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Oo'Dtrontet Wltb ... 4Hlt\Oll ot tile l'apMitO C .... , Wb1G 

ha PM0•••1111 ta• • ., fp¢11 a. ......._,, aa4 _. tU ••­

ao'IMettt ot tbt ·ao14t•"' boau 1•• bH!Aeat Reot .. elt ue 1n­

Y1tM th• oo...-•• to one14w a •ton ot tu ol& W'01114 o-

001!1P11ah. d 1IIPO.tut tu nt•M1 ..,. .. two u.to• 1aequal.1-&1ea 

ta Ollf' $as •:r•••, -~ atop '1•a•• 1ft .,..,.eat aur'iuea•. The 

~rtOpoa~4 obaQCet are 1a Vt• tu.t on OO"PPr-at1ona. 

1'he~e propoattls tM.ve Mt beat~ well u4el"e,o¢~4, beetuas• 

re«•re:~.l t~xatlon b.aa 1-s Mo heed1Q811 teohnloat. IN' 

the sw1u1ple• of Ole tu r.toM pr-opoa•4 b7' the Preett•n' ar• 

no't lMtc:rtd ~renfi'JNS!,l taa4.,Ntan&lac. Let tl~ n.:rat eM ••• ••• 

wroas with \be ol4 •r•t ... 
ODe WJ-1:'·- 1e1 tbs.t ae pPet«tftl OOrpOPI\'t1ott 'tax, a&kea 

\he '"• of the cor90rat1oa. a1 a tor. or t:Na1aeta o:rcfU\lta,toa, 

eo•' too ·auoh tel' the --.11 ••t•••• ..a. 
'loa 1t tue4 al ~Jto• 129 '- 1& peroen,. 

Inooae et a oorpot-a­

If .ae net protlt ot 

a l'N.a1nee~t 11 ua.4GJ' a'b:Out tla.ooo, 1 ti ••••• less tu to opera tie 

•• an 1nl1v14ual. A p_.ePih1p 11 aeape,. 1n 'las:ea 'han a OOJ'­

Jl0re:'l1on, lt the •~• et protl tJ et tui\,eh 'P*ii,rttaer 11 letu-?, thu 

t18f000 a year. ftt_.. 18 M JU' N&IOB \fb1 1he pt-1 Yil•p• 

and . .SYantape or iftOOPl'Ot-a.t 1oa ahottld n. liaS. ••4 to \ho~• ot 

1-••• 1noo~.,.. Ua4e ihA plen pro•••"- b7 \he Prel14oni, thle 

d1aa4Yan't~e up~,~• nall ••1aeae w111 be l'e~ove4. 

l~>.. a•c~:·nA w!lon.g in the prerura'l t;u law 1• • ti~f~ t 'be 

o•ner1 ot a w.a 1.n•~• w1 \h b1~ 1nO{)ttaf.P par l .. A~U!I 1b~x by luu~p1ng 



tlt:t tMflta 1.n a 00f1,t0rat1on •haa lt 1ller 'take tb• out ..a 
Pe:t·~tte fVtM ·e1o applies to 1arp 1a41vltul iaoo•••· 

AI loaa at prott.te ,,., l• th• ••••tltJa ther fU"e 1Jax•4 at 

oaly 11• ~ut wheft ~, ..e pa14 ••••· the •••ekkol46~ aar have 

a avtu whloh wou14 read II$ tor ~• hlP, braokete on a 

tloo, 000 1n•oa•. ftlle ttle •-*'•lAer w1 th a. lal"ge 1ncoae no• 

savea tax by lock1ns up eara1nt• 1n a oot-porat1on instead ot 

paying dJ.vJ.ienda. 

for this purpose naberlcuuJ holding companies were oreatH 

and aro now.operated to eolleot eorpol"ate Fot1ts and to pre•••• 

distribution to individual ownera. These "1noorporate4 pOoltet­

booka11 have long be&n uae4 to e1'ade taxes and have long vexe4 

Congress. Vrr1oue prov-1eioaa to f'f!aoh pereonal holding oompanlea 

a.n4 to prevent 'l.lllreaeobble aoou.raulat1oae ot surplus to avoict 

tuea have been enacted. lone workt!Hl well 1n aotual prao't1ce. 

