jl tile ratoa, Ina 1t w ·~ tbo arc-t, reb1>tt.cl abcml, 

tJ>at tbe powr to cruto ~ Mlree 1t ,__,...,.to otter 1Jltweet 

ratoa to au.alato tllet ~u ... , it etUl ..-ina t.:ue, uoleaa tbo ...,~>nt 

ot 11011011 tbet C&D ba ao craatocl 1a 1At1llital.J cr-t, tb&t - publlo 

poll<v reql>iraa tl>at the reaouroa obDW.cl ba WIOicl 1Jl tbo fllltl 1Jl whioll it 

will procluoa tM _,.._ now ot ut1ll~, Ollrta1Jl ontwprl .. 8111t be 

auboidiMcl, but I - no rea- tor lublicliaing thea IV loncl1nc thea 

aonOV' at 1aaa than tM nlua ot ~ to bUinaot oll4 ull:iDc it "P IV 

cblreiD& a bieber rat. to • o1ol llltw:priMa, rat* tban ~ tar!.~~« 

tbe coaun11;r. 
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HY.Jr: Hello . 

June 3, 1939 
11:39 a . a . 

386 

Ooerator: Mr. Sproul . 

HMJr : 
Allan 
Sproul: 

HMJr: 

S: 

!ll-!Jr: 

S: 

!: : 

r: :-.<r:r : 

S: 

!ll!Jr: 

S: 

!t·!Jr: 

S: 

HHJr: 

S: 

1!!-!Jr: 

S: 

Hello, 

Hello, Mr. Secretary. 

How are you? 

All right. 

Well , bow does it look to you now? 

Yell, it looks thi s way, it we were - - it you wer e aelli 
for cash there would be no question, it seems to ae theng 
righ t coupon would be t'ive-elghtha. ' 

Yeah. 

I t t here wer e no rights values i nvolved. 

Yeah. 
, 

And having ltnooked ott some or the value or r i ghts it ' a 
undes i rable t o put moat of it baok on again with t oo high 
a coupon . 

Yeah. 
And t he t hree-quarter i n par and it aeeas to us it would 

probably go pretty quickl y to 101 and one-halt ar.yvay, 
so you ' d have a point and a halt premium there. 

Yeah. 
It's a pren1uo at offering t oo -- anywhere eround there, 
one and a ouarter - - one and a halt on a t ive- year note , 
it r a ises the quest i on or whnt t he preoiuo >~ould be on a 
l ong bond. 

Yoah. 
I t would seem t o be out ot line. 

Uh- buh. 
So our reeling i s thnt a t hreo- quart er at par and a quart er 
would be plenty generous and that the 111arket 1B prepared 

tor 1t. 
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HMJr: 

8: 

HMJr: 

8: 

!IY.Jr: 

B: 

!!MJr: 

- 2 -

Par aD4 a quar\er, hlaht 

Yeah. 

I eee. 

387 

'lbat would gin them about a point -- ve t1gure, about a 
polnt P1'8DI1WI. 

Well, would you etay there a rev m1nutea and I'll oa11 you 
baoltt 

Rlgbt . 

Rlgbto I 

All l'lgbt. 

'rbult you. 
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INTIEA OFPlCE COMMUNICATION 

DATt ,... 1. 1J11 

TO ... l!'e\u)' liN ..... 

'ROM I, .. Wl. 

"~~Ali' 

..... i.__a lrwl• 

..,.__I'W/1'• 101,1 1 '"' 1/ la 

....,.,., 
ott•l'bc ..... ~ • 

c Ot I DIU '"" IJia... trele 
1/f. ,. ..... 100 101.10 1 p\. 10/11 

••• 100 101.1 1 ,,, 1/11 

1/f. ••• =~ 
101.10 1 '"' 1/la ..... 101.1 1,.u, .,. ••• 11110-l/J 101.10 ., .... 

••• 11110-1/ 1 101.1 ., ... 
1/1 ••• 100 100 •• • l'QIAa 

••• 100 100.a ., .... 

( 

Regraded Unclassified



( 

• 

RE JUNE 1 5 IIUOliDillG June 3, 1939. 
ll:llo /J. . M. 

