


T H E  S f l T U R D J I Y  E V E N I N G  POST 

t,he object of fi~inrir.c anti i ~ r d u ~ t r y  bo &.sisl ii! 1,t.r- 
feeling these treaties to their statc,d end of rec:~lrl,ui.- 
ing somo of tlie los t  Eoreipli tradu. 

FOURTH. The  finan[:i;:l commuiiity .hould i~rIdr(iss 
itself lo a plan whr'?oI~y I ' ~ I ~ ~ I O I . X ~ ~ O I I S  lii'ld /,y the' 
public shall more gc:ir~fi~lly lie rnn for the lien< tit 
of stockholders iiiatriid of t h a t  of tilr n~a .n :~ .g~~mt~nl .  
ITp to dnt.e, m:ina(jtine~it 11:is pri,vt'rc!td ; t i  if in 
onner~liip of thwe i~orlioratious. 

FIFT.~.  Federal logirl;it.ion t o  1r.ior1:1 ~ i r v r - l n ~ ~ i i t  
tmsts should be u~elvc~mr~d by  tlic f,n,.iiui;ii com- 
munity. 

S~XTH. Federal legisletion to  rvform rt.uri.iLniza- 
tion committees formed for t h r  brnr~fi l  of SH(.III.I~,Y 
liolders shoilld be ~velcorned hy  the fin:iilr.i:il I~OIII- 
mnnity. 

SCVINTII. Busi~less lc'iid~rs bholilrl ~ i \ - r '  r.ui.di:i/ 
consideratio11 to Ierderhl ~nc;o~por; : t .~on for ?,lie pur- 
pose of acqnirinp :L ilriiforni l ; . ~  iiiidrr \vh11.11 :dl 
coiporatioiis C:LII A 1it.1~. 

E I ~ I ~ T I I .  P ~ i v a t c  hanlcors slioiil~l t ) c ,  ilinl~i~ii.tr.d 
from control and in;inage.emciit i i i  coi-11orat.ioiis. 

Heeding the Voice of the People 

I N THESE supgritions I 11:~ve tiis[:ir~brd at.tit,rides 
for hot11 the iiusilress and  firisnciiil i~onirntinity 

inut, space not permit,llng ii.mplific~:iLii~~? of bhr item& 
affecting both gruii11s, 1 shall coniiiie i,~pll~.uat,riry de- 
tails to tire ficld i11 which I 1i:avr li;t(l nlost experi- 
enco-lhe finani.ia1. I veliturr t.iir*r ~rle(jestio11s in 
the hope tha t  b~iiiiiess and  lis(a;~l leirdris have >LC- 
cepted lhe 183G elrrt.ion as  a. lnost rlrcisrvt~ fiict.or 111 
cor eaonoinio hihtory and in l11;it -11iri:. will read tile 
Prasident's second. ins l~gura l ,  a hou t i,o be delivered. 

That electior~ 11ns 11roperly h e m  tlesc,rilrrd ns n lri- 
umphof llleden~orraLieproress. Whi lc in tc r~~i . e tn t io~~s  

ilnvt. ilifi'trt~d I ~ n r  ; L I I ~  l , l ~ r ~ r i ~ ,  thc~.i. i~o; , r l i i&lo~~s \voro 
vlrtt~;iily u ~ ~ i i ~ ~ i m r ~ i ~ s :  Tiiat a n  o-. + r,v!~r~iniiiic. in:~joi.- 
it: of t11(, A ~ r i c r i ~ : l ~ ~  ] j r ~ ~ ] ) l c  told tlic, PI:( ~iclfvrt t,o ( j i~ 

for~u:irr! \+it11 soci:!l :i.iid i,r.ono~riii~ r~>Foi 11,. siici snirl 
tht!y ~ : ~ ~ i t t d  b i i i i~ i t ' i~  iirld fi~i:iii!.i' 1.0 ~ i i - ~ ~ j ~ ~ ~ r i ~ t o  111 

< , : L ~ ~ ~ I I L E  011: his geiic~r:~l i d ~ . i s ;  t!-t:~t in,> ~ro111) or 11:~rty 
ci~li <.liIim i.rl.rlit, for !I!r. I1ri>s~di.nt, 'r vle(.tiry  nil t,1111s 
cir-1x1:~ lid :L ( ~ o r ~ l r o l l i ~ i ~  11:ixL 111 the' (>II.\ (-1 I ~ I I I V I I ~  