fhe result 11 that e.x1a't1ag lawa permit the rioh •an to use 1he 

corporation to his fP"&at 'tax advantage, while a man ot moderate 

1noae cannot make u.e-e of the corporation tor legitimate 'bua ... 

iness p~poses without p571ns a pen&ltJ/il\ the fora of lllgher 

tax. That this d1aorl.ta1aat1.cul aga1a.at emall business hal toe­

tend aa,onopo11ee O'U\tht ~o be obvious. 

Not only is existing tax law unfai_r to small business 1n 

competition with big business, ·but where the great an<! the small 

put their savings to work together in one big oorporatioa, there 

is a conflict of 1ntere&t 1n which the small stockholder often 

suffers loss of his current income to help the bil stoc!lthQlder 

eave his tax. Some of America's most worthy enterprises are 



ptNI1111l• OalJ' 'bJ CH>•JJlaiq tht aavtDfi• ot •••an4a ot eull 

atoOkl'lelUI't Y1th •••• ot De 1arpP U4 l.l8.llqlftl atoo•olA•r•· 

••••••• taelr 1atereata are lUll. M4 aeatltr't4, •••11 atook• 

holt••• ••• helpless .... po11ot.e• .... t1xt4 bf' 1he moas•••nt 

repPteent1q lu-ce ttooltbo14ere. they prefer to par a a11all 

41Y14ta4, or, in tome oaa•a, ao 41v14ea4 at all, and pursue tht 

pollCJ Of 1~1ow1ng the •ara1nga baok into the business•. fh11 

1s yery well tor those w1th other source• ot income. It 1s a 

harlah1p to the amall 1nYettsor whose d1v1d.ends, it pa14 to h1la, 

would help buJ oomtorte ot llt•. Moreover, the policy ot witb.­

ho141ng d1v14erull often l.owera the Yalue ot his etoolt, and he 

t1n41 that, not onl7 is he 4tpr1ve4 ot the true earn1nga of hie 

1ftYetaent, butJ.e cannot even tell 1t at a fair price. It 11 

bat enough wbea aen 1n oontl'Ol of pea'C qgregat1ona ot wealth 

41eres&N. tne inter••'• ot the1s- lesa ••11-to-at.t 1n•estora, but 

1t 11 intolerable the.t ~~ Go'fernaent ahould aotual17 put a 

prera1wa on tuoh ooaduot, ae ov tax la•• now 4o. 

Another cU.aa4vantage trom the public point ot view 18 

that this oorporat1oa hO&ri.tns pol1ey hae e-.u8e4 the oonoen'lra­

tlon ot raueh oap1 'Gal ln the control ot a tew hands and enoour­

qe4 monopoliel. Po••••••t of ea.rningt., which the blg stock­

holders cannot attor4 to withdraw aa 41Y1denda, the natural len­

deney 1a to re1nveat, to bu;r out o~:)mpet11fora, buy eouroee ot 

aatertal or otherwise &xtend control of markets or ot :reaoune1. 

!h1a concentration or eorpor-.te &tHutta ha.d alread1 pro­

ceeded to a atartling degree b;r 1933. Five percent of the cor­

porations owned 85 percent o.f all the wtutl th owned by corpora-



tloaa tn 1931. It t1a4 tlle ••• eoaoeatrat1oa of 1nooae. Ot 

all net 1noo••• nJ.o7d bJ oerpoitatlone trt lt32, •••r 10 ,.,. ... 

