—-onc. *f 0.

’ A’!l"![‘,'l""t"".'llt'l'l




-

LOEs TR te 5%7?} gl From /’MW,,\WMM

/,J/W HOW THE CORPORATE INCOMES WERE DISTRIBUTED IN 4/952 7
/‘/‘A\j’ 3 &-(/
B \nw/,/ ? RETURNS NET INCOME
0 Cumulative ( ovv Cumulative
\ Corporate Returns with Net Incomes of: Number % of Total Amount % of Total
: $110;000,000 0 imore’ = e o5 0 i AR S S 508 0.1% $19,344,152 47 .8% {
| Between $5,000,000 and $10,000,000. .. ... .. . ... .. 455 (2 3,129,000 55.6 ‘
| Between $1,000,000 and $5,000,000. . . ... ... ... ... 3,020 0.9 6,351,075 7163 |
E Between $500,000 and $1,000,000................. 3,243 1.6 2,260,846 76.9
| Between $250,000 and $500,000. .. ................ 5,968 3.0 2,080,026 82.0 !
| Between $100,000 and $250,000. . ... ... .......... 15,064 6.4 2,335,476 87.8 |
| Between $50,000and $100,000. .. .0l e 20,623 11.0 1,443,968 91.4 j
Between $25,000 and $50,000. ... ........ ... ...... 33,470 18.6 1,162,855 94.3 |
Between $20,000%and '$25,000. ... . . ¢l e e 26,357 24.6 594,566 957 !
Between $15,000 and $20,000. . .. ...... .. ... ... ... 27,752 30.8 483,872 96.9
Between $10,000 and $15,000. ... ................. 37,136 39.2 458,022 98.1
Between $5,000 and $10,000. . .. ...... ... ... ... .... 61,780 58,2 447,571 99.2
Under $5,0007 = st hanarass Tpin i, o e o i e oY 207,201 100.0 340,250 100.0

LOFAL Y Cat s r e 5 T e S R 442,577 100.0% $40,431,697 100.0%
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Ichises; it results from fewer and
\fewer alternative suppliers seeking
\dealers.
Under Present Law
CONSOLIDATED RETURNS.

Under present law, corporations
’ owning subsidiary corporations are
given the _option of filing a consoli-
? dated return or separate returns. The
{ presumption is that, in most in-
stances, the advantages are on the side
of filing a consolidated return, for
two reasons:




' FCC Man ;
Hits ‘Blind’

Ownerships

North American Newspaper Alliance

Washington, D. C. - Nicho-
las Johnson, a member of the
federal communications com-
mission, says increasing own-
ership of radio and television
stations by faceless institu-
tions—banks, trust funds, mu-
tual funds, estates, brokerdge
houses and big corporations—
lends urgency to the question
""'who's in charge here?"'

Johnson, a constant critic of
his own agency, has blasted a
new FCC decision as ''yet an-
t | other document (on) the grow-
ing pile of evidence of this
commission's insensitivity'' to
broadcast problems in the
e | country.

The latest move to enrage
Johnson is FCC approval for a
Worcester (Mass.) television
station for the State Mutual
Broadcasting Corp.

The commissioner, the lone
dissenter in the case, warned
that a media subsidiary of a
big corporation might be used
to serve the interests of the
parent, rather than become an
independent source of informa-
tion and opinion.

State Mutual Broadcasting's
voting stock is owned by a life
insurance company which,
Johnson said, is part of a mul-
ti-billion-dollar industry not im-
mune from politics and eco-
nomic involvement in serious
public policy issues. He cited
medicare, health insurance, the
relation of auto insurance to
the auto industry, investment
practices of insurance compa-
nies and income tax treatment.

He also pointed out that the
insurance firm, State Mutual
Life Assurance Company of
America, held stocks and
bonds totaling about half a bil-
lion dollars "'in a wide range of
interests."
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Big Boy's ﬁarke’r

Ever since the stock market filing income tax returns, ac-rather favorable” in compar-
crash of mid-1962, Wall Street|count for 20% of total holdings [Sion—which well may explain|

i A . {why Wall Street’s near panic|
has repeatedly been asking,|of stocks by individuals. lof May, 1962, didn’t lead to al

“Where’'s the Managerial Group \nation-wnde crisis. ‘

ic?”? vy . .
grobr: ;_z“witlh' e 1.":1m|hc.c; ,W:Lh "l”):_"; '_”'% No one doni(‘s_ that |\x1!|101_‘i~‘
other financial ) |come of over $25,000, WPIC‘ cally the small investor is in|
reporters, have |senting a scant 19 0% of all fil-|the stock market on the heavi-| ‘
been lamenting ing income tax returns, account |est scale in history. But that
that the little for almost 50% of total hold- T;r::a“:l‘(a\fgml Qr; “f ‘1"'1148(3‘
individual in- ings of stocks by individuals.‘ alf (‘Of éilpsiocl‘qs (h“(‘l]d (llwﬁr’]j(i);;
ividuals—puts the little fel-

vestor was so NGk ) i \ |
badly disillu- A il Item: The managerial group|

g ws percentage’ ownership in
erspective.

sioned and hurt )\ / J (executives, both salaried and |
by that crack- /[-’ /A |self - employed businessmen)|
up that he re- }and professionals are by far| It has been clearly a big
;itiZIEi}n(}estC; r;t};ie, Porter [the biggest owners of stocks. ‘?S\rjmrgl}?l;kItmslrxsgsysu;]eazebleaes;
as a result, he When the retired and not gain- Fa big boys’ stock market.

mostly missed the market’s fully employed are eliminated,
spectacular comeback on aver-|the managerial group accounts‘

age to new all-time peaks. |for almost one-half and the

Now comes startling evidence |professionals for an additional
suggesting that from the start|one - quarter of individuals’
the small investor is “the little|stockholdings.
man who wasn’t there” on the| Item: Even in the under $10,-
scale we thought. We have been fﬂ()() income class, the manage-
giving him credit for a much|rial group and professionals
more dominant position ,in own about as much stock as
stocks than is warranted. [clerical or sales workers or
‘ While, of course, millions of Professionals. Many large|

\moderate income families have|Stockholders in the under $10,-|
lentered the stock market in re-|000 income class are retrred\
cent years for the first time|men who accumulated substan-|
lin their lives, all of us have|tial wealth during their work-|
|been exaggerating the propor-|ing years, or widows and minor |
tion of outstanding st o c k s|children of upper income men,

lowned by these families. [so they, too, might “more ap-
’pmprlatelv be ‘assigned” to top

income brackets.

Item: Individuals and fami-
lies with taxable income of over
$100,000, representing a tiny
one-tenth of 1% of all families

Accurate Data
These are just a few of the|

indings of a Wgharton.school|
tudy _on “Characteristics of |
i Stock Quindrshiptinpieserte 7|
James Crockett and ET W in|
“riend of the University of
Pennsylvania at a recent meet-
ing of the American Statistical
association "in Cleveland. e
study is based on 1960 income
tax returns and provides the
most accurate data available
to date on the distribution of
stock ownership in this coun-
try.

How well did the little fel-
low who was there make out
during the stock market slump
‘of 1961-1962? Here, too, the
| Wharton school study suggests
| evidence diametrically opposedl
|to the general opinion. First,
remember that the big losers
in that debacle were the high|
priced growth stocks, the risky |
unlisted issues, stocks in vola-|
tile industries. Now read on.

The under $10,000 stockhold-
s ‘‘had a very much stronger |
preference” than wealthy in-
dividuals for “less speculative”
stocks—such as telephone stock,
electric and gas utilities. The
ow income groups “held rela-
[kively small. amounts of their
ortfolios in the riskier types of |
nlisted stocks,” while the up-
per income groups were “much
more heavily committed to|
such investment.” The lower
income groups had “a higher|
risk aversion” to the fancily
priced growth stocks than thel
|

I

high 1ncome classes.

No National Crisis

In short, it was the big fellow
who was the major owner of
the stocks which went through
the wringer in the 1961-62
break—not the smali investor!
| In the measured wnrdﬂ of the
<IOWCI income family’s “market
|experience must be considered
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CC Probes to Find True Ownership of U.S. Railroads

hidden holdings have had
on the industry's economic
health and on the merger
fever -which continues to
affect it.

Even ICC Chairman
Paul J. Tierney concedes
that in some cases "we're
just not quite certain of
just who the real owners
of the stock are. We never

virtually useless as
adequate means of dls-
covering the real owners.
This situation has existed
since the commission was
organized in 1887.

From records that are
available, however, and
from conversations with
some top rail officials, it
appears that in many ca-

nation's
companies.

When a stock is held in a
"street name" it is regis-
tered in the name of a
brokerage house, rather
than in the name of the
actual owner. A "nomi-
nee" is a similar device
used by banks which hold
stocks in trusts or other

BY STEPHEN M. AUG transportation

AP Staff Writer

WASHINGTON — The
Interstate Commerce
Commission has begun to

+move on two fronts to lift
a traditional veil of secre-
"¢y to discover who actual-
ly owns the nation's rail-
roads.

The recent moves come financial capacities — for know enough." ses ownership is diverse,
after more than a decade jndividuals and organiza- TRy and that in a number of
of ICC approval of the tjons. nERE. njgemilon cases the dominant indivi-

The study of the indus-
try's ownership problems
shows:

The ICC, which never
has had a general investi-
gation of the matter, has

largest railroad mergers in
hlstm y. These have placed
ownership of the $11 bil-
lion-a-year business in the
hand of fewer companies
and individuals whose

dual owners are well
known. But in many other
cases the big stockholders
are, banks, insurance com-
panies and mutual funds,
and - the power behind

Bankers and brokers
steadfastly refuse to dis-
close the identities of the
true owners of these se-
curities. They say this is
to facilitate handling and

| jdexjtity 1\ et e"full‘\; tracing and to maintain neither the records nor these millions of shares is
| masked by a variety ol the traditonal secrecy of other information at hand hidden from public—and
banker-client relation- to tell it—without a full- ICC—view.