111 :iccrp'ilig tlic~,~, iirt,r rl~ret,:tiion', whir,li, rr~rlaed, 
1111,bt >qJjir,~r logic11 t , i ~  ;I,II:.~ t,I;i~il<iti~ :II:.,II, L!II' 1 1 ~ : t ~ l ~ r s  
<if iiii~~~!f-i. :IIIII i i ~ i i ~ ~ i c t .  in~ist ,  pr.r?oruv :wt vl>t tho 11e:v 
(I:Iv :iiid l a i~or  in it. Ilghl. 'r11c riir~t:htc,i of .r~?ccssfr~l 
priva ti! m:!n&(jcnicnt ;&re fi rrn i 1i;at t1:t.j- -1io111d so 
proet,crl. ' h e y  can,  i t  1s t rue ,  poiili 1.11 tilt. .i.vt,ntcei~ 
i~i i i l ior i  u ha,  for o ~ i c ~  i.r:L.on or ;ino: 116 r ,  itiiri on argn- 
rrirrrt 1ea1 or  spuriulzs, votod ;leairr:l the i'rc-.ident. 
13~11, it1 ~ I i i b  r ~ o ~ i ~ i t r ~ ~  i + v  :~lvirIe Lby r r ~ l t ~  of Lhe ~ n ; ~ j o r i t y ,  
: u ~ d  this ii. the t1ril.d tinir tho f'rcs~riei~t h i s  ~nbrnit ter l  
!iii o:riist~ lo lhe 11<:11i1lt-. 11 is nri l i~blt  I~:,LL n u  e i ~ c l ~  
~ ~ ~ l ~ ~ i ~ ~ + h i c ~ r i  t'lle ~ri:iit<l:~!c greiv- t ,~ ] , ,  vi;~Ily it! t11e 
f:r,ni.re.;<ioili~I clect,~on <IS  111:34 : L I I ~  ili L ~ I I .  l~res~drtitiirl 

!.iio!, of 1!)3C,. 0 1 1  boll! i~ r . c : i i io~~s  t l i r  sole issor 
w:is: "Yh;~ll t,li( i ' i t~ .~den t  ~,!r>ri.cd ;L< hc l,l1111I<s 
1jt..r ? "  

1 <bin i b . - ~ ~ n ~ i ~ i g  :!I&!, i l>~~s i~ ic+-  ::iic! :~II:~:I,,(I .a,ilt ;LC- 

i.s11t, this condition w1t.h ;L rSnrt,;~iii ; i i~~oii i i t  of tiia~ilc- 
Soli~r-~-th:~nh-fiil ~,li;it niar:y i rrr~~j~[[:ns!i~le eleuierits 
ill our liolitionl lift, o11l)osed tlrr~ i'i.r.hiOi.rit; Lliitniiful 
t!i:it. b<.i.;iuse tliesi, rs treni is t i  (lid riot c i ~ l i l ~ o r l  t.iie 
I'rcaidcn t they ranriot I I ~ W  rusli forw;iril wit,lr 121i~irr:s 
f i ~ r  r -ccog~ii t~oi~.  'l'hr j~i is i t io~i  of Lilsiiib +. : a .~~ t l  iiniinci 
u o ~ l l d  now be far  Illore dificult, if tl~tssa t,em]~ora.ry 
: ~ . I I I ( - I : L ~ ~ &  of t h ~ i r ~  !I;LII been on tlic ir~ixinilig side. 

I :rtn assoin~~ii., nlbo. :,h:~t 1iiriii:t.s; : I I : ~  firiai;ce now 
I-t,:tiiae t1i:~l tlie g r i a t  wealinessrs of t11rlr 12el1rrblio,r1i 
p i> l i l~~r~ :~ l  :illics wtbrr: 'Vlieii. f;~ilori. t o  rr;)iiiIinli. tl:o oicl 
or(1c.r; tlielr b11ndiic~~- t o  tllo :?cLt,! rif cliaiipc; t l io~r 

A Basis fo r  C o e o p ~ m t i o n  



;Li'cIICHfl. 
"I tried to leave thclrn cussed ca1vc.r 

to home," grated Eli, in nr r:tpk tha t  his 
triltirlph was falling so tl:it. " W I I ~  the 
oicl rip plani.ed liel'sclf : ~ n d  I t.onldn't 
b u d p ~  her no more then I coultl move 
Ilixie Buttre." 

