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SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

MONDAY, NOVEMBER 21, 1938

UNiTED STATES SENATE,
SuscoMMITEEE OF THE COMMITTEE ON FINANCE,
Washington, D. C.

The subcommittee met, pursuant to call, at 10 a. m. in room 312,
Senate Office Building, Senator Clyde L. Herring (chairman) presiding.

Present: Senators élyde L. Herring and Arthur H. Vandenberg.

Also present: Senator William H. King,

Senator Herring. The committee will be in order. I think per-
haps, first of all, we should introduce into the record the original
resolution, and that will be followed by the statement which Mr,
Des'f'min will make.

(The resolution referred to is as follows:)

S. Res. 218, 75th Cong., 34 sess.}
RESOLUTION

Whereas the maintenance of the profit system is essential to the preservation of
the competitive capitalistic system under which the United States has attained
the lldnrgeadt, measure of general economio welfare enjoyed by any people in the
world; an.

Whereas the exploration of all available means for extending the direct benefits
of the profit system to the largest possible number of citizens is highly desirable
and i1oportant: Therefore be it
Resolred, That the Senate Finance Committee, or any subcommittee thereof,

is authorized and directed to make a complete study of and report to the Senate

upon -all existing ﬁroﬁt sharing systems, between employers and employees, now
operative in the United States with a special view (a) to the preparation of an
authentic record of experience which may be consulted by employers who are
interested in voluntarily cstablishing profit-sharing plans; (b% to the consideration
of what advisable contribution, if any, may be made to the encouragement of profit
sharing by the Federal Government, including the grant of compensawg tax
exemptions and tax rewards when proﬁt‘shaﬂng is voluntarily established; (¢)
to the consideration of any other recommendations which mmay prove desirable
in };ursuit of these objectives; and be it further

esolred, ‘That for the purposes of this resolution the committee, or any duly
authorized subcommittee thereof, is authorized to hold hearings; to sit and act
at guch times and places during the sessions, recesses, and adjourned periods of
the Senate during the Seventy-fifth and succeeding Congresses; to employ such
experts and clerical, stenogra})hlc, and other assistants; to require by subpena
or otherwise the attendance of such witnesses and the groduction of such books,
papers, and documents; to administer such oaths; and to take such testimony
and to make such expenditures as it deems advisable. The cost of stenographic
services to report such hearings shall not be in excess of 25 cents J)er one hun
words. The expense of the committee, or any duly authorized subcommittee,
which ehall not exceed $30,000, shall be paid from the contingent fund of the

Senate upon vouchers approved by the chairman of the committee, or any duly

authorized subcommittee thereof.

Senator Herring. We will hear from Mr. Despain, the Director of
Survey. He will make an opening statement as to an interpretation
of profit s]mn'ni, a historical review of its growth in industry, and an
outlineé of the objectives of this survey. .
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STATEMENT OF DONALD DESPAIN, DIRECTOR OF SURVEY, SUS-
COMMITTEE OF THE COMMITTEE ON FINANCE OF THE UNITED
STATES SENATE

Mr, DespaiN. Gentlemen of the committee: In behalf of the staff
which has conducted the survey of the principle of profit sharing in
its application to employee-relations policies throughout American in-
dustry and business, I ask your indulgence to present the following
brief review of our research in that field for the purpose of presenting &
gasm_ of understanding of the subject which is to be discussed in these

earings.

The Senate resolution which authorized this study of experiences in
profit sharing was presented to the Senate with the following
preamble:

Whereas the maintenance of the profit system is essential to the preservation
of the compelitive capitalistic system under which the United States has attained
the]];rges; measure of general ecoromic welfare enjoyed by any people in the
world; an

Whereas the exploration of all available means for extending the direct benefits
of the profit system to the largest possible number of citizens is highly desirable
and important.

The context of the resolution directs the committee to make—

a complete study of all existing profit-sharing systems, between employers and
employees, now operative in the United States.

Profit sbaring is not a new subject. ‘‘The worker’s fair share”
has been a real problem ever since the world began, and has stood
forth as a paramount issue since the birth of the modern industrial era.

The subcommittee, in considering the term “profit sharing” for the
purpose of the present survey, was faced with a problem arising out
of the fact that prior to this time the term “‘profit sharing’’ had been
given varied and extremely limited definition. In fact, no two writers
or students of the subject seem to agree upon the subject matter to
be included in a definition of profit sharing. This conflict and lack
of agreement is accentuated by different conceptions of objective
and purpose. .
Practically all the literature on the subject is limited by the defini-
tion set forth by the International Cooperative ConFress at a meeting
in Paris, France, in 1889. Their definition is as follows:

An agreement freely entered into, by which the employees receive a share,
fired in advance, of the profits,

In the discussion of this cooperative congress, profits were further
defined as being the actual net balance or gain realized by the final
operations of the undertaking in relation to which the scheme exists,
and the sums dpaid to the employees out of the profits were to be
directly dependent upon the profits.

For purposes of classification of plans this definition may be prac-
tical. However, for purposes of this survey, such limitations are not
desirable since our objective is not the analysis of certain plans which
might fall within a definition set forth 50 years ago, but rather an
analysis of the existing employer-employee relationship.

A BROADER DEFINITION OF PROFIT SHARING
The committee was, therefore, initially faced with the problem of

what shall or shall not be recognized as profit sharing in this survey.
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In an attempt to be logical and realistic, the problem was considered
from three (Yiﬂ'erent, apProaches. A brief summary of each of these
approaches is given as follows:

Approach 1: Beginning with the International Congress definition
of 1889, we find from the results of our survey such plans as the one
existing in Sears, Roebuck & Co. Technically, it complies with the
Paris definition in that it is an agreement freely entered into by which
employees receive a share, fixed In advance, of the profits. This plan
sgcciﬁcaﬂy provides for setting aside 5 {)’ercent of the net profits of
the company before taxes, in a fund to be accumulated for the pur-
pose of providing retirement benefits upon separation from the service
of the company. The 5 percent of profits as calculated is charged as
an operating expense before income taxes are calculated. This plan,
therefore, while technically a profit-sharing Ylan ,is also a retirement or
pension plan, and, except for the fact that the cost to the company for
any given year is determined by profits rather than by the cost of
specific benefits, the plan is identical with a fixed retirement plan, the
costs being charged as operating expenses.

It, therefore, follows that insofar as the effects are concerned, a
fixed retirement Plan is as much a form of profit sharing as the Sears,
Roebuck profit-sharing plan; such plans must therefore be included in
our consideration of profit-sharing systems, if a satisfactory analysis
is to be obtained.

Following this trend of thought, these retirement plans (whether
costs are computed on profits or otherwise) also generally provide for
death, disabihty, and other benefits. Therefore, to be consistent, any
plan which provides death, disability, or separation benefits must also
be included.

In analyzing the conditions of various companies, it became appar-
ent that some, for example, ]irovide hospital, nursing, and other
medical services directly to employees in lieu of specific benefits under
a formal plan. Other companies contributed sums to employee-
benefit associations for the purposes indicated above. These are
simply other forms of providing benefits similar to those provided
u‘ndgr profit-sharing plans, and as such must also be considered profit-
sharing.

As a result of this approach, it became apparent that any satisfac-
tory and complete analysis of profit-sharing systems must include all
emgloyee-beneﬁt plans to which the employer contributes any sums,
or because of which the employer incurs any expenses which in the
final analysis must of necessity be paid from profits.

Approach 2: From a purely accounting point of view, profits repre-
sent the income remaining after all expenses are paid. For income-
tax purposes generally the costs of profit-sharing plans to employers,
while determined by profits, are included as operating expenses, just
as are the payments to retirement and other benefit funds. Account-
ing records can be used as n basis for a technical distinction between
a profit-sharing plan and a fixed retirement plan, but such records
cannot be used as a basis for segregating actual profit sharing from
operating expenses because the existing accounting practices are
inadequate.

From the point of view of fundamental economic principles, profits
represent the excess of income over the market costs of land, labor,
and capital. Theoretically, therefore, all payments to labor in
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excess of those required by the market would constitute a sharing
in profits. From an accounting point of view, these excess payments
are not distinguished from the market wages; and in certain instances
these excess payments may be ineluded as expenditures and in others
they may appear as profits. The profit system and the individual
capitalistic system are economic concepts. Analyses affecting them,
therefore, must be fundamentally economic; they cannot satisfac-
torily be based on accounting procedures which do not recognize the
economic differences.

Fundamentally, therefore, the profits which must be considered
as being available for sharing with employees are not limited to those
which appear as a result of accounting procedures. All payments
to employees, regardless of the form in which they are allocated or
distributed, which are in “addition” to the market or basic wage rate,
must, therefore, be included in the concept of profit sharing and
must also be included in the considerations of this committee.

Section {b) of the resolution further provides that your committee
give consideration to—
what advisable contribution, if any, may be made to the encouragement of profit
sharing by the Federal Government, including the grant of compensatory tax
exemptions and tax rewards when profit sharing is voluntarily established.

Approach 3: In accordance with this objective, let us take the
hypothetical situation wherein government was today empowered to
reward, by some form of tax exemption or otherwise, those employers
who, through a sharing of income or profits, improved the financial
status of their employees, insured their old-age security, or other-
wise contributed to emplogee welfare, thereby contributing to the
common good. Here we find a company which, in the judgment
of its management, decided it could best aid its employees by estab-
lishing & pension fund, thus insuring the old~a§e security of its em-
ployees. From its profits it pays an annual substantial premium for
the maintenance of that pension system during the working years of
the employee. On what grounds, Eentlemen, could you deny to that
institution the reward authorized by the Government for the volun-
tary creation of é)roﬁt—shnring plans?

ver here we find a company which, in its desire to share its profits
with its employees, decided that the best method was to distribute a
cash bonus annunliy, the amount being dependent upon the percent-
age of earnings. Who, may I ask, can say that that institution is not
entitled to the reward offered by government?

And so we might proceed through the varying ?];es of employee-
relations policies which have been adopted in good faith and by the
desire to give employees a larger share in the fruits of their toil. In
each case we face the judgment of the employer, who, by the decision
of management or a joint arrangement with employces, sought to dis-
tribute, through sharing of additional compensation in any one of
many forms. Unless adequate and equal consideration is given to
each of the varying forms of profit shanng, discrimination will result.

In all these cases it is quite apparent that the governmental body,
having the power to grant therewards, would find it extremely difficult,
if not impossible, to draw fine and technical lines of distinction between
the various policies of the many institutions, .

In many instances we would find a situation where employces were
accepting and interpreting a certain policy of extra compensation
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resulting from earnings, as profit sharing, while certain writers,
clinging to a narrow interpretation, would deny that sucha policy
involved the principle of profit sharing. Likewise certain employers
insist that they are sharing profits under a form of distribution which
would not be defined as profit sharing by those who insist upon narrow
and technical definitions.

Who, we may ask, is to be the Eudge; the theoretical observer, or
those actually engaged in practical operation?

Summary: In brief, the attempt to draw fine distinctions between
types of employee policies and especially to segregate profit sharing
within strict and narrow limits is quite similar to attempting to
analyze the advantages of a medicine on the basis of whether it was
administered in capsules, tablets, or liquid form. It is as difficult,
and finds its parallel in the attempts which have been made to define
labor. One encyclopedia refers to labor as “the term so dependent
for its meaning on the circumstances in_which it is used, that any
scientific definition of it would lead to misunderstanding.” It would
appear that this phraseology would apply with equal force to any
attempt at a specific or scientific definition of ‘“profit sharing.”

As practically demonstrated in hundreds of institutions throughout
America, profit sharing is a modification of the wages system which
removes the laborer from his status as a simple earner of fixed wages,
who has no further interest in the business beyond securing the
maximum regular wages, and converts him into the relationship of a
partner, to a specified extent, in the profits realized by the company,
thereby completely changing his attitude and position toward his
employer. .

We have approached this subject from the higher and broader pur-
pose_of seeking a formula for a wider application of the capitalistic
economy by extending the direct benefits of the profit system to the
largest possible number of citizens.

{ the profit motive—that is, the lure of gain, the hope of reward—is
the heart of the American plan and the base of the capitalistic system—
by what logic can we insist that its rewards be restricted to some and
not to all—or that its incentive power will not induce greater effort
from all men as well as a few?

Both employers and employees have too often lost sight of the
necessity for a unity of interest, a bond of cohesiveness, between em-
plr:fml: and employee which is jile concrete base upon which a sound,
enduring, individual capitalistic economy must be built. If a profit
system is to be used as a spur to production, and a regulator of dis-
tribution, the profit incentive must be made applicable to the greatest
possible number of individuals within the system. The profit system
must increase its membership.

Throughout the years certain individual instances have stood forth
as being examples of a satisfactory solution to this problem. These
cases generally were those in which some form of employee interest
and responsibility has been created through a system o?proﬁt. sharing
in one form or other.

HISTORICAL S8UMMARY OF PROFIT SHARING

The prigicip_le of profit sharing is as old as man. The principle of
participation in profits was recognized in a published pronouncement
In America as early as 17765,
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So far as is known, the first systematic plan of profit sharing was
inaugureted in 1794 by Albert Gallatin in his glass works in tho State
of Pennsylvania. Gallatin, who served as Secretary of the Treasury
under Presidents Jeflerson and Madison for 12 years, advocated profit
sharing on the ground that “the democratic principle upon which this
Nation was founded should not be restricted to the political processes,
but should be applied to industry.”

Although Gallatin’s plan preceded that of Maison Leclaire, of
Paris, announced in 1842, the wide publicity given the “Leclaire” plan
and the long-time operation of his program has brought to Leclaire
the credit of being the “Father of profit sharing.” claire was a
Parisian house painter and decorator. Beginning to admit his work-
men to participation in the profits of his business in 1842, he continued
the system with improvements and modifications until his death in
1872. His financial success was spectacular and he became one of
the noted “captains” of French industry. However, it was not due
to his personal rise to wealth which publicized his plan, but rather the
fact that his employees shared his good fortune with him, many
retiring with substantial fortunes as a result of his distribution of
profits. The plan of Maison Leclaire has stood as an example of a
practical method of reconciling and uniting the interests of employer
and employee for nearly a century.

It is recorded that the success of the “Leclaire” plan was due to the
fact that Leclaire knew his craft and the men who practiced it; he
knew their temptations and their difliculties; he knew their weak-
nesses and their imi)ulses and he constructed his plan in such a way
as to govern, control, and protect men against themselves.

Throughout France and England, many business institutions copied
and installed plans wholly or in part following the pattern of Leclaire.
Some failed, others succeeded and have endured through the years.
Throughout the balance of Europe the record is similar. Search, trial,
and experimentation to find the successful and effective formula for the
establishment of the partnership relation—the unity of interest and the
spirit of cooperation—has been, and is now being, carried on.

DEVELOPMENT OF INDUSTRIAL RELATIONS IN AMERICA

In America, labor relations in industry have developed with eco-
nomic and social evolution, but not in equal pace. First efforts toward
improving industrial relations were frankly and openly paternalistic.
Nineteenth century mansgement emerging from the period of master-
and-servant labor relations conceived a paternalistic program as the
remedy for former harshness of rule.

At the turn of the twentieth century the promise of a “full dinner
pail”’ seemed to satisfy labor’s demands. The concept scemed to be
that labor looked no further than the job and that it worked and

_ traveled like Napoleon’s army—*‘‘on its stomach.” We have come a

long way from those concepts of labor relations in the past half century.
Later, industrial management took up “systems and costs,” ‘“piece
work” rates, and “production bonus’ policies in an effort to solve
labor's growing demand for a larger share in the fruits of labor's
production.

Gradually there developed the philosophy that the worker cannot
live financially in the present only—that consideration must be given
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to his future. Pension plans, annuities, wage dividends, and other
varied forms of profit sharing began to a‘pgear in many institutions.
Measured by the test of years of successful operation, by the record
of labor satisfaction and tranquillity and by the results of morale and
cooperation, of all the plans and systems attempted, “profit sharing’’
when properly applied so as to make the employee cognizant of his
relationship, has unquestionably established itself as the most effective
of all labor-relations l;))olicies for establishing labor stability and
amicable relationships between employer and employee.

HISTORY OF PENSION PLANS

Historical records of employers providing pensions for employees
are available since the beginning of industry. These cases, however,
are generally isolated and were not the result of any definite plan.

At the beginning of the twentieth century there were probably less
than a dozen formal plans in existence in the United States. The first

lans were generally developed by railroads and public utilities. The

rst formal plan of which there is a definite record available was
originated in 1874 on the Grand Trunk Railroad. By 1900 there were
six plans existinF in the railroad industry. The first formal public-
utility pension plan wes probabgg that of the Consolidated Gas Co. in
New York which was established in 1892. The first plan established
in the banking industry was in Chicago in 1899. In the manufactur-
ing industry there are indications of two plans prior to 1800 both of
which were discontinued prior to the turn of the century.

In the first 10 years of this century some 54 plans were established;
during the next 10 years (1911-20) 221 plans were established; and
from, 1921 to 1930 some 130 plans were established. Of the approxi-
mately 420 formal plans created £rior to 1930 about 400 of them were
still in existence at that time, although many have been revised in
structure. At the present time there are probably some six or seven
hundred plans in existence, many of which, however, are plans which
cover only a limited number of the employees and are not, therefore,
strictly comparable to the earlier plans.

More accurate figures on the present situation will be available at
the close of this survey when all of the information has been accumu-
lated, classified, and analyzed.

PROFIT BHARING IN AMERICA

As previously stated, Albert Gallatin was the pioneer sponsor of
profit sharing in America in 1794,

Horace Greeley had a profit-sharing plan in the New York Tribune
and was a strong advocate of its mutual benefits. In 1869 Brewster
& Co., New York, carriage huilders, started a plan of sharing profits
which, however, was abandoned in 1871, Pillsbury Flour Mills, of
Minneapolis, Minn., established a plan in 1882. In 1886 the N. O.
Nelson Co., of St. Louis, initiated direct profit sharing in the com-
pany, which continued without interruption for 49 years until the
recent great degression caused temporary suspension.

In 1884 the Baltimore & Ohio Railway Co. inaugurated a “pension
relief-savings™ plan which has operated as a model in the railroad field
for 54 years. 1In 1886 the Procter & Gamble Co. of Cincinnati intro-
duced into the industrial field a profit-sharing and general employeo
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relations program which in its 52 years of operation has probably
attracted more attention and study than any other plen in American
industry. Col. William Procter was the recipient of widespread
criticism from his fellow industrialists for proposing and adbpting
the advanced and progressive ?hilosophy involved in his new em-
ployee-relations policy. Colonel Procter again astounded the indus-
trial world, when in August 1923 his company announced the “annual
wage”’ system guaranteeing 48 weeks of work and 48 pay checks
annuslly. These policies have withstood all tests as the company
has grown to its present proportions with over 5,000 employees.

Gradually other companies adopted profit sharing, prominent among
thein being the Simplex Wire & Cable Co., of Cambridge, Mass., in
1901; Hibbard, Spencer, Bartlett & Co., of Chicago, in 1902; the R. J.
Reynolds Tobacco Co., Winston-Salem, N. C., with 15,000 employees;
and the Eastinan Kodak Co., with some 24,000 employees, in 1912;
the Edison Electric Hlluminating Co., of Boston, in 1913; the California
& Hawaiian Sugar Co., Crockett, Calif., in 1914; the Cleveland Twist
Drill Co., Cleveland, in 1915.