Preaent l 

H.M.Jr : 

Bell: 

H. M.Jr: 

Radley: 

R.M.Jr: 

Hadley: 

Bell: 

H. M. Jr: 

Haas: 

H.M.Jr : 

Haas: 

Mr. Bell 
Mr. Baas 
Mra. notr. 
Mr . Lochhead 
Mr. Kurp~~T 
Mr. Radley 
Mr. Bel tr.er 

Vell, vbat do you t hink, Dant 

lfell, three quarters does look avtull7 sweet, 
but I kind ot hate to attach a preai um to the 
three-quarters coupon, and I th.\nk the banks 
vould hate it. I 1m not eo sure t hat tb~ banks 
vouldn 1 t rather have a ti ve-e1ghths coupon and 
not have a premium. 

Thls 1110ming, talking to Mr . Matteson, he said 
the banks would prefer t he rive-eighths straight 
rat her than three-quarters vith a premium. They 've 
set the market prioe either on the basis or five­
eighths or three-quarters vith a premium. 

Either t1ve-e1ghthe - they eet the price at whatt 

They set the pr1oe or the right& on the beaie or 
either a tive- eight he ieaus or t hree-quarters vith 
a premium. 

Hov oan t he7 do botbt 

It • 8 in between. They 1 re Just Judging it. 

Selling the Jleld. 

George , vbat does your gang t hlnkt 

We'd like to take it straight, three-quarters. 