These disguises—though
all legal — include such
common devices as "street
| names" and "nominees" in
| TCC” records intended to
| make public the identities
| of the shareholders of the

ships.

An Associated Press stu-
dy shows that no one
including the ICC, which
has responsibility for re-
gulation of the railraods—
knows what effect these

scale investigation — who
actually owns several ma-
jor railroads.

Present ICC ownership
records, replete with nom-
inee names, street names,
fictitious companies, are

The survey discloses also
that there are differences
within the commission as
to just how much railroad
ownership data the public
is entitled to have.

But two recent actions

‘ financial pseudonyms.

have inched toward a solu-
tion to the problem:

The ICC revised its re-
quirements for reporting
annually names of the 30
largest holders of railroad
securities to eliminate the
name of Ced New
York Stock Exchange ar-
rangement, from its own-
ership listings. This
cleared away the haze that
previously had hidden
brokerage house holdings.

In a giant merger case in
the West, an ICC exami-
ner has ordered nearly a
dozen railroads competing
for at least parts of the
Chicago, Rock Island &
Pacific railroad to supply
to the commission — for
the first time—the names
of theactual owners of
each railroad involved.

Ownership Unknown

Significant as these
moves are, they are not
likely to clear up some

U.S. & Foreign Bond Markets

Weekly Transactions for the Five Days from Jan. 8-12, 1968

_ Sales Net | —1967-68—
1000s) High Low Close Chg. | Hish Low

Sales Net
(in $1000s) High Low Close Chg.

——1967-68—
High Low

Sales
(in $1000s) High Low Close Chg

5852 752 PenPw&L 3s75
Penn RR 5s68 3182 993%
Ba2 RR 4Vss81 18 1A

R 4Vss84 16 13
/5585 4 602

8287 100

2 7% 79%
9812
72%
72

5613
9934

79% +1
98% — o2
77Y2 +5%

Belg fn 52876 3 932 932 93 i
Belg fn 5Yas77 13 92 92 P
Braz 6Y2s26st 2 98
72% + Vs 98 Braz éY2s27st 1
602 +52 98 BrazCR 7

9932 — &% Y2 45% Chi

5 __+1 97V 2

past. mysteries. For ex-
ample, the ICC never
questioned during con-
sideration of the biggest
business m v
6 Pennsylvania-

_u'_e_fgg_}’grl_i,(f_em.l.a.l_m.iﬂh-
ation—who controls eith-
er line.

Cortrol of the Central
‘was considered to be held
by the Alleghany Corp.
and Pennsy was consi-
dered widely dispersed.

But close examination of
ICC ownership records
shows that the largest
holder of Pennsylvania
Railroad stock is Morgan

Guaranty Trust Co. of
..["New York. Morgan holds,

under six different names,
at least 916,318 shares, or
nearly- 7% of Pennsy's
13,921,379 shares.

Even Philadelphia fi-
nancier Howard Butcher
III, one of the most
powerful members of
Pennsy's board, told a
newsman he didn't know
who is the actual owner of
the Morgan holdings—and
the bank refuses to say

even whether it exercises
any influence in voting
the Pennsy shares it holds.

In the West, where some
railroads are fighting to
dismember — or digest
whole — the financially
shaky Rock Island, the
ICC well may find itself
considering the vast hold-
ings of the Harriman fami-
ly. But the study shows
the commission also may
find that a_close relative of

the Alleghany Corp. has
begun to reaclﬁ out west.

Among the railroads
fighting over the Rock
Island are the Union Paci-
fic; Chicago & North Wes-
tern; Southern Pacific; At-
chison, Tokepa & Santa
Fe; Denver & Rio Grande
Western; Missouri Pacific;
Kansas City Southern; St.
Louis-San Francisco and
the Missouri-Kansas-
Texas.

Since the 19th century
the Union Pacific has been
considered under domina-
tion of the family and
interests of the late E. H.
Harriman. The U.P. holds
about 24% of Illinois Cen-
tral Industries, which
owns the Illinois Central
Railroad. Illinois Central
and . Gulf, Mobile & Ohio,
both considered merger
partners, hold 8.3% of the
common stock of the St.
Louis-San Francisco, also
called the Frisco.

The extent of Illinois

Central Industries hold-
ings—or holdings in it—
never has been made pub-
lic because, although it
controls a railroad, the
ICC never has required it
to list its ownership.

Both Averell Harriman
—President Johnson'
roving ambassador — and
his brother, E. Roland
Harriman, have large
holdings in Union Paciﬁc.
Roland is senior partner of
Brown Brothers Harri-
man, the family invest-
ment banking firm.

ICC regulations forbid
an individual to be a board
member of more than one
railroad. But they do not
prevent a single firm from

FEA= -
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having members on sever-
al boards of directors.|
Such interlocking directo-|
rates -are fairly common,

and the reason given is
that it enables railroads to
gain easier access to in-

Please Turn to Pg. 9, Col.
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RAIL OWNERSHIP

Continued from 8th Page
vestment firms to solve
financing problems.
Among other railroads
fighting for the Rock Is-
land is the Southern Paci-
fic. Its top stockholder as
shown on ICC records is
the Massachusetts Inves-

tors Trust, a mutual fund,

:: of Boston. 1t holds 895,600

shares of SP's 27,144.366.

But as of last Sept. 30, it
was learned, Investors
Diversified Services, the
world's largest mutual
fund with assets of more
than $5 billion, owned
1,347,200 SP shares, to
emerge as the largest
stockholder. Investors
Diversified is owned large-
ly by the same l\lleghanv
Corp. which controls the
New York. Central.

ICC Regulations forbid
one organization to con-
trol more than one railroad
without commission ap-
proval. Alleghany officials
say the company has noth-
ing to do with the selec-
tion of securities for Inves-
tors Diversified, and
makes no recommenda-
tions as to how the fund
votes the stocks.

Investors Diversified
Services holds a variety of
railroad stocks. Its hold-
ings frequently are listed
on ICC records under the
name of Carothers &
Clark. This is a nominee
name used by the Bank of
Delaware at Wilmington
for securities it holds
which belong to Investors
Diversified.

If the ICC manages to
obtain the information it
seeks about the actual
owners of the lines in-
volved in the Rock Island
hassle, it would be the
first time in history that it
has done so.

35 Year Puzzle

The mystery of who
owns the railroads—one
that has bothered ICC
members and congress-

men for at least 35 years—
has been underscored re-
cently by newspaper re-
ports, labor union com-
plaints, congressional
questions and, not the
least, by Justice William
0. Douglas.

He said in connection
with ‘a  Supreme Court
decision last spring on the
Penn-Central merger that
the ICC shoud learn what
the centers of control are

before it approves mer-
gers.
Some of the commis-

sioners who are concerned
about rail ownership cite

|
l
i
|

Log Angeles Timeg 9
SUN., JAN. 14,1968~8gc. F |
f i ice
;?:m(;r:adeq“a” @ 4 Into the matter about six
Every railroad is re- Yars ago, the commission

quired to file with the ICC
each year a list of its 30
largest..shareholders. The
commission—and the rail-
roads—have taken this to
mean simply those in
whose names these stocks
are registered. In most
instances the largest
stockholders are disguised
under layers.of anonymity
conveniently—but. legally
—supplied- by banks--and
brokerage. houses.

To the casual observer,
even the ICC records
themselves seldom show
the actual bank which
holds the stocks for their
anonymous owner. The
banks themselves disguise
their names through so-
called nominees ficti-
tious companies.

In the last year even
some of the names of
brokerage houses have
disappeared- from ICC re-
cords, their holdings being
submerged under the
single name of Cede & Co.
Cede is a streef name for
the New York stock Ex-
change's central deposi-
tory. It is a computerized
system designed to ease
the transfer of stocks and
permit- brokers to avoid

physical transfer of stock |

certificates,
Top Stockholders

To accomplish this, vast
blocks of shares in hun-
dreds of corporations are
held in the name of Cede
& Co.,- even though this
"organization" does not
vote its shares, and does
not collect dividends.
Thus, ICC records have
disclosed Cede as among
the top stockholder of
several of the mnation's
railroads.

The - ICC's recent order
forbids railroads to
shares in the name of Cede
& Co. They now must list
the Cede-held shares ac-
cording to the brokerage
firm that holds them for a
client.

But this still does not
reach the real owners of
the railroads.

This problem was recog-
nized by Congress.at least
twice—in the early 1930s
and in 1962. A congres-
sional study of railroad
ownership in 1930 conced-
ed that eyen Congress
couldn't find out who real-
ly owns the railroads. "

In a Senate investigation

list |

itself admitted "there have
been no general investiga-
tions into the questions of
who controls each of the
several hundred rail-
roads."

The report that followed
the investigation by a
Senate Antitrust and Mo-
nopoly subcommittee
headed by the late Sen.
Estes Kefauver (D-Tenn.)
—concluded that "at a
time when there is a dedi-
cated attempt to concen-
trate vast holdings of rail-
road wealth, the commis-
sion has no records and no
detailed facts as to what
financial controls are be-
ing exerted and developed,
and has no specific know-
ledge of the actual in-
fluence over the policy of
the railroads by insurance
companies, commercial
banks, investment bankers
and other financial institu-
tions."

Although the subcom-
mittee spotlighted the
problems six years ago,
neither Congress nor the
IEC "moved  very far'.to
clear

them_up.

NOW, our new lower minimums
permit you to set-up a voluntary
(not contractual) PERIODIC
DOLLAR PURCHASE PLAN with a
minimum of

$25

on monthly or quarterly basis afier
initial investment of

$100.

100% of your money invested

for GROWTH in:

« 0il & gas « electronics

« electric utilities + aerospace

« fata processing

« communications « nuclear energy
« transportation & others

+ Single or Occasional Purchases

ENERGY FUND is a quaijiiied

SELF-EMPLOYED RETIREMENT PLANS |
investment under Keogh Act. -~ |

To buy 10 shares or more
call collect
ARSI ——
Energy Fund Plans Corp,
B 8500 Wilshire Blvd.
B Beverly Hills, Cal. 90211
phone: (213) 652-1042

B Please send me the FREE prospectus
and literature on ENERGY FUND,

L-1-14 l

i NAME
ADDRESS.
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| Positions

| ing straight ahead at the greafest, long-range {8
§ orowth period in our history. Major confracts with
§ many of America’s great corporaie names will
i siretch for a decade and more, If you seek a suc- §
; | cessful career with a successful Company, we
|

\
i
i i Our large West Goast manufacturing firm is fook- =:f‘;
;
|

- invite your immediate inquiry,

Machine Shop

invite you to consider this position as your next step.