".lnd you (> la in  lo he :i stoclirnan." 
sne;i+d c!:~l, t:ncns!.!e to put  u p  with this 
libte~l eshihit.inr~ of t,he man he had 
hoped t,o fit to take liih 1i1:~c.c'. "KO 
-t,trelirna,n v-auld try to take the younp 
:ia:iy from a Percheron niaro without 

ll:is h e ~ n  headed hy the priv:~.te bank- 
ers referred t>o and the spreitd has been. 
uniformly, two points. The icsues have 
Srcn of t.he highest grndr t ~ n d  could 
It:~ve been sold rrta.ny times ovtr  w ~ t h  
:IO effort on tlir part of the 1):iriliers. A 
one-point spread wonld have riven 
t h n ~ ? ~  a goo11 profit. A r ~ i ~ m h e r  of i s sn t ,~  
of %mailer New Englanei utility com- 
&~;.nies have been offered for puiiiic 
bidding during the pa,st yem or two. 
Inalmost every case, the ilsues brought 
;i higher price thtin was expected and 
we~cl sold to the  public with or~ly :L 

~nr:iIl spread. Within tile past fen- 
\( p ~ k s ,  a power-comp:'llny issue of 3 x's 
. r ~ i ~ $  purchrtsed throrrgl~ ~ o m p e t ~ t ~ v e  
kitltling by a ~ y n d i ~ : ~  tc  : ~ t  about 102!4 
&nil resold to the public :>,t :tbuut 1033/;. 
'l'hrse are good bonds. but  uot conl- 
i):~r:~ble in quality t,o most) of the boncis 
of the larger system. 

During 1935, n Im~ding New York 
it;rnking house handleel two large 
iniiustrial-dehmtnre issi~es for a frac- 
tion of a point. It is understood that  
tizci firm made a good prolit, 011 t,l~e is- 
,sat:? and was planning t,o handle sev- 
c".;~l more on the s;ame L:~sis. 'l'lie deals 
r-rre very good for the ir~tlustrial corn- 
panlc3s, a.s they ~ o s t  very little and re- 
ult.ed in iarw savings in fixed charges. 
Presumably, many more int1ustri:tl 
cotnpanies mould have (lone fii~nilar 
financing. How-ever. it 1s understood 
that most of the largo investment 
hankers commenced to boycott, the 
house which worlred for such a small 
profit, and, as a result. that  firm had 
to discontinue t,he type of business 
ruentioned above. 

When Bankers  Step In 

A large utilit,y concern has for many 
>pars heen dirwted in its financittl af- 
faire by a fiscal agc~nt for the con~pany 
in New York. A Sew years ago, the lat- 
1, r suffered revrL?scts. At t.hn time, it 
owed the utility, :is a deposit itern in the 
c:apacity of fiscal agent, about 82,000,- 
000. The deposit Liability Was settled 
by the giving of a note secured by resi- 
dence real estate. Thia note h;ts been 
~ ~ r r i e d  by the utility for a number of 
years a,s a oasli item. Bi~nking control 
made such a precliuarnent possible. 

A leading New York b:~nli has for 
many years been in c:lose c o n t t ~ ~ t  with 
a lea,ding power arid industrial con- 
cern, presumably due to former per- 
sonal relations between bank oscers 

L%*'*bL .'C " - L a  'ULI%' 6% , .A%. . .  u.  . ... \* .=.. .. 
tric,s to get even hy 1)l:~g-ing n littlc, 
lowtiowii trirlr, ain't, big rnoilgh for 
the srn;:liest jtrt~ 0x1 tiin Spnde. Yuur 
r e ~ i ~ n a t i o n  is ncrepterl ! " 

"So you come bleating everythine 
you linow!" Eli f l  r~ng  :it I,efty. 

"Left,y didn't say a word," di.nieel 
old .Joe. "Rfayl~e you've noticeti tiirtt, 
1,efty can tn.lre (>are of h i r n ~ ~ ~ l i . "  l i e  
q:tzed mea.liinglg- ;it Eli's hniist,tl f:~etl 
anti' then a t  the l,wo blor,liy un1vt.s old 
Doll was mothering. 

..<,. " .. 

cile(3. I'm :.oiric to ~.otiic." t lo  1-11irikt.tl 
his itpi..;. " IJgh ! "  hi. grunted to cover 
hi.: cnlotion. "l)on't ~t heat thi~ndc~r,  
,roe, how :dl them bumps yon gr t  wht111 
you're you~~g- l~ l ic~  bcir~g ki'lit'd 113; :L 
ho>s. tlrur over the f~.ozc?ri rrountl ant1 
trtirnlictl oil by i~ s t i~~np~de- i~ . l l  111:~~o 
up ;jnd ache frwh :is a d:ri\?; the ~ n i n -  

'I ' l 111e ynil JIILSS it, few yi:i~i.i. 
Lcfty. .st.tinneii, gapeit1 spccchlr~rly. 