Straight? What a man l 

Ma1nl7 on the bade l 0~~/~~:·~h~~~:,a~~!re 
the same, but ve te~ • ther Since it is e re-
~~~ ~~~e 1~n ,11~ ~e open a rev da7e, and 1t 
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Seltzer: 

H.H. Jr: 

Seltzer: 

Hadle;r: 

Bell: 

H.M. Jr: 

aeu: 

H.M. Jr: 

Hadley: 

390 

- 2 -

eoaethlng Jlappena ..,. i .... ~ bother about 1t • .,..t get in trouble. 
¥a7 our people th1nlt~n a quartert '!'hat ' s the 

'l'h1a 1an't the bond retund1n aaae aa a Oalh ottering or a 
had ll/32nde ~m~yhow, beoauee these tellon 
oalled their notesge~l;he:O~{~w because you 
that ll/32nds from th • you ltnoclt ott 
not being treated tooe~=~-~i;~ua, they're 

What doee it lean a!ter you ltnoolt ott ll/32ndet 

~~enda on how you figure. We don't tifplre on 
"" point and a halt, but Sproul doee . 

Figuring the interest at one and a halt - that • 8 
wbat the market ie going to do Monday. It's 
101 and 10, and llonday it' e going to Jwap up to 
101 and 16. 

But even at that, you haven't given baok b7 thia 
prioe all the:r have lost the last tow days by 
your announcement. 

I have not. 

!heee rights were selling at 101 29(32nda) Thure­
da:r 1110rning. It you go baolt to 16, :rou 're doclt1ng 
thea 13/32nde. And the tallow who hae paid 
101 25 tor eeveral day• - the t allow who hae paid 
101 25 and 26/J2nde i sn ' t going to get a lot ot 
earn1nga out ot h11 three-quartan ooupona. Kuet 
have been cpite a rev or thea. '!'hey were quite 
aot1 ve in the oaarltet tor the last 10 dar•· 
Anybody agree with Sproul thet ..., should add a 
quart art 
I :reel that aometh1ng should be added to it, either 
a quarter or even a halt; that moat ot these are 
hald in Hev York City and the banlte aren't go l ng 
to t'hrov avar their rightl, t hey 're going to 
turn in tor thea. It'e a question or wbether you 
want a point and a halt prealum on a tive-:rear 
note • 

• 
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H.M. Jr: 

Murphy: 

Hadley: 

H.M.Jr: 

Hadley: 

- 3 -

Henryf 

Th~ 101 and a bal.! sounds rat!ter high to ClC 
I t s a 44/lOOthe yield bl\818. Now, the • 
securities that mature a tull year sooner 

391 

yielded last night ~5/lOOths, so it's assuming 
that t he securities tor t1ve years will yield 
a l ittle lese than t our. Now that •8 not an 
unprecedented situation, there is snme theoretical 
reason !or it to happen, but still it is a rather 
precarious situation, and we normally expect the 
tive year stu!! to yield ooaewhat more than the 
tour. So to state an expectancy o! a point and 
a bal.! premiUJil dogmatically - it seems to c:e we 1 re 
going quite a ways; eo I would be inclined to 
expect the preaium to go somewhat lese. 

And as Larry bas pointed out, the people have the 
alternative o! holding on until September and 
pi cking up t he interest accrual at that time. 
The notes are held almost exclusively by people 
who know what they are doing, and they won't do 
that as long as it ia worth while to make the 
exchange. The otter will have to s t o.y open tor 
several days, and it we uae up l6/}2nds - eo.y 
that will be a halt ot our pro t ection premium -
by put ting out new securities at a premium, and 
uae up another portion or it by the benefit a 
person can get by letting t he securities run to 
September, we get down to 14\ere there are perhaps 
only 10/J2nds or what I oan oall unaporopriated 
premium, that is, premium that is gravy 1n ever:r 
direction. And since ;rou ' re letting it stay 
open tor several days, soaethio.g could happen to 
wipe that out. 

I t a person doe en' t t urn h i e securities in tor 
an exchange be automatically loses a point, and 
he ' s not going to do that. 

Well of course - all right - excuse me - you want 
to e~y something alae? Didn ' t mean to shut you 

ott. 
•-d t his ar~•ment about i nterest or ll/32nd!~ 
... , so o- t here isn ' t anybo...,.. 
that they would gdoetif~~!.; he hasn • t beard 
that's going to 
about the announcement • 

• 

Regraded Unclassified



Haaa: 

Murpl\1: 

Haas: 

H. M.Jr: 

Lochhead: 

H.M. Jr: 

H. M.Jr: 

- 4 -

Unless the market itself ••.. 

I t '• merely that that much or a premiua isn ' t 
worth it; that it other oiroumatanoea aside trom 