Of the more significant plans inaugurated in later years, we find in
19186, the Sears, Roebuck & Co., of Chicago, having a normal employee
group of over 30,000, initiated & Plan under which the company pays
5 percent of its net profits which has prevailed against war periods
and depressions. Ewven in 1931 this company paid $1,000,000 into its
profit-sharing fund.

In 1918, after experimenting with nearly & dozen different forms
and types of employee relations over & period of 18 years, the Joslyn
Manufacturing & Supply Co. of Chicago, adopted a “profit-sharing-
saving-retirement fund' plan, which, although operatin% with the
highest degree of success for 20 years, has only recently become
known to industry.

In 1919 the Endicott-Johnson Shoe Co. of Endicott, N. Y., inau-
gurated a broad employeo relations plan of profit-sharing including a
most generous medical and hosgitalizatlon program. Since its
adoption this company has distributed more than $12,000,000 in

rofits, has never suffered from labor trouble, but on the contrary

ad the pleasant experience in 1937, of having 19,000 employees
voluntarily sign and address a pledge of loyalty to Mr. Johnson
during the wave of labor unrest in the spring of that year. .

Since 1920, the General Electric Co. of Schenectady, N. Y., with
58,000 employees, has operated a plan of profit-sharing coupled with
savings w1ici| recommends itself highly as an instrumentality for
industrial peace and stability. . .

The more recent addition to the family of profit-sharing c_om‘l))ames
is the Westinghouse Electric & Manufacturing Co. of Pittsburgh,
with more than 40,000 employees, which inaugurated a most distine-
tive and comgrchensive plan 1n 19386. . L

Fairbanks Morse & Co. of Chicago, in spite of having the enviable
and remarkable record of 100 years of industrial peace, adopted profit
sharing in 1937. .

As an illustration of the experience of one company having &
satisfactory profit-sharing plan, the president and founder of that
company states:

_ For 20 years we had always been striving for some practical form to progressively
advance the standing of employecs in the corporate structure, without at the same
time so weakening that structure as to endanger its progress as a whole. We tried
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all kinds of temporary plans. There was much confusing talk at the time about
the partnership between labor and capital but little real attempt to move in that
dircction. Any real partnership can only be based on the laborer first becoming
a capilalist himnself. We believed the common laborer, working year after year
for a normal wage, with nothing but Saturday pay day to look forward to, with
no consciousness of steadily bettering himself, with no consciousness of his recog-
nized and participating relationship in the cormnpany, lost hope and energy and
delivered to his employment only part of the value he was capable of delivering
under happy conditions.

Senator VaAnNpENBERG. Who is it you were just quoting?

Mr. Despaix. I did not give the name. That was Mr. Joslyn’s
amalysis of the philosophy that caused him to adopt their plan.

A reviow of the progress made in industrial profit sharing brings
forth certain significant facts, First, profit sharing for wage earners
[)revails about equally throughout the country between small estab-
ishments and large orgenizations. Second, profit sharing has been
adopted and is in operation in all different types and fields of industry
and business; in highly competitive as well as noncompetitive opera-
tions; in institutions with high labor cost ratios as wefl as low labor
costs; in widely disintegrated organizations as well as closely inte-
grated operations. The 1progress. and experimental approach to profit
sharing has been gradual and widely diversified.

When we include the many varied public relations plans which
share profits directly or indirectly through various forms of plans and
policies, it is estimated that between 2,000 and 3,000 companies
throughout_the United States are substantially sharing profits with
employees in one manner or another. Coincident with the stead
increase of profit-sharing plans is the dissimilarity or lack of stand-
ardized form of program or policy. This in itself, is a strong reason
and powerful argument in support of a comprehensive survey and
analysis of the entire ficld for the purpose of discovering the weak-
nesses which have caused failure or abandonment of plans, as well as
definitely distinguishing the corrective and strengthening features of
brilliantf;r successful plans from which the sound basic principle
underlying the subject may be found. ’

CONFUSED IDEAS ABOUT PROFIT 8HARING

Profit sharing has been the victim of both prejudice and misunder-
standing. We are inclined to believe that the term “‘profit sharing"
is in itself a great stumbling block; that if “product sharing’ were used
today as it was in the early experiments in this direction over a
century ago, or if we used the term “income sharing,” much of the
prejudice might vanish. But we must not lose sight of the fact that
it is the profit system of the American plan which is today the center
of attack of all those who would undermine capitalism and the Ameri-
can plan, Therefore, the psychology of establishing profit sharing as a
means of establishing mass consciousness of participation in the profit
system, is imperative as a fortification of the profit system.

Equal to the confusion existing among employers as to ways and
means toward the insurance of industrial peace is the misunder-
standing and divergent views on the operation of profit sharing—
what it means—what it will do--and how it applies to different types
of employers. .

Some declare, “You cannot share profits without sharing manage-
ment’’; still others are fearful that ‘‘profit sharing”’ transfers owner-
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ship. These fears are utterly unfounded. Signally successful plans
which have operated for as long as a half a century refute such con-
tentions. , .

Others assert “Profit sharing will necessarily raise wages’ and in
the same breath another argues that “its o?eratxon will reduce wages.”
As to the effect upon wages, the result of profit sharing has been to
stabilize wages in the long run.

There are those who claim that “the sharing cannot be differenti-
ated from wages,’’ hence it all adds to the wage scale and continues
the strife caused by demands for more and more wages. The testi-
mony of the most successful and effective profit-sharing plans dis-
prove this statement. We are familiar with plans under which
the employee attaches no relationship whatsoever between wages and
“share funds.” And in practically all sound profit-sharing plans,
benefits are in excess of market wages.

Then there is the quite prevalent idea that employees will support
and approve a profit-sharing plan while Froﬁts are made and shared
but who will become resentful and rebellious when losses occur and
profits are not available for sharing. Such an attitude and reaction
depends entirely upon the form of the plan. A number of companies
c«lm testify that no such condition prevails in the operation of their
plans.

Too prevalent is the concept of employers that Yroﬁt sharinﬁ
involves a division of profits on the 50250 basis with employees. Suc
a concept has had no place in the minds of those conducting this
survey. In fact, from a poll of thousands of individual-employees
throughout the Nation, an insignificant percéntage of employees have
expressed their idea of a division of profits on any such basis. On the
contraly, the overwhelming majority of employees show their ex-
tremely reasonable attitude toward a safe and practical distribution
of a small percentage.

EXPERIMENTS ARE NOT FAILURES °

Most writers who have assumed the position of experts, and authori-

ties who have written on the subject of profit sharing, have conveyed
the conclysion and opinion ‘that because more 'proﬁt-sha,ring plans
have been discontinued or abandoned than have survived therefore
the principle of profit sharing is unsatisfactory and impractical.
It might be stated that the same fact is true of corporations, with
even a gréater percentage of failures, yet we do not conclude from that
record that corporations per se are unsatisfactory or impractical.
No_progress in social, industrial, or political development was ever
brought to successful practice or conclusion except from the lessons
gained from experience with earlier failures.

“Permit me to submit the philosophy expressed by Mr. Harry 8.
Denniscn, president of the Dennison Manufacturing Co., one of the
early pioneers in the study of profit sharing and employee relations,
and a man who has personally spent half a'¢entury in studying our
industrial problem. Mr. Dennison says: )

“In tackling any complex problems, I think it extremely wiso for us to recognize
that betterment is & process—that betterment cannot be simply installed.  We
should recognize that it has got to start slowly, that it has got to grow.

“Experiments have been going on for thousands of years, but we cannot call
them experiments—we have usually ealled them failures; and yet there are no
experiments that are failures.
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“If you will study, you will learn something about them. We have tried to
learn more from the failure of an experiment than it cost us in mouey.”

The analysis applied thus far by your staff to the study of discon-
tinued and abandoned profit-sharing plans in the United States
indicates that the causes of discontinuance were generally due to the
provisions and vulnerable form of the plans themselves, and the con-
ditions existing in the industry at the time or to the objective set
forth to be accomplished, rather than the fundamental difficulty with
the principle or concept of profit sharing. On the basis of present
accumulated data, it could have been foretold at the time of inception
;hat })r.ac(t‘ically all of the-discontinued plans would, of necessity,
rave failed.

. Tt also has been q’%‘uﬂ!d'ﬁmt pro gipg offers little incentive for
direct productio his is posstbly true in instances where only
immediate di production was considered orwhere the installation

fcr that purpo . In such in¥ances the obvious

intent of ge plan woul osflinsuteits failure. (O the other hand
our datgindicate t tain ypesf ofyplans when P perlg appli
a

do defiffitely proyid® incdhtive 1 more significartg an
sense # The tesfimony of¥ thoge utives employ$rs who have
found/the formula’ 8f suoets€ in applying t i i

is wgll-nigh unanimous Shari

i}

creg] imprgved employeewttitud interest,
indiyidusl any ged supervigon, and &
defiffite feductjon of y ’
record Rof p ces shows botd compléte
failues and brjliapt su n of profft sharing to

8 cortern requiked intelhgefx id
ignore¥psychological featurgaswhi
i

than thedollars or pergeritages favolsed. principlgd profit sharing
s unded in the itions tin ¢ Amerigfin system. To
widen its bgse, increase bership of its pgflicipants, and in-

stili personakegonsciousness of the individual's#lace and responsi-
bility in the préfit system, is to mobilize an yeatable defense of the
American capitalis ,gxzséem. i .
LT i o
AN UNPREJGDICED -8EARCH FOR A PRACTICAL FORMULA )
In conclusion, gentlemen of the committes, I would again repeat
that we have conducted this survey and study without regard to
prejudice and with an open mind toward the hope of discovering posi-
tive and constructive facts for the development of an authoritative
and accurate record of experierices for the guidance of Américan
employers. We have been actuated by the thought that experience,
not theories, is the source from which we must draw practical results.
We have sought—effects—results—values—rather than definitions or
technicalities. It has been our belief that the working man is not
interested in a definition or the technical structurs of a p! m, but
that he is vitally interested in recognition, participation, and security.
We have sou%ht to be practical rather than technical; realistic Tather
than theorist
theoretical aspects involved in the subject matter. We have a
proached the study of the principle .of ‘profit sharing net with the
110313—39——2

c, although our study has not overlooked sny of the .-
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thought that it is a substitute for the wage system, but rather with
the idea that it should be recognized as having its rightful place
within the present economic system as a fortifying supplement to
the wage system. Profit sharing apseam to be one effective key to
a real partnership between labor and capital and we must therefore
attempt to solve its perplexities, if possible. Likewise, we have not
shared the belief of the more enthusiastic advocates of profit sharing
that it would solve all the problems arising between employer and
employee. We do not believe that it can in any way be a substitute
for %ood management, nor that it can make up for the lack of per-
sonality in management; its introduction cannot transform an un-
successful and poorly managed business into & highly successful and
prosperous one.

We liave been controlled and actuated by the thought that we may
make a contribution toward the achievement of the greatest goal in
America—that of making democracy work, socially and industrially,
as well as politically.

Senator HErriNG. Thank you, Mr. Despain. In following the
spirit of the resolution, the committee has not found it necessary or
advisable to resort to subpenas. We have invited a number of the
leading employers and employces to confer with us. We have had
splendid cooperation from everyone a Rroached.

As the first witness we have invited Mr. Deupree, the president of
Procter & Gamble Co. He has very kindly come today and I should
like Mr. Deupres to please step forward.

Mr. Richard R. Deupree, president, Procter & Gamble Co., Cin-
cinnati, Ohio. Mr. Deupree is thoroughly familiar with the work of
the committee. He amf his firm have been very helpful. This is
not an inquisition, Mr. Deupree. We are glad to have you come to
help us. We want your advice and your experience. We want you
to feel perfectly fres to tell us anything that you think would be
helpful to us and to the committee.

STATEMENT OF RICHARD R. DEUPREE, PRESIDENT, PROCTER &
GAMBLE CO., CINCINNATI, OHIO

Mr. Deupree. I was away from the office since I knew I was to be
here, so I have not prepared a statement, Senator, and if I can talk
within the scope of the previous speaker, that is in the broad sense of

rofit sharing, I would like to do so. If I get astray you can tell me.
made some memoranda coming down.

1 think the statement of Mr. Despain was terribly good. The
statement made by the gentleman preceding me, that profit sharing
is not the whole story, it is tied up with a great many other things.

I would like to go back and talk about Mr. Procter’s viewpoint
when he establishelf profit sharin§ in our compan{.

Mzr. Procter had a view something like this, which is fundamental
to me, and that is, that back in 1886, he had these thquhts, and they
have been on record, so to speak, he felt that a man should have an
opportunity of work, that a man who was Wiﬂil]l% and capable to work
should have work, if one could give it to him. He believed in a stead;
job and an opportunity of the man getting the best out of himself.

1e felt that a workman should be a good citizen, and that anything
that could contribute towards that would be a helpful thing n our
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whole economy. So he set about trying to find a way to help a man
to create an estate, a protection against old age, and a decent place
in which to work. He felt that he should have pleasant surroundings,
an opportunity of schooling his children, of owning his home, and
taking part in his community work.

Now, that was the philosophy back of our start in profit sharing,
and merely to show you that, in our pamphlet which we give to our
employees on profit sharing, here is an original statement that has
practically never been altered:

“In originating and continuing this plan it was and is the dcalze of the company
to encourage thrift among all its employees and to favor those who remain con-
tinuously in its cinploy. It has always been the declared policy of the company
to recognize that its interest and those of its employees are inseparable.”

Now, I make that point because to me anything which is helpful
in this scheme of things is the result of an attitude of mind, a desire
to do something, and from that standpoint we believe that a man
had to make a good citizen out of himself if he was going to make a
good employee, and that we had a certain part in helping him to do
that. So that in anything that we have done over the 50 years—
and when I say “‘we,” it was pretty much the brain of Mr. Procter.
Mr. Procter started this thing just out of college, and he kept it up
until his death 5 years ago, amf we tried to follow him.

Now, profit sharing was first started with a cash payment.

Senator Kine. Was it a corporation or partnership?

Mr. Deupreg. It was a partnership until 1890. When they

rted the profit sharing it was a Rartnership, just the two families.
Of course, they had the benefit of Mr. Procter’s grandfather and his
father coming through the business, and even when Mr. Procter came
into the business there were not over 300 employees, so he grew up
in the plant with the men, and he had an understanding of some of
the things which men think about, which they want and desire.

Now, we started out by paying a profit-sharing dividend in cash
twice a year, but we always did it at a kind of a, what we call,
dividend-day meeting. In the summertime they would have a picnic
and the families would bring their baskets, and the management or
the owners, if possible, would mingle with the people, and they made
a picnic day out of the profit-sharing day. They were paid in cash.

hat was not very satisfactory. In other words, the men took
their money, and I suppose, human nature prevailing, it was spent
and at the end of the next year there was nothing left. You wil find
it all through this. For 50 years the plan has been changed, at times
through experience. Nobody apparently could foresee.

It went on about 6 years that way, and then Mr, Procter felt that
the scheme was not reaping its full benefit, so he made a radical change
in it, and instead of paying profit-sharing dividends in cash, he worked
out & plan whereby the profit-sharing dividend was credited to the
employees’ accounts for & period of 6 years, and at the same time he
felt that the thrift idea had not penetrated, it had been just the
reverse, so he asked the employee to put up 5 percent of his wages
in cash, the company put up anywhere from 10 to 20 percent. It
varied a great deal over the years, but at that time it was 12 percent.
Then he told the employee that we would buy shares of stock in our
company equal to 1 year’s wage, and it took about 6 years of 5 per-
cent from the employee and 12 percent from the company when the
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stock was paid in ful), and after that the profit-sharing dividend would
be given to him semiannually in cash.

Well, now, basically, that plan has never changed, that is, in those
fundamentals. We still ask the employee to put up 5 percent of his
money during those 6 years out of his wage, and we add a profit-sharing
credit to what he has put up, and usually we put up two for one, or
something in that ratio.

Senator VANDENBERG. Excuse me. Do you mean the amount you
put up is regulated in proportion to the employee’s contribution, or is
1t related to your profits?

Mr. DevpreE. It is not distinctly related to our profits. It hasa
fixed basis to it. It has been, through some of the period of the
company, but today it is a fixed basis of profit sharing, running from
b to 15 percent, depending upon the length of service of the man.
In other words, it is 5 percent the first 2 years, then it runs up to 15

ercent after 15 years’ service, and is 15 percent from there on. The
imit is 15 percent of his wage.

Senator VANDENBERG. And that is your contribution regardless of
the profits of your corporation?

Mr. DevprEE. Thatis correct, sir.

Senator Kixa. Have you found any objections by your employees
to the plan in the various forms in which 1t has been submitted?

Mr. DevpPrEE. I think we could say that there has been no great
objection. There have been, of course, men who would like to
receive the groﬁt sharing in cash right from the start, but our experi-
ence has told us that that is not good ; it does not accomplish the tﬁ'w
that we think is fundamental for him, that is, the sense of saving an
thrift, and helping to create his own estate. You see, through this
plan, over the years, over half of our employees have a stock ownership
or just a cash bank balance, if you want to call it that, of approxi-
mately $2,000 or more. A great many of them own their homes. It
is conducive to home owning. The rest of the emploYees are working
toward that end, and we think it has been exceedingly helpful to the
employee, and naturally we think it is good for us.

nator HERRrING. After you reach the 15 percent, the dividend
then is in cash; there is no further stock?

Mr. Deupree. It does not require the 15 percent, Senator; it
requires 6 I‘;ears—fi years of the profit-sharing plan—and then he gets
his profit-sharing dividend in cash.

Senator HERRING. Semiannually?

Mr. Deupree. Semiannually. That occurs when he is getting
about 7 percent of his wage in cash and that runs on up to 16 percent.

Senator VANDENBERG. I do not wish to anticipate your state-
ment, but I am interested in knowing how many employees you have
and how many of them have voluntarily joined your system.

Mr. Dzupree. Our profit sharing 18 limited. We have about
10,000 employees, roughly speaking. Now, of those eligible, which are
in a wage scale up to $3,000 for factory and office employees, practi-
cally 99 percent are in the plan. 1In other words almost all of them.
In that sense I think it would answer Senator King a bit, I would say
it is fairly reasonably satisfactory to the grour.

Senator VANDENBERG. Are you going to tell us what it means in
dollars and cents in & typical employee case?
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Mr. Devrree. Iean do it at anytime, because I have some memo-
randa I can go on. It is something like this: To the average em-
ployee the wage today is something around $1,500 to $1,600 a year.
Iam talking of factory workers now.

Senator VANDENBERG. Yes.

Mr. Deveree. Theoretically, and practically, in 6 years he has
& paid-up account of $1,600. It he has bought company stock he
gets, of course, the stock dividend, whatever it may be, like any other
stockholder. It is regular stock.

Senator HERRING. Does he get it during the 6 years?

Mr. Devupree. Itis creditetf to him. I think I ought to make this
clear. In order for a man to remain in our profit-sharing plan, he
must hold that original stock issue; I mean, that is a part of the plan.
At the end of 6 years he cannot take his stock and go and sell it and
still remain in the profit-sharing plan, but if there is any really good
reason—if he has sickness in the family, if we know he is going to make
a down payment on a home, or any other very, very good reason, we
are willing that he should sell half of his stock and continue in the
profit-sharing plan; but he cannot take his stock and sell it out for
any old reason and continue with us in the profit-sharing plan. We
do not have many requests to do that; it is very limited.