(~: i l  srialrl~<,tl :ct. him: "Vl'ell, why tlon't 
yon gil on your boss :inti rid(> on1 north 

(Cont inued  from P a p  11 I 

:ind corporation oSfici:als. Kow the 
henk owns aboui 17 per tent  of stock, 
most of which, ~t~~r.;~irri;ibly, carny from 
a lo:in def:~nltt,tl hy :%n oftiriai of I hi. 
retiporation. ?'lie bank now control. 
this great enterprise. 

In 1929, a group of New Yurlt in- 
veitmerit hankers :~r.quir~ci :tt :L h ~ g h  
price a larg11 iriterest in a. lt~adirlg util- 
ity. In 1930. they formcad a cor~wration 
to  hold this intorrst. ribout 6'20.000,000 
had been borrowrd from banks to  
make the auc~uisition. With the depres- 
sion, earnings of the syst,rm t l ~ ~ c l ~ r ~ e d .  
Ilowevcr, in ortlcr to get ftln(3s to ]I:I,~ 
interest or1 t5he haul; 1o:~n nnil to rc,dxirlcic 
i t ,  thest in~~e?tn~r.nt ,  11:iiiki.r~ forct!ri the 
ntilit,y to continue t,o p:~y clividc~nds, 
tbvcn though not earnrcl and elrt>n 
thooph t,he compa,riy h:td r t  S25.000,000 
m:iturity in 19:% and no rno:i~rrs iri sight, 
of meelirig it. -1s a resnll of 1.hi~ clivi- 
rlend policy, thr, company was i~niit)le 
to lncet the' rna,turlty in l!J;i5. 

High a n d  Low Finance 

The indications are very strong that  
the priric.ip:tl reanon for tlie :~ct l~i is i t i~l i ,  
in 1929, bv the New York inve~tmcrt t  
banliers was to enable thew to get In on 
the financinp of this large system. 1x1 
1935, tile utility probably could have 
got l~olders of the $25,000.000 dcbtxn- 
turcs to ext,end the issue for five years. 
If no commissions wero paid to gett 
hondholderi to extend, no rt'gistration 
under the Securities Act of 1933 would 
have b e ~ ~ i  rc*y~ircd. Ma11y nompnnies 
obtained extensions in this maririer. 
This utility, however, ellost\ to regist,er 
tinder the Securities Act and nay in- 
vestment ba.nkors--who comtrolletl the 
romlisny-two  point^ to get the l~onds  
ext,r~ndecl. The original agreement with 
the b;~nlters even provided 1Ii:~t ori 
bonds held by the 1,::nIiers thr~mselves, 
:~nd extended, the banlters should be 
paid the two points for getting thcm- 
selx cs to extend. 
AF a result of the plan to give thc 

hankers two points, the company had 
to register. I t  filed a registration state- 
ment so conip1ic:ited that  only by great 
siilll arid groat patience did the SEC 
learn tlie real story. It. reqclirrri six 
months of effort heforo tho registr:ilion 
statt)ment coultl hecome effectivcv. In- 
oidentally, in tlir process the Sl3C rc- 
yuired a complete recasting of the finan- 
cibl st~a.toment,u in order to reveal wh:i,t 
had been conce;~led-to wit. that  for a 

ni~rnt,er of ytiari dividerirlc j~:tirl 11;irl cy- 
er.:adcti net e:trnincs. 'l'ht~ b:~nlit,r.: n t w  
not :ihle to <ef.:ir.c fhc. concentr  uf :L $of- 
f i ~ i t ~ ~ i t l y  1:trgc nninbr~r oC the bond- 
lioltlers allti late in 1935 the r~tility tool; 
>t,c.p:: tri rt.organiz.12 under tho Federal 
Il:inliri~pt,cy LILW. 

This ;iff:air caost tlie c.omj;:iriy se,vcr.:t! 
hiindrrti tIro11s:intl doll:ar> in :ic.count- 
iur. Iri.:tl : ~ n d  other rspvn-t-s :LS wt.11 i ~ s  
rt,vcra,i hiindrcti thous:iird in hanl.;crs' 
(~ornniihsions, :;I1 futili~ly c..c])t~~iel~~i, I t  
prol~:ii!iy vo i t  the cornpanj- a. rnill~on 
dullivs of unnc.czf3ss:ary c.\pi.ost, :inel rt,- 
srilti~tl in grti:it lozr: crf v:.,llir of holtliri~.; 
to stlcuuity I-roidt~~s. Thc invc~htrfirnt 
It;!rtl.rt~rs, ilowe,vr.r-. got t,heir cornriiis- 
SiOllP. 