oeat wtnt to 101 oorporatlona. which repreaent•4 onlJ tbree­

t•athl ot oae peatoent ot the autl-..r ot oorporat1oi1e lul.v1q 

eoae net tno••· fh••• la no tvl4•••• that a l1m1t to the 

eoat1nue4 lnoreaee of oo•porate elae has yet been reached, or 

that aft1 real obaiacle, economic or le;al, to the oonttnue4 

concentration of corporate wealth has Jet been created. our 

tu lawe encourage the vowth ot 'fl'loee Who are a.1N&d7 stante • 

.Another ua4ee1rable etteot ct the present corl)Ora.t loa 

tu law 1s th~t lt enoouracet Pa1e1ng of capital by bontla 1n­

etead of 'through stoek ownerlb1p. Interest on a debt 11 taken 

a.e a. 4e4uot1on tr-om 1aooae 'bet ore tlpr1ft& tax. D1 vl4ead pay­

menta are not. Hence the oorporatton saves tu by borrowiq 

money at interest rather lhan lasulaa stock and paying dlvldendt. 

Proper d1v1denda ant 1ntereft are equally ooat1 ot uee of 

capital, and in spite of le@8llat1o 41at1not1on between thea 

thoul4, it always aeaed io ae, have equal. tax '"ataeni. 

rtnanoing b7 debt has been too largely 1n4ulce4 in th1a 

eo\lntry. Fixed lntere&t chars•• have brought many oorporat~one 

to receivership wh1cb would have been unneceaa&PJ if more ot 

the oap1tal h-.d been raised by stock. A corporation which hal 

ra1aed 1 te ca~)1 tal by atoek own•rahip ••1, in a period of de­

preaa1on, be obliged to suspend. d1v1denda, but that does not · 

wipe out the stockholders. When the depression la over they 

pert1o1pate in the oorporatlon•a recovery. It the corpor.fat1on, 



.... .,.,., 1\ae r&lttt. 111 oap1ta1 in JNt.n \'Jr • 'NJl4 ltne ad 

oe.l'ldt Met •• iat""•"• lt eannot .. ,,.., t.•••net; ,.,..,,. 
Jt la 'butlet. t.ato r-eoetftPt1l1p. lalea •• toreo1oav• •- H­

OPBanlut:lou •• lld. ftl etoetholtl.er 1a 11d1H17 n:pel ou' 

a.a4 eu ue'f'er ,.,..tlo.tpat• la •• ,. ... ,. • .,, a.n4 too of1ea the 

110atl'lo14er ••••• atlbatut1a11r tll• , ... tate. l'et ov tu lawa 

have tor a aeuera.tion 4Plna Ml'pOI"at1oaa 1n the t1reot1on ot 

t1ftaao1t~tJ bt de)t because lt WM ob.eaper t~o• a tax point ot 

vlew for $h• to ralae ••lr oaplt.a. th!"~up. tlJted interest 

•b1t.p*1ou 'baa throueb e-.ek S.••••• wb1oh 1•,.•• a mor• tl•a-

1ble o'bl1c•t1on. 

thl• 1necp&al1tr, thla pr•••v• 'h create an uaeolmd 

capl tal etn•ture 11 re1S.eve4 'b, ~~ propoaal of tb.e h'et14eft'• 

•• 'hat eorperat1ona •o\111. ne lo-..:r '1n4 it to their a4vantace 

'• ••• up oap1ta.1 etruotvea 'hat eould not etaa4 4aJ'• ot 

u•eralty. 

Ju•t Wba't Ao•• the Prel14en' proposet la the laapage or 

hie tu ••••ac•, 1t 1a, •a proper •ax oa oor-porate income• {1n.­

eld1DS 41v1deacta trom otller oorporat1one) wh1eh are not d.t••:rt ... 

butecl u earainra•. A a1mp1e wq ot atat1ag th• ••gaeet1on 11, 

'-bat the oorporstion be pera1tte4 to t1pre 1te tuable 1ncoae 

in the tame manner ae now, •••ept that 1t would tue credit 

againat ita 1ncoae tor 41Y14ent.te p~d, ae it now takes cre41t 

tor 1ntet-ea'l p•1t1.. fh1e wotd4 leave a d1v14ea4 paying oompaft7 

w1 th a amaller uount to be taxea. This auch ema.ller amount 

would, ot oourae, be taxed •t a corres~nd1nglr higher rate. 