Now, the man creates, we will say, an estate in 6 years of $1,600.

Senator HerrinG. That is including the 5 percent that he puts in?

Mr. Deupree. That is right. Part of that is his money. By the
way, it was a very fine statement that the gentleman made who pre-
ceded me. A successful profit-sharing plan must be based, I think,
upon paying the ruling wage of the community, and your profit shar-
ing, or whatever you do, must be plus. I think it is an awful mistake
to try to cut the wage below the prevailing unit and then give profit
sharing to make up for it. So our plan is based upon a prevailing
wage, & very fair prevailirg wage, and anything else is plus.

ow, you take the man, at the end of 6 years, that has a $1,600
estate, instead of paying 5 percent into the plan of his own wages, he
has that in addition to what he has been living on, and then instead
of having the, say, 7 or 8 percent at that stage credited, he has that
coming to him in cash. So at the end of 6 years he has 12 or 13 per-
c2nt more cash available than he has had during the previous 6 years.

Now, the man that has been living on what he had left out of his
wage, less 5 percent, and then suddenly receives the 12 or 13 percent,
well, he has practiced thrift long enough to take that money and do
something with it, He has had 6 years of practicing the art of thrift,
lzznd he becomes an sccumulator, he commences thinking about his

ome.

We have had a pension plan for 40 years. He has been reasonably
sure of protection in his old age. We have had a sick-benefit plan
for 40 years. That helps him. Now, the man is becoming—I hate
to say it in this way, but it is nothing else but that—a capitalist.
He has accumulated something. He has stuck to his community
and he becomes a pretty good citizen. When he gets through work-
ing, say at 65, he has a reasonable estate waiting for him, he has his
old-age pension, the chances are he has his home, and he is in pretty
good shape to go on.

Senator HerriNg. Your sick benefits and your old-age pension
aro in addition to the profit sharingi )
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Mr. Deupret. Oh, yes; ves, sir. ‘That all is in addition.

He has his guaranteed employment, which is probably fundamental
to me, even more than profit sharing, in any business which can do
it, and not all businesses can do it. There are businesses that are in
luck and there are businesses that are out of luck, just the same as
there is land with good topsoil and land with almost no topsoil. You
cannot apply anything to general business, until you know the indi-
viduel business. The steady job, if a man can do it, to me is more
fundamental than profit sharing.

Senator VANDENBERG. We start on this inquiry, then, with the
proposition thatit would be absurd to attempt ever to dictate a stand-
ard formula to American industry; is that your view of it?

Mr. DevpreE. Senator, I would say literally it is impossible.

Senator VANDENBERG., Of course it 1s.

Mr. Deupree. I am in the Roper Council, the Advisory Council
of Secretary Roper. I have just been asked to make a study of what
I term steadier employment.” I spent 6 months on it, and they came
out with just that statement. 1 cannot believe there is any set plan,
procedure, panacea, or cure-all. It is more a question of what an
individual man does who gets a desire to do something and works it
out as it fits his own particular business, and there are loads of plans
in this country. I was surprised in the study of giving steady em-
ployment, or much steadier employment, than formerly and I have
not found any two of them alike. There are different phases of
different businesses, there are different problems in each industry.
I do not think eny human being cen pass a law that would get
anywhere in forcing or attempting to force any such thing as steadf'
employment, or even profit sharing. The pro{;lem is too individual,

nator VANDENBERG. In other words, a socially minded employer
is more important than a socially minded statute?

Mr. Deuprek. I do not believe there is any other answer to it.

Senator HErrING. Your annual pay roll is not dependent on the
profit sharing, it is entirely separate from your profit sharing?

Mr. DeupReE. Absolutely, sir. We have to pay the prevailing
wage in the different communities.

Senator HerriNg. You have an annual wage plan, do you not,
where they get 48 checks per year?

Mr, DeurrEE, Yes. We have guaranteed since 1923, and we have
been fortunate enough to be able to go through with it even in the de-
pression. e have guaranteed to the employees, after they have been
with us—a man has to be with us 2 years before he enters that plan,
but all employees over 2 years are guaranteed at least 48 weeks’
work per year, and we have done that. .

Senator HErmiNG. And that is the plan that cannot be applied
to all businesses? )

Mr. Deueree. Ttis literally impossible. It cannot even be applied
to some phases of our business. We crush cottonseed in the uth.
If there 13 & biz crop wa have a year’s crush, or maybe 10 months,
and if we have a light crush, 4 months or § months, and there is no
way in the world that we can control it. It just cannot be done.

genatc‘}r VaNDENBERG. Did you ever have any strikes during those
50 years

Lyir. Deveree. The answer really is “no,” but we really asked our
people during the war, that is in 1917, to go out in Kansas City. It



PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 17

got so difficult there, and the men went out. I mean at one time in
Kansas City it was pretty bad, but our men did go out. So, in a
sense, you can call it a strike, I guess, but we urged them to. The real
answer is “no.” Wae have not had a strike in 50 years.

Senator VANDENBERG. You have had no labor trouble at all, I
mean, of a major nature?

Mr. Deupree. No major labor trouble. Our people have their
own set-up, they have their own representatives, they have selected
probably 1 in 50 that represents them on a conference committee,
and then they go on down to an executive committee of their confer-
ence committee, and they fuss at us, and we encourage their fusses,
because it is only through that sort of thing that we arrive at the
right thing to do. Ourstatement to them has been for years that we
arc seeking the right thing to do, if we can find out what is the right
thing. When you say trouble, not literally trouble, but they are
constantlﬁy asking us, “Don’t you think we can do this” or ‘“‘Should
do that.” It is talked over and worked out, and where we can do
something we do it, but there has not been any major trouble.

Senator VANDENBERG. You attribute that peace, at least in part,
to the fact that you have this profit sharing?

Mr. Deueree. I think ﬁmﬁt sharing, plus the steady job, is funda-
mental to a nice relationship with our people. I mean the men own
stock in the company, they are part of the company, and the success
i)f thle company is helpful to them, and I think it has contributed
argely to 1t.

enator Kina. Do any considerable numbers of them, after they
nctiluire stock ownership, attempt to dispose of it, or do they prefer
to hold it and enjoly the dividends that result?

Mr. Deupree. 1 do not believe, Senator, 1 percent disposes of it.
He would have to be a rather foolish man. You see by that time he
is probably getting 10 percent cash dividend, that is 10 percent over
his wage in cash. It would be rather foolish. 1 cannot imagine any
reason for him doing it, except, well, I will just say it would be plain
foolishness.

Senator VANDENBERG. What is the total stock ownership now by
the employees?

Mr, Devupree. Well, those employees under $2,000 own about
$6,000,000 worth of stock.

Senator VaAnbENBERG. Out of what total?

Mr. Deurrek. I would have to multiply 55 by 6,000,000, that is
about $330,000,000. However, that does not tell the story. For
instance, I started in profit sharing 33 years ago, when I went with
the company, and other men like me, and we have all come through
this profit-sharing plan. You see, when we make over $3,000 & year—
it used to be $2,000—we go out of the profit-sharing plan. I would
think the em]l)]loyees would own a good deal more than that, including
the men who have been in profit sharing and have gone out of the plan.

Senator Kina. Are most of the higher salaried employees of the
company those who have come up from the lower ranks, using the
ordinary expression?

. Mr. Deveree. I think it is 100 percent, Senator. Our administra-
tive committee of six men average in length of service about 35 or 38
years, somewhere in there.
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Senator Kina. So that those starting in at the bottomn of the ladder,
so to speak, may have the expectation of some time reaching the
higher rungs of the ladder?

Mr. Deveree. Yes. We do not employ an executive. Maybe
that will give you the answer.

Senator Herring. How much did your profit-sharing plan have te
do with the gradual advancement of those on the lower rungs?

Mr. Devprek. I do not believe I can answer that, Senator. It is
all so tied in with a company, its folicies, its plans, and its procedures.
I was trying to think of myself. I do not know that profit sharing was
the means of my going through the company. I like the company,
I }ike the work, and I have rather a notion that most men would be
with the company, but unless profit sharing, or something similar to
it, was an expression of management, I do not think probably that
the men would stay with the company as long as they do.

Senator HErrinG. Of course, it encourages continued employment?

Mr. Deupree. That is true.

Senator HErriNg. And through continued employment they get
advancement?

Mr. Deurree. Even in our factories the average length of service
is something like 8% years, and that is a fairly long average for a
factory employee, when you have very large numbers of employees.

Senator King. What arrangements are made for sick benefits and
for old-age insurance, and who meets the bill?

Mr. Devurree. The employees meet the bill on sick benefits. They
contribute 1 percent of their salary. The company has always put
up all the money toward old-age pensions.

Now, I will just skim through this thing. I feel very much that this
whole subject is tied up with the attitude of mind of management,
and in our profit-sharing plan, which started way back in 1886, we
soon put in the old-age pension, and the sick and accident benefits
were tied in with the plan. .

An interesting thing to note is, I think, that Mr. Procter established
the first half Saturday holiday west of the Alleghanies way back in
the late eighties. I mean that is just part of the thinking. The con-
ference committee of employee representatives has been in our business
since I have known it. We had plans for the purchase of stock other
than profit sharers. We had a building association, in which the
company simplg participated and was helpful at times when the asso-
ciation might be in a little trouble. There was an elimination of
danger spots in the plant constantly going on, better air, better light;
a development from the common labor and unskilled labor of our own
selection into semiskilled and skilled labor. Most of our work is
unskilled and semiskilled, but we try to bring our laborers through to
fill those other jobs. e encourage the sons and daughters of our
workmen. It is all a part of the plan. I do not know whether your
committee is particularly interested in it, but we eliminated the right
of the foremen to hire and fire. A foreman can refuse to take a man,
he can say, “I do not want him in my department,’” but he cannot
discharge him from the company. That used to be a source of a great
deal of trouble. .

We have the hospital, we have the doctors and nurses, and first aid,
and this is surprisingly effective with the men. The men come to our
doctor there for practically everything they have, outside of a serious
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illness, and they are helped. They are taught cleanliness and medicinal
values and things like that. We have injected cold serums and reduced
the number of men with colds something like 60 percent; that is my
recollection, and all of this, of course, is free to the men.

We put in a 1-week vacation with pay, which is a very acceptable
thing, of course, to the men who used to come down to the shut-down
period and have trouble, and today they come up to the shut-down
period with their week paid for.

The 48 weeks’ guaranteed employment g‘ou brought out.

Now, as to this tax relief, I have mixed feelings on that, gentlemen.
I do not know. It is going to be the most difficult law to write and
administer, for the reasons that were brought out. It is very nice
to have a tax relief, of course, if you do something like this, but 1 am
not sure of it as something that is going to mean something to a great
many people who will handle plans of this sort. It may be an incen-
tive, that Is my own thinkini on it, and maybe it is not good thinking,
I mean, I do not have all the data that you men may have, but if
you can do something to get an employer to think, to concentrate on
this problem, probably offering some inducement to get him started,
then let it peter out after 5 years or so, let him get started, I think
that would be & tremendous thing.

Senator VANDENBERG. What, for instance, would you suggest?
That is a pretty difficult question to an-wer, is it not?

Mr. DeupreE. It certainly is, Senator. It may be that you might
give him some exemption in his corporate tax. He has that, of course,
on any of these plans, as an expense of doing business, but particularl
I had the view that if a man had a plan that gives his men steady wor
some reasonable number of weeks per vear, that the cost of that plan
might be shared about one-third by the Government and two-thirds
by himself, or one-half by the Government and one-half by himself, or,
if it cannot be fixed in that ratio, say you have a flat corporate rate,
which you do not have today, give bim 2 percent of the profit reduc-
tion, something that would force him to strive for that objective. I
would not know how to write it, but I am only sayinF if you put an
incentive in front of a man to do a job, I think it would stimulate his .
thinking tremendously, but that alone will not do it. It is an educa-
tional job, and in the report that we made for the council, we are
recommending that it is a State educational job; that it startsrightin a
State and goes down to the manufacturers. With that kind of a job
done, coupled with some incentive, it would be a good start.

Under the Social Security Act several States have the merit rating,
and several of them do not. Most of them do not, but they have the
theory in their heads that they will have it by 1942, Certainly eech
and every State, in my judgment, should have a merit rating clause for
good employment, so that instead of paying 3 percent into the unem-
ployment fund, if & man has a performance that shows it is not costing
anything like that, he should get the benefit of that saving. If that
is not done, I think it would be too bad. ° I think it will be done.

Sgnator Vanpensera. That is one form of incentive taxation, is it
not

Mr. Deupree. That is right.

Senator HErriNG. Would not the application of the compensatory
tax exemption to the employer aid greatly in the extension of the profit-
sharing plan by the employer?
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Mr. Deupree. What was your question?

. Senator HerRING. Isay, if you apply the compensatory tax exemp-
tion to the employer, would that not, in reality, be extending the
profit sharing as an incentive to the emlployer, just as your profit
sharing provides the incentive to the employee?

Mr. DEuPREE. Yes; only in a little different way. It would give
him something to strive for, because, as I say, we are all human, we are
all trying to lower our costs, and a man will struggle like the ‘“dickens”
to lower his cost of production, and that lowers his cost of production
if he can eliminate the 2 percent.

Senator VANDENBERG. Do you find any clash between the Social
Security Act and your profit-sharing plan

Mr. DeupreE. No, sir; not that I know of.

Senator VANDENBERG. There is no collision?

Mr. DEvuPrReEE. No. All men do not like the deduction, because,
for instance, our men have to pay 5 percent of their wage in their

rofit-sharing plan, and this is just another “duck” as they say down

uth; it is another deduction in that sense. That is & question
naturally. Men do not like deductions from their salary, but it is all
done for their future security, and I think they are digesting it.

Senator Kina. May I ask a question? Now, please do not answer
it if you experience any hesitation in the propriety of doing so. Have
you found, on the part of labor, of labor organizations, any objections
to this partnership plan under which the employees ultimately become
co-owners in the business?

Mr. Degerek. 1 will say we have not found it.

Senator Kina. The labor organizations have not objected to the
plan, as far as you know?

Mr. DeuereEe. No.

Senator Kina. The outside organizations?

Mr, DeurrEE. No; we have had no objections. I know a great
many of the labor men. I think they feel we are all right in the plan;
it is helpful to the employee; it is fundamentally helpful.

Senator VANDENBERG. Is this the latest book carrying your plan
{indicating)?

Mr. Deveree. Yes, sir.

thegmtor VANDENBERG. Let us have that marked as a committee
exhibit.

(The book referred to was marked “Exhibit 1”” and is filed with
the committee.)

Senator Kina. Have you any extra copies of that?

 Mr. DevpreE. You may have this one that I have, Senator. Let
me keep it until I get through, in case someone cares to ask me some
questions about it.

" $e}:1a(;or Kina. You may leave it with the clerk when you have
nished.

Senator HERRING. Just go right ahead, Mr. Deupres.

Mr. Deurree. Now, I hdve finished my story, Senator. I did not
want to go into too much detail on any of these things.

Senator VANDENBERG. You have a very low turn-over in labor, do
you not, Mr. Deupree?

Mr. DEuPREE. Yes, sir; it is almost nothing, probably one-half of
1 percent a month to 1 percent, depending on the way you think.

Senator VANDENBERG. As compared to other industries in that
area, that is amazingly low, is it not?
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Mr. Deveree. I think it is low, Senator.

Senator VANDENBERG. Is that the result of your profit-sharing
plan and your other social attitudes?

Mr. Deurree. Unquestionably.

Senator VANDENBERG. \What effect does it have on the elimination
of waste and the encouragement of production efficiency?

Mr. Deupree. No one can measure that and make a positive
statement about it, but we ere just as positive as though we could
measure it, in our own mind, that the employee, knowing that he
has a f'ob and that he is a part of us and we are a part of him, he is
friendly and interested in accepting suggestions for improvement,
the result of which is that even with all of these plans and the cost
to us is somewhere between 15 and 20 percent of his wsie, we have
been able to keep our costs of production units reasonably steady.
I think we are up 50 percent in hourly wages since 1929, 50 percent
greater wage per hour, and if you go back to 1920, or before the war,
1915, we are up 150 percent and yet through the interest and effort
of employee and company working together, our unit cost is pretty
steady. 1 am sure it has contributed, but I cannot put my finger
on it.

Senator VANDENBERG. In other words, speaking generslly, you not
only have had the hn%py satiefaction of a better social relationship
with your employees, but it is also profitable for an employer to be
socially minded?

Mr. Deurree. I would say that it is, yes; definitely; but I do
wish you gentlemen would aﬁpreciate that & business must first
make money. Now, that is the first object. I cannot ask you to
loan me money to go in business unless I can make money on it,
because 1 have got to give you a return. Now, business has got to
be successful before it can start doin%1 these things.

Senator HERRING. Is not one of the requisites of such success the
loyal, efficient employee?

Mr. Deverek. I think it is. That is all right, yes; but you must
have a capable management.

Senator King. Certainly. :

Mr, DeEurree. And you probably would have to be in one of theso
businesses that have at least some topsoil. '

Senator KiNa. The men on the ship must be loyal to those in their
occupation, but you must have a captain on the ship.

Mr. DEuPREE. Yes; you must have management.

Senator HERrING. Is there anything further?

Senator Kina. I want to ask just one question. You have referred
to the families. To what extent have children of your employees
found employment with you? Do they seek it?

Mr. DevurreE. Yes, sir.

Senator Kina. Are they eager to follow the footsteps of their father
to find employment with your company?

Mr. Deurree. Now, I cannot answer that categorically, Senator,
I can only say we encourage it. An employee’s child certainly has
grst: consideration, and we have a great number in &ll phases of the

usiness.

Senator K1na. So that you have not only the loyalty of the man who
is working for you, but you have the loyalty of his family?
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Mr. Deurree. We talk to our employees once a year, every one
of them, through the dividend meetings, and we see that the wives
get there, if they can. We like to talk to the family.

Senator HErrING. Thank you, Mr. Deupree. It has been mighty
fine of you to come here. We appreciate your work.

Mr. Devpree. Thank you, Senator.

Senator Herring. We will adjourn until 2 o’clock, at which time
wo will hear Mr. Folsom, treasurer of the Eastman Kodak Co., and
General Wood.

(Whereupon, at 11.30 a. m., a recess was taken until 2 p. m. of the
same day.)

AFTERNOON SESSION

(The hearing was resumed at 2 p. m., pursuant to recess.)

Senator Herring. Mr. M. B, Folsom, treasurer, Eastman Kodak
Co., Rochester, N. Y.

Mr. Forsom. Yes, sir.

Senator HERRING. You are familiar, Mr. Folsom, of course, with
the purpose of the resolution in the committee? I don’t need to go
over that with you?

Mr. Forsom. That is true.

Senator HeErriINg. We appreciate your cooperation. Your com-
pany has been mighty fine and we appreciate your coming here today,
and we want you to go right ahead and tell us, in your own way, your
experiences so they will be helpful to the committee.

STATEMENT OF M. B. FOLSOM, TREASURER, EASTMAN KODAK
CO., ROCHESTER, N. Y.