TZt?cently, tlic SIC(' ni;tdc\ :a >(ittly ; i t  

the recjnrst of ('oni.r.t~$s. 'I'liis ctictl~ 
;htrwe>d serious ~hortctrniirigs i r i  our 
inititi~tior~ etillrd t,hr, c~c~rjic,r:rt~c triihtu. 
:inti in the prott.crive-c-ortmittw device 
which w:is n~~l)lri~sc~el ti, ht1 a nlethod of 
protectinr thh lioltlt~is of de,f;~ult~td 
securities. 

13:isic~:iJly. the prohlenl n,r.lsrr ht~c.a.uan 
ctf the hrlp kssr~t~ss of the inclivit1u:il 
rccnrity holdc,r. 'l'ht. p0ort.r lic i.- t h i ~  
Inore insecure his position. Let 11.: c:or:- 
sicler the ca:c of .Mi. .I, who owns ii. 

t?o~:d of the X Con~j, ;~ny.  which ~ : L F  

clef:tnlte~d 111 its intcmst. 'l'lm Y Trusr 
Company is trus1.e~ undrr tht? mort- 
gage. I t  alone c;Ln institute 11rot.red- 
ings to forccio>e ;but1 to tdte the s t e p  
necessary to prott3c.t the F P ~ I I ~ I ~ , ~  

holder. The rt1se;irches of the SECT h;bve 
disclosed tll:tt this coml~:any which c:~ll.; 
itself a trustt,e is in egtirt :L mere ski ke- 
holcler. Altbongh tho sale of thc bonds 
ha.s bec>ri aided by the prvstig~. of tht> 
Y Trust Comjr:auy, ii givtls the iridi- 
vltlual stvuri1.y Iiolclr~r ~~ractic:illy no 
protect~ion :!ud has ;issurned ii~inicrous 
relationsliips which make it almost 
impostqiblcs for i t  to concern it,.~rxlS 1%-itii 
tho rights of the bondholders. Pvlr . .A 
has no  one4 who :icvt,s in his ~ r ~ t , ~ , ~ . t ~ s i  
either to prevent a1)usc~:: b : ~  tiif, isburr 
ortoprotccthiu~ w1it.n loss isthrc:itc>ncti. 

A Misleading Word 

( I  1 here never was a more misit.aclinq 

tel.m than the morci " t , rus t r~"  ;I.. ::.p- 
plied to this situation. For years and 
years, thc~ ingenuit,~ of tho Wnil Stiee: 
lawyers has boon devotrd t,o d t ~ v ~ s i n g  
iarlguape whieh woiild inlmuni~,e thest. 
trustees. so-called, frrtrr~ any sort of 
liability. with the result that for till 

hi\ ~ i t ~ ~ . l i .  
Oltl .[or>'; voit3e btillow-otl f t ~ r  liim to 

~)lcIi ;I]>. Lcfl,y -1rilrl)t:~l i~ittl iuo8t.d 
k':Lt,l<. Old .roe r~ll]ij>(~cl i l i ~  11:lllii~ 2,fit 

..Iroliti~tl: " Wlir,i did you tl~i' : I R ~ S  

of thrrn 11rt.rtic-rs K : L ~  :vheri yc~i~ ze:, 
t1it:rri i.:i.lvtv? " b 

s~nilrnp.  lrck rt~tli~ north. iL 1i:ird .oaa 
strt~t,(.ntti ;iIrc+:i.tI of l i ~ m ,  but  is feet 
r\fe,rc. firmly i,l;inf ?il on thci tr:,il k 
ct~onon~ic~ iiidt~~it~ndence. 

I 1ii':~ctio;~i pur[)ost.-, t h ~  c.l;i t~orati, indeli. i 
tiirc i >  rn;iinlj- cor~cr.r:~c.d with a i-]:it th! 
tniitr.cs ii' ci i  liol do. :vh:~t it 1; 11ol rc- 
~l~rlnsilrlc for, anti how rrir~cl~ i t  I* t o  bi i: 
li:~iti fo r  tho r111:ive br.l~tfit <-trilferrcd. 
'I'he fc.i.111 "triiiti.e," :La :ipl)iit.ei to thr I 
j~rt'st'nt > y - t ( ~ ~ i ,  iili~ht IJO :ib<~li~liud r,ns Z, 
w)nie rnr-liittd c1c~vii.t-11 t ~ r  :issCire iht 
t;rn;ill in\.eztcir th;it ht. wili rt~i:r~ivr from 
1.111. :&rt,r,t ~:>IIO re])ri.se~~th lliln :i re~t>o~,. 
:~k)lt, ::rrioiliit of jjrot<:ct,lon :i.~:~inct th~ 
\+ roligs of t l~ t ,  ~chut.~., c:vc,n i f  llte age!$ " 
i -  to rc>c.rivc. ;L I :)rg~r com!)t.ii~:;tiiin. f 
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the ~nvestrne~lt banke~s  were fro- 
quently found to be negotlatmg for 
the holders of long-term debt whrle a t  
the same t ~ m e  they were owed by the 
issuer on short-term notes Well, who 
won second pr~ze'p You guessed ~ t .  The 
Bankers did not. 