th1e contract the remaining premium after the 
premium on the new notes and after this to a 
negligible or negath·e proportion t hen you would 
have d1tticulty. ' 

You ' d only have ditti oulty under adverse oircum­
atanc ee. 

That ' a right. 

How does my Scotchman teal' 

392 

I'm inclined t o be a little 1110re generous. A 
Scotchman usually ie. I 111 tell )'OU the w~ I 
teal about it. Ae t he market looks juet now and 
aa tar as we can e ee t he market tor the next week, 
I think we could do a tive-eigbtha i t we wanted 
to , or we could otter thr ee-quarters at a premium. 
I don ' t like the i dea of the premium bond it we 
can get aw~ from it. Of course, Sproul aaya 
there that the market would be prepared to take 
it, but I think they' re going t o be reluctant. 

And eeoondlf, I think we 1 re watching the market 
ver:r oloael:r just the last d~ or tvo. It we vant 
to look back just a week or eo, this doesn 1 t look 
eo bad. I think ma:rbe we've got our nose 8 little 
too close to this market, ought to take 8 l ittle 
broader viev of it. I think we oan atrord to be 
generous with a three-quarter rate. 

Ve're not being generoue. Attar all , we bop«l­
vhen we started in a week ago, ve weren ' t aura 
we could do three-quartera. 

A week ago three-quarters would have given them 

~/32nda. 

8o what we have gained 11 at the expense or nobodf 
other than the right-holders. I mean it doesn ' t 

... 
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Belli 

H.M. Jr: 

Bell: 

H.M. Jr: 

0 
( Lochhead: 

Bell i 

H. M.Jr: 

Hadley: 

Haae: 

Hadley: 

H.M.Jrl 

( 

• 

393 

- 5 -

ooet the Government any more. I'm inclined to 
be generous. I ' d like these fellows to be 
aat1atied. Three-quarters or a percent - the 
loweat we have aver had before 1s one and one­
eighth; that ' s a big drop. AwfUlly oheap money. 

It 1t were a one and a halt percent coupon, I 
think you might be talking about a little premium. 
When it gets below that, it's getting pretty thin. 

I 1ve got to borrow a lot more money trom these 
boy a. The worst they can say 1a 'Morgenthe.u is 
getting a little sort.• 

Pound or flesh. 

And I don 't want 1t. I've got to ssll these boys 
a lot more eturt. 

And or course, the obJect wasn't to slap down the 
right-holders the way t he papers have written it. 

That was incidental. You have slapped them down 
a little bit; you put a little more element or 
uncertainty into the rights. 

You've done that twice - on t he Home Owners Loan 
once. But it doesn 't hurt anybody. 

But nobody says, with tho exception or you (Hadley), 
that three-quarters wouldn't bo right. Supposing 
1t doee go to 102 and a halt; t he Home Owners Loan 
11 going to 102. 

It won ' t hurt anybody. 

But 1t would hurt somebody 1! an adverse situation 
occurred. 

Couldn't get that adverse. 

Vall we've got a lot or stutt yet to doi ~~d 
rath~r have them say, •Well, Morgenthau an as 
bad as we think he 1a • • Vha U 

I 

.. 
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Seltzer: 

H.M.Jr: 

Loohhead: 

H.M.Jr: 

Bel.ll 

H.K.Jr: 

Bell. : 

H. M. Jr: 

Hurp~: 

H.K.Jr: 

Bell: 

H. K.Jr: 

Hadlet: 

H.K.Jrl 

Seltzer: 

- 6-

'l'bat 1 e right, 

It 1en1t ooating an7bod7 en7th1ng. 

It the bond market oont1nuea to go up end 70u 're 
going to have to do eo me new t1nenoing on bond•, 
I i magine 70u 111 haTe to oont1nue to give a 1'a1r 
prell1wa 1n order to have eome aeauranoe that the 
rates will bol.d. I mean I think the more the 
market goes up, the mora vulnerable 1t 11. 

The turther it goes up, the 110re worried I ea, 
beoauae the more a1rholea 1,t gate • 
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.t.e Archie &SJ'B , the 1110re graY)' ,.au 1 re going to ha•e 
to add the higher t he market gete. 

Right . But supposing I want to continue to do 
n.otee until th1e thing aeeke a level, 10 I won't -
I don't vant to charge on the oonveraton. I don't 
want to charge a premium. Have we ever done that 
on a oonveraiont 

Yea, ve have (several additional words not under­
etood). 

Well, that wae a reopening o1' an issue. 

Y81. 

Yea. 

Yee, that's right. 

But t1Ye-eigh~- 1'1•e-ei8bthe 1e too llttle. 

Wel.l., that 1'igurea about three-quarters o1' a point 

p~i\111. 