Mr. Forsom. I am very glad to be here at the invitation of the
subcommittee and describe the industrial-relations program of our
comgany. particularly the profit sharing plan. )

I have a statement which is prepared, which I will file, but I would
like to describe our plans in general, and would be glad to answer any
questions which you might have. :

We adopted in 1912, a profit sharing plan, and have gaid a wage
dividend to our employees every year since that time with the excep-
tion of the depression year, 1934. This plan has changed very little
in principle since it was devised by Mr. Eastman, in 1912, and we con-
sider it a very important part of our industrial-relations program.

. For many years the company has recognized that satisfactory rela-
tions between employees and management is a very important essential
in the successful conduct of the business. There are certain funda-
mentals which we think necessary.

There must be payvment of fair rates of wages, provision for suitable
and safe working conditions, reasonable hours of work, and another
factor which is very important is stability of employment, a steady
job; and also, an intention on the part of management that there must

e a square deal for all employees.

Our industrial-relations program consists of these essentials and also
a provision for the economic security of the worker, and giving him
a fair share in the financial success of the business.

Now this involves not only a profit-sharing plan but life insurance,
retirement annuities, benefits for total and permanent disability, &
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sick-benefit plan, a medical service, and also personal loans to em-
ployees in emergency, and also vacations with pay. That is our com-
plete program.

One of the first steps we took in this program was the adoption of the
wage-dividend plan in 1912, The purpose of that plan was to enable
the employees to Farticipate in the earnings of the business after a
reasonable return had been paid to the stockholders on their invest-
ment, and after all expenses had heen met.

Wae look upon the wage dividend as an extra return to the employees
in the form of a dividend on their wages, just as the return to stock-
holders is a dividend on their investment. This is a recognition of the
contribution which loyal workers make to the success of the company.
Its purpose is to give the employees a share in the financial success of
the business, and afford a source of income over and above the regular
wages in order to help the employees provide for their future. It
also has, for its purpose, the encouragement of continuity of service.

This wage dividend is dependent each year upon the earnings of the
company and also the action of the board of directors each year, but
we have actually paid the wage dividend to employees every year,
with the exception of 1934.

Senator HErriNg. Does it fluctuate or is it a percentage, a fixed
percentage?

Mr. Fousom. It fluctuates with the payment on common stock
dividends.

We make this payment each year in cash, usually in March. We
make no restrictions whatsoever as to how the employee can use that
money, and the amount is increased or decreased as the dividends to
the common-stock holders increase and decrease. This formulais welt
established and well known to the employee.

We have never considered this wage dividend as a substitute for
wages, and it is not taken into account by the company in establishing
our wage rates. We base this wage dividend rate on the dividends
which we declare on common stock of the company in the preceding
year, and the employees participate in this in accordance with their
earnings for the last 5 years. All employees are eligible if they have
been with us for 6 months, except for those who are regular part-time
workers.

The formula is this: For each dollar declared on common stock of
the company the preceding vear, over and above $3.50 per share, the
wage dividend rate is one-half of 1 percent of the salaries or wages
received by the worker during the last 5 years.

To give you an example of how it actually works out: In 1937 the
company declared dividends on common stock of $8 per share. That
was $4.50 above the minimum which we set. And the rate paid in
1938, was 2} percent. That was one-half of 1 percent multiplied by
$4.50, which is the excess of $8 over $3.50.

So the rate was 2)% percent, and we applied that to the wages the
workers has received 1n the last 5 years

If an employee had been with us for 5 years he got an average of
approximately 5 weeks’ wages. He got a check on the 1st of March,
figured for his individual case; and if a man had been with the com-

any for 5 years it amounted to about 5 weeks’ pay, and if he had
ess than 5 years’ service, it was proportionately less.
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. Durinf this year our business declined because of the business reces-
sion, and the profits declined, and the dividends we have declared this

ear are $6 instead of $8. Now, the wage dividend which we have
just declared payable next March will be 1% percent of the 5 years’
wages, instead of 2% percent, which it was this year.

Senator VANDENBERG. Do the employees understand this formula
thoroughly?

Mr. FoLsouM. Yes; it has been in eflect so long, and it is printed in
all our coxgsany booklets, and so forth, and when the year’s dividends
are declared on the common stock, the employee can figure it out.

Two years ago, for instance, when we declared an extra dividend at
the end of the year, because of the undistributed-profits tax, the em-
ployee knew right away it was going to affect his wage dividend. So
the employee knows that his dividends go up and down with the
dividends on the common stock.

.Senator VanDENBERG. How many employees are sharing in these
dividends?

Mr. Forsom. This year this dividend was paid to 22,500 employees
in this country, and that represents 90 percent of our employees.
The employees who don't ?arlicipate are those who have been with
us for less than 6 months’ time. The dividend amounted, in this
country, to $2,800,000, and our employees throughout the world
received $3,400,000. .

But our wage dividend next year, in March 1939, will go down to
$2,200,000.

We have actually paid out in dividends under this plan, including
the payment we are making next March, $43,000,000.

Senawr VANDENBERG. In how many years?

Mr. Forsom. Since 1912. And $36,000,000 has been paid to em-
plgfvees in this country.

he rate has fluctuated quite widely during the past few years,
particularly during the depression. . .

Our rate in 1930, was 2% percent; that is, 2} percent of the wages
for the last 5 years, It stayed at that level during 1031 and 1932.
Then, during 1932, our dividends on common stock declined quite
considerably, so that in 1933, our rate was down to only one-fourth
of 1 percent. Then the dividend on common stock was further re-
duced in 1933, so we had no wage dividend at all in 1934, because the
dividend on common stock was below the $3.50 figure, which is set
as the minimum.

Now, the next year there was a business recovery, and our divi-
dends increased, and in 1935 we had a wage dividend of one-half of
1 percent, and in 1936 it was 1 percent, and the next year, 1937,
lxppercent, and last year 2% percent, which reached the peak rate
that we had befors the depression. .

Senator VANDENBERG. Tell me again, a wage dividend of 2% per-
cent would represent a stock dividend of what?

Mr. ForsoM. Of $8.

Wae feel that this plan has been successful throughout the years,
and the objectives of the plan have been realized. ]

The employees understand that their share in the profits is de-
pendent upon the company’s operations. .

For instance, in 1934, the one ‘v)ear we had no wage dividend, the
emﬂgyeee realized why it was so, because the earnings of the company
declined to such a point that we simply didn’t pay it.
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Now, after that, the next year, however, our operations did improve
and we were able to pay a wage dividend. We think that, because o
that suspension and low payments during two or three years, the
employees really appreciate aud understand the plan more than they
did before.

There might have been some tendency before that to take it for
granted, because we had gone on for a number of years at the same
rate, but when we came down to a low point, and then went up again,
I think they realized and appreciated more fully than before how the
plan works.

Senator VANDENBERG. Was there any general discontent aimed at
the company?

Mr. Fousom, We didn't get any. There might have been some,
but we didn’t hear of argr. The employees fully realized why it was
s0. They knew the profits were down considerably, and the business
wasn’t there, and we just hadn’t earned it.

Senator VANDENBERG. Well, we constantly hear that a profit-
sharing plan is very popular as long as there are profits to share, but
the moment there are no Froﬁts, that there is a compensatory rest-
lessness which Wiges out all the previous advantages.

Mr. Forsom. We didn’t have that experience at all. We had this
lan in operation from 1912, up to 1934, and the employees knew
ow it worked, and received their wage dividends every year. The

knew the formula, and they had seen the common stock dividends
come down and «iown, and they knew that when they got down
below £3.50 there wouldn’t be any wage dividend, but we didn’t
h?gr any grumbling at all because they had been sold on the principle
of it.

The next year, when we paid that one-half of 1 J)ercent, I think they
appreciated that more, probably, than they did some of the larger
dividends we had previously palci because they knew we were going
to continue the plan. But we can foresee all sorts of practical diffi-
culties in trying to work out a definite plan of tax exemption.

This incentive taxation should not be confused with merit rating in
unemployment insurance. In many of the State unemployment com-
pensation laws there is a provision for merit rating, or experience
rating, under which the tax rate varies within certain limits in ac-
cordance with an employer’s experience in causing unemployment.
Under this plan, however, the taxes are levied for the definite purpose
of providing benefits to workers who become unemployed and the
money presumably will all be used for that purpose or ?or the adminis-~
tration of the plan. .

Under these merit-rating provisions the taxes are levied under the
principle, long established in insurance, of basing the rate upon ex-
perience, and here we simply gay that the employer should pay for
the benefits of those workers he lays off. This theory has long been
followed in connection with workmen’s compensation laws. Under
many of these laws the employer may self-insure and pay for his
accidents, or if he covers the risk through an insurance company
his rate will vary with his accident record. The indirect result of
this has been that the employer makes a strong effort to reduce
accidents as be thereby reduces his cost.

Likewise, under the merit rating or the individual-reserves type of
unemployment compensation, by varying the tax rate according ta
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the amount of unemployment which the employer causes, there will
be a strong urge on the part of the employer to reduce unem loyment.
This, however, is an indirect result and all taxes are levied with the
definite purpose of collecting money to pay benefits.

The question in point here is that if additional credit or exemption
were given to a company for money paid out urder a profit-sharin
plan, 1t would not be the purpose to collect taxes but rather it wouls
decrease the amount of taxes collected and the taxing power is thus
used for an entirely different purpose than to collect revenue. How-
ever desirable this end might be, we do not consider it sound policy
to use the taxing power for this purpese.

There is an increasing interest on the part of employers in employee
plans of this type and if individual eompanies show good results, more
and more profit-sharing plans will be adopted.

Senator HErrING. Do you think that the definite relationship
between the common-stock dividend and the profit-sharing percent-
age which you have satisfies them and allays any suspicion that they
may not be getting a square deal? That convinces them that they
are being honestly treated, does it?

Mr. Forsoum. Yes; they do go up and down together, the stock
dividend and the wage dividend.

Senator HErRING. Because there is always suspicion that they are
not being fairly treated?

Mr. FoLsoM. Yes; I will go into that later. I think there are quite
a few other parts of the program that are important there, too.

One of the purposes tgat Mr. Eastman had in mind, when he de-
vised this plan in 1912, was to enable the employee to provide for his
own old age, and he stated so very definitely in announcing the plan.

As the years went by, however, we found that the plan was not
taking care of the pension problem, and it was necessary to adopt some
sort of & retirement annuity plan.

The reason probably was that the people, in spite of the purpose
of the plan, enabling them to provide for the future, just di(gl’t put
it aside, and we were having workers reaching old age and not being
able to carry on efficiently, and yet, in many cases, not being able to
retire.

So we became convinced that it was necessary to have retirement
annuities, 8 retirement annuity plan, and we actually adopted such a
plan in 1929. It was underwritten by the Metropolitan Life Insur-
ance Co., and it provides, in addition to retirement annuities, group
life insurance a.ndp benefits for total and permanent disability.

When we adopted that plan we had a big accrued liability. That
is, because of the service that the workers had rendered up to that
time, thore was this accrued liability, we had to have enough money
to turn over to the insurance company to take care of the pension
for the people that were goinF to retire within the next few years,
and also for the service of all the workers up to that time. We
actually turned over to the insurance company $7,500,000 to take
care of the greater part of that accrued liability. Half of it was put
in by the company and half was taken over from a fund which had
previously been donated by Mr. Eastman and the company for the
welfare of the employees. So that sum was used to take care of the
accrued liability.
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Now we financed the current cost by making a reduction in the wage-
dividend rate, the cash wage-dividend rate. e said, “From now
on, instead of putting all of this wage dividend in a cash payment
each year, we will put two-thirds of it in cash and the other third
will go to finance the cost of this insurance and annuity plan.”

At that time our rate was 3% percent, and we took 1% percent to
pay these pension costs, life-insurance costs, and the other 2 percent
was paid in cash,

So we changed our formula at that time. Before that we had said
that common dividends declared in excess of $1 per share would be
used in figuring the wage dividend, but from that time on we changed
it to $3.50 a share, and the difference was paid over to the insurance
company.

Senator VANDENBERG. I don’t want to detour you, but I am curious
to know whether the Social Security Act collided with this plan.

Mr. Forsosm. We had this plan, of course, before the Social Security
Act went into effect. We hed it since 1928, and we changed the plan
<o that in the future the employee will get practically the same as he
got before, but he will get part from the Social Security and part from
the insurance company, and the cost to the company is going to be
practically the same as it was before. .

In other words, instead of paying all these premiums to the insurance
company, we are deducting from the amount we pay the insurance
company the amount of our tax under the Social Security Act.

Senator VANDENBERG. Your plan was much more liberal than the
Social Security Act?

Mr. FoLsoM: Yes; especially for the people retiring during the first
few years of the Government plan. The employee is just as well off as
he was hefore as far as the company’s contributions are concerned, and
in addition he will get benefits from the Social Security Act because
of his own contribution, which he didn’t make before.

Now we find that our retirement-annuity plan has worked out quite
well, and accomplishes its purposc. We have had a number of people
retire under it, and it is & good business investment because we can
retire & worker after he has passed his period of usefulness. If we
didn’t have such a plan there probably would be a tendency to keep
him on and cut down the efficiency of the organization,

So we think a good pension plan is a sound investment.

Now besides this pension plan, which covers group life insurance
and disability benefits, as well as retirement annuities, we also have a
sick-benefit plan under which workers are paid when they are out sick,
up to a maxaumum of 26 weeksin 1 year. We also have vacations with
pay for our factory workers, as well as the office workers. We have a
medical department which looks after the general health of the em-
ployees. We also have a savings and loan association which encourages
the employees to save and invest their money, and pays them a return
greater than they could get in the ordinary savings and loan associa-
tion. And we also use these funds to help finance employees’ homes,
by mortgages. Loans are also made to employees in emergencies, on
easy terms.

Another very important part of our program is a systematic plan of
foreman training, in order to gel across to the workers the policies of
the management. We find it is very essential to have the foremen

110313 —39—3
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understand the policies of the management so that they can in turn
get them across to the workers. '

Another very important part of our plan is the question of pro-
viding steady work. I don’t think I can stress that too much. If
the worker is steadily employed and has a good annual income, he is
much more efficient and his attitude is much better than if he is
subject to seasonal lay-off. We have developed, over a period of 35
yeass, a plan of stabilizing our employment, although our sales fluc-
tuate quite widely. In our amateur photographic goods, our roll
film, and so forth, the sales during the summer months are much
greater than during the winter months, because the people take more
pictures during the summer months,

By the careful forecasting of sales, and scheduling of production,
we have been able to stabilize the production during the year and
stabilize employment, and as a result we have few lay-offs except
during a period of deep depression.

I have a chart here which you might be interested in Jindicating],
which shows the method which we use. I think that business now
generally is becoming much more interested in this question of stab-
Mlizing employment. I am convinced that very much more can be
done in that direction than has been done. I am hoping that the
unemployment insurance laws, which have merit rating, under which
the rate will depend on the actual experience of the company in the
amount of unemployment it has, will serve as an indirect incentive
to the employers to do & better job in stabilizing employment.

This is the system which we use [indicating). This happens to be
our roll film, one of the most important parts of our business. This
is our sales curve in here. Itstartsin at the very low point in January,
and reaches a peak up here in the middle of the summer. There is
about 15 percent of the vear’s business there in that 1 month, and
down here there is about 3 percent. This is the way the sales go.
Of course, if we produced at that rate, we would have a very highly
fluctuating producing organization.

At the first of September, that being the end of our season, we make
our estimates of the sales for the next year, and start producing at that
rate, which is in here. That is our schedule of production. We allow
for a drop in the summer months to take care of the vacation period of
our employees, and during the fall here we are producing quite a lot
more than we are selling. . This is the sales curve here lindicating] and
as a result this line here lindicating), which is stock invenui?', goes up,
and it keeps going up until it reaches the peak along in March. All
during this period our sales are below production, and we are puttin
it in inventory. And from that time on, starting in March or Aprif
the sales curve goes above the production curve and the stock comes
down and reaches the low point at the end of the season. That is our
ideal which we try to work for each year.

This forecast we make in September is based on a great deal of work
in our statistical and planning department, going back for a number of
years and taking into account business conditions and various other
co:u%itic‘ms, and we have been able to forecast our sales quite accu-
rately. -

Tl'ﬁs chart [indicatin%] shows what we have actually averaged for
the last 2 or 3 years, This is our sales curve and this is our produc-
tion. The dotted line is the production curve, with some slight



PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION 29

fluctuations. This is the employment curve, practically steady, no
fluctuation, or very little fluctuation. As a matter of fact, during the
2-year period, 1936 and 1937, out of 16,000 workers in Rochester, our
lay-offs amounted to only 300. This year the record was not quite so
00od because we had a decline in business the first part of the year.
his plan is intended to eliminate seasonal employment, and when
you get into a depression you can’t avoid some reductions. .

We find that steady employment is a very important consideration
from the point of view of the workers, and also ths company. If the
worker has 52 weeks’ work in the year, he is naturally better off than
if he were subject to seasonal lay-offs, and we are able to attract a
better type worker, and keep him better satisfied.

Also, it results in a lower cost to the company because workers
steadily employed are better workers, and you can get better produc-
tion from them. Woe also can utilize a higher percentage of our plant.
If we had & plant, for instance, that would turn out goods at the rate
which we are selling them in the summertime, we would have it idle
during a large part of the year.

We believe that this whole program has been very well worth while,
that is, our whole industrial-relations program. We can’t measure it
in dollars and cents, and we don’t know how much of the success that
we may have had in this plan has been due to any one part of it, but
we do know that we have been able to maintain an effective and
highly skilled working foree, and kept them steadily employed except
during the period of severe depression.

Senator HerrinGg. Have you had any labor troubles?

Mr. FoLsou. No, sir.

Senator HErrING. None whatever?

Mr. FoLsou. No, sir.  Our labor turn-over has averaged less than
10 percent for a number of years. That is considerably fess than the
average for the country as a whole.

Senator VanpENBERG. Have you any idea what the average would
be in the country as a whole?

Mr. Forsom. I have a chart here, based on a study that the Bureau
of Labor made, and it is the best information I have as to that. By
“labor turn-over” I mean the percentage of employees who leave, in
proportion to the average numger.

Senator VANDENBERG. Yes.

Mr. Forsom. Now in 1936, which I think should be considered a
typical year because it was more of a normal business year thanwe
have had in a number of years—it was before the recession started in
the fall of 1937—the number of separations per hundred employees as
reported by the United States Bureau of Labor for the manufacturing
industry as a whole, was 40 percent. In that year the turn-overin our
Rochester plant—J haven’t got many figures for other places—-was 8
pei:clent. hat is 8 percent against 40 percent for the country as a
whole.

When it comes to lay-offs, which includes all separations, lay-offs in
1936 for the country as a whole was about 25 percent, and we were
down to less than 1 percent.

That, it seems to me, is where the business people generally should
spend an awful lot of time and thought to see if they can’t cut down the
fluctuations in their forea and trv to bring about more stable employ-
ment.
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I think a great deal can be done in that direction.

Another indication that our plan has helped is that we have been
able to attract and hold a highly desirable type of worker. About half
of our men, for instance, have service of over 5 years, and one-third of
}he men have had service of over 10 years, which gives us a very stable

orce.

Now, here I would like to summarize our whote program—I have an
Employees’ Guide Book, which I thouﬂlt you could keep, if you would
care to. On tho last page is a chart which summarizes our whole plan.
I thought you might be interested in going down that chart briefly.