Our Production Machine Shop boasts over 100 highly

| modern machine tools. About 20% of our equipment has

‘ sophisticated tape controls, many with three or more §

axes.

ward cost, schedule, and quality.

) | Industrial Engineering

’ This position will be filled by a solid professional with the g

: wide knowledge and experience needed to manage a large
§_industrial engineering function. We would expect that a

handling and facilities.

B dates. Please forward your resume to:

Box Y-288-N.A,, LA, Times

equal opportunity employer

b If you are a highly motivated individual with progressively B
§-successful experience in machine shop management we

B This position represents a sufficient challenge for the
man who possesses strong management skills, who has §
§ knowledge of numerical control, and who is oriented to-

minimum of 6 years experience is required in a very
broad range including methods, time standards, material §

Prompt interviews will be arranged for qualified candi- g

e 1 2 e . ¥ S e e

. .. Or at be:§
to Aerojet’s E§

fornia becau

If you're ii '
contributiost

breakthroug !

MISSILE {

Graduate engineer to manage
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. . . Stockholders could see
bigger dividends on way

Increased, not decreased, rates for
lower-income families might result from
a 25 per cent ceiling. Government might
try to recoup its losses by cutting per-
sonal exemptions, limiting deductions
and raising the lowest rates to 25 per
cent. Even a cut in exemptions from
$600 a person now to $200, plus a flat
rate of 25 per cent, would not make up
the loss, the Treasury estimates.

Stockholders. Some individuals can
gain greatly from the tax lid. They are
the stockholders of big corporations.
Corporations allowed to keep more of
their income can be expected to hand
out much of the savings in dividends.
Market value of stock also might rise
rapidly. This windfall, too, will go to
upper-income families. Two thirds of all
corporation stock is owned by the 3 per
cent of U.S. families with incomes of

$10,000 or more a i
mmﬁ:nwhile, may find
their competitive position weakened.
They now are taxed at lower rates than
big corporations. With a 25 per cent
ceiling, they will be taxed at the same
rate as their bigger competitors.

Those who favor the proposal, how-
ever, point out that sharp tax cuts can
bring about a sharp rise in trade. That
can help small businesses.

Rearmament, in advance of a threat-
ened war, might be difficult to finance.
The ceiling, as most often proposed,
could be lifted only during actual war-
time. In this situation, Government might
be forced to borrow in order to rearm.
National debt then would rise.

Government borrowing, in addition,
might become more costly. A limit on the
taxing power could impair Government’s
credit. Higher interest rates might be
required to attract lenders. If that hap-
pens, bondholders will find their Govern-
ment securities dropping in value.

State and local governments, mean-
while, may find more income available
for them to tax, if a lid is put on federal
taxes. They also might find the U.S.
crowding into the sales-tax field.

These, at least, are the results pre-
dicted for the tax ceiling by authorities
in Congress and in Government.

Answer given by supporters of the
plan, again, is that they do not want
Government to be forced to look else-
where for money. They just want Gov-
ernment to quit spending so much.

That view is expressed by Chairman
Chauncey W. Reed of the House Ju-
diciary Committee. His bill, calling for
an amendment much like that demanded
by States, will soon get attention in
Congress.

JANUARY 23, 1953







Allegheny Controls
Largest Share of
5P Through Funds

legheny claims
control of the New York Central,

Southern Pacific named the true
owners of its shareg in response to
an order by an Interstate Commerce
Commission hearing €xaminer, He
made the requirement of g rail-
roads taking part in a massive
western railroad merger proceeding
involving the Chicago Rock Island &

acifie,

The largest humber of SP shares,
1,347,200, is controlled by three
mutual funds managed by Investors
Diversified Services, which is owned
by the Allegheny Corp.

Allegheny hag said it does not
influence the selection or voting of
securities held by funds managed by
IDS. The three IDS funds are
Investors Mutual Inc., 500,000
shares; Investors Stock Fund Inc,,
500,000; Investors Variable Payment
Fund, Inc,, 347,200,

The largest single shareholder is
Massachusetts Investors Trust of
Boston, which owns 895,600 Sp
shares, Othep large owners are two




4 DI
[
i

d in this Sale Take ti o
, sing ¢ Take tires wit
;nocr:;a mount them f

elc

NATIONWIDE LIFETIM

DN CORD 4 PLY
ACKWALLS TUBELES:!

9




iy -y

(Continued From Page One)

such fields as diesel locomotives
and earth moving equipment by
purchase of already thriving firms
raises serious questions.
Recent Purchase.
Referring particularly to G. M.’s
recent purchase of Euclid Road
Machinery Co., the report said:
“If there was any doubt as to
the circumstances under which
f conglomerate mergers came with-
| in the law, the Department of Jus-
| tice, which looked into this acqui-
sition, missed an excellent oppor-
tunity to test the law, to determine
| whether General Motors, the

| largest manufacturing company in

the world, should be permitted to
grow larger by acquisition, in a
field which promises to be of tre-
mendous importance as future
roadbuilding plans get under

The staff report was drafted by
Joseh W, Burms, who announced
today he was resuming his New

(Advertisement)

Mucosiiy

may be the cause of vour

-|York City law practice with the

U,

’
umerous other records.

completion of the year-long study.
The investigation was started un-
der the Judiciary Committee
chairmanship of the late Sen. Kil-
gore (D-W Va).

Burns is a law partner of Hugh
Fulton, who was staff director for
ex-President Truman’s War Pro-
duction Investigating Committee
when Truman was in the Senate,
and Rudolph Halley, who similarly
ran the crime probe that brought
Sen. Kefauver (D-Tenn) to na-
tional prominence.

Commenting on the report, O’Ma-
said in a statement:

hone

“Having noted that the highly
concentrated ownership of General
Motors stock, with 15 major stock-|
holders owning one-third of the en-
tire outstanding common stock o
the corporation and no othe
stockholder owning as much as
per cent of the outstanding stock
the staff report broadly intimate
that the time has come to con
sider at least the limitation of any
further expansion of the corpora-
tion into other industries.”

G. M., contolled by DuPont in-
terests, makes a wide variety of
products ranging from cars and
trucks to airplanes, rockets
clocks, mirrors and ice-cube ma-
chines.
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Peter F. Drucker

Amerwca’s next twenty years, part 11

The future masters of industry—replacing the
Robber Barons of yesteryear—are a

handful of self-effacing men with modest
incomes, who deliberately refuse

to exercise their extraordinary power.

T HERE are some one thousand companies
listed on the New York Stock Exchange.
In about one quarter of these, members of the
founding family or of the present management
own effective control. In the great majority, how-
ever, the only large stockholders are institutional
trustees for other people’s money: investment
trusts, pension funds, and banks. Together these
“fiduciary investors” have effective working con-
trol of these companies—that is, of the command-
ing position in our economy. Their holdings
amount to almost one third of all the marketable
common shares of American business.

By and large, these enormous holdings have
been acquired in the past ten years. The pension
funds only got going after World War II; there
were about two thousand then, there are twenty
thousand now. Ten years ago both investment
trusts and bank-managed personal trusts were
still insignificant. The shift of the center of
security buying since then represents an unprece-
dented “democratization’” of business ownership,
for the real owners of these holdings are “small
people,” the middle class and the workers. It also
represents an unprecedented concentration of
legal ownership, for the number of “fiduciary in-
stitutions” is fairly small.

Despite its speed and importance, this shift has
had amazingly little public attention. When
General Motors set up its pension fund seven

years ago, it hired Clarance Stanley—then a part-
ner of Morgan, Stanley & Co., the country’s most
powerful investment bankers—to manage the
fund. There could be no more perfect example
of the “capitalist revolution” than this move of
J- P. Morgan’s direct successor from heading the
very symbol of Wall Street to managing the sav-
ings of “proletarians”—especially since it was
quite obvious that Mr. Stanley was both better-
ing himself financially and acquiring much more
financial power. Yet no new Horatio Alger rose
to tell this twentieth-century version of “From
Rags to Riches.” It was noted, if at all, only in
a few financial pages.

Anonymity, however, is exactly what our new
masters prefer. The fiduciary managers are as
unlike the old Lords of Creation as they could
possibly be. They run heavily to Ph. D. degrees
and Phi Beta Kappa keys. Their incomes gen-
erally are modest, usually much less than those
of executives in the companies whose stock they
manage. Rather than buy yachts, they build up
good economic and statistical libraries. If any of
them felt like playing the stock market for his
own benefit, one or another government agency—
the Securities Exchange Commission, the State
Insurance Commissioners, or the Banking In-
spectors—would have him thrown out in short
order. And not one of them would ever dream
of entertaining the chorus of a musical comedy—
not even at the Automat. They are certainly the
soberest, least conspicuous, and most studious of
all of our managerial groups.

It is unlikely that the public at large has
even heard the names of men like Clarance
Stanley of GM, Wallace Dunkel of the Bankers
Trust Company’s pension-fund department, or
Merrill Griswold of Massachusetts Investors
Trust. Even in the financial community they are
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barely known; when the Fulbright Committee
investigated the stock market earlier this year,
none of them was called to testify. Yet they are
the “New Tycoons.” In financial importance and
the impact of their decisions on the economy,
they—and the other managers of large investors—
represent more power than the tycoons of yester-
year ever dreamed of possessing. They could
easily match resources with a Rockefeller or a
Carnegie, the most lordly of the “old” tycoons
whose names are still, half a century after their
heyday, household words throughout the world.
The Sears Roebuck pension fund owns 26 per
cent of the stock of the world’s largest merchan-
dising business; the General Motors pension fund
has almost $100 million of new money to invest
every year; and the Massachusetts Investors
Trust, largest of them all, has $763 million
in assets. '

Even the small fry among them carry a lot of
financial weight. The pension fund of the Owen-
Illinois Glass Company, for instance, owns the
biggest office building in Toledo, Ohio; the glass
company itself is among its tenants. And the
power and wealth of the New Tycoons is likely
to grow still greater. Pension funds still cover
little more than a sixth of American workers.
A new push by the unions or fairly minor
changes’ in the tax laws might at any time
release a new tidal wave of pension-fund forma-
tion like that of the past few years.

