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Oonfronted ¥ith the deslsion of the Supreme Cours, whieh
Sook processing Yaxes away from the Government, and by the en-
aotment of ﬁhﬂ'g@lﬁi#ﬁ#* bonus lsw, President Rocsevelt hse in-
vited the Congress to 2onsider a “form of %$ax whioh would ao-
somplish an important tax reform, remove two wajor inequalities

in our tax system, an’ stop 'leaks' In pressnt surtaxes®, The
proposed chenges sare in the taxes on gerporations.

These propossls have not been well underatood, bepouse
Federal tsxation has long been sxgeedingly technical, But
the prineiples of the tax reform proposed Ly the President are
not berond geanersl understanding., Let us first ges what was
wrong with the old aystem,

One wrong 18, thet the pregent corporation %ax, meskes
the use of the corporation, as & foram of business organization,
cost too mueh for the small business man, Income of a2 COrpoOrs-
tion 1s taxed at from 124 %o 186 percent. If the net profit of
& busineas is under about 518,000, 1t costs lees tax Lo operste
as an individual. A pertnership 1s ohesper 1n taxes than a oor-
poration, if the share of mroflts of eagh partner 1s less than
@&a}é&% & year. ?hdvi 1a no Just reason why the privileges
and aﬁ#&ﬁtagaa of in@@r@er&%aaa should be limited %o those of
large incones. Under the plan proposed by the President, thils
disadvantayge upon saall bDusiness will be removed,

A seccnd wrong in the present tax law 1s, that the

owners of = businese with blp insoms pay lese tex by keeping
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the profits in a Wz-ﬁwn than 1f they take them wt and
‘pay'ﬁhs,&ﬁvtaﬁ‘#hiﬁh &@pii&a to large individual incomes.

As 19@3,#1 p@éfﬂ%ﬂ‘ﬁi&! in ﬁkt"éérﬁavuﬁlan they are taxed at
only 15%~bu§'whtn they are pald out, the stookholder Qny have
& surtax whioh would reach 52§ rér the high brackets on a
$100,000 ineome. Thus the stovkholder with & large income now
saves %tax by locking up earnings in & corporatlion instead of
paying dividends. |

For this ourpose numberless holding companles were oreated
and are now operated to collect corporate profits and to prevent
distribution to individual ownera. These "incorporated pocket-
booka" have long been used %o evede taxes and have long vexed
Congress. Virlous provisions to reach personal helding oompanies
and to prevent unreasonable acoumulations of surplus te avoid
taxes have been enacted. None worked well in actual praetice.
The result is that existing laws permit the rich man to use the
aarpafaﬁimn to his great tax advantsge, while a man of moderate
income cannol make upe of the corporation for legitimate buse
iness purposes without paying a penalty in the form of higher
tax. That this disorimination against smell business has fos-
tered monopollies cught to be obvious,

Not only is existing tax law unfair to small business in
ccmpetition with big business, but where the grest ané the small
put thelr savings to work together in one big corporation, there
is a confllot of interest in which the small stockholder often
suffers loss of his current income to help the big stoekholder

save his tax. aame'ef America's most worthy enterprises are
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possible only by oocmbinming the savinge of thousands of small
‘stookholders with those of the larger and managing stockholders.
Becsuse their interests are small and scattered, small stook-
holders .re helpless and polioies are fixed By the management
representing large stockholders. They prefer to pay & small
dividend, or, in some ocases, no dividend at all, end pursue the
policy of "plowing the earnings bsok into the business®. This
18 very well for those with other sources of income. It 2 a
hardship to the am&ll investor whose dividenda, if paid to him,
would help buy comforts of life. HMoreover, the policy of with-
holding dividends often lowers the value of his etook, and he
finds that, not only is he deprived of the true earnings of his
investment, butle cannot sven eell it at a fair price. 1t i
bad enough when men in control of great aggregations of wealth
dlsregard the interests of thelr less well-to-do investors, but
1t 1s intolerable that the Government should aetually out a
premium on such sonduet, as our tax laws now do,

Another disadvantage from the publiec point of view 1is
that thie corporation hoarding poliey has ceused the goncentira-
tion of much ocapltal in the control of & few hands and encourw
sged monopolies. Possessed of earnings, which the big stook-
holders cannot afford to withdraw as dividends, the natural ten-
denay 18 to reinvest, to buy out competitors, buy sources of
material or étharwise,extenﬁ sontrol of markets or of rescurces.