The first is normal employment and normal health. At the top is
wages at the rates prevailing in the community for similar work—
a standard 40-hour week, and 8 hours a day. The next, as I have
indicated, is the production scheduled to minimize irregularities in
employment due to seasonal fluctuations in demand.

hen the wage dividend, which is paid in cash depending on the
dividends paid on common stock.

The supervision of health, and vacations with pay.

Then we have a savings and loan association, which helps the
worker own his own home, and in some cases we actually build houses.

That is all during the normal employment.

Now in case of illness we have a sick-benefit plan under which
benefits are paid, varying with the length of service, with a maximum
of 26 weeks in 1 year, and in case of total and permanent disability,
not due to occupational causes, we have a benefit-disability plan
which varies with the length of service.

In the case of occupational accidents, we have workmen’s compensa-
tion, of course.

Upon retirement we have retirement annuities payable for life at
age 65 for men and at age 60 for women, the amount depending upon
the length of service and the wages. These benefits are in addition
to the Social Security Act. .

In case of death, we have life insurance which amounts to 1% years’
salary for workers with more than 5 years’ service, and 1 year’s salary
for workers with lass than 5 years’ service.

In case of unemployment, we had our own voluntary unemploy-
ment plan, or had 1t before the Social Security Act was passed, but
we abandoned that when the unemployment law in New York State
went into effect, because it was a duplication.

And in financial trouble or legal problems, we have emergency
loans and legal advice through our employees’ association.

All of these benefits are given to the employee without cost to the
worker, with the exception of part of the life insurance.

Last year we offered the employeces an additional life insurance if
they participated in the cost of it, they to pay part and the company
to pay part. But with tlie exception of that plan, all the rest of
these plans are paid for by the company, except, of course, the employ-
ee's Social Security tax.

Senator VANDENBERG. Of course it is impossible to say to what
extent the wage dividend contributes in proportion to the balance of
your factors?

Mr. Forsom. We know it is a very important part of the program,
but we can’t say that it is more imﬁortant than the others, or how
much of the credit should be due to that and how much to the others.
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But we have tried to work out a well-balanced program, and profit
sharing is one important part of it. But there are some things which
would probably come ahead of ﬁmﬁt sharing.

Senator VANDENBERG. I think your schedule that you filed with us,
says that you consider the wage dividend as probably the most impor-
tant single factor.

Mr. FoLsom. Yes. Well, it would be hard to say, if you put it in
terms of what a company should do. First, for instance, there are
certain things that probably should come ahead of it, such as fair
wages and fair treatment and good working conditions, reasonable
hours, and steady employment. You would put those ahead, but
ifter you have those fundamentals, then it is a question as to whether
you should go into a retirement-annuity plan, sick-benefit plan, or
profit sharing plan.

But in most companies the two work together very closely, if you
have a well-balanced company.

]Serg?ntor Vanpenserc. How long have you had all of these various
plans

Mr. FoLsoM. We started the wage-dividend plan first in 1912;
then we adopted the sick-benefit plan next. Then the next plan was
the retirement annuity, and the disability and life insurance.

Senator VANDENBERG. When, for instance?

Mr. Fousos. The sick-benefit plan came in 1920, and the retire-
ment annuities and insurance plans came in 1928, and then the unem-

loyment-benefit plan in 1931, and the vacation-with-pay plan came
ast year.

Senator VANDENBERG. But the wage dividend seems to have been
at the base?

Mr. ForLsoM. That was at the very b?i.nm'ug and we used, as I
have indicated, pait of the wage dividond, to finance the retirement
annuities and insurance. The cost to the company is the same, but
instead of paying it all in cash we pay part in cash and part in the form
of these benefits. . .

I noticed one of the subjects you are going to take up is whether
there should be any encouragement of profit sharing by the Federal
Government, by incentive taxation. We are not inclined to favor
any special tax exemption or the granting of tax awards in order to
encourage profit sharing. We do not like the idea of using taxes to
influence action of this type, but they should be for revenue purposes

only. .

\{'e, of course, take wage dividends into account in figuring our in-
come. We don't consider wage dividends as a substitute for wages in
any way. We don’t take it into account in fixing wages, but for tax
purposes we treat it as an income to the individual, and treat it as a
deductible expense of the company. So in that way we do get the
normal benefit from our wage dividends. We get the credit for that
just the same as wages.

Senator HerriNg. You wouldn’t want that taken away?

Mr. Forsom. Of course not, because it is an expense to us just the
same as wages are an expense to us, and we count it as a business
expense. But we don’t—if you go further than that and give an addi-
tional benefit—we can’t see how you could work out a practical ex-
emption because it would be very difficult to avoid some tendency to
have it come out of wages. If you started in with an incentive plan
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right now, say, if a company were inclined to increase wages—instead
of increasing wages they might put it in the form of l11)1'oﬁt; sharing, and
it would be very difficult to draw the line, and say w

what was profit sharing.

That is just one point. Whether there might be some way of over-
coming that, I don’t know. But, by and large, we don’t think that
a scheme using the taxing bonus in this way is sound,

Now, it is an entirely different story in the merit rating in unemploy-
ment insurance. In unemployment insurance most of the State laws
have a merit rating or experience rating under which a company that
provides steady employment and has few lay-offs will pay a lower tax
than a compang with considerable unemployment, but that is based
on the theory that the company is going to pay for the amount of un-
employment which it causes, and the money is actually collected, but
instead of assessing all of the people the same way, you vary the tax
according to the experience.

This incentive tax would be levied here not for the purpose, pri-
marily, of producing revenue but to encourage employers to adopt this
plan, which is a very good plan, but it is a question of whether the
principle is right of using the taxing power to bring that about. There
are many other things that we think the employers are generally going
to find out which will convince them that it is a good scheme, and as
more companies adopt it, a ter interest is created in it.

Senator VaANpENBERG, Would you also say, Mr. Folsom, that there
might b'}a no validity in incentive taxation used to encourage plant ex-
pansion

Mr. FoLsoMm. Yes; I am inelined to be not in favor of that, too,
because on the general principle that we shouldn’t use a taxing power
to bring about results like that.

Senator HerriNa. We are glad to have your expressions. You
understand we are not committed to that; it is something we are look-
mimto. L. - .

fr. FoLsoM. As far as profit sharing is concerned, we are convinced
it is very desirable, and it is a very effective method of bringing about
better cooperation between the workers, the management, and the
stockholders.

Since as in our case, the wage dividend to employees goes up and
down with the dividends to stockholders, the employee can more
readily appreciate that his and the company’s interests are to a large
extent, mutual. L. . .

We feel that this spirit of cooperation is reflected in the attitude
and efficiency and also the longer service of the worker, and naturally
in the corresponding benefit to the company. ]

Senator VaANDENBERG. Well, in other words, your social-minded-
ness is a good investment?

Mr. FoLsou. Yes; and we don’t think that you should adopt any
emf)loyee-beneﬁt plan unless it is a matter of good business, and we
feel that our pension plan, our sick-benefits glan, our wage-dividend

lan, is a good business investment, and we have had enough exper-
tence, over tlie years, so that we are (fretty well convinced of that.

Senator HErriNGg. That is in addition to your prevailing wages—
that has never been questioned?

Mr. FoLsoum. Oh, yes; we shouldn’t consider any of these as a sub-
stitute for wages.

at was wages and
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This book I have here will give you the details of all these various
plans, and I particularly call I‘;our attention to the first two pages,
which contain a letter written by Mr. Lovejoy, president of the com-
pany, which sums up our policy of industrial relations. The first few
pages of the book give what we call a code of industrial relations, which
explaing to the employees the general policies of the management, in
connection with this whole program.

Senator VANDENBERG. Let’s have one of these books marked as an
exhibit for the committes. . .

(The book referred to was marked “Exhibit 2" and is filed with the
committee.)

Senator HERRING. Do you have any other suggestions?

Mr. ForsoM. None, unless you have more questions. .

I vsould like to have this prepared statement incorporated in the
record.

Senator HErrING. It may be incorporated.

(The statement referred to, of Mr. Folsom, is as follows:)

Statement by M. B. Folsom, treasurer, Eastman Kodak Co., November 21, 1938

WagrR DivipEND PraN aND INDUSTRIAL RELATIONS PROGRAM OF EAsTMAN
Kopak Co.

I am very glad to appear before the subcommittee of the Committee on Finance
and to describe the industrial relations program of the Eastman Kodak Co.,
particularly the profit-sharing plan.

In 1912 the Eastman Kodak Co. adopled a profit-sharing plan and has lpaid
a wage dividend to employees each year since then, with the exception of the
depression year, 1934, The plan, which has changed little in principle since it
was devised by Mr. Eastman, founder of the business, is a very important part
of the industrial relations program of the company.

For.many years the company has recognized the importance, in the successful
conduct of a business, of a satisfactory relationship between emgloyees and
management. Fundamental in such a relationship, it believes, is the payment
of a fair rate of wages; the provision of suitable and safe working conditions;
reasonable hours of work; stability of employment, as far as Fossible; and a
definite intention on the part of management to see that all employees receive a
‘square deal.”

his industrial-relations program includes the essential features just mentioned,
and in addition methods for assisting employees in making provision for their
economio security and giving them a share in the financial succe<s of the business.
It involves group life insurance, retirement annuities, and benefits for total and
permanent disability all provided through a definite plan underwritten by a re-
sponsible life-insurance company; payments to employees temporarily incapaci-
tated by illness; a medical service designed to conserve health; personal loans in
case of emergency and vacations with pay.

One of the first steps in this program was the adoption of the wage dividend
plan under which employees would, in addition to their regular wages, participate
in the earnings of the business, after business expenses had been met and a reason-
able return had been paid to stockholders of the company on their investment.

The wage dividend is paid by the company as an extra return to employees in
the form of a dividend on their wages just as a return to stockholders is a dividend
on their investment. It is a recognition of the contribution which loya), steady,
and efficient workers make to the success of the company. Its purpose is to give
employees a share in the financial success of the business and afford a source of
income over and above regular wages to help employees provide for their future.
It aiso has the purpose of encouraging continuity of serviee.

Although the wage dividend {s dependent upon the company’s earnings bein
sufficient to warrant anment and is subject to annual authorization by the boa
of directors, payment has been made each year since 1912 except 1934, when the
dividends declared on the common stock in the preceding year had fallen below
the minimum re%uirement of the formulsa for the wage dividend. Improvement
in the results of the company’s operations led, however, to the resumption of wage
dividend payments the following year.
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Payment of the wage dividend is made in cash in a lump sum, usually in March.
There are no restrictions to the use to which an employee may put the dividend.
The amounts increase or decrease as the dividends on common stock increase and
decrease, according to an established formula well known to the employees. The
wage dividend has never been considered a substitute for wages, and it is not
taken into account by the comﬁany in establishing wage :ates.

The wage dividend rate each year is based on the dividends declared on the
common stock of the company in the year preceding. Employces participate in
proportion to their earnings for the previous 5 calendar years. 11 employees
except those specifically employed for only part-time work are eligible to par-
ticipate, provided they worked at least 26 weeks in the preceding year and pro-
vided they are in the employ of the company on the date of payment.

The formula according to which the wage dividend is paid is briefly this: For
each dollar by which dividends on the common stock during the preceding cal-
endar {ear exceeded $3.50 per share, the wage dividend rate is one-half of 1 per-
cent of the salaries or wages received by qualified employees within the 5 cal-
endar years immediately preceding the date of payment.

For example, the common stock dividends declared in 1937 were $8 per share,
or $4.50 above the minimum required before the wage dividend may be authorized.
The rate for the wage dividend payable in 1038 therefore was 234 percent (one-
half of 1 percent multiplied by $4.50) of the 5 years’ wages. For employees of
§ years’ service or more, this was equivalent to over 5 weeks' average wages.
Employees of less than 5 years’ service participated proportionately.

Because of the business recession, the common-stock dividends declared in 1938
declined to $6 per share, and the wage dividend recently declared for '?ayment in
March 1939 will be at the rate of 134 percent of the 5 years' wages. his will be
equivalent, for employees of 5 years’ service or more, to about 3% weeks’ average
wages.

he wage dividend paid in 1938 to employees throughout the world amounted
to $3,400,000, of which $2,900,000 was paid to 22,500 employees in this country.
Over 90 percent of the employees participated in this dividend. The wage
dividend to be paid in March 1939 will amount to about $2,200,000.

Up to the present time the company has disbursed in wage dividends, including
the estimated amount authorized for payment in March 1939, over $43,000,000,
of which $36,000,000 has been paid {o employees in this country. The rate and
amount of the dividends paid in recent years are as follows:

Wage dividend— Waze djvidend—

United States only United States only
Rate!| Amount Rate! | Amount
Pnu;: $500, 000
B 1 910, 000
134} 1,760,000
22‘ 2,900, 000
134 1,000,000

1 Applied to wages paid during the preceding 8 years,

Throughout the years thz&ﬂan has operated successfully and in the main its
objectives have been realized. Employees understand that their share in the
profits are dependent upon company operations. In 1934, the one year when
no wage dividend was paid the employees fully appreciated the reasons and, if
anything, the net result of the one year suspension was a more complete under-
standing of the plan. There might formerly have been some disposition to take
it for granted. Now employees realize more fully how the plan actually works.

While the wage dividend has been an important factor in the development of
the general program of the compans', it must be remembered that it is only a
part of a comprehensive policy of industrial relations.

While one of the purposes of the wage dividend was to enable the employee to
provide for his old age, it came to be felt that a definite retirement annuity plan
was necessary. Such a plan was adopted on January 1, 1929. It is underwritten
by a large life-insurance company and Provides in addition to retirement annui-
ties, group life insurance, and benefits for total and permanent disability. The
accrued liability for relirement annuities amounting to over $7,600,000 was
financed in part by the company and in part by a fund which had been previously
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set aside by Mr. Eastman, personally, and by the comﬁany to be used for the
general benefit of employees, The current costs of the plan were met by a
reduction in the cash wage dividend formula.

Prior to 1929 the wage dividend had been based on common dividends declared
in excess of $1 per share, which seemed a reasonable point at which employee
participation should begin. Beginning in 1929 the cash distribution was reduced
so that it now is based on declarations above $3.50 per share, and the difference
is paid to the insurance company for the current costs of the annuity plan.

his_plan has been continued in effect since the enactment of the Federal
Social Security Act but has been modified as to the amount of retirement annuity
benefits only in such a manner that employees in the future will receive a com-
bined annuity under the company plan and from the Federal Government of
approximately what they would have reccived under the original company plan.

rovision 1s made for systematic saving and home financing through the
Eastman Savings & Loan Association and for personal loans on easy terms to
employees in case of emergenc{'. The company's medical department functions
for health conservation of employees through care of emergency cases and advice
on matters of health. Benefits are provided for temporary disabiliiY caused by
iliness or accident not covered by workmen’s compensation payable up to 26
weeks inany one year, Vacations with pay are provided for both office and factory
em&;loy«a. A systematic plan of foremen training helps in the development
and carrying out of the general policies of the management.

The sale of many of the company’s products, especially amateur photographic
goods, is highly seasonal, a Jarge percentage of the entire year’s output being sold
in the summer months. The management has given close attention to this
groblem for many years. By careful forecasting and scheduling of production it

as been able to arrange its manufacturing program at a fairly level rate through-
out the year, producing beyond current requirements in the fall and winter in
order to meet the peak suinmer demand. In consequence marked stability of
employment has been achieved with comparatively few seasonal lay-offs. This
policy has been worth while, not only from the point of view of relieving employees
from the difficulties attendant upon seasonal lay-offs but has been profitable to the
company by reason of being able to maintain a stable work force and a high per-
centage of plant utilization.

We believe this whole program has been worth while. It is not possible to
mesasure the results in do! nor can we say how much of the success we may
have had has been due to any one part of the program. An effective and highly
skilled working force has been maintained, and except in periods of severe depres-
sion, steadily employed. Labor turn-over has averaged under 10 percent for a
number of years. We have been able to attract and hold a highly desirable type
of worker. About half of our male employees have service of 5 years and over,
and more than one-third of the men have service of over 10 years.

We notice one of the subjects to be covered by the subcominittee is the en-
couragement of profit sharing by the Federal Government by incentive taxstion.
We do nof favor the establishment of tax exemptions or the granting of tax
rewards in order to encourage profit-sharing plans. We believe it is unsound to
impose or withhold taxes as a means to influence or direct action of this type,
butl that taxes should be levied for revenue purposes only.

While our wage dividend is not taken into consideration in fixing wages, for tax
purposes it is regarded as income to the individual and as a deductible expense
of the company. That affords the company the only normal benefit to which we
believe it is entitled.

We doubt if a compensatory tax exemption to promote profit-sharing plans
would be practical. It would be difficult, if not impossible, to apply a method
of determination that would avold in all cases a possible tendency to lower wage
rates to offset profit sharing.

We are convinced from our 26 {c&rs’ experience that profit sharing is a very
desirable and cffective method of bringing about better cooperation between
the workers, the management, and the stockholders. Since, as in our case, the
wage dividends to employees go up and down with the dividends to the stock-
holders, the employee can more readily appreciate that his and the company’s
interests are to & large extent mutual. his spirit of cooperation is reflected in the
attitude, efficiency, and longer service of the worker and in corresponding benefit

to the company. M.B.F
. B. FoLsowm.
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Senator HERRING. General Wond?
mGen. Robert E. Wood, president of Sears, Roebuck & Co., Chicago,

. General, I want to say to you that we want to express our apprecia-
tion for your cooperation, and the cooperation your company has
given us at Chicago. You have been more than willing, sending your
men and records to our office to help us, and we appreciate your coming
here today, and we want you to help us in your own way.

STATEMENT OF GEN. ROBERT E. WQOD, PRESIDENT, SEARS,
ROEBUCK & CO., CHICAGO, ILL.

Mr, Woop. We have furnished the committee with all our figures
of the profit sharing fund at Sears. It started in 1916, and it has
been in existence for 22 years. The plan is very simple—the employees
contribute 5 percent of their wages or salaries up to $5,000 per annum.
That, of courss, is entirely voluntary. The company contributes 5
to 7} percent of its profits before taxes.

The proceeds are invested in the stock of the company and held in
a trustee fund. The employees can withdraw their full profit sharing
at the end of 10 years. They can withdraw before 10 years in the
case of death, discharge from reduction of force, marriage in the case
of female employees. Employees discharged for cause before 10
years get their savings back, plus 5 percent, compounded semian-
nually, and the difference goes back to the fund, goes to the other
employees—it doesn’t go to the company.

nator VANDENBERG. General, in the first instance this formula
whereby the employee pays 5 percent and fvou pay from 5 to 7%
percent, that is unrelated to any question of whether the company
currentiy is making large or small profits?

Mr. Woop. If they make any profits at all they get this 5 to 7%

ercent.
P Senator VANDENBERG. Of the profits that have been made?

Mr. Woop. Of the profits that have been made. Now you have
the figures, but I can summarize the results,

Since the beginning of the fund, 22 years ago, 70,087 employees
have left the fund, either througfx death, discharge, or marriage.
Those employees contributed to the fund out of their savings, $10,929,-
067. They received cash, or stock, when they left the company, to
the value of $49,422,489. So they gfot almost 5 to 1 on their savings.
That takes care of those that have left.