In many Instances, the banlters or- 
gamzed a committee for the express 
purpose of taking command of the 
reorgan~zat~on and, by covering up the 
evldenoe of thelr past wrongdomgs, 
insulating themselves aga~ns t  hablllty. 
In pract~cally every case, the banker5 
were motivated by a greedy desire to 
preserve or secure control, so that  they 
m ~ g h t  enjoy the perquisites thereof 
T h s  is tho equ~valent of what we call 
"graft" In public l ~ f e  

In add~tion to all these ft~ctors, the 
legal fratermty have distorted, by the 
most lngenlous phraseology, a simple 
relation of principal and agent into a 
status where the agent lays down all 
the conditions and the p r ~ n c ~ p a l  who 
owns the seeunty and does the hlrmg 
has nothlng to say. 

After slgnlng on the dotted llne, the 
prinoipal finds hlmself b o ~ n d  hand and 
foot by his protect~ve committee The 
~mmediate query 1s' "Who e belng pro- 
teotod7" 

As for tho entrepreneur legal racket, 
a measare of d~scre t~on  in the Socurl- 
ties and Exchange Commlss~on could 
oas~ly outlaw tho type of racketeer and 
still leave room for honest and vlgorous 
m~nonty  commttees to watch the 
reorganixat~on. 

I will hazard the guoss that  the Con- 
gress mll abohsh the instltut~on of the 
investment-banker committee as it now 
exists. The record reveals that  they 
have betrayed then trust. 

The SEC is now oonduotmg, a t  the 
request of Congress, a n  invest~gation 
Into the hstory and practices of in- 
vestment trusts For rnonths the press 
has reported results of thls ~nvestiga- 
tion, and the record IS a disgraceful 
one. Every type of corporate evll that  
one could irnaglne has been shown rn 
t h s  study. 

Inves tment  Trus t s  

I t  1s really a paradox that our 
banks should have been the subject of 
such legislat~ve concern almost from 
the beg~nnings of the country whle 
investment trusts have avoided prac- 
tioally all Government supervision 
slnce they first developed In t h s  coun- 
try after the war. 

As a matter of fact, in one respect 
the investment trust needs greater su- 
pervlsion, slnee the socur~ty holder IS 

unable to demand h ~ s  money, as can 
a bank depositor, Consequently, the 
very threat of depos~t  llab~llty 1s a vorl- 
table sword of Damocles over thebank- 
er's head-a threat, unfortunately, not 
present in the oase of am lnvostmont 
trust. 

Our old fnend, duality of interest, 1s 
found most frequently m t h ~ s  form of 
~nst~tut ion.  

The investment banlier m tlr~s field 
has played a major part as sponsor, 
with the usual result. The record is re- 
plete with instances where these bank- 
ers have served their selfish interest 
over that of those for whom they worc 
trustees. There is no more justification 
for an investrnent-banlung house spon- 
soring and controlling an investment 
trust than for a oommercisl bank t,o 
do so. The potentiality of evil is pms- 
ent and the choice of masters is in- 
evitable. The relation itself should be 
outlawed by statute. In  this way, the 
dealings as principal, the brokerage 

fees, and. such perquisites as the insur- 
ance business of controlled companies, 
will bo oliminatod, 

Strangely enough, there was hardly 
a witness a t  tho conlmifision I-learing 
who did not espouse the cause of Fed- 
eral regulatiorr of irrvest,mo~it trusts. 
I t  is to he hoped the<, Congress will act 
in a thoroughgoing manner to give re- 
newed meaning to the fidilcii~ry qoncept 
so ably championed by the President. 

Today we see on all sides tho evils of 
investment bankers serving on indus- 
triitl corporations. If our premise be 
valid, this practice must end, ant1 1 
venture to predict that  i t  will be ont- 
lawed. 