WHERE THE MONEY GOES

T HE democratization of business owner-
ship by the fiduciary investor is an achieve-
ment without parallel in economic or social his-
tory, but it is also a perplexing one. Indeed, the
very things that made it possible are problematic.
Our economy has made the small man the major
supplier of capital-but does enough of it go
where it is needed to maintain a growing econ-
omy? We have created appropriate institutions
to manage the small man’s resources—but do they
put an adequate share of their venture capital
into new or small business?

The fiduciary investors among them own
about $34 billion worth of common stock. Since
this is truly a prodigious amount, it may at first
seem absurd to ask whether it is enough. But
the fiduciary investors have become practically
the only source of new common-stock capital.
The New York Stock Exchange estimates that
for every dollar of new money they spend on
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- panies retain rather than pay out as dividends.

buying common stock, only five cents are in-
vested directly by private investors—and this in
a period of rapidly rising stock-market prices.
The pension funds alone receive each year a full
third of all the savings the American people can
afford to set aside for new investment. Yet only
a fraction of the new money amassed each year
by the fiduciary investors goes into common
shares. All told, the fiduciary trustees have avail-
able for investment each year about nine billion
dollars. Of this only a billion and a half, at the
most, is invested in common stock.

This is far too little for the needs of the econ-
omy. The amount of common-stock capital avail-
able largely dictates the amount of innovation
and expansion business will undertake. Such
activities are rightly financed by “equity capital”
—that is, primarily by common stock—rather than
by borrowing. There is of course a second source
of capital for such investments in the profits com-

But even if liberal allowance is made for this,
the total amount available on the capital market
for innovation and expansion is still too low.
As an earlier article of this series pointed out, we
now invest capital at the rate of $40 billion
a year but will have to step up this rate consider-
ably. Surely we need to put a larger share into
venture capital than 4 per cent.

There are, in fact, clear signs that the economy
already is inadequately nourished with venture
capital. One clue is the extent to which expan-
sion and innovation has come to depend on
profits retained and re-invested in the business.
Since the end of World War II, such earnings
furnished six or seven times as much venture
capital as did the capital market. Only the large,
well-established company can normally get cap-
ital for expansion and innovation from this
source, however, for generally they are the only
ones—especially under our present tax laws—with
sufficient built-up earnings. They naturally in-
vest in fields with which they are familiar; more
promising areas of economic enterprise may have
to go without.

Another symptom is the extent to which we
now finance new ventures through fixed obliga-
tions like bonds, mortgages, or bank loans. Prac-
tically all new retail stores, for instance, have
been financed up to a 100 per cent of cost by
bank or insurance-company loans. The lender
may be adequately protected; it may be a safe
investment for him; but the borrower is assum- |‘
ing burdens which an earlier generation of retail
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merchants would have looked upon with dismay.
Traditionally, in a boom such as the one we
have been experiencing, business cuts its fixed
debts and replaces them with venture capital—
that is, with common stock. This has been the
first boom in our history during which fixed
obligations have become a larger, and not
smaller, proportion of business capitalization.
While our tax laws may have been even more
responsible for this than the lack of venture
capital, it is hardly a desirable development.

The classical argument against a “soak-the-
rich” policy has always been that only the rich
can supply the venture capital an expanding
economy needs. If the middle classes and the
workers can save money at all, it was said, they
have to invest in the past rather than in the
future. (They tend to catch up with themselves,
and get the things they previously could not
afford, before they move ahead.) But an economy
that cannot invest in the future is a dying econ-
omy. We are justly proud of having made the
middle classes and working people capable of
replacing the millionaire capitalist of old—but
the ancient argument that these new “capitalists”
cannot supply enough venture capital has still to
be disproved. We have yet to discover how to
channel an adequate part of the income of the
New Tycoons into common stock.

FALSE CONSERVATISM

T HE KEY to this problem is in the hands
of our oldest, largest, and most powerful
fiduciary investors, the life-insurance companies.
Vith well over $80 billion in assets, they repre-
pent greater financial power than all the trusts
and pension funds put together. They are also
trustees for many more people—for thirty-two
million (out of a total of forty-two million)
American families, who hold 115 million indi-
vidual life-insurance policies and group-insurance
contracts. To most of these families the insur-
ance policy represents their largest, often their
only, capital asset.

Yet the United States life-insurance companies
—and only those of the United States—own vir-
tually no common stock. Two fifths of their
assets are invested in the bonds of private com-
panies. Almost one third is in mortgages. Total
common stock holdings are barely $2 billion, or
less than 3 per cent. There are not even common
stocks in the pension funds they manage. The
banks that manage pension funds, however, put
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a third of their monies into common stock.

This policy has an honorable history, but it
has long since lost whatever sense it used to make.
To shun common-stock investments is not in the
interest of the insured individual; it is the oppo-
site of “conservative.” The last depression cer-
tainly showed that sound common stock is safer
than the mortgages on office buildings, apart-
ment houses, and homes which figure so promi-
nently in the portfolios of life-insurance com-
panies—safer even than a good many railroad or
industrial bonds.

The traditional policy is also far from advan-
tageous to the life-insurance companies. It may
explain why they have lost ground in the post-
war period and now attract a smaller share of
total savings than they did before the war.
Though the life-insurance companies invented
the pension fund, they get only a third of pen-
sion-fund business, primarily because the cus-
tomers demand adequate common stock invest-
ments. “A worker who has a pension,” as one of
the shrewdest managers of pension funds in this
country points out, “does not expect a certain
amount in dollars but a certain purchasing
power, no matter how many dollars it takes to
provide it.”

And this means that pension funds, to be
conservative, must carry a substantial amount of
common stock as a hedge against inflation.

During the past few years there have been
numerous developments aimed at enabling in-
surance companies to buy common stock for
investment. . Thirty-eight states now allow them
to buy in limited quantities. One company in
New York has obtained permission from the
state to set up a separate common-stock invest-
ment trust; another in Ohio has recently pur-
chased an investment trust and offers its certifi-
cate to life-insurance holders as an additional
investment. The New York State Assembly
in its last session passed a bill which would
have allowed insurance companies to offer
annuity contracts based on common-stock in-
vestment, with a flexible rather than a fixed
dollar value, based upon the value of the stock
in the future. Governor Dewey’s veto killed this
bill, but it is commonly expected that it will
soon be re-introduced. And a similar bill is now
up for debate in New Jersey.

There is in fact only one real obstacle left
to large-scale common-stock buying by life-
insurance companies: they have fixed liabilities
to meet as soon as a claim arises. They there-
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fore need fixed, or at least predictable, income.
But common-stock dividends fluctuate with earn-
ings. If American industry follows the trend
toward Automation, as suggested in last month’s
article, this obstacle will grow bigger. Since pro-
duction and labor force have to be kept fairly
constant under Automation, the full burden of
adjustment to economic ups-and-downs will fall
on profits. Common stock earnings will fluctuate
even more than they have traditionally.

YET THERE is a way out of the impasse.
Over any calendar year business profits will
indeed have to fluctuate. But over a longer time-
span—three, five, in some businesses, ten years—
they can be predicted and planned, as a good
many companies (Armstrong Cork, General
Motors, or the Telephone Company) have suc-
cessfully proven over the past twenty-five years.
At the same time, the institutional investors, too,
can adjust by planning on a five-year rather than
a one-year basis; or a business (tax laws permit-
ting) might lay aside earnings in a good year to
cover the dividend in a poor one.

In other words, though it will take better finan-
cial planning than we have often been used to,
the obstacle can be overcome. If the life-insur-
ance companies invest one-fifth of their new
money in common stock for the next ten years,
at the end of the decade they will still have less
than 10 per cent of their assets in common stock
—surely not an extravagant proportion. But this
would almost double the supply of venture capi-
tal to the capital market—and give us the base
the economy needs to grow and to expand.

But what about the small and growing busi-
ness? Practically without exception, the funds
invested today in common stock go to the large,
well-established companies. Only these com-
panies can have their securities listed on the
Stock Exchange; and unlisted securities do not
attract the fiduciary investor. The life-insurance
companies, if and when they start to buy com-
mon stock, are certain to be even more concerned
with the marketability of their holdings, and will
be even more likely to channel their funds into
the large and old company.

Of course, the fiduciary investors would be
grossly remiss in their duty as trustees if they
were to invest in any but marketable and listed
common stock. But the danger is also obvious: it
gives the big companies practically a monopoly
on access to the means of growth. This may not
represent a positive change for the worse, since
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the young business has always had difficulty
obtaining  equity capital. But it is certainly
socially and economically undesirable that small
and growing businesses should be limited, if not
deprived, of access to the capital market.

A solution to this problem has been found by
the Massachusetts Investors Trust in Boston.
Together with several small fiduciary investors, it
has founded a company specifically intended to
supply equity capital for new ventures: the Amer-
ican Development and Research Corporation.
This company is sufficiently large for its shares
to be listed on the Stock Exchange; thus fiduciary
trustees can invest substantial sums in it.

Here might be the pattern for combining
responsibility to the individual beneficiary with
responsibility to society. Ultimately we might
have a number of development companies, some
within one region, some within one industry,
others (like American Development and Re-
search) specializing in new technological proc-
esses, and so forth. Whatever the device, finding
it is a major responsibility for the fiduciary in-
vestor, and one that deserves high priority.

WHO RUNS INDUSTRY ?