Todai there are 38,440 employees in the fund who put in $10,678,-
328. The market value of their holdings is $42,662,000. So, for the
employees in the fund, they have about 4 to 1. Of course it varies,
the contributions of the company are divided, so to speak, one, two,
and three. Those under 5 years get one; five to 10 years, get two;
and those over 10 years get three. So the older employees have about
8 to 1 and the younger employees anywhere between 1% to 1 to 2 to 1.

In the case of our company we believe the plan has been very
successful. However, it is not one that can be widely adopted. It has
been successful primarily because the company has been a great
money maker and the employee has received the participation in the
earnings aud also the appreciation of values,
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Based on some questions Mr. Despain gave me, I give you my own
conclusions, based on a study of our own plan and some of the other
plans that have come under my observation,

Profit sharing can’t be a substitute for good wages. It must be a
supplement to good wages rather than any substitute. In our own
company we pay the going wages of the industry; in fact, we try to
pay as well or better than that. Our contributions to the profit
sharing are additional.

The plan was originally intended primarily as a pension plan_to
hle;!l) the employee to accumulate something against old age or dis-
ability.

In the geriod 1930 to 1932, inclusive, it worked out practically as
an unemployment-compensation plan, because we had to drop several
thousand employees during that period. They got their profit sharing
and it worked out that there wasn't any person who left the company
with over 10 gears' service that didn’t get at least 2 years’ annual
salary. In other words, they didn’t go on the bread line.

Senator HErriNG. Was that paid at one time or monthly?

Mr. Woop. The employee the day he leaves can either get his stock
or he can get cash, based on the value of his stock at the close of the
market that day. He has the right to demand the cash or the
stock—either one.

To make the plan successful, sustained and good earnings are neces-
sarily essential, You can’t divide profits when there aren’t any, and
to make it really successful it has got to have sustained profits.

The relation of the capital invested to the size of the pay roll also
has an important bearing on the type of profit sharing. ¥or instance
you take a railroad—they have to invest 35 for every dollar of annual
sales., We have about $1 of fixed investment to $5 of annual sales,
So the ratio is about 25 to 1 between the type of business that has a
great big fixed investment and a type of buginess like ours.

We believe that a successful profit-sharing plan does increase the
employees’ responsibility, it helps to avoid labor unrest and strikes,
and gives the employee a feeling of greater security and unity of
interest with the employer. .

We believe, if adopted generally, that profit sharing would lead to
a more flexible wage scale. Of course, as every economist knows,
there is a very serious danger existing in the rigidity of wage scales
in this country, in some industries.

We question the effectiveness of cash distributions to the rank and
file of the workers. Usually they are considered as part of their wages,
Usually they are spent, and not saved. e give cash bonuses de-
Kendent on profits, to plant managers, store managers, buyers, and

ey men, with the exception of our officers. But we do not give cash
distribution to the rank and file. That goes to this fund.

We believe firmly in the joint contribution of employees and
employer. It creates a feeling of mutual responsibility and trust.

rom our observations we think that the greatest fear of the worker
today is his insecurity in the midst of a very complex industrial eivili-
zation. Anything that tends to relieve that insecurity and that gives
the worker a chance to accumulate a modest estate, will make him a
more useful and contented citizen, .

Every employer can’t do it, but those that can, we believe, should
do it, and share their prosperity. We think, in the long run, it is
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not only good ethics but good business, and while this plan was
adopted 22 years ago, because the people in charge of the company
felt that it was right, and we will go ahead with it, regardless of what
happens, we think it would be a fair thing, and we believe it would
promote it possibly with other employers, if some incentive were
given.

Now how that incentive should be given I don't know, but we
think it should be given. And if the company has a prosperous year
or a series of prosperous years, we believe in the policy of sharing them.

Senator HErriNg. With the employer as well as the employee?

Mr. Woop. With the employee as well as the stockholder. And it
has turned out very well, at least in our case. We have managed to
go along and we have contributed altogether about, I think, between
$28,000,000 and $30,000,000. There were only 2 years that there
was no contribution, in 1932, and I think it was 1921. Those were
the only 2 years we didn’t make some money.

And T see it from what it means to the families of these workers when
something happens. I mean, when there is a death for instance.
I gave a widow, the other day, a check for $40,000. One of our men
had been there 28 years and was not a man with a large salary, but
1 see what it is doing for them all the time, and we never ask anybody’
to belong to the fund. The older employees tell the younger em-
ployees to get in the moment they can.

&nator ANDENBERG. Is there any disappointment or uneasiness
caused by the fluctuation in your stock values?

Mr. Woop. T don’t think so, Senator, largely because of these old
employees. They have seen it varv, they have seen it go up and
down. They know by the law of averages that it will come back.
The older employees, you 'see, have the cushion of the company’s
contribution, they have got the dividends that have accumulated
for them, they have got the part that the emplovees that fall out of
the fund have left, and they have got the law of averages.

Since this stock was begun to be purchased in 1916, there has been
& great appreciation of value, so of course the real test came in 1932,
when stock values were at their lowest, and even then, with- the
exception of the 2-year emgloyees, there wasn’t anyone in the fund
that didn’t have considcrably more than the amount they put in;
and those younger employees, any that had to leave the service, we
made up and gave them their 5 percent—I mean their savings, plus
6 percent. So there is no one who has ever left the fund that didn’t
soout withmore than he putin. There never has been a disappointed
.mployee in the sense that he has lost any money. :

Senator VANDENBERG. What would be the advantage in providing
a preferred stock rather than a common, or would there be a disad-
vantage?

Mr. Woop. We have been consideringit. Of course, during the de-
pression when the stock was low, we felt ver{ safe in buyingit. Now
we are getting to the point where we feel perbaps we ought to possibl{
invest in bonds of other companies, or Government bonds. After all,
I feel, as president of the company, that it is the heaviest responsibility
I have—I mean the investment of this fund—because it is, I think,
now the third largest investment trust in the country, $46,000,000—
and $10,000,000 of that represents employees’ savings.
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Senator VANDENBERG. Does the employee have anything to say in
the voice of the management of the trust?

Mr. Woop. He has a good deal to say about the rules of the profit
sharing, and who shall get it, and who shall not get it. He has had
very little to say about the investment of it.

Senator HerriNG. General, in letting these immense amounts
accumulate and then paying them over in large sums as you have in
many instances, at retirement, you have had the experience of some
of these people losing that money?

Mr. Woop. Yes; and that is another mooted question. We have

eople who went out of the fund in 1929 with as much as $60,000 and
Ea.ve come back in 1932, looking for a job, without a dollar, and it
has been a very much discussed point among the officers of the
company as to whether we shouldn’t try to protect them further.
But of course we feel it is their money, not ours; and all we can do—
and we are trying to do that now for those employees over 50 years of
age—is that we are advising them to withdraw some of their savings
and putitin annuities or insurance. But we never force it because,
after all, it is their money.

Senator Herring. That is true, but do you think that if they were
distributed annually they might become accustomed to handling
these funds and protect themselves?

Mr. Woob. No; in fact, after 10 years they can withdraw a portion
annually, and we had a meeting last Wednesday, and the greatest
thing is to protect the employee against himself, the members of his
family who want to get it. They want to buy an automobile, for
instance. There are a lot of things. The one thing we always let
them do, if they want to do it, is to withdraw some of it to build a
home; but we try—they have the right, you see, to withdraw it all
after 10 years—but if they once withdraw, they can’t come in sgain.
What we are trying to do is to build an estate for them, and as I.
say, it has worked out because of the prosperity of the company.
There have been a great many estates that have been built, of any-
where from $10,000 to $50,000.

Originslly they permitted anyone to go in up to the extent of 5 per-
cent of their salary, but we felt that was givin% too much to the higﬁer-
salaried employees, so we sot an arbitrary line of $5,000, a $5,000
salary, which means a $250 contribution. I have 190 shares in the
{)und,sand my file clerk, who has been with the company 19 years,

as 160,

Senator VANDENBERG. General, I understood you to say that you
would favor the general idea of incentive taxation if it could be
practically developed?

Mr. Woop. If it could be developed.

Senator VANDENBERG. I notice In your very excellent letter of &
few days ago, that while you had no suggestions to make in respect to
incentive taxation as regards direct profit sharing, you did have some
suggestions regarding what might be called the equivalent of an
incentive taxation in respect to pension plans. Would you care to
discuss that at all?  We would be greatly interested.

Mr. Woop. Not being a tax expert, I haven’t developed those.

Senator VANDENBERG. That is the reason why we might stand &
little show of getting somewhere.
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Mr. Woob. The only thing I see is that if there were some in-
centive, it might have to be only a mild incentive, and I can say this
for Sears, that we are going right ahead whether there is any incentive
or not—so I can be disinterested in & sense—but I believe more em-
ployers might do it with an incentive. Vhat appeals to me in your
genersl idea, Senator, is this: You take a great many industries, new
industries, and, generally speakmﬁ industries follow a pattern—
something new is developed, we will say, like the harvester and the
reaper. A new industry, it takes it, and is efficiently maneged—
there is a great deal of money made in the beginning, in the first few
years. Then the competition enters in, and then there is usually a
struggle for survival, and then & good mtm,{'l pass out of the picture.

Now, in the early days of any industry, when a great deal of 11oney
is made, the worker gets his wages, but he doesn’t get any of the velvet.
1 have often thought that perhaps, just as you start a business, you
issue preferred stock and bonds and then you issue some promoters’
stock or common stock without much value—and you might set aside
10 percent of that stock for a fund like this. You might set aside that
right in the beginning. Now, if the firm were unsuccessful, they
wouldn’t get anything; but on the other hand, if it made a killing or
became very prosperous, that might constitute a very large interest
for the employee.

Senator HErrING. If we were sure they would have the success of
Sears, Roebuck, the stock plan would certainly be all right, but many
of them wind uf with a piece of paper that isn’t worth much.

Mr. Woopo. I mean, set aside—without the employee contributing
anything—set aside 10 percent of the common stock for a profit-shar-
ing fund. If the concern didn’t do an?’thmg, they wouldn’t be out
anything. They would have a_worthless piece of paper but they
wouldn’t have paid anything for it. ' Just like in the case of the entre-

. preneur or the initiator of an enterprise—he sets aside 10 or 20 percent
of the stock for himself. If ho wins; it is worth something; and if he
loses, he is not out any money.

Senator VanpeNBERG. Have you found that your system collided
in any way with the Social Security Act; is there any conflict?

Mr. Woobp. No; except it means an additional burden. When the
social-security plan went into effect, Senator, we reserved to our-
selves—we notified the employees that a certain amount of what we
paid as social-security tax would be deducted from our profit-sharing
contribution. So far, we haven't done it, though. Wae reserved the
right, but we kept on contributing both. Last year we contributed,
I think it was $2,500,000 to the profit-sharing fund and $2,600,000 to
the social security; so we put aside, aitogether, about $5,000,000 be-
tween our own fund and the profitsharing fund; I mean, between our
fund and the social-security taxes.

* Senator HErRING. Well, you are convinced that this policy lessens
the labor turn-over? : :

Mr. Woob. Yes; we have always had—of course, the employer fools
himself sometimes—but we have always had a very good relation
between the employees and ourselves, and the older ones who are in
this profit sharing, they are as much interested in the success of the
company as I am.

Senator Herring. You have not had labor troubles, have you, to
amount to anything?
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Mr. Woop. Practically none. Until 2 years ago, in 40 years I think
we have never had a strike. We had one in Minneapolis 2 years ago
that lasted about 8 dt}lgs. '

Selirsmgtor HerrING. There have been quite a lot of them in Minne-
apo

er. Woob. Yes. .

Senator HerriNG. What has been the labor turn-over, do you know,
General, about on an average?

Mr. Woob. I couldn’t tell you. Of course, we have one source of
turn-over all the time. Of our 53,000 employees, 50 percent are
women, and they are always getting married.

Senator HErrING. You have no plan to prevent that?

Mr. Woop. No; and we encourage them. A girl who gets married,
even if she hasn’t been with us 10 years, gets her share of the profits.

Senator VanpeENBERG. Well, if you are in competition with a
concern which, let us say, has none of these profit-sharing plans or
objectives, aren’t you at a mathematical disadvantage with them
except as the Government equalizes your situation through a tax
compensation of some sort?

Mr. Woop. Well, exactly, Senator. To make it very direct and
personal, every year in our business we have one direct competitor.
That is Montgomery Ward & Co. We deduct 2} million dollars
from our profits and they deduct nothing, and we have paid over
$28,000,000 into this fund, and they have never contributed a dollar.
From the standpoint of equity, it doesn’t seem entirely fair, I
mean, it doesn’t seem entirely fair for one firm trying to do the right
thing and the other not following along.

$§;1ator Herring. There is no great difference between the wages
paiar . . .

Mr, Woop. No; if anything our wages are a little higher.

Senator VanpENBERG. Well, there i3 a point—that is what I am
ﬁettlng at—there is a point in this relationship where there ought to

o & leveling compensation. -

Mr. Woop. Exactly. We have been able to do it because the
company has been unusually prosperous, but in certain industries
that leveling compensation you speak of may be just the point that
would turn the scale and turn more emplogers into profit sharing.

4 Ser;ator VanpenNBERG. Have you thought at all how that could be

one ‘
. Mr. Woop. Noj; as I say, I haven’t arrived in my own mind of how
it could be done. I thought the committee would be more competent
to do that than I would.

Senator HErriNG. That is a real compliment. '

Senator VANDENBERG. I am much obliged. '

Mr. Woop. You have got the standpoint I mean of self-interest
too. Of course we do count this contribution as an expense to the
business. We don't pay a tax on that contribution. But it is an
expense that the other fellow doesn’t have at all.

nator HErRRING. You treat it as an expense, of course?
"Mr. Woob. Yes; say of $2,500,000, we get credit for say 15 percent,
or $375,000, but that still Teaves us 32,125,000 more than the other
ellow.

You ask, Senator, about the feelinfi Now as I sa{, it is very easy

for an employer to fool himself. ' He may think he may have a
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beautiful, happy situation, and his employees may think quite other-
wise. But I do thiuk that there has always been a very unusual
feeling between the employer and the emplo%ees in our company, and
1lay a good part of the credit to this fact. The employees know we
don’t have to do it. Igo up every year at the close of the year when
we publish our annual report; I have a foram with about 1,500 em-
ployees—anybody can come there—and I explain the balance sheet.

nator HerriNG. There is never any question about it, they are
satisfied and content?

Mr. Woobp. Yes; they can ask any questions they want, and after
all, today that profit-sharing fund is the largest owner of the business,
it is the largest block of stock in the business. It runs about 11
percent.

I might also say, Senator, that for a widely scattered company,
and so many of these national companies are, I think the only waly
you can run them successfully is to have the employees with you. If
they don’t believe in a company, and in the fairness and justice of the
company, you certainly don’t get the best results, and you can't be
watching a fellow in Chehalis, Wash., and Harlingen, Tex., from Chi-
cago. He is more or less on his own. These employees, even in these
little places, are interested. They feel they have a stake in the
company.

Senator HErRRING. And that gives you increased efficiency and
lowers your costs?

Mr. Woop. Yes; that is what I mean by saying that I think it is
not only good ethics, but it is good business for the long pull.

Senator HErrinGg. Well, if you have anything else you would like
to suggest, we would be glad to hear you, General.

Mr. Woop. I have nothing to suggest specifically except I think
you are performing a great service in bringing this out, and I believe
if American industry can or will adopt it more generally, it will be a
very good thing for the industrial situation. i

gnau)r VanpeENBERG. There isn’t any standard formula that could
possibly be created?

Mr. Woobp. No, Senator; the condition of companies varies so
greatly, the condition of industries varies so greatly. Take for in-
stance, the lumber industry, an industry where there aren’t any profits.
Some 1ndustries would have great difficulty in adopting this. Also,
the industries with a tremendous investment in comparison with a
very small pay roll. But there are a great many industries that can
do it and should do it. .

Senator HErrING. And might not satisfied employees aid in the
profits, by incteased efficiency and a lessening of sabotage and losses
of different kinds? .

- Mr. Woop. I think that is so.

Senator Herring. Doing away with strikes and the loss of some
842,000,000, I think, in the last few years?

Mr. Woonb. I think it would help greatly. Of course, a lot depends
on the good faith of the management. {f you go into it you have
got to go into it for keeps, and not tell them one year that you are
going to give 10 percent, and the next year 1 percént. You have got
to stick with it.

. Senator VAnpENBERG. Might you not fet some approach to the
mlcfntive:’taxation idea through the Social Security Xct taxes, pay-
roll taxes
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Mr. Woobp. You might give a credit on your Social Security taxes,
a part, perhaps, of what you contribute to your profit-sharing fund.

Senator VanpENBERG. Exactly.

Mr. Woob. That would seem the easiest and most feasible way of
doing it.

Senntor YANDENBERG. That is not so difficult, is it?

Mr. Woop. I don’t see any difficulty in it.

Senator VanpensEra. Well, it gets a little simpler as we go along.

Mr. Woob. You take our particular case: We pay $2,600,000 In
social security to the Government; we pa%’ $2,500,000 to our own
fund, of which we get credit for $375,000. That leaves us $2,125,000.
You might make a credit of $200,000, $300,000, $500,000—depending
on what you are doing or what you think fair.

Senator VANDENBERG. And the moment that was done the employer
who was not eligible for the benefit would be far more inclined to try to
apply some such system to his own eperations, wouldn’t he?

Mr. Woob. Yes, sir.

Senator VaxpenBerG. He certainly would.

Senator Herring. And if it promotes increased efficiency and lowers
the cost of business, it might increase taxes, which the Government
would colleet from the ultimate business made more prosperous?

Mr. Woop. It might.

Senator Herring. Well, I think that is everything, General.

. We want to again tell you how much we appreciate your coopera-
tion.

Mr. Woobp. Any way we can help, we would be very glad to do so.

Senator, would you care to see the statement given to the employees
at the end of the year?

Senator VANDENBERG. I certainly would.

Mr. Woob. I just picked these at random. -

For instance, this girl is an employvee in the Trenton, N. J., store.
She put in $55 last year. That meant her pay was $1,100. She
earned a little over $20 a week, and the company put in $67. The
dividends from the other employees were $62. For her 855 she got 2%
shares of stock last year, so she got 2% of about $200, against her $55.
Altogether she has paid $335 and has 13 shares of stock, which are
worth about $950, and she isn’t in the 10-year class either, so she has
received 3 to 1.

Now, here is the manager of that store. He is a higher-paid man.
He put in $195 last year. He had $3,900; his sslary is $3,800. He
received for that $195, 104 shares of stock. That made it about $730.
He got nearly 4 to 1. He has put in $1,433, and he hasreceived 57
shares, which is about $4,000, and he isn’t in the 10-year class.

I wish I had brought along some of the fabulous ones with 20 or
25 years’ service. It goes up to two or three or four hundred shares of
stock for people that don't get over $2,000.

S(ian?ator VanpENBERG. Each employee has one of these separate
cards

Mr. Woop. That is their statement, given them at the end of the
year. I mean, nothing is kept secret from them. They have a right
to see this and do receive it.

Senator Herring. We will adjourn until 10 o’clock tomorrow
morning.

(Whereu?on, at 3:15 p. m., an adjournment was taken until 10s. m.,
Tuesday, November 22, 1938.)
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SURVEY OF EXPERIENCES IN PROFIT SHARING AND
POSSIBILITIES OF INCENTIVE TAXATION

TUESDAY, NOVEMBER 22, 1038

UNITED STATES SENATE,
Suscomuirres oF THE CoMMITTEE ON FINANCE,
Washington, D. C.