I could fill many pages wit11 rocitals 
of how this relationship has heen pros- 
tituted in favor of the banker a,nd. 
against t,hc best interests of the issuer. 
Excessive financing, excessive uuder- 
writing charges, exoessivo bonusos, im- 
proper loans and a host of ot,her edlu- 
which, if they occurred in public life, 
would he uneq~iivooally condemned as 
graft,-are of frequent occurrence where 
this relationship persists. 

Mult ip le  Direc tors  

Q u ~ t e  apart from the morahty of tho 
situat~on, the economlo arguments 
seern to favor the abolition of thi\ con- 
fiict of rnterest. 'l'h? ~nves tmet~ t  bankel , 
If he IS corrseient~ou\, has a full day's 
task attendlug to the job of bang  an 
Investment banker The law should not 
Ignore how httle can be done by one 
man, no matter what may be h s  repu- 
tation. 

When one talces into account the 
st,rict obligation which is supposed to 
he assumed by a director, the high 
standard of care arid good faith, the 
case of orre gen.tleman, a director in 
fifty-eight corporations, looks a little 
ridiculous. I t  is utterly impossible for 
him to serve adequately on the boards 
of one-tenth of these companies. Yet in 
mere numbers there is not only finan- 
cial prostige but tho inevitable per- 
quisites. 

Of course, the forms of polite society 
are observed. Thus: At a meeting of 
the directors of a New York tra~lspor- 
tation company, the subjeot of issuing 
bonds was up for discussion, and the 
minute book records that  this director 
left the room. Then the issue was voted 
and his firm wu.s named as principal 
underwriter. The minute book then 
records that the multiple director came 

bacllr, but, fails to tell us how surprised 
and pleased he must havo been a t  this 
little evidence of his fellow directors' 
coniidence. 

The fact is that a,n invost,ment 
hanker should act as a, financial adviser 
to a corporatiorl and should mot act i ~ s  
pa,rt of the management. In  {,he firs6 
place, tlre rel~tionship is morally wrong; 
in the second place, i t  is not efficient, 
and, in the third pli~ce, the remson ad- 
vanced for tho practice-that tho in- 
vestment banlter must watch tile issuer, 
in the i~lterost of the security holder- 
is no1 a valid one. The time to watch 
the issuer and form :t judgment a,t)out 
the Lrnstworthiness of the managurnsilt 
is before tho money of the public has 
been taken. 

To these details of presont imperfeo- 
tions in the private fiscal syste~n,  and to 
these s~iggostions of reform, the re- 
sponse of hrnerioan business ought,, in 
my opinion, to be candid rooognition 
of the evils, admission of the need for 
reform, and constructive and fair- 
minded eoiltltcrsuggestions. 

These are some of the outstanding 
evils in the co~rduct of capit1~1 and 
finanoo that need correctiorr. But  
there itre two suggestions I am t,aliing 
tho liberty of making herein for 7e:tl 
considera,tion by C:overnment author- 
ities. Those suggestions havo two pur- 
poses: The establishment of the safo- 
and-sane economic oor~ditions to effect, 
which President Roosevelt has pledged 
himself; and real and substantial aid to 
business. 

I propose: 
F11zs.r. R e d  modification of tlre cap- 

ital ga,ins tax. 
( a )  To aceelemto money. 
(b) To soften shar l~  broalts in the 

stocli-exchange prices. 
(c) To eliminate the red  handicap 

to American investors as against For- 
eign speculator's. 

SECOND. A revarr~ping O F  tihe COO- 

nornic features of the new oorporation 
tax 

(o) To benefit new corporat~onr, 
wh~eh  must be encouraged 

(b) To perrn~t  corporations to 111d1n- 
tam surpluses to take care of tlmos of 
depress~on 

T a x a t i o n  Dangers  

I n  conslderlng motllficatron of the 
cap~tal-ga~ns tax, I think the Govern- 
ment should allow increment grownrg 
out of sound investment to a man 

whrle ho hves, and 
not take i t  away 
from h m  in wholly 
d i s p r o p o r t i o n a t e  
taxes. England has 
found i t  sdu ta ry  to 
encoilrage initiative 
by permitting a, man 
to enjoy tho fruits 
of his earnings from 
investme~rts  while 
alive, and has bee11 
satisfied to take its 
proportionate share 
of those earnings 
from tho beneficiar- 
ies-recipients of 
woalth unearned by 
themselves - after  
the death of the marl 
whose la,bors pur- 
chased the woalth. 