Huh! 

I wouldn't like t1Te-e1ghthl "\ al~he~ :h~~. teare, 
7ou 1re getting 70~ ;~~:1,.a~l~ eore at the ~ole 
three-quartere.ho e The7 didn't like a note. 
propoaition an7 w. 
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Raae: 

R. M.Jr: 

Haaa: 

B.M.Jr: 

Bell : 

H.M.Jr: 

Bell: 

H. M.Jr: 

Bell: 

H. M.Jr: 

Bell: 

B. M.Jrl 

Bell: 

- 7 -

The;r think it 'a almoet, like Harr1eon said e 
it in, because the three-quartere 18 80 10• aahing 
In o;her words, I think it ;rou got in a ti~~o;iaoe 
the;r d be 1nol1nad to make your tight eituat ion ' 
worse , because I don't think they like the thin 
an)'Vay. g 

!Ught • You oan 1 t do much on t hree-quarters. 

No. 

And then, you see, all t hi s talk about the Home 
Owners Loan - that t he one and a halt percent 
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coupon i8 why the;r didn 1 t conYert, ldl1cb 18 ot course 
ridiculous. And I'll adl:l1t that ve made a lll18take, 
we should have lett that open a week. 

I think eo. 

We should have lett that open a week. 

I think that next time we have one ot these, what 
we should consider 1e leaY1ng 1t open three days 
tor the par and at a premium tor the fourth and 
titt h days, something like that. Ot couree, the 
banks - it puts you in a terrible poa1t1on and 
holding the bag tor the bankers 80 the;r can s1t 
there until the last minute - the bo;re who are 
smart. They e1t t here until you say the boolte are 
closed and then they aboYe them acrose the counter 
eo that the market change a; t he:r' re in a nice 
position and you ' re holding all the reepons1b1lit;r. 

Ve'Ye got to do it ditterentl:r next time. 

I 11_81"ee. 

(On phone) Allan Sproul. 

Well, we talked about it, bUt • ••• 

I know, and ot oouree, Home Owners 
all ot them to come 1n. 

Tbat'a right, t he;r wanted to close 

Loan d1dn' t want 

the second da;r. 

... 
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H. M.Jrl 

Belli 

H.M.Jrl 

Belli 

Hadley: 

Bell: 

H.M.Jrl 

- a -

I've gotten ao•a letters where tha7 aa7 the blanka 
d14n 1t get out there in time. Got one trom 
Senator Capper. 

We've had aevere.l or them. We're wr1t1ng e.newera. 

Vboae fault 1e that, that the blanks didn't get 
out' Ie that ue or the Fed or Home Owners Loe.nt 

Federal ReserTe Bank tor the d1atr1ot . 
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Some or those 41etr1ota are eo large that 1t te.kea 
quite a vh11e ror the amall •••• 

We prov1de meana ror that; we provide night tele­
grams 1r the7 can't get there 1n time, eo there 
vaa no excuse tor that, Mr. SecretarJ. Ye provide 
that they can subscribe b7 telegram. 

Would JOU check up on that ror met I'd like e. report 
on that. 

' (On phone) Hello. (Conversation with Sproul rollowe:) 
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m!Jr: Hello. 

JUDe 3, 1939 
11:52 •••• 

397 

Operator: Hr. Sproul. Go ahead, 

~!Jr: 
Allan 
Sproul: 

!iHJr: 

S: 

HJI.Jr: 

8: 

lll-!Jr: 

8: 

HMJr: 

S: 

!ll4Jr: 

8 : 

lll4Jr: 

S: 

m~Jr: 

S: 

!!HJr: 

8: 

l!HJr: 

S: 

Sproul' 

Yea , a1r. 

Well, you' ve got I a - - ' m 1n a tender, gentle, sort mood. 

(Laughter ) That's n1ce ror the market. 

I Juat love ay c t give them a str~gha ooera, and therefore we're going to 
t three-Quarters or 8 cent. 

Straight three-quarter? 

Yeah. 

Well , I think they'll be very happy about 1t. 

I want them to be happy. 

I'm afraid they ' ll be toe ha,py. 

Can 1 t be, as long as we • ve got 8 rour mill ion dollar 
def1o1t . 

'Yeah. 

So ve'll be ••• • •• 

We'll got a wire fro~ you shortlY' 

Yeah. And -- I don• t Jtnov vho t o take 1t UJl wlth , but 
eoae of these Federal Reserve Bank• didn't get out their 
blanks 1n time on the Rome OWners• Loan. 

'l'he:r d1d not! 
Huh-uh. Nov, vbo do I t ake that up with -- out west. 

Well , I think you ought to take 1t up with the individual 

banlta. 

.t.ll right. 

I t hink tbat'a the wa:r to do \hat. 
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c-
HJ.IJr: 

S: 

H!·!Jr: 

S: 

Hlo!Jr : 

S: 

H!!Jr: 

S: 

H!!Jr: 

S: 

H!!Jr: 

S: 

H!!Jr: 

S: 

ii!!Jr: 

S: 

!ll!Jr: 

S: 

H!!Jr: 

S: 

H!!Jr: 

{_ S: 

!n!Jr: 

o. Jt . 

All r i ght. 

~/ell ' thank YO~< . By t he way, did h 