The subcommittee met, Fursuant to adjournment, at 10 a. m. in
room 312, Senate Office Building, Senator Clyde L. Herring presiding.

Present: Senators Clyde L. Herring (chairman) and Arthur H.
Vandenber%.I

Senator Herrina. Is Mr. Fuller present? Mr. Fuller, I am cer-
tain you are familiar with the purposes of the resolution and the work
of this committee. We appreciate your coming here to help us this
morning. We are going to permit you to make your own statement
ir} your rt:]wn way, and we will try to think of some questions to ask
afterward.

STATEMENT OF WALTER D. FULLER, PRESIDENT, CURTIS
PUBLISHING CO., PHILADELPHIA, PA,

Mr, Furier. If it is agreeable to you, I will go ahead with the pre-
pared statement I have, and then I shall be delighted to answer any
questions that are germane to the subject.

I should like to begin my statement with a hit of simple philosophy.
It scems to me to be far more practical to approach our problems
whether they be personal, corporate, or political, along channels o
natural human impulse rather than counter to such channels.

For countless thousands of years people have been persuading other
people. Compulsion has always been the minority impulse. Com-
Eulsion receives much more publicity and attention than persuasion,

ut it is not the natural way of human life. “You can catch more
flies with molasses than with vinegar” is a simple expression typifying
this concept. ) .

If we accept this philosophy, and I do not see how we very well can
do otherwise, then we should approach the problems of your commit-
tee from that angle,

45
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I prefer to discuss the “incentive taxation™” subject first. I realize
that you are probably already facing a contention that the acceptance
of the premise that taxation may be used for any purpose other than
revenue is wrong. Advocates of this principle will contend that the
use of taxes for any form of persuasion is merely a sugar coating and
that if we accept that theory we must also accept the use of taxation as
& means of coercion. I do not agree with this contention.

An automobile is capable of great good and also of much damage
but I do not refrain from using it because it might do damage. Food
sometimes gives us indigestion, but we do not stop eating for that
reason. There are medicines which in an overdose are a deadly poison
and yet under proper safeguards and with competent handling their
usage is invaluable.

I reserve my right to disagree with the methods of incentive taxa-
tion that may be proposed if I do not agree with them, but T certainly
favor strongly the survey which your committee is making and I can
see the possibility of great good in properly worked out and safe-
guarded plaus for incentive taxation,

I believe that an extremely productive field for you to investigate
would be the building and heavy machinery industries. Certainly
there is no branch of our economic life that has suffered more during
the years of the depression. What are the reasons? There are prob-
ably many, but I suggest that the rates of depreciation allowed under
our tax laws have been a major factor in the delayed recovery of these
capital-goods activities.

Vhat is the first question that the board of directors of a corpora-
tion or of a bank will ask when a replacement building or replacement
machine is suggested? It is, “How far is the old one written off?”
If the depreciation reserves approach a complete charge off, then
there is little difficulty in securing approval for the replacing build-
ing or replacing machine, provided there is no other objection to the
Emjeet. But if only a relatively small portion of the original cost

as been set up in the reserves, then it will take a very strong reason
backed by convincing economy figures to secure consent for the
expenditure.
rogress.ve businessmen everywhere advocate reasonable and regu-
lar charges for depreciation—they also generally prefer to charge off
their physical assets at a more rapid rate if their profits will warrant
such action. The insistence of the present tax laws on minimum tax
allowances has defeated this procedure which would be highly desir-
able from the point of view of social economies.

For example, I can quote the experience of one company which 25

years ago built a large and elaborate building. It cost about $8,000,-
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000 and still stands in that company’s list of assets at about $4,000,000.
The bricks and mortar are the same, but the building and machinery
industries have traveled a long way in 25 years, and this company
would be glad if it could now construct a new plant. But to do so
would require the taking of approximately a $4,000,000 loss in the
current year because the building in question would have little or no
value except for its present use.

It is unthinkable that the stockholders or directors would authorize
such a loss in this time of thin earnings and small profits, for the
building is not inefficient—it merely lacks some of the advantages,
working conditions for employees, and space of a newer structure.

Thus a 5 or 6 million dollar plant is not built at a time when work
and employment is badly needed.

But during the 1920’s this particular company would have gladly
reserved the full value of its plant—as a matter of fact, I hapsen to
know that they asked permission years ago to charge building depre-
ciation at a 5-percent rate and were refused by the tax examiner.

If they had been allowed to follow their inclination, the full
amount needed would now be available for use. This one compatay
is quoted merely as an illustration—as an individual it has no signifi-
cance, but when you multiply this illustration by the tens or hundreds
of thousands of other concerns similarly situated in this country, it
is ible to see what a very powerful stimulus to building and heavy
industry the free right to charge off assets might mean. The fact that
a taxpayer may charge off what he pleases in his own books, although
he may only include in his tax return that stipulated percentage as
ruled by the taxing officials, is of no value because most concerns will
not set up in their reserves more than the amount of the tax allowance.

There is a further advantage to such a process. The reserve
would be largely accumulated in the profitable years when the with-
holding of such money would cause no trouble either to workers or to
stockholders—in many cases it would be sEent in depression years
since costs would then be lower and the work would be badly needed.
The accumulation of these reserve funds in advance of need might
also at times ease a concern’s expense situation during a depression
and thus help them to weather t[: storm, or possibly continue divi-
dend payments, where under the present system such payments must
be eliminated.

Gentlemen, I have here a chart showing Industrial construction and
consumer purchases,

These ara the figures which back up the chart, and they will be
filed with the other information.



48 PROFIT-SHARING SYSTEMS AND INCENTIVE TAXATION

(The chart and figures referred to are as follows:)
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Mr. FoLrer. There are other applications of the idea of incentive
in taxation along somewhat similar lines. The extension, for ex-
ample, of merit rating in unemployment insurance under the Social
Security Act as a requirement upon all State ucts would establish
naturally a strong incentive to maintain steady employment and to
eliminate peaks and valleys.

I urge your committee to ask certain of the large national associa-
tions such as the American Institute of Accountants, the Controllers
Institute of America, and possibly others, to appoint working com-
mittees to carefully review the possibilities along these general lines
of incentive taxation and to give you the benefit of their experience
and study, I em very sure that you would receive ready and willing
cooperation and doubtless many practical suggestions.

Obviously there are possibilities for the use of tax incentives as
direct aids in the reliet of unemployment. I believe such methods
should be attem}ited only after the most careful study and consider-
ation. Action along the line of subsidies to employers for employ-
ment, whether the subsidies are direct or concealed through tax
credits, in my opinion offers both promise and danger. Witness the
controversy which has continued for years over the protective tariff
which is frankly defended as a subsidy for employment. On the
other hand, the opportunity for a most valuable contribution to our
system of taxation and to our whole business structure is very great.

f even greater importance is the emergency need for a solution of
the national unemployment problem. I suggest that some means be
devised by which promising plans can be subjects of experiment in a
limited manner before any general legislation is attempted.

So far as the subject of profit sharing is concerned, all I have to
suEgést is that you could secure genuine and valuable assistance by
asking certain of our lar,ie national business associations such as the
National Association of Manufacturers, the Chambter of Commerce
of the United States of America, and perhaps others, to appoint
special committees to study this subject and to report to your com-
mittee,

Senator Herring. Do you have a pension-insurance plan?

Mr. FurLer. Yes.

Senator Herring., And also profit sharing?

Mr. FuLier. Our own company plans are about like this, sir: We
pay regular salaries and wages that slightly exceed, I beiieve, the
customary wage for the same type of employment in our vicinity,
and in addition we have in effect plans which we call economy shar-
ing, whereby we take measurable production, measurable savings
in waste, measurable improvements in quality, and various other fac-
tors of that kind—this is a matter that has taken many years of
experience in building up—and we determine, so far as possible, the
economy that increase of better production along that line, less
errors, more rpmduction, and various other thingg, creates for the
company. We then share that saving with our employees, usually
on a pretty liberal basis. The great advantage of such plans is that
the material is definitely measurable and both know exactly what
they are getting, the employee and the company.

In addition, our company pays & 2 weeks’ vacation salary to every
employee of the plant.” There are many other varieti:s og' employes
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consideration such as illness allowances, and so forth, as is customary
in most progressive companies.

Our pension plan is perhaps a little different from those generally
in effect. The company maintains a pension reserve; that is, we keep
an adequate reserve built up and we pay a pension entirely payable
by the company, and at the company’s option; the employee makes no
contribution to this fund at all. ‘This pension amounts to about $10 a
week to employees who pass the age of 63, when they retire, and, of
course, they do not get it until they retire, and some of our employees
are well past that age who have not retired and they are very valuable
tous. Yomen past 60 are eligible to this same pension of $10 a week.

In addition we maintain, with a large insurance company, a plan
which we call the thrift-unit plan, by which the employee pays part of
the cost and the company pays part of the cost, which sets up an
amount of approximately $10 per week by the time the individual
reaches the age of 65. the employee may receive a Fension the
rest of his or her life of $10 from the company and $10 from insur-
ance. Of course, if he leaves our employ and objects to the insurance
company, he can take take it away, that is his property, he can take
that along and do it himself, that 1s no deal of the company, except
that he will have to do it, and the insurance company probably would
not write it if it were not. a mass policy, but he or she will have an
income of $20 a week. Both of these plans will unquestionably be
affected by the social-security payments when they start in 1942 and
we have already restricted the extensions of the thrift nlan.

As you and as Senator Vandenberg know, I am on the Social Se-
curity Advisory Committee, and T am fairly familiar with the opera-
tion of that particular group and what probably can be recommended.
I think it is only fair to say that any company plan is bound to be
modified by the Government plan. because it is a very large expense
and it is going to be a very much larger item of expense in the future
than it has been in the past. Does that answer your question ?

Senator Herrinag. Yes, sir. Is not the distinction between your
economy plan and profit-sharing plan largely in name, inasmuch as
when you have increased economies you get increased profits and you
pay your economy plan benefits out of profits, of course?

Mr. Furrer. 1 should not compare them at all, sir, for this reason:
The profit-sharing plan, as T interpret it—perhaps that is not your
interpretation of it, but as I interpret it, it is a plan by which
profits of the company, no matter from what source they come, are
used. The economy-sharing plan is a definite sharing of the economy
which the employee makes between the company and himself. T have
often expressed that this way, sir: It is a grubstake proposition. You
are familiar with the old western grubstake, whereby the man was
given food, clothes, so forth and so on, and he went off into the hills.
If he made a strike, if he came back and had hit something, why
then both the fellow who grubstaked him and he would share. 1f
he did not hit anything, well, the money was just gone and there was
no debt. In much the same way we set the men up with machinery
and with the tools to work, with the opportunity, we sell their goods
for them, we pay them an adequate wage, which is better than the
average wage for that particular type of work in the community.
They have that as their grubstake. In addition, if they do better than
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the average, or whatever we call the standard, we then divide what
they save with them.

Senator Hrrrino. As a sort of speed-up incentive? L

Mr. Furier, I would not call it a speed-up incentive, because it is
not a speed-up. I do not like the word “speed-up,” because that
implies a change of quality. We do not want that to go into the
victure,

: Senator Herrixo. You established your pension plan in 1928,
wasn't it?

Mr. Furrer. I have forgotten the exact year. I think it was about
that time.

Senator Herrina. Did you have any definite purpose in it

Mr. Fuiper. Simply the desirability of a pension scheme., At that
time—I have forgotten the exact number—we had 35 or 40 old em-
sloyees whom we had pensioned. They were pensioned on a more or
{ess hit-or-miss basis,

Senator Herrixe. Do you think it accomplished the object you had
in mind at that time?

Mr. IFoLier. Yes.

Senator Herring. You are satisfied with it, then?

Mr. Furrrr, Reasonably so. I do not think any plan of that kind
ever is as liberal as the recipient would like it to be.

Senator Ferring. All of this is supported out of profit in the end?

Mr. Furier. Oh, yes. Of course, on the question of profit sharing;
sir, it depends entirely on what you mean by the words “profit sharing.
You cannot share profit if you do not have the profit.

Senator Hrrring. No.

Mr. Fuirer. Very frequently the companies where there are no
profits are the ones where the employer and employee have to work
the havdest.

Senator Higrrixe. Don't you think profit sharing will help to in-
crease E‘mﬁts?

Mr. Furrer. I think it would help in some particular situations, but
T personally think profit sharing must be looked at very caretzully
to be sure there are no injustices, because I think very frequently
those that would be most liberal in their profit sharing arrangements
might be the ones where the need for stimulation is the least.

nator HerriNg. We agree with you on that, and that is why we are
glad to have your opinion on it.

Senator VANpENBERG. I wanted to ask My, Fuller particulari - about
incentive taxation. Before doing so I would like to linger for a
moment on profit sharing to this extent: You referred to the merit
rating.

Mf ForLer. Yes, sir.

Senator VAxpeENBERG. In connection with the compensation laws.
Do you think the present unemployment-insurance laws provide ade-
quate benefit?

Mr. Furrer. I would not feel competent to answer that, Senator.

Senator Vanpexeere, Would it not be advissble to provide a surplus
reserve through setting aside profits for employees in good years to
augment the unemployment-insurance laws?

Mr. FoLrer. It would be very desirable. Whether it is economi-
cally practical or not, I do not knovw.
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Senator VanpeNgere. In other +words, you are not at war with the
objectives?

Mr. FurLer. Not at all,

Senator VanpeNsero. You simply question the practicability?

Mr. FowLer. I haven't any quarrel with any of your objectives in
this thing, but I think we have got to keep ourselves on the basis of
practicabiiitv, if we can do it.

Senator Vanpenpera, Senator Herring and T agree on this a thou-
sand percent. I would like to repeat again what the Senator said
yesterday—that the purpose of this inquiry is to discover the facts
and not to propagate a cause. Let me chat with you a moment about
incentive taxation. I do not want to go too far afield from the juris-
diction of our resolution, but T am impressed by some of the things
you have said, because I so heartily sympathize with them. You are
making an address this evening in Baltimore on this general subject

Mr. Furier. That is right,

Senator Vaxpexperg. I do not want to anticipate your evenin
address; but if you will permit me to read one sentence from it
think it is so strong that I would like to have it in the record. hfay
I quote & sentence from your manuscript

Mr. Furrer. Yes, sir.

Senator VanpENsERra (reading) :

Is it not logical to assume that if “the power to tax is the power io destroy”,
that likewise, 1t properly applied, the power to tax might be the power to
construct?

I take it that you believe in that thoroughly?

Mr. FoiLer. Very definitely.

Senator VaxpeNsere. Then in your statement this morning you
carried the possibilities of the application of t!'at theory even to the
extent of meeting the direct unemployment problem through incen-
tive taxation.

Mr. Forier. Yes. :

Senator VaxpEnsere. In other words, you are thinking, are you,
of the possibility of absorbing unemployment through regular chan-
nels of industry, encouraged to do so by favorable and compensating
Govern’ment taxation rather than through a supplemented dole
system

yMr. Furrer. That is very definitely what I have in mind, Senator.
You notice that I have very carefully surrounded that with cautions
against the reefs and bars and sand spits that we would likely run
into. I think there is a channel we can go through, but I think it is
a channel through which we must navigate very cautiously so we do
not wreck our somewhat fragile new ideas on the way. Do I make
myself clear in that regard?

Senator VANDENBERG, Yes; and aiain I completely agree with you.
{){ea&'e you given any thought ‘to the fashion in which this thing might

one

Mr, Fureer. I have given a lot of thought to it, sir, but it has been
pure surmise. I think it is a matter of study, and again I would
strongly urge—I do not know whether it is proper for the Senate to
consider it or not—I would very strongly urge that certain of our
larger associations, made up of the most prominent businessmen of
the country, be asked to appoint special committees to study this very
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subject. Not regular committees but special committees. I think that
would be highly desirable. Then you would receive information and
assistance that would be most helpful, and I think the education of the
gentlemen that are on those committees would be very worthwhile,

Senator VANDENBERG. You are a practical businessman of long expe-
rience, you are no casual theorist. Would you be hopeful that it might
be possible——

Mr. FuLLEr (interposin%). I would go beyond that.

Senator Vanpensere. That it would even be probablet

Mr. FoLres. Yes.

Senator VaxpeNnserc. That through incentive taxation adequately
and properly framed to absorb a major portion of unemployment
through regular industrial channels rather than through direct Gov-
ernment expenditurest

Mr. Furier. I agree with you in every one of the words you used.
I would not agres if you said all unemployment, becauss I think that
is too far, but if you said a major portion, or & very large portion—I
do not know what the word “major” exactiy means—if you say a very
large portion I agree with you entirely.

enator HERRING. You believe that money poured in at the top must
trickle down throufh to where they will get their share, rather than
getting it in any other form?

Mr. FurLer. 1 believe, sir, so far as we have a social-securit Plan
in this country, which I personally believe in—I do not mean I Ee ieve
necessarily in the present plan, but I mean I believe in a plan of some
kind—that the most important thing that we can do for the workers
of this country is, first, to get them back to work. That is funda-
mentally vital to get them back on somne kind of a basis, or at least a
substantial portion of them. Second, that we put as much into the pay
envelope as our economic system will allow us to do; my own personal
experience has been that the pay envelope is much the best places to put
it.  You will find most industrialists will agree on that score.

Senator VaxpeExpero. The most specific immediate incentive tax
that you appear to have in mind relates to the encouragement of the
replacement of a plant that has become obsolete?

Ir. FoLLER. Yes, sir. I think that is very definite. I think that the
American Institute of Accountants, and the Comptrollers’ Institute,
these would be of t help to you in that regard, It is their sug-
gestion along that line. Those men are working in fields all the time;
they are thoroughly familiar with it and I think would be glad to be
helpful. I should mention, as an aside, that one very major form
of Incentive taxation, that has been one of the bedrocks of the eco-
nomie policy of this country for a great many years, is the protective
tariff. If that is not incentive taxation to create the safety and pros-
perity of the American workingman, I do not know what it is, It has
always been so defended.

Senator VanpeEnsera. Of course; I completely agree with you.

Senator HerriNg. A member of the staff makes this suggestion,
You made the statement that we cannot share profits unless we have
them, and that is true, Let me ask {ou if it is not possible, unless we
continue & profit-sharing economy there might be no profit and even
no returns on capital, considering the present labor problem? That is
the first question.
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Mr. FuLter. Anything I would say on that would be purely sur-
mise. I personally think that the thing needs very careful and thought-
ful study, gentlemen. I do not think these are things to which you
can simpfy sit down this morning and say “yes” or “no.” I would
not want to make statements that really ought to be very carefully and
thoroughly studied.

Senator Vanpennera. You have been pretty firm and pretty definite
in your unbelief that incentive taxation will meet, in full, the unem-
ployment proposition.

Mr, Forier. That is right.

Senator Vaxpeneere. 1 assume you would expect that whatever
revenue the Government temporarily lost in taxes through the paﬁ'-
ment of these compensations would be far more than o%‘set by the
revenue? from the enhanced general productivity of the American
system

Mr, Furier. Well, the Government of the United States is in busi-
ness just as we individually are in our com];lanies. The Government
of the United States has got to build up the United States, just as
we have got to build up our individual companies. It is the duty
of the Government of the United States to treat the United States in
the same way ns you would any other going concern. Now, that
means they have got to build up the country, have got to build up
as well as take out. It seems to me at: times we have got to plow back.
We have got to plow back in business. That is why during a de-
pression unquestionably there would be some temporary slight falling
off of revenues, which would have to be made up probably from
some other source. That is very minor, compared to the long-range
view. I think possibly one of our difficulties has been our view at
;imes has been & little too short. We ought to look further into the

uture,

Senator VanpEnsere. That is like paying a commission to a man to
get subscriptions to the Saturday Evening Post, so the Post could
increase its advertising rate.