The argument lor 
the ropeal of the  
present tax should 
not only be a tra- 

citizor~s a,re taxed on tlicir security ap- 
prociation, other ooirl~trios imposo no 
such ta.x upon thoir na1,ionals; the for- 
eigner C~LJI  trade to tre~nendous advao- 
ti~gc in our soci~rity nrarket, sell at the 
appropriate tinlo and avoid assessrnsnt 
or1 his profits, whereas the Airierican 
citizen is j~reve~rted, by the 1,;~x:ttion 
laws of his country, from exercising 
even ordinary prudent judgnl~llt.  In- 
cidenlally, of course, tlie eifocts aro 
also harmfiil. If hrr~oric:~ns in 11~rgo 
nnmhers i ~ r c  111.evented from selliilg 
the securities a,nd oapturing profits, 
then stJoc~lr inflation is aeoeiiLuat,od, be. 
ci~l~sa, there is a, prcniium put1 on hold- 
ing stot:lis o f  tho mtsrltet. Ali ;~rtificial 
scarcity is thereby orest,ed that will 
ma le  effective unwarranted p r i ~ e  levels 
which inevitably and ultimately must 
0 0 1 1 ~ ~ 1 ~ ~ .  

Without spolling tilo ~ n a t t e r  out in 
detail, I can a,lso see a benefit to tlie 
general oconorny of the corrntry by tho 
free exercise of jutlgment of practically 
all security holders. 

Corpora t i on  Surpluses  

Tho profits in security :~~)precii~tion 
ill recont years hitvo been very great iu 
t,he :aggregate. If tlrese profits wore 
taker1 and i~soti, thou, on the rnero 
principle of velocity of monoy circula- 
tion, brtsiriess would be stimulitted by 
the incre;~sod purchasing power thoreby 
c,reatetl. As i t  is, a8n inert, :t~id froze11 
mass of purchasing power remains 
idle. 

M y  reasons :ire severa,l for. hoping 
that tho Administration will talte steps 
to u~rdo  the harnl it has done l a  sluowd 
corporste managome~lt hy the oncorn.) 
ing undistrihutecl-protit, t:tx on corpo- 
r:~tions. It is not  enough t,o point out 
that tho ant has accomplished its pur- 
pose; tha.t tho JB50,000,000 :>dtiitiond 
reventre needod by the Arlministration 
is assured by the food of taxi~ble div& 
dorlds curront,ly 11eing maclc hy  Amer 
ioan business corporations. The larger 
con~iderat~ion, to my way of thinking, 
should provi~il. The la,rger (tonsidera- 
tion calls for our rest,oring as a virtue, 
in Arnericarl business life the oorpornte 
prmtico of provitling a reserve :gainst 
the inevitable rainy day. 

We havo r~ll had experience with cor- 
porat,ions which, no lorigor than three 
or four years :tgo, ha(i s i ~ k ~ s t & ~ ~ t i a l  o1)er, 
ating tloficits and would hnvo bee11 
plunged into bankruptcy had they.not 
accurnillatod surpl~ises in forinor pros- 
perous years. I t  is a torriblo thing to 
contemplate another p a r d  of businoss 
recession wrth large Amolioan oorporn. 
t ~ o n s  lnaclequiltely equlpped to 11de 
throngh the storm 

111 reccnt years, s n  economrc ~evolu- 
tion has occurred In this country, In tile 
sense that  m~lllonq of people have he 
comP ~nve\ tors  In s e o u ~ ~ t l e s  ,~11d count 
upon corit~nurty of thoir div~rlend rb 
tur 11s 1x1 budget lng thoirlrvrng expense.; 
Anyth~mg ttiat would interrupt tlie 
corrtlnuous flow of divldrridi wlll loh 
the thrrfty Ament>an illvestor of pait 
of hls livelihood, arid any 1 ~ w  whrch 
inalres s u ~ h  a stato of thirlgs possible~s 
inherently a bad law I admlt t h ~ t  the 
law has iome silbrtance 1 atlrn~t tllat 
the hoard~rig of lriources beyond tiit 
need5 of potentrill criso.: by some or our 
corporatlons cannot be juitified I 
ltnow that  dv~rlng tho pr.i~od of wanton 
e\trav<~gance ,bnd bad l u d g m ~ n t  w~thm 
the past ton years corporatrons spent 
monoy on plants and eupelislons for 
wh~ch tiley have never since had n 

DRAWN BV A ROSS d ~ t l o n a l  o n e ,  11 need, anti ~t would have been far better 
"I Feel tt is M y  D u t y  t o  Warn You 

That Y o u  areAbout toSctano Tackl" 
should also he based to havo d1st11buted tho50 funds to 
upon the fact tha t  stooliholder~ 
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