PO\VER and responsibility pose a fina
question—and the toughest one. It cai
be simply stated: should the fiduciary trustee
in whose hands the real financial pow
of this country increasingly lies, exercise th:
right to control the management of compani
whose legal owners they are? Should they d
mand a place on the board of directors, appoi
and remove management people, review a
approve company decisions? Are they entitl
to exercise this control even though they a1
-only “legal” owners?

Or should they take the attitude, as trustees,
that they are neither entitled to nor responsible
for the management of business? They are in-
vestors, not entrepreneurs; and the money they
have invested is not theirs, anyhow. Should they
religiously refrain from any control—perhaps
even be forbidden, as some industrial manage-
ments contend, from ever voting the stock which
is legally in their name?

These are obviously important questions. The
answers will largely determine the structure
of industrial society in the years to come.
But when the first pension trust was started,
forty or fifty years ago, these questions were
scarcely considered. The Sears Roebuck profit-
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sharing fund, probably the most successful of
all, was started in 1916. It blithely provided that
the income of the fund should be invested in
common stock of the company and that the
officers of the company should vote the stock on
behalf of the beneficiaries. But at that time,
apparently, nobody foresaw that forty years later
the pension fund would own 26 per cent of the
company’s stock and be the only large stock-
holder.

Today, on the other hand, the managements
of fiduciary investors are so conscious of the
power they could wield that they swing to the
opposite extreme. In the charter of most new
pension funds there is a provision forbidding
purchase of the company’s own stock. Many of
the funds even forbid investment in the stock of
competing companies. The charters also provide
that only a fraction of the assets of the fund
may ever be invested in any one company. They
provide further that no more than a small frac-
tion (5 to 10 per cent) of the capital of any one
company may ever be purchased by the fund.
And finally, by tacit consent, it is understood that
the holdings of the funds will not be voted.

“Our interest is purely financial,” the top man
in one of the largest pension funds said to me.
“We are not owners and we are not managers.
If we do not like a company or its management,
we sell the stock. We have neither right nor
competence to control. We can only act as
trustees, and it is quite clear that interference
with management does not lie within the trust
we have received.”

The reasons for such self-restraint are good
and compelling reasons. Even if no one of the
fiduciary investors owned more than 5 or 10 per
cent of a company’s stock, together they would
dominate unless they voluntarily refrained from
doing so. They would all normally tend to think
and act alike; they are people with the same
interests, the same training, and the same re-
sponsibilities. As for controlling the industry, it
would really not make much difference whether
there were one or twenty such fiduciary investors.
By exercising their legal power, they would bring
American industries under that most dubious of
masters—control by the financial mind.

But how satisfactory is the alternative—that
is, the system we have now? First, it is probably
not good enough even to satisfy the present de-
mands on the fiduciary by his principal, the
individual investor. It is simply not true that
the fiduciary institution can sell its sharehold-
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ings whenever it loses confidence in management.
It owns so much that it can sell only to an
equally large investor—that 1is, to another
fiduciary. And is it really likely that there will
be demand for a big chunk of stock on the part
of other fiduciary investors just when one of
them decides that he wants to get out of an
investment—particularly stock in a company
where the management is inadequate?

Precisely because they form the real capital
market in this country today, the fiduciary in-
vestors cannot liquidate their holdings except
slowly. Their one way of passing judgment on a
company is so drastic that it is virtually un-
usable. Thus the presently accepted policy means
that management is essentially responsible to no
one. By their abstention from voting and con-
trol, in the majority of cases, the fiduciary insti-
tutions simply confirm the incumbent officers.

A GOOD example of this is Montgomery
Ward. A very substantial part of the company
stock is in the vaults of investment trusts and pen-
These holders have been far from
satisfied with the way Mr. Sewell Avery has been
running the company—and they have said so
openly. Yet they have refrained from voting
against him, arguing that after all they do not
really own the stock but merely represent the
“real” owners. This has been one of the main
reasons Mr. Avery could continue to manage
without serious opposition to his decision to
retrench—to the point where his business has
been almost in voluntary liquidation—or to his

sion funds.

methods of handling executives.

At the same time, hypothetically, as long as
they openly abstain from voting their stock as
a matter of policy, the dominant holders cannot
competent management from being
“blitzed.” All unwittingly, they invite the atten-
tion of any financial sharpshooter or stock mar-
ket.manipulator who wants to get control of a
firm in order to milk it. If 40 to 60 per cent of
the company voting stock is in the hands of

save a

fiduciary investors who will not vote, then con-
trol of the company can be obtained by buying
up on the Stock Exchange 5 to 15 per cent of
the stock—a fairly small fraction. Then the raid-
ing group can appeal to the scattered mass of
small stockholders in a battle for proxies; and
the company that has been careful in building
up property, or in plowing back earnings for
expansion and research, is peculiarly vulnerable
to such “blitzing” tactics. Its management can

’
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all-too-easily be made to look as though it had
withheld from the stockholder earnings that
should have been paid out in dividends.

The fiduciary trustees are therefore caught in
a genuine conflict of responsibility between the
duties they owe to the beneficiaries of their
funds, and the duties they owe to the country
as guardians of its capital resources. They can-
not be allowed to exercise the full legal owner-
ship power they possess. But at the same time
they cannot be absolved from their responsibility
to make sure that the companies they “own” are
managed professionally, competently, and with
high standards of integrity. In other words, they
are not just trustees of the individual saver or
investor. They are also trustees of one of Amer-
ica’s most critically important resources, which
is the performance and vision of our organized
economic institutions.

A NEW KIND OF ADVISER?

T HE PRESENT “hands-off’ attitude
is the right one for the time being. Until
we know how the New Tycoons should discharge
their responsibility, it is certainly better for them
to be modest, self-restrained, and ‘‘strict con-
structionists” of their legal right. But this can-
not satisfy the needs of our society for the long
pull; and while we do not have, as yet, any
real solution, we do have some beginnings.

Some of the fiduciary investors, for example, are
thinking of bringing in a number of truly inde-
pendent and objective advisers on management.
Some of these advisers would be distinguished
industrialists; others, men in public or academic
life. It would be their function to keep a watch-
ful eye on the companies in which a fiduciary
has a major investment, and to be in close touch
with the management of these companies. These
men—while appointed for a specific period of
time, compensated adequately, and completely
outside of the control of the management of the
fiduciary institution itselff—would have the re-
sponsibility to suggest when to drop the purely
passive and self-restrained role of the “investor”
and to assume a positive role as an “owner,” in
which the legal rights of ownership and the
voting power would be exercised.

Similarly, some of the large publicly-owned
companies—conscious of the fact that ownership
of their securities is coming to rest more and
more in fiduciary-investor hands—are talking
about the appointment to their own boards of
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directors of two or three men of similar stand-
ing. Their primary duty would be to establish
liaison between the company and its major
institutional owners, to advise management of
the needs of the institutional holders and their
beneficiaries, and in turn to keep the fiduciary
institutions informed on the plans and decisions
of management. This would mean in effect that
the fiduciary investors, without themselves going
on the board of a company, would have spokes-
men and informants on the board to enable
them better to judge when to act as if they were
the real owners, and how.

But these are the barest of beginnings. This
is a big job—much bigger, perhaps, than I have
been able to indicate here. While it appears to
be a matter of financial policy, the issue in essence
is nothing less than the legitimacy of man-
agement in contemporary America—that is, a
society in which management is increasingly pro-
fessional and ownership is increasingly a mere
title to income, held anonymously and scattered
in almost sub-atomic particles.

This question of the legitimacy of manage-
ment may well be the toughest yet to be answered
by the modern industrial society. It is certainly
a central one. In every other country the alterna-
tive to the “tycoon” of yesterday, the acquisitive
robber baron, seems to have been government
ownership. In this country we have found a dif-
ferent alternative, the democratization of owner-
ship in which the real owners are increasingly
the employees themselves. But, in order to ac-
complish this, we are increasingly forced to con-
centrate legal ownership of industry in the hands
of a comparatively small number of fiduciary
investors. To the problems thence arising, clearly
the solution lies in the realization on the part
of these New Tycoons—in the sharpest possible
contrast to the tycoons of yesteryear—that they
have responsibilities both to the individuals for
whom they manage their funds and to the com-
monweal, whose basic capital resources will be
increasingly entrusted to their care.

Next month Mr. Drucker will summarize future
issues of public policy. “America’s Next Twenty
Years” will be available in its entirety in reprint
form at 50¢ per copy at the conclusion of the fourth
installment in June. Please address all inquiries to:

Harper’s Magazine, Dept. G
49 East 33d Street, New York 16, N. Y.
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WHY AND WHEREFORE OF STOCK SPLITS

By Sam Dawson

NEW YORK, Dec. 19 (AP)—Stock splitting flourishes in
a bull market and during periods of increasing husiness \ac- {
tivity when a company needs to raise new money for growth.