Thie concentration of corporate sssete head already pro-
oeeded to a startling degree by 10353. Five percent of the cor-

porations owned 86 percent of all the wealth owned by corpora-
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tions in 19032. We find the same concentration of inecome. Of
Ja&l-nat-ineamﬁs enjoyed by corporations in 1932, over BO per-
sent went to 201 corporations, which represented only three-
tenthe of one persent of the number of corporations having
some net inocome. Thess 1@ no evidence that & limit to the
oontinued increase of corporate size has yet been resched, or
thst any real obatacle, economic or legal, to the continued
eonceniration of corporate wealth hes yet been created. OQur
tax laws encourage the growth of those who are alresdy glants.
Another undesireble effect of the present corporation
tax law 18 that it encourages rsising of capital by bonde in-
stesd of through stock ownership. Interest on s deb%t is taken
a8 A deﬁuetian from income before figuring tsx. Dividend pay-
ments are not, Hence the corporation saves tax by borrowing
noney at interest #athor than issulng stoek and payling dividends.
Proper dividendes and interest are equally costs of uese of
capital, snd in spite of legalistic dlstinction between them
should, it always seemed %0 me, have equal tax treatment,
Finanoing by debt has been too lergely indulged in this
country. Fixed interest charges have brought many eorporations
to recelivership which would heve been unnecessary if more of
the oapital had been ralsed by =ztoek. A corporation which has
ralsed 1ts canitel by stock ownership may, in a perled of de-
pregsion, be obliged to susrend dlvidends, but that does not -
wipe out the stockholders. When the depression is over they

participate in the corporatlon's recovery. If the ocorporsation,
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poweya?, has ralsed its capital in part by a bond lssue and
vennot meet the interest, it cannot suspend intersst payments.
It is hustled into receivership. Sales at foreslosurs or re-
organisations ars had, The stockholder 1s enSirely wiped out
and ean never participate in the ressvery, and too often the
bondholder meets subsstantially the seme fate. Yet ocur tax laws
have for u generation driven gorporations in the direction of
financing by debt because it was shesaper from a tax point of
view for them to ralse Shelr sapital through fixed interest
obligations than through stook issues whioh impose a more flex-
ible obligation, |

vrkit tnequality, thia pressure %o create an unsound
capital struoturs 1s relieved by the propossl of the President,
so that corporations would no longer finéd 1t to their adventage
to sot up canital structurss that could not stand days of
advergity.

- Just what doees the President proposet In the language of
his tex negsage, it 1s, "a proper tax on oorporate incomes (in-
oluding dividends rrom other corporations) which are not distri-
buted as earnings®. A slmple way of staﬁﬁng‘thi suggestion 1is,
that the corporstion be permitted to riguralﬁta taxable income
in the same manner ap now, except that it would take credit
ag&inst'itn income for 4ividends paid, =s it now takes aredit
for 1ntarust.paid. This would leave a dividend paying company
with 2 smaller amount to be taxed. This much emaller amount
would, of course, be tsxed at a correspondingly higher rate,

What effect ahould we expect from thise?
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ﬁiﬁ#ﬁhﬁ&iﬁ»ﬁ of the grest industries should know that
the ﬂw{ effeot is that it ﬂ.imnﬂﬂ the present 10 :pwemi
‘%ax on sarnings sctually distributed to them. Their esrnings
now pay & 15 perssnt Sax before they can be distributed. |
Under the Preaident's propesal the sorporatlon w11l not have
to pay this 10 percent %o the Government, if 1t pays the earn.
inge %o those who are entitled to them. Rach stockholder will
pay his own tax on 4lvidends baged on hie inconme,

On the basis ar’raﬁaﬁ.:g far dlscussed, a sorporation
which é&ntwtb&tsa two-thirds of its total sarnings will have
no higher tax to pay under the proposed lew than it now pays.
The vorporation that 1ls dletributing more than two-thirds per-
sent may actuslly bave its taxes reduced. The ineresses will
arffeot only those gorporstions which withhold an undue uhiri
of earnings from %hass.iha have invested.

The proposed tax lsw will make the corporate form of
aaingkhaniness available to the emall business man without a
tax penalty. It will be available to the big business man
even more freely than 1t is now avellsble %o him for all 1§g&~
timate business. But it will ot be advantageous, %o either
large or small business men, to use Ehé sorporate orgsnization
to freese out emaller stockholders., That device is by no
means confined to Wall Street. I have seen it operate on Main
Street. It will prevent the use of corporations for tax eva-
sion ;nﬁ 1t will enocourage corporations to finanos through the
sefle ﬁathod of stock ownership rather than thr&ugh the treacher.
ous method of fin&néing by ereatling excessive debt to avold
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taxation.

The argument made againet this proposal, almost the
solitary argument, is that corporations should not be taxed
on unaistfibu#aa profite becsuse 1t will discourage G&aa
from laying aside surplus for the "rainy day'. Those who are
fearful of that affeﬁﬁbahﬁﬁlﬁ remember %that those profits -
as well a3 all others - are now taxed. Also that under the
proposed law mny corporation whieh intends to dlstribute two-
thirds of its earnings will have no larger tsx %o psy than
under the present system. I% may, at the same costl as now,
lay aside one-third of its esrnings for the *rsiny day."
Those who favor conservative and prudent corporate management
- and I am one of those - will find this law no threat. It
does not penalize ressonsble reserves - it repeals as muoch

burden as 1t imposes upon reasonable managenent,