Home Owners • Loan to4ayt t ey ae llany more 

Yes, they sold ten million. 

Did they"! 

Yeah . 

\/ell , that ' s . .... . 

~lakes twenty- three and a half aill1on. 

Ob, you upp e d a e . I t.'lousbt you only had an order . .. .. 

Well , you gave us a l1 ttle more leeway yesterday; thotl(;ht 
we got rid ot the t'1rst ten so raet . 

Yeah. 

So we sold thirteen and a half million yest erday and t en 
million today. 

Ob I I t hought tbe upper wao t went y, but -- no , ten n day. 

Ten a day , that wae it. 

I aee. 

But a little more leeway yesterday, eo we did t hirteen and 

a half. 

lJlat 414 they close at? 

They closed today at five, seven -- a hundred and two f1ve , 

seven. 

Very good I 

They closed last night at a hundred and two tnree , five . 

h Ound TheY are not ell 
Uh-bub. You ' re spreading t em ar • 
going to one dealer . 

No • lie ' ve sold tbelll to tour dealers. 

Good, gaod ! 

.. 
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II: 

IDCJr: 

8: 

I!MJr: 

8: 

HMJr: 

8: 

- 3-

.lD4 .. - ••'4 eell thn to &nJOne who oo,.e ;;c with ••••• 

••••• W1 th the oeeh. 

•••••• With the oaah an4 a bi4. 

All right. o. ~. 

All right, then. 

Thank JOUo 

Ooo4 b7e. 
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H,M,Jr: 

Bell: 

H.M.Jr: 

Bell: 

H.M,Jr: 

Belli 

H. M.Jr: 

- 9 -

I v1eh you'd follow up on that. I t would be 
11 good thing to ride some or these Federal Reserve 

Banks who haven't been getting out their blanks 
on time, because i t makes - I have to take all the blame. 

400 

Ot course, that Bank that wrote in - it vas their 
fault . I! they've been subscribing to Governments, 
they know very well that they can wire to the 
Federal Reserve Bank and reserve a subser1pticn. 
That 1 a all they had to do. 

Danny, listen, 1! I vas a manufacturer or shoes 
and I had a day set tor MondaJ' !or a sale, and 1t 
DIY wholesaler 1n Topeka wanted I!IB to get his goode, 
would he say that I knew how to get the orderf 
We ' ve got aol!lething to sell, and 1t 1 a up to - we ' re 
payi ng tour million dollars a year to the Federal 
Reserve System to sell this atutt. 

I agree with you there. 

We ' r e paying them tour m1ll1on dollars a year to 
merchandise this stu!!. It 1 a up to them to get 
the order blanks out, not tor the customers to 
have to call tor them. 

They should, because they have instructions 
1! t he blanks won't reach there - they have 
atructions to send t hem a night letter. 

All r1gnt , gents. 

• 

that 
in-
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!ol !he Beoretal'f 

rroa: 111 .. Lon1&en c. t. . 

!he totel ouaber ot WP.t. worltera 

OD Mq 211-, 1939, 11 2, 606,1185-

!bl 4eoreaee troo the •••It eD41DC 

Mq 17 to the . .. It ID411\C Ma7 ~ WU 

1~, 315 worltere. 

401 
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Week ID41DC 
1938 

Auguet 6 
Allg\llt 13 
Allguat 20 
Auguet 27 

Septeaber ~ 
Septeaber o 
Septeaber 14 
Septeaber 2 

Ootober l 
Ootober 8 
Ootober 15 
Ootober 22 
Ootober 29 

Jo·uaber 5 
JoYeaber 12 
JoYellber 19 
Jonaber 26 

Deoeaber 3 
Deoeaber 10 
Deoeaber 14 
Deoelllber 2 
Deoeaber 31 

1939 
January 4 
Janual'7 l 
Januar7 21 
Janual'7 28 

rebl'ual'7 • r • bl'ual'7 u 
rebl'ual'7 18 
rebl'ual'7 25 

March • 
March ll 
March 18 
llaroh 25 

IWiber ot Worker• 
(Ill thoueand8) 

2,993 
3,017 
3,0i9 
3,0 7 

3,086 
3,102 
3,11. 
3,120 

3,129 
3,li7 
3,1 7 
3,201 
3.2~ 

3,263 
3,2~ 
3,2 
3,216 

3,185 
3,139 
3,083 
3,021 
2,986 

2,967 
2 ,927 
2,898 
2,!183 

2,966 
2,9~ 
3,010 
3 , 0.3 

3,0,. 
3,009 
3,012 
3,006 

2,976 
April l 2,901 
April~ 2,757 
.t.pril 2 2, 750 
April 1'1 2, 749 
April 26 

11&7 J ~:I~ 
11&7 2,621 
11&7 17 2, 6o7 ~ 
11&7 M ... pro...-11 AcJa1Jl11tra\ioa 

~IIJ'OI: Wor.. ... -
J/ CODf148DUel 

403 

• 
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1936 
J•UI'7 
relmlarr 
llaHh 
Apl'11 
KaT 
J1111e 
J\117 
•ucu•' Sephllber 
Oowber 
•o?ellber 
Deoeaber 

1937 
JaDuaJ'J 
,. bi'Ul"J' 
llal'Oh 
Apr1l ..., 
Jlllll 

Jill)' 
.t.ucu•' SepUaber 
Oowbll' 
•o?ellber 
Deoeaber 

1934 
JaDuaJ'J 
rebl'uaJ'J 
llal'Oh 

1,901 
2,075 
2,395 
2,~ 
2,&74 
2, 767 
2,967 
3,067 
3,120 
3,2~ 
3,21& 
~.946 

404 
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