It pleases shareholders al-|of more buyers, thus helping
.| most as much as raising the | the company to raise more
dividend—although in cold re- | equity capital as needed.
ality only the latter does them | WHEN STOCK PRICES ARE
...| any mathemat- . [fmuch higher than the average
i} | ical good. B [it makes for thin markets—
A stock split fewer shares being put up for
*| like the one kﬂle. Prices often fluctuate
45| proposed by sidely in thin markets, This
not only is a hardship for buy-
ers and sellers but it looks
bad to the public, Stock split-
ting has some side effects that
| directors may consider but
: rarely mention. One is that
owner with the stock splitting also splits the
same share of ® | per share earnings. For ex-
equity in the Sam Dawson |ample, the phone company last
company's as- year made $10.61 a share on
sets, Thus, when AT&T stock- | this = $686,000,000 - net profit
holders get three new shares | after taxes, If the shares had
for the one they hold today | heen split three for one at that
it will mean that each of the |{jme the per share earnings
new shares is worth in ecom-| would have been $3.54.
pany t;ssets Ont’y ¥ third | "WHILE THE REPORTED
what the present one I1s. | profits would be just the same,
BUT SHAREHOLDERS |{he 1ower per share figures

like splits anyway because Uus-| ape thought to attract less at-
ually the price of the come‘tentiomm
pany's stock rises on the mar- \ talking poinfs WNeN SeeKing To
ket, Even when the split isn't get a bigger share of gross
accompanied by a money-in-| oonnings for workers at the
the-pocket. dividend hlke.“a.f expense of the share going to
the phone compalr:ys Was, 111; stockholders, The same psy-
%&% chology (even if mathematical-
h eans 2 ly unsound) is thought by some
- | business managements to work
) arkets stock splitting n_customers who' may think
dries up because splitting a |\ ri™ orerne™ave oo high,
tock :henutﬁ piice lsl drgp; nd to ward off politicians
ing nas 2. Saneal,  Si ager to investigate big busi- .
ith prices sefting new highs ness. Some corporate execu-
zttgsgkfsﬁlgté}nﬁtéias come thick tives think that an above aver-
SO FAR IN 1958 THERE |28¢ stock price and per share
have been 26 splits or pro- eaynings works. the same way
posals of splits of stock listed with the public which tends

_ | to be critical of big business
on the New York Stock Ex wstiing teo hik.

change, the majority in recent THE PHONE COMPANY

weeks. The same number was |
i  Th be- | is only the latest of well known
set in all of 1957, The year Sitos 5 NANT or BEbiosh Tulion

|
t r, there % )
&,)gfé ’},éf“;‘,,é“i‘l,kﬁnyf;‘é& But | this month, Parke-Davis com- |
|
|

here were | Pleted a three for one split
g:,lfe%?ssfge lg?;getst lpostwar early i‘n the month.. The Great
year was 1046 with 74. Reasons | Atlantic & Pacific Tea Co.
for stock splitting are many— | SPlit 10 to 1 and Upjohn Co.
some’ not given by the directors. | 25 fo 1 as part of the process
The one usually given is that | of listing voting stock on the
the lower price will attract |New York Stock Exchange.
more investors and thus widen Also awaiting stockholder ap-
the market, The lower price |proval are a 3 to 1 split by
also brings any new stock to | Kroger and a 2% to 1 by
be issued later within the reach Chas. Pfizer.
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POMONA COLLEGE
SUMMARY OF POOLED

INVESTMENTS
DECEMBER 31, 1955
BOOK PER CENT
VALUE OF TOTAL
Cash and Receivables $ 247,136.27 29
Savings and Loan Investment

Certificates $ 60,000.00 T

United States Government
Bonds (Page 3) $1,210,889.03 142
Corporation Bonds (Page 3) 250,594.74 3.0
Total Bonds $1,461,483.77 17.2
Preferred Stocks (Page 3) $ 20,000.00 2

Common Stocks (Pages 4,
5and 6) 4,244917.63* 49.8
Total Stocks $4,264,917.63 50.0
Total Cash and Securities  $6,033,537.67 70.8
Trust Deed Loans 2,037,916.20 239
Loans to Dormitories, etc. 381,525.72 4.5
Real Property 69,613.39 8
$8,522,592.98  100.0

*Indicated Market Value $7,545,272 (see page 6)

POMONA COLLEGE

LIST OF SECURITIES

DECEMBER 31, 1955

United States Government Bonds
(Book Value $1,210,889.03)

PAR VALUE

$ 50,000
200,000
200,000
275,000

4,000

61,000
6,000
50,000

12,200
4,500
95,000
100,000
100,000
50,000
6,375*

Treasury Bills, due January 12, 1956
Treasury Bills, due March 15, 1956
Treasury Bills, due March 29, 1956
Treasury Notes, 178 %, February 15, 1959

Treasury Bonds, 2%2 %, December 15,
1958

Treasury Bonds, 2%8 %, November 15,
1960

Treasury Bonds, 2% %, September 15,
1961

Federal Land Bank, 275 %, September 14,
1956

Savings Series “G” 2%2%,, 1956
Savings Series “G” 22 %, 1957
Savings Series “G” 2%2%,1958
Savings Series “G” 2%2%, 1959
Savings Series “G” 2%2%, 1960
Savings Series “K” 2.76%, 1966
Savings Series “F” and “J” 1956-1965

*Maturity Value

Corporation Bonds (Book Value $250,594.74)

PAR VALUE

$ 40,000
15,000
70,000
25,000
25,000

50,000
25,000

Cortland Equipment Lessors, Inc., serial
deb., 1956-1959

General Motors Acceptance Corp., deb.
4%,1958

General Motors Acceptance Corp., deb.
3%, 1960

General Motors Acceptance Corp., deb.
378 %, 1961

Pennsylvania Railroad Co., 2%4 % equip.
tr. ctfs., 1957

Reading Co., 3% % equip. tr. ctfs., 1956
Reading Co., 3% % equp. tr. ctfs., 1957

Preferred Stocks (Book Value $20,000.00)

NUMBER
OF
SHARES

200

Scripps (E. W.) Co., 5% pfd. “A”
3

POMONA COLLEGE

LIST OF SECURITIES
DECEMBER 31, 1955

Common Stocks (Book Value $4,244,917.63)

NUMBER

OF
SHARES

420
900
800
1,000
1,845
771
400
1,000
642
400
2,000
441
3,200
2,000
300
500
1,400

350

140
3,500
800
1,100
1,200

1,000
700
1,100
180
1,200
1,000
1,114
900
600
500
800
200
539
833

1,100

INDICATED
MARKET
VALUE

Allied Chemical & Dye Corp. $ 48,510
Allied Stores Corp. 50,850
American Chicle Co. 52,700
American Cyanamid Co. 67,500
American Gas & Electric Co. 91,328
American Telephone & Telegraph Co. 139,069
Atchison, Topeka & Santa Fe Ry. Co. 58,750
Bankers Trust Co. 64,500
Bendix Aviation Corp. 36,835
Bethlehem Steel Corp. 65,450
California Bank (Los Angeles) 104,000
Carnation Co. 55,125
Central & South West Corp. 115,200
Central Illinois Public Service Co. 58,750
Chemical Corn Exchange Bank 14,550
Churysler Corp. 43,250
Citizens National Trust & Savings

Bank of Los Angeles 99,400
Citizens National Trust & Savings

Bank of Riverside 20,650
Cleveland Electric Illuminating Co. 5,250
Columbia Gas System 56,875
Commercial Credit Co. 40,800
Commonwealth Edison Co. 45,375
Consolidated Edison Company of

New York 56,850
Consolidated Natural Gas Co. 35,375
Continental Insurance Co. 73,500
Continental Oil Co. (Delaware) 110,000
Crown Zellerbach Corp. 10,665
Deere & Co. 41,850
Detroit Edison Co. 36,125
Dow Chemical Co. 67,397
du Pont (E.I.) de Nemours & Co. 207,900
Federated Department Stores, Inc. 42,000
Fidelity-Phenix Fire Insurance Co. 55,000
Fireman’s Fund Insurance Co. 53,000
Firestone Tire & Rubber Co. 15,850
First National Bank of Boston 33,822
First National City Bank of

New York 53,208
First Pennsylvania Banking &

Trust Co. 54,725

POMONA COLLEGE
LIST OF SECURITIES
DECEMBER 31, 1955

Common Stocks (Continued )

NUMBER

OF
SHARES
2,000
3,915
2,500

200
1,200
1,000

2,080
1,875
500
1,000
2,600
600
600
800
1,000

1,050
1,000
700
1,800
1.275
2,000
400
383
200
1,200
1,496
612
1,115
1,600
1,800
1,745
2,000
2,000
1,720
1,000
530
500
1,200
611

INDICATED
MARKET
VALUE

General Electric Co. $ 115,500
General Motors Corp. 181,069
General Public Utilities Corp. 91,563
Goodrich (B. F.) Co. 17,350
Green (H.L.) & Co., Inc. 38,100
Guaranty Trust Company of

New York 80,000
Gulf Oil Corp. 192,400
Gulf States Utilities Co. 69,141
Hartford Fire Insurance Co. 79,500
Home Insurance Co. 49,250
Indianapolis Power & Light Co. 73,450
Inland Steel Co. 50,850
Insurance Company of North America 65,400
International Harvester Co. 29,200
International Nickel Company of

Canada, Ltd. 82,375
International Paper Co. 119,438
Iowa-Illinois Gas & Electric Co. 33,875
Johns-Manville Corp. 61,775
Kansas City Power & Light Co. 70,650
Kennecott Copper Corp. 149,972
Lone Star Gas Co. 57,250
Manufacturers Trust Co. 34,000
Marston Co. *71,344
McGraw Electric Co. 10,400
Melville Shoe Corp. 38,400
Middle South Utilities, Inc. 48,246
Monsanto Chemical Co. 28,764
National Bank of Detroit 70,802
New York State Electric & Gas Corp. 63,200
Niagara Mohawk Power Corp. 58,500
Ohio Edison Co. 89,431
Ohio Oil Co. 69,500
Pacific Employers Insurance Co. 44,000
Pacific Gas & Electric Co. 85,140
Penick & Ford, Ltd., Inc. 50,500
Penney (]J.C.) Co. 52,735
Pfizer (Chas.) & Co., Inc. 21,875
Phillips Petroleum Co. 98,550
Plomb Tool Co. 10,387
*Book Value