Wh•t ettect lhould we expect troa thiat 



,,.._.., .. ~• et •• _.., 1-••t•• .u-.1« •••• ._, 
tt.e ·rs.:.e't •ttto' '' .._,. 1t elttlleat•• •• ~tttttat lf pe~~o••t 

tq o.a tarat•• MWallJ' 4l•tl'lltatel to ._.. ftlell' •Uttiae• 

- .,_, a lt ~' '- -.,..,. aer ••• be lt.etr1htet. 
Uuw Ule PH•tt•t•t ,...,...,. ae eorpo•att.oa wlll aot hav• 

to ptq 1klt 11 aw•etat to tile O.vermaeat, lt lt Par• •• eapn. 

iage to tuse who &P8 entl •let to au. laoh atookllo14er will 

pq hll OY.G tu O!'l 41Y14.U N8N Oft ble 11\00Jie • 

011 the baale of Pat•• n tar dteouese«., a OOf1.JOl'at1oa 

tth1ch 41e1r1b\llee two.tats.P6• •t 1 tt to\al earn.1np •111 have 

nc hlper tu to pq uftler the '""ee4 la• than 11 now pqs. 

!be ooPporat1on that ls 41atP1nt1fti JlO;"e tl\an two-tb1r4s ,.r­
oent may ut11all:v bave ita ttuee Hiluoed. 'the inePeaaea will 

att•ot onlr those oorporat1oaa •n1oh withhold an unlae eare 

of ••rt~.lns• fro• ~bose •no haYe 1ave••••· 
The propoee:t taa law will raake 'he oo:rpora•• ton of 

.4o1q ha1n••• ava.tl.able 'to the emall bu.e1rutae tM.n wt.thoat a 

t:aa p.:mal ''· lt will be available to tbe b1g bualtt••• aan 

nea more ts-eelJ than 1 t 11 now avtdlable to him tott all lea1-

t1mate bus1a•••· Jut 1t will not be atvantateoue, to either 

large or small btl•1aeae. aea, to use \he oorporate eztgan1za-.1oa 

to freeae out euller etoekholde:ra. That 4ev1oe 1a 01 no 

••an• coatlne4 to Wall ltreet. 1 h&Ye seen it operate oa llaia 

&\reet. It will prevent the use of oo~perat1ons tor t.- eva­

lion and 1 t will enoovage oorporattone to fiaanoe through 1be 

sate method of etoek ownerath1p rather than throuctl the v•eaer­

oue ae'thod of' fiaa.&o1ng Df oreat1ag exoess1Ye d.ebt to avo14 



_,_ 

'tuat1oa. 

ftt U"'Ufffll\t ••«• qa1ast 1ih1s propetal, altrl,oat the 

sollta%'7 arpe~tt, la tba:t oorpot'atlone ahou14 not 'be taxe4 

on UA41atr1bt:ltel protlta beeause it will 41IOOlll"ail thn 

~Po• la.J1Jli as14e turplue tor tht 8 Pa1ar dq1 • · tboee who art 

teaJ"tul ot ~at etteet mou14 ••••••*' that thoant profits -

ae well as all others ... are now taxtt4. Al.ao th&t under tlle 

p ... poae«. law any eopPOrat1on which 1ntenda to d1atr1bllte two­

thirds or 1 ts earnings w111 have o.o larger t,~x to pq than 

ullder the preseat •:v•t•. It •ar, at the eae ooet as now, 

la;r aside one ... th1.:r4 of 1 ta earn1aga tor the •rainy 4q. • 

!hose who favor eonaervat1ve a~~4 prudent eorporate aanqement 

... and I am one of those - w1U f1ad th1a law no threat. · It 

4oea not penal1ae rea.aoaable NaePYea - it repeals aa auob 

bu:rden aa 1 t 1mpoaee upon reaaonable man-cement. 