5




POMONA COLLEGE POMONA COLLEGE

Pomona’s Earning Record

LIST OF SECURITIES DIVERSIFICATION OF
DECEMBER 31, 1955 COMMON STOCKS Funds invested with Pomona College under its life
. DECEMBER 31, 1955 income contract program earn a rate equal to the aver-
CommpniSioais (Comnssd age net yield on the pooled investment funds owned by
NUMBER INDICATED NUMBER  INDICATED the College. The rates paid on such contracts starting
OF MARKET OF MARKET 192627 h b f 11 . ; EEEE— B
SHARES VALUE COMPANIES  VALUE % o P:ZED e e RS SR T R D R e e
400  Procter & Gamble Co. $ 40,000 Public Utility 32 $2,073,543 275 1927'28 AT e — i °
1,000 Public Service Company of 0il 12 1,746,668 23.1 228 PAID. 5 o s wens wes o wonis mits ssmisivsa s s » !
Colorado 45,000 Bank 12 785,936 104 1928-29 PAID ....oiiiiiiiiiiiiiii e 5.76
1,700 Public Service Electric & Gas Co. 57,375 Chemical 6 486,146 6.4 W00 PRAEY .. oo o o i i k5308 4 ik B 5.55 nV€S tments
1,200 Rochester Gas & Electric Corp. 53,700 Insurance 7 419,650 5.6 1930-31 PAID ..o 565 _——
2,424 Sears Roebuck & Co. 87,264 Retail Trade 7 380,693 5.0
’ ! : 1931-32 PAID s+ o« o5 5w s st s v 3 8 g 3w 5.51
2.766 Security-First National Bank Food & Allied Prods. 6 268,625 3.6 b Ve HELD BY
of Los Angeles 156,279 Auto & Auto Equip. 3 261,154 35 1932-33 PAID! i :sisis i o oo s wm s w5 5103 v s v s . HELD BY
1,000 Shell Oil Co. 64,375 Metal 2 232,347 3.1 1933-34 PAID ... ..ot 4.41
1,000 Sinclair Oil Corp. 57,875 Paper 3 230,603 3.0 1934:35 PAID ... oo v iwnnr e monvmums wios s one o oo e o 4.60
ol e L0 Stecl 4 224200 3.0 1935-36 PAID ..............ceveeeennn.. 4.69 P
1,200 Southern California Edison Co. 61,350 Electrical Equip. 2 125,900 1.7 1936.37 PAID 474 Omona
2,881 Standard Oil Company of California 262,171 Machy. & Mach. Tools 3 81,437 5 ’
3,000 Standard Oil Co. (Indiana) 153,000 Bldg. & Bldg. Equip. 2 73,745 1.0 1937-38 PAID s s s sim  sie s s s s s 0 s wrs s s 3 4.77
2,532 Standard Oil Co. (New Jersey) 386,447 Railroad 1 58,750 8 1938-39 PAID ... .ot 4.99 ‘ Olle e
500  Sunshine Biscuits, Inc. 38,500 Finance 1 40,800 5 1939440 PAID ..........oooviiiniiinnnn. 4.41
#4100 - Famps Hicauie Co, 69,187 Rubber 2 33,200 4 194041 PAID .......oooviniinanennnnnn. 4.43 R -
2,000 Texas Co. 243,000 Drug 1 21,875 .3 ) D 455
1800 Texas Utilities Co. 67.500 i Tt o 194; 42 iiID .......................... 4.42
1,000 Union Bag & Paper Corp. 100,500 4 , 194243 PAID. ; sis s im s s s s s s s m o s 8w o : ™ ; o o
600 Union Carbide & Carbon Corp. 66,075 194344 PAID ....iviiiiiiiiieiaenn 4.33 i JEGE 5 noct L IRES
1,800 Union Electric Company of Missouri 52,200 194445 PAIID: . coone eius: = wioin wancs bassi's s o sior's o 8 4.29 .
1,200 Union Oil Company of California 64,200 194546 PAID .......ceovernnanannnennn. 4.15
G, il Bk O, 31,800 194647 PAID ........ooeeeeeeneenn.n 432
2,600 United Gas Corp. 81,900 —— = _
38 United States Gypsum Co. 11.970 194748 PAID. 5, ss wis s s 5 5 9655 e 5938 § 936 3 4.53 S St 1B R
1’200 United States Steel COI'P 69’600 194849 PATID. 1 5 w5 515 5 svs s i & woars wos 5 576 8 st = 4.59
1,400 Utah Power & Light Co. 72,100 1949-50 PAID ........ciiiiiiiiiiinnnnn. 4.79
1,900 Virginia Electric & Power Co. 78,138 1950-51 PAID ...ouniiiiiiiiiiaaannn 5.15
LB Sisson i setied ot Lo, 34,450 1951-52 PAID .......oovveeennannnnnn 5.20
400 Youngstown Sheet & Tube Co. 38,300 1952-53 PAID . oooooeeoo 5.52
Wil Mlle el TR il (o0 stan 195354 PAID ........ccveeeernannannnns 5.56
Total B°f°k Value 24418 1954-55 PAID ......0ovveneininannnnss 5.57
Excess of Market Value over
Book Value $3,300,354 1955-56 PAYS ...t 5.37
30YEAR. AVERAGE . oo s vvirswins ovv s s wiors 4.93
Norte: Attention is called to the fact that the foregoing The fiscal year for Pomona College ends June 30th. Conﬁdcntial— Not for publication

lists and figures are as of December 31, 1955 and that the
investment portfolio is subject to change.
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Endornsements 155 —7585

Robert Wood (President, University of Massachusetts,
on 5/20/76 before the Joint Economic Committee of
Congress): ‘‘The plain fact is that not only the poor
American but the middle American is being priced out
of the housing market today. Unless we gain control
over urban land prices, unless we make sure that land
values created by public investment are returned to the
public, we will continue to deny most Americans a chance
to own homes.”’

Representative Joseph Hermann (Mass.) has introduced
a bill in the state legislature with 18 co-sponsors to
allow localities to tax buildings at a lower rate than
land. He says it will ‘‘spur economic growth, cut down
on urban sprawl and eliminate unfair tax practices.’’

Muncie, Indiana Star (editorial, 2/3/69): ‘‘One key to
healthy reform may be found in land value taxation in
which improvements and other man-made capital are
partly or wholly exempt. This method of taxation, in
varied forms, has been in use for a number of years in
Pittsburgh and Scranton, in Regina, Saskatchewan, and
New Westminster, British Columbia, and in growing
numbers of cities in New Zealand and Australia, with
highly beneficial results.’”’ (thanks to reader Elmer
Greenlee, editor of the ‘‘Bluebird Letters’’).

Pittsburgh Post-Gazette (editorial, 11/23/81). ‘‘City
Council should be sure that it continues to maintain

its present policy of taxing land more heavily than
buildings.”’

Homeowners Benefit from LVT

In 1980, the city of McKeesport, Pennsylvania, (pop.
31,000) increased its property tax rate on land from
2.45% to 9% while decreasing its property tax rate on
buildings from 2.45% to 2%. This amounted to a 50%
increase in property tax revenue collected by the city;
it had a sudden need for new revenue to pay for long
deferred expenses. In addition, it meant that land was
being up-taxed while buildings were being somewhat
down-taxed.

Daniel Sullivan of the Incentive Tax League of Penn-
sylvania studied the impdct of this tax shift and found
that the increase in taxes on the average homeowner
was 15% less because of the building-to-land tax rate
shift. The savings to working-class homeowners came
to more - 29%.

Absentee land owners living outside McKeesport paid
an average of $49 more per parcel due to the shift to
land tax. It must be rememberedthat the city government
and economy increased the value of their land by pro-
viding roads, schools, hospitals, etc., andso the absentee
land owners were getting a windfall profit in increased
land value - unless, of course, the city increased their

land taxes.

Sullivan also compared what the average homeowner
would pay in a wage tax which would raise the same
revenue for the city as would the land tax. He found
that if the average homeowner made $7,000 or more in
wages, then the wage tax would cost him more than the
land tax. Of course, the average homeowner made much
more than $7,000 a year in wages.

Absentee land owners would not pay any wage tax
in McKeesport, nor would corporate land owners.

The conclusion of Sullivan’s study parallels those of
similar studies conducted elsewhere and published pre-
viously in this bulletin. Copies of Sullivan’s study are
available upon request from ‘‘Incentive Taxation.”’

McKeesport now has the lowest tax rate on buildings
in Allegheny County, and this, coupled with its high land
tax, may account for the increase in new construction
which followed the introduction of the 9%/2% tax rates.
This increase o:curred despite a decline in new con-
struction in nearby Clairton and Duquesne which have
very similar economies, and also despite the depression
in new construction since 1980.
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Socialists
Chasing
Butterflies

Socialists think the Capitalist is the Big Exploiter
of the Working Class. Well, the logic of the matter does
not support such a contention and neither do the facts.

First, the logic: machines (i.e., capital) are made by
companies who since they made them, should own them
and are entitled to sell them. The capitalists who buy
these machines are entitled to use them, sell them or
rent them out to their own workers or to others. In
short, they are entitled to a return because they are
providing a labor service (the labor-produced machine)
to the productive process. Q.E.D.

Now for the facts:

(1) Workers own more than half of American corpora-
tions. Pension funds invested $481 billionin common stock
and bonds in 1979 (Victor Riesel syndicated column,
10/16/81), and corporate stocks and bonds totaled
$979 billion in that year (table 863, p. 526, U.S. Statistical
Abstract 1980, citing FRS and Annual Statistical Digest).
$481 billion/$979 billion = 49%! And the figure is moving
up steadily. In addition, workers own some corporate
shares individually and their stock ownership through
various profit-sharing plans is not insignificant. To be
sure, they exercise little actual management control
over corporations through their stock ownership, but
more than half of profits, the fruits of corporate owner-
ship, flow to them.

(2) Corporate profits (net after taxes) are a good deal
less than most socialists - indeed, most people - think.
They are 5% of sales - i.e. only a nickel of every sales
doITar goes to net profits after taxes (Conference Board
and Citibank) but unfortunately most people think the figure
is much higher. We could do away with corporate profits
and effect a 5% reduction in prices, but that would do
away with the economy also, for who would invest with
no prospect of profit at all?

If in 1978 all dividends were stolen from stockholders
and given to the workers instead, their wages would have
been increased by only 3.6% (U.S. Statistical Abstract
1980, p. 443, for 1979, citing Survey of Current Business,
July issues). Of course, in ensuing years there would
have been no inves‘ment, no corporations, no wages.

(3) w_rmam profits are less than 209 of
tqtal annual land rent (U.S. Statistical Abstract 1980,
p. 443 citing U.S. Bureau of Economic Analysis, and
Incentive Taxation 11/81). And remember that a good

portion of carporate profits is land rent')' S
There’s another distinction worth mentioning: land rent\\

is totally unearned income (and therefore particularly
appropriate for taxation), whereas profits are totally

_earned (unless due to monopoly - rare). If socialists
were to nationalize corporate capital, then where would
they get new capital from? Who would invest without
prospect of income? The socialist government would
have to raise new capital by forcing the taxpayers to
provide the money. Now private investors do that
willingly.
Conclusion

Socialists get all bent out of shape over profits, even
though profits are a necessary and miniscule part of
the economy. Meanwhile, they overlook almost entirely
the real exploiter of labor and capital - the landowner -

who produces nothing yet shares in what labor and
capital produce.

The Philadelphia Story

City officials in Philadelphia are showing interest in
adopting a lower tax rate on buildings, higher on land,
for the fiscal year starting July 1, 1982. They have asked
this publication to prepare a study showing what the
impact of a two-rate tax would be based on assessment
information provided by the city. The following con-
clusions were reached:

(1) A 6% tax on building assessments, 9.11% on land,
would provide the ,same income as does the current tax
rate (6.75% on both); rates of 6%/9.11% would reduce
homeowner taxes by $5,263,386 per year. Homeowner-
voters in 59 of the 66 wards in the city would pay less in
property taxes.

(2) The average store property would pay $6/yr. more
with 6%/9.11%, and the average commercial property
would pay $197/yr. more.

(3) Rates of 6%/9.11% would down-tax all buildings
in Philadelphia to the tune of $33,381,642 a year.
Presumably, if building ownership becomes this much
more profitable, new construction and rehabilitation will
be significantly encouraged - especially if at the same
time, the under-use of land sites is being actively dis-
couraged by a heavier land tax.

Readers wanting a copy of the full report can request
same from this publication.

George Washington never told a lie . . . but he

never filed an income tax return either!

g
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What's Feeding the
Land Price Boom?

by Lewis Allan Irwin, Jr. (I.U,P. Undergraduate)

The price of land has been constantly increasing in
recent decades, according to an article in the April
1980 issue of the American Journal of Economics and
Sociology. The information for this article comes from
the Final Report of the H.U.D. Task Force on Housing
Costs (William J. White, Chairman), dated May 1978.

The following statistics show just how rapidly land
prices have been increasing:

e the cost of improved lots increased at almost 13%
annually during 1963 and 1972 at a time when residential
construction costs were increasing by only 6% -

@a survey by the Urban Land Institute of developer
members in seven metropolitan areas found an average
increase in urban land prices between 1970 and Spring
1974 of 100% an average annual rate of 20-30% com-
pared with the 8-10% between 1958 and 1970 (Ibid).

ea developed lot now accounts for about 20% of the

cost of a typical single family house with F.H.A. mortgage

insurance, compared to about 15% in 1960. In areas with

stringent land use regulations, ratios of 30% are not

uncommon for conventionally financed development (Ibid.).
Reasons Why

We can point to a number of factors causing this rapid
land price increase. A major contributor is the decrease
in the availability of usable land caused by a lack of funds
for sewage and other utilities. Heavy restrictions arebeing
placed on the expansion of sewage treatment facilities
by the Environmental Protection Agency along with re-
strictions on federal funds for sewage facilities. Delayed
payments of funds has also created premiums on new
lots with hookups.

Zoning regulations are another crucial area in re-
stricting the supply of land, having the greatest impact
in low and moderate income areas. Zoning ordinances
have restricted the variety and the areas in which only
certain types of housing or simply no housing at all may
be built. ‘‘A recent report by an American Bar Associa-
tion commission notes that in the New York metropolitan
area 99.2 percent of the undeveloped land zoned for
residential use is restricted to single family housing”’
(AmJes., p. 167). With such regulations, it is virtually
impossible for low and moderate income families to
afford such housing.

Speculation in land is another reason for the increased'
cost of land. But what makes speculation in land so
profitable? Underassessment of vacant land for property
tax purposes. This reduces the cost of holding land and
creates a deterrent for putting it to use.

The lack of redevelopment in our older cities has
also reduced the amount of developed land that could be
used. Urban redevelopment is lacking because owners of
the land may refuse to sell or develop the land, thus
limiting the amount available.

Increasing the tax on land would redu¢e the high cost
of land. A tax increase up to its full value would eliminate
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speculation, enabling serviceable land to be used in the
most efficient way, thus reducing the need to service
unused land.

Readjustment in the zoning policies would make more
efficient use of the land available.

Clearly we can do many things to solve the problems
created by the rapidly escalating price of land.

Land Rent Fund
Underestimated

Our November 1981 issue carried a story estimating
the annual land rent in the U.S. in 1981 to be $800
billion. This would have to be an under-estimate because
it was based on an annual land value increase of 12% per
annum, 1975-1981, but more recent figures indicate that a
more proper figure would be at least 14.4% (see Land
Review 11/81). Also, we used a mortgage interest rate
of 16% when 17% was more common in 1981.

Taking both of these factors into account, our estimate
of $800 billion/yr. for land rent or land value taxes in
1982 should be increased by 14.4/12 x 17/16 = 1.275.
In other words, the $800 billion should be increased by
27 1/2%.

This new amount would be greater than all current
taxes! In other words, a tax on land values could replace
all other taxes even for our welfare-and-welfare swollen
government.

The basic figure for the original estimate was a study
done by the prestigious Conference Board.

Quite obviously, land value taxation is not a tempest
in a teapot and it would seem to be the Great Overlooked
Factor in our economic picture.

New Capital Gains Tax Idea

by Joseph Running, Portland, Oregon

I propose a modification of our income tax. The change
I propose may seem minor, but I believe its effect would
be significant; it may even be the very stimulant our
economy now so badly needs.

Under our income tax law, capital gains are taxed at
a lower rate than ordinary income. I believe this should
be changed, but it is a little complicated and calls for
an explanation.

““Capital gains,”’ as the term is used in connection

continued on page 3

e® The city of Lancaster, Ohio grants a ten year
100% property tax abatement on all new industrial
construction; this tax abatement applies only to new
improvements and not to land. (Information submitted
from the Wisconsin State Journal, 9/17/81, pg. 15,
by IT reader Nadine Stoner.)

Ohio readers of this publication can take heart in
this. Previously it was thought necessary to pass a
State constitutional amendment in order to tax land
more than buildings. But presumably this is a mis-
conception since cities in the state can abate property
taxes on improvements only.

® About a fifth of the price of a new home and lot
goes to pay for the lot. Also, the cost of an average
lot today is anywhere between 17 and 23 times as high
as it was in the early 1940s and 10 to 16 times as
high as it was in the early 50s. (Source, ‘‘Land
Review’’ 9/81, based on FHA, Bureau of Census,
Home Owners Warranty Corp. data).

® Federal, state and city taxpayers are spending
millions of dollars to improve the main highway through
Pittsburgh and also to build a 1.1 mile subway with a
10.5 mile rail connection. All this expenditure of money
will enrich downtown Pittsburgh landowners as well
as landowners all along the routes. Shouldn’t their

windfall profits be taxed to pay for these government
expenditures?

® ‘“When someone buys a piece of property and
improves it, the city rewards him by increasing his
assessment and taxes.”” - Seymour Rauch (Buffalo)

Nt

g Prom the Editor

e Only Italy and the United Kingdom devoted a
smaller share of output to fixed capital formation in
1979 than did the United States. The U.S. figure
was 19%, compared to 18.7 for Italy and 17.6 for the
United Kingdom. In Japan, the proportion was 31.69%.
(Source: Tax Foundation, MTF 8/81).

Remedy: Un-tax business investments, up-tax land
instead. Doing both of these simultaneously will
promote capital formation without having to cut back
on needed government services.

® Extract from a speech by Jack Kelly of Scranton,
PA: “In Kansas City the citizens point with pride
to the 85-acre Crown Center urban renewal project
with its multi-million dollar complex of hotels,
offices, apartments, motor inns, etc. Yet, the odds
are this beautiful complex would never have been a
reality if it weren’t for the Missouri legislature
providing urban developers with a special tax privi-
lege permitting them to pay only land taxes for ten
years and improvement taxes at a reduced rate for
the next fifteen years.”’

® The Erie City Council recently approved un-
animously a resolution to authorize the Erie Confer-
ence on Community Development to institute a study
on a property tax rate shift from buildings to land.

® The United Mine Workers of America, in session
at New York on April 14th, adopteda resolution urging
Congress to levy a tax on land values to meet all
the expenses of the war.

The year was 1917.

_—

New Capital Gains Tax Idea

with income tax collection, includes both capital gains
from investment in land and capital gains from in-
vestment in industry. These two are entirely different
and should be treated differently for income tax pur-
poses.

I believe that capital gains from investment in industry
- investment in the stock market, investment in the
building industry, investment in any wealth-producing
enterprise - should be tax exempt. Capital gains exemp-
tion from these investments would make them addition-
ally attractive investments. It would stimulate expansion
of industry, as well as speed up modernization of equip-
ment; it would increase employment and increase pro-
ductivity. I believe this capital gains exemption would
be a powerful boost to investment in industryand a great
stimulus to our economy.

Capital gains from speculative investment in land,
on the other hand, is entirely different. I believe it should
be taxed at the same rate as ordinary income. Land is
not capital, it is a natural resource. While investment
in industry not only stimulates expansion of industry
and promotes modernization, therefore increasing em-
ployment and production, speculative investment in land

(continued from page 2)

does not increase the amount of land; it does not produce
modernization or increase employment. Speculative in-
vestment in land drives up the price of land. This is
undesirable. It makes it more difficult for a young
couple who wants to farm to secure a piece of land upon
which to live, to make a home, to produce a living. It
makes it more expensive for a couple to secure a lot
upon which to build themselves a house. It makes it
more expensive for industry to secure land for expansion.
If capital gains from investment in land were taxed as
ordinary income, absentee ownership of land would be
discouraged, and land would be more easily available
for the one who wants to make productive use of it.

This proposed change in our capital gains taxation
would have little effect on the amount of money capital
gains taxation would yield. The amount lost from exempt-
ing capital gains from investment in industry would be
slightly exceeded by the gain from full taxation of
capital gains from investment in land. But, both exempt-
ing capital gains from investment in industry and full
taxation of capital gains frominvestmentinland, would be
a very desirable stimulus to our economy.