Mr. Fuirer. We have got so much circulation now it is almost
embarrassing.

Senator Vaxpeneera, That is all.

Senator HerriNe. Thank you, Mr, Fuller.

Senator Vaxnensere. Mr. Fuller, would you object if I put your
evening speech into the record ?

Mr. FuLLes. Not at all, as long as you do not release it now.

(The address referred to is as follows:)

INCEXTIVE TAXATION AND I18 STIMULUS TO BUSINESS

An address by Walter D. Fuller, president, the Curtis Publishing Co., before joInt
banquet of Marsland Associatlon of Certified Public Accountants, Baltimore
Chapter of the National Assoclation of Cost Accountants and Credit Men's
Agssssoclation of Baltimore City, Emerson Hotel, Baltimore, Md., November 22,
1

On May 18, 1038, the United States Senate passed a resolution authorizing a
subcommittee to make a complete study and report to the Senate upon existing
profit-sharing systems and upon what advisable contribution can be made by
the Federal Government to encourage employers toward desirable soclal objec-
tivea through compensatory tax exemptions and tax rewards

The subcommittee was promptly appointed. It consists of Senator Clyde Y.
Herring, of Towa, chalrman, with Senators Edwin C. Johnson of Colorado, and
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Arthur H. Vandenberg, of Michigan, as the other members. The director of the
survey Is Donald Despain and the offices are in Chicago.

The study was begun early Jast summer and has been proceeding apace. Thou-
sands of letters have been exchanged and there have been hundreds of personal
discussions between the representatives of the committee and the businessmen all
over the country.

Let me quote from a letter recently received from Mr. Despain, the director:

“We have had a very Interesting experience in developing this survey, especlally
with reference to the study of Incentive taxation. The first Inquirles dispatched
to industrial executives and tax experts brought &n almost unanimously negative
reaction. We had simply projected the inquiry as to whether taxation might be
used from an incentlve engle as a departure from the punitive manner in which
we have heretofore operated. We simply asked for original thought. We fully
appreclated that we wece nevertheless entering a virgin forest without blazed
trails and, of course, when you do that it is not to be wondered at that a small
crop of thought is brought forth. However, the thing which has pleased ug, and
1 might say at times amused us, is that after replying to these original negative
reactions with letters presenting preinises of thought and advancing some
structural form for the foundation of future thought, we have witnessed the
development of a virtual prairie fire which has swept the minds of these
executives, economists, and tux authorities from coast to coast.

“Within the past 10 days we have had daily vislts from individuals and
committees from the foremost business groups and industrial organizations in
the country. These men have come to seck further lifting of the curtain on this
fascinating subject. In the vernacular, their general expression is, ‘You've got
something there.’ There fs no question about it—iwe have started something on
this Eubject that is daily arousing more and more thought and active coopera-
tion.

Let me quote further from Mr. Despaln’s statement last month in the Illinois
Journal of Commerce:

“In authorizing a study of ‘incentive taxation’ or ‘compensatory tax rewards’
as & medium for promoting Increased employment and establishing better rela-
tionship between employers and employees, the committee approaches this survey
without preconceived convictions.

‘“‘Incentive taxation’ as the antithesis of ‘punitive taxation’ by which govern-
ment now harasses business on all sides, offers, if sound in principle, a new
philosopbhy for the constructive application of tax power in many fields of
industrial activity.

“In theory it proposes tax rewards to those taxpayers who voluntarily con-
tribute to the material welfare of the Natlon.

“Exlsting programs of taxation penalize success and offer no hope of rellef
from an ever-increasing burden.

“In brief, compensatory tax rewards envisages a formula for giving practical
businessmen an opportunity to solve the unemployment problem—and to be
rewarded if they succeed.

“Incentive taxation Is a fascinating subject for original thought, and the
committee cordially invites constructive criticism and comment upon this Inter-
esting theme, since it fully realizes that new horizons are discovered only by
Intensive explorations.

“To get at the source of the thought which inspired this resolution and the
survey now under way, let us remember what has happened in America in recent
years. It s safe to say that few men In America would have dared to predict in
the year 1928 that within 10 years industrial and business operatlons would be
under the doinination of Washington as it is today. So complete has been the
transition from freedom of private enterprise to bureaucratic control, accom-
panied by successive punitive taxes, that today Industry knows not what
termorrow may bring forth.

“Simultaneously, a soclal problem has arisen which has been fomented and
fanned by a campaign which for the first time in our history has created class
distinctlon and class consclousness in America. Tha cleavage {s growing. As a
result of this arraying of class agaiust class, let us consider some of the out-
standing paradoxes to be found in Amerleca today.

“In the greatest Natlon of individual capitalists on earth—a Natfon made
superlatively great by capltallsm—we find prevailing a condemnation of capl-
talism and a submissive approval of its attempted destruction.

“We behold a country profoundly conservative at heart accepting radical and
revolutionary theories that would have been scoined with contempt and re-
Jected with popular rage only a few years ago.
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“We witness & Nation made great upon the principle that ‘production Is
wealth® being lured into believing that we can ‘bave more by producing less' and
even get ‘something for nothing.’

“We see the greatest property-owning people on earth believing they can ‘pro-
tect their own property by destroying their neighbor's.’

“During the strike epldemic of 1937 we witnessed thousands upon thousands
of workers whose very bread and butter depended upon the operation and
success of the Institutions they were attempting to destroy.

“In short, we witness the most successful and really benevolent governmental
system ever devised by the mind of man—which in 150 years of its free opera-
tion has produced and distributed more wealth than was produced by all the
world in all history prior to its birth in 1776, being denounced as unsuccessful, a
failure and necessary of complete change,

“In just 10 words, H. Q. Wells has recapitulated onr national condition—The
situation in Amerlca is a race between understanding and catastrophe.’

“Capitalism, private enterprise. individual {nitintive—the vitals of the Ameri-
can system—hang in the balance. Mnke no mistake about It, these are on the
way out, unless we create understanding among those who control in a political
democracy.”

I am not here tonight to merely read Mr, Despain’s letter and speech, but they
set up the picture, and are authoritative and are at least semlofficlal. In other
words, the subject of fncentive taxation that I am talking about is not a mere
personal idea—it is a thought that {s definitely going places. Gentlemen of your
professions and connections will be deeply interested, I am sure.

Let 03 look at the situation which all of us in business are facing.

- Most of our troudles would disappear if we were busy. Increase the turn-
over of American goods by from 25 to 100 percent and watch the troubled evapo-
rate. Just apply it to your own business—think what a greater volume of sales
of your present products would do. What we need are concrete ideas for such
an accomplishment,

Rellef, W. P. A, social security, and so forth, are all defensive tactics and
who ever won a battle by defense? 1 hesitate to quote the trite old statement
that “the best defense is a strong offensive,” but it is true. I.et's reserve the
discussion of economic theory to its proper place: let’s regard necessary de-
fensive tactics like rellef and W. P. A. as the palliatives they are, not as cures;
and let's work together in a real offensive to lick this depression once and for
all. We can do it, we American businessmen, if we set our hands to ft.

We can do it fndividually if we must, but we can do it better, more quickly
and more thoroughly, If we work together toward our common end.

After all, gentlemen, we face a practical situation. Are you famliliar with
the recent study of consumer purchases, supposedly of nonrelief families, made
this year by the Departments of Labor and Agriculture at a cost to the tax-
payers of about $7,000,000?7 Here are some of their indings, From this study
we find the surprising situation that evidently the families of urban America with
incomes up to slightly less than $1,500 a year actually spend more than they
receive. The large group with {Le smallest income—those with incomes up to
$760 a year—showed an average fncome of $626 against expenses of $830, or
an excess of spending over income of about 33 percent. It i3 not possible to tell
exactly the number of urban famities in this country whose incomes are less than
$1,500 a year, but it is a big gronp—certainly well over 50 percent and probably
about 60 percent of the national population.

How this great mass of people spend consistently more than they recelve
is a puzzle, but it seems to be the case. Money from relatives, deferred pay-
ments on credit purchases, rellef money from varlous private agencles, bor-
rowed money, previous savings, unpald grocers’ and doctors’ bills, ete., all
probably have a part.

The Social Security Board in their initial studies several years ago estimated
that the income of the average full-time Amerlcan Industrial worker, and that
Included everyone from the corporation president to the office boy, was about
$1,100 yearly. At present over 30,000,000 individuals are registered in Wash-
ington under the Soclal Security Act, and it 13 now evident that the $1,100
figure is too high—it looks as though the average income is nearer $900. These
are facts, not theorles or opinions. Thus facts show that well over half
of the urban population of this country spends more eaeh year than they receive.
How can you expect much pepnlar concern over the balancing of the Natfonat
Budge! when all these mlllions of persunal budgets are not balanced?
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In one city, my company, using this consumer survey, was able to set up a
market pattern of consumption. Thus we found that half way up the scale of
income for the §22,000 families in the city studled, the arnual income figure of
$1,446 a year seemed to be the balance point between Income and outgo.
Below that point there generally was debt-—above it, generally surplus. Here
we found that half of the families which received Incomes greater than $1,446
bought 70.3 percent of all consumer goods and those of smaller incomes bought
but 29.7 percent. The percentage of sales accounted for by the half of the
families with larger Incomes varies considerably with the type of expenditure,
dropping as low as &3 percent for housing and running over 90 percent for
auto expense. The half with lower incomes spend most of their income for
sheer necessities such as food and housing. The startling fact is disclosed that
an epormous segment of our population at the bottom of the income scale
spend for food and housing alone over 100 percent of thelr income.

The significance of these figures cannot be denled. They show that well
over one-half of the urban families of the United States have incomes below
the amount they regard as necessary for existence. Such families obviously
can save little or nothing. It is equally obvious that they cannot have the
things they need and want.

Someway, sorehow, my friends, the incomes of a sizable portion of that part
of our population during the next decade or two have got to be lifted, or else
the needs and wants of that whole group are going to be satisfied in some other
way. Remember that tcday they constitute more than 50 percent of the
people—they have more than half the votes. Somehow we—you and I—have got
to so contrive that In the future well over 50 percent are on the side of the
adequate incomes. How Is it going to be done? I hope by businessmen like
sou and me, both directly and through our great assoclations. We have a
double purpose in doing the job. Not only Is self-preservation and the future
happiness of our businesses, our families, and ourselves involved, but if we do
this job we shall open up new markets greater than any of which we have ever
dreamed. The successful accomplishment of this objective might easlly mean
a 100-percent increase In your business volume within a few short years—and a
sound Increase at that. Increased production, greatly increased production, and
broader distribution, with the lower prices which such production and dis-
teibution dbring fn their train, are in part the answer to our problems.

We all hope for a real solution, I um sure, but we had better be about our
business in this connection, because If we don't do it, then these mliilions of
peopl’ I have been describing, through the Government of this country, are
going to ralse their incomes or accomplish the equivalent result in some other
way, and in spite of us—they have the votes with which to do it.

The danger is that people, Incited by unscrupulous and irresponsible politicians,
may try to rush the boat. But I have little fear of this By and large, the
American cltizen is a solld and conatructive individual and thinks much the
rame way as do those of us in this room; and if he sees progress, he will be
content to wait. But if we do not show steady progress, and if Government
finally does the job, then look out, for we may easily znd up with an entirely
different kind of economic and political system in this country—a system in
which liberty will be dead and the rights and happlness of your children and
mine may be completely obliterated.

We have our chance; let us make the most of it.

How can we obtaln the advantages of private Initlative, of individual fn-
centive, and reasonable rewards to those who accomplish desirable results with-
out at the same time reducing all of us to a standardized medlocrity?

Why has America made progress far beyond that of any other nation in the
world? Why {s the natlonal wealth of every man, woman, or child in Amerlca
today about $500, a3 agninst an average wealth of all other nations of the world
of but §30 a person? Why does Amerlca lead in the creation and manufacture of
automobiles, airplanes, radios, plumbing supplies, and most of the other devices
that add to the comfort and happiness of mankind? Why do the 30,000,000
families of the United States of America bave as large a total income as all
450,000,000 famlltes in all the rest of the world combined ?

Following are some figures quoted from a speech by Arthur Kudper:

“Let us look at some {ncome figures, based on 1938 statistics: In the United
States 70 percent of the people have incomes of over $1,000; 30 percent have
incomes of under $1,000. In Great Britain, the situation {3 just reversed; 268
percent have Incomes over $1,000, 73.2 percent under that figure. In France
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the ratio i3 23.3 percent over to 76.7 percent under; in Germany it is 181
percent over to 81.9 percent under; In Norway it {3 15.4 percent over to 840
peroent under; and in Denmark it is 6.9 percent over to 03.1 percent under.”

Kudner went on to say:

“We have frequently heard the machine age blnmed for the {ills of the world.
That is a convenient conclusion. But the fact s, the country with the highest
income per family has the most horsepower per worker. United States ranks
first, with 4.86 horsepower per worker, Great Britaln has 256, and France has
1.78. Despite all that has been =ald or Is being sald agalnst the America we
have known, you are still doing business in the best country as well as the best
market in the world. The measure of that can be seen, for example, in the
typical wage a carpeunter earns here and abroad. In Warsaw, Poland, a car-
penter gets £1.21 for a day of 8 hours. In Paris, France, he gets $220. In
Tondon, Ergland, he gets $3.20. In New York, United States of America, he
gets $11.20.”

These figures are handsome, and they listen well. They are entirely true
and accurate, but so is the fact that more than half of the people of the urban
areas of this country are still below the income needed for modest comfort. We
bave done a wonderful job, we American businessmen, we and our fathers before
us, but we have our biggest job just ahead. Does the man with a little property,
or with his family warmly clad and comfortably fed, incline toward radicalism?
You know he doesn't. Does the man who knows that his security and that of
his loved ones is moderately and modestly provided for, turn to communism or
fascism? He shuns them as a plague. The problem Is one of business and
economics—the solutlon s not political, although the helpful cooperation of an
understanding and friendly government would probably bring quicker results.

How are the businessmen of America with thelr assoclations, and I hope
with the cooperation of thelr Government, to work out their problems. There
are too many possibllities availabla for them to be discussed this evening, but
let us look at the possibilities of incentive taxation {n this connection.

There i3 no denying that the present view of taxation, at least by some
people, is that aslde from its purpose of raising revenue, it can also be used as
a means to discourage and penalize different types of cconoinic development,
the difficulty being, of course, the fact that persons differ in their judgment of
what s or is not desirable. A good many people s¢em to think that §f there 1s
overproductilon at any point, the care is to cut production, It does not seem
to occur to them that the cure may be to increase distribution so that all may
have more rather than all have less. The change in tax phitosophy indlcated
by the appointment of the Senate subcommittee may mean wmuch to all of us,
for we certainly need to change our thinking about the whole question of taxes
Too long have we let an archalc system wreak havoc in our whole economy.
Too long has our tax system been despotlc and by its injustices brought to
naught the endeavors of one businessman after another.

Is it not logical to assume that if “the power to tax is the power to destroy,”
that likewise, {f properly applled, the power to tax might be the power to con-
struct? May It not be possible to make taxation work for us Instead of agalnst
us, to make it a servant instead of a master? Perhaps through such “incentive
taxation” it may be possible for businessmen to so cooperate with a friendly
and helpful government that adequate incentives will be given manufacturers
to use up and discard their heavy machinery and their old buildings.

We are all fomiliar with the policy of the Government in restricting deprecia-
tion for tax purposes on modern bulldings to 1 or 2 percent annually and hold-
ing down depreciation on machinery and equipment to a strlet wear-and-tear
basis. A conditlon encouraging manufacturers to charge oft their physical
assets at a much higher rate might give enormous stimulation to the building
trades and heavier industries, with consequent great increases in the number of
men employed. .

It ia easy to let one’s imagination roam with this idea. Suppose, for exam-
ple, that with this new philoscphy we told the businessman that he would be
credited on his tax bill for many of the things he did that were constructive to
the general economy. Under such a plan the employer who used foresight and
money to expand his plant and provide the most modern equipment might have
a lighter burden of taxation than the one who made no such progress. Under
such a program the employer who through foresight and planning provided his
workers with steady employment, and eliminated the vicious peaks and valleys
which cause consternation among employees, might be rewarded for contributing
to a better economy, whereas today such an cemployer I8 treated just the same
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as the one who produces at high speed for a short time and then cuts his work-
erg adrift to be cared for by public assistance, to which we all contribute.

Let us presume, too, that the incentive taxation philosophy might be applied
as an inducement to steadily increased employment so that the plants which
showed more persons at work and a higher pay roil this year than the previous
year would be rewarded. .

- Is this not better than a policy of taxing business unfairly and unwisely to
keep workers at a subsistence level on relief rolls—a policy which at the same
time fosters additional employment?

Under a system of incentive taxation we might have such an expanslon of
business and reemployment as we have worked and prayed for during the last 8
years. Men would go marching gaily back to their Jobs, with the sort of soctal
mcarity that comes from steady employment. Vacant store rooms might fill
up with prosperous businesses, new plants might dot the landscape, and expan-
sion of facllitles might no longer be delayed by debate as to whether the addi-
tional taxes would eat up the capital as well as the profits,

I leave to your judgment the need for the revision of our taxing system, and
I bave no doubt of your decision. For today, as you know, the tax collector
takes about 33 percent out of the average of every person's dollar of income
elther directly in taxes or indirectly through higher prices or in deferred pay-
ments through increases in national debt.

I leave to your imagination the many ramifications of this promising thought
of incentive taxation. What we need to make its benefits effective are willing
businessmen and strong business associations, together with friendly and cooper-
ative government. .-

Taxation may be designed to afford an Incentive and will be most valuable
and welcome for such assistance, but we must do more than that to get out of
this depression of 1838,

The only way we are going to get out of this depression is to trade and work
our way ott. There Is no soft way out; and it needs all the ingenuity and
cooperation of all of us to find even the difficult way.

The rising volume of money which has been withdrawn from active enterprise
during recent years and which is seeking security rather than profit, {s one of
the danger signals of today. Other danger signals are the development on the
part of many citizens of a hopeless “what's the use?” complex, a belief in high

laces tbat unemployment will always be with us and a falling off in the
erlcan spirit of ingenuity and adventure typified by a marked decrease in
patent applications since the 1920’z

Suppose that the American people more definitely came to realize that all
desirable things, whether personal or political, come from production and that
only as we all produce more can we all have more. Suppose that people more
clearly recognized that the quickest and surest way to beat the depression is by
a marked and radical increase in the turn-over of consumer goods.

It is true that such a situation would require a change on the part of
Government to recognition that our economy is an incentive economy in more
than taxes, that ours §s a froe people who respond more readily to the pull
of an attractive goal than to the spur of compulsion or the ambitlon-deadening
frustrations of restraint. It must be realized that economlic actlvity can only
be kept at an efficient maximum by providing incentives for both production
and consumption. We must get away from the assumption that the desire to
consume i3 & fixed quantity which does not require stimulation and that the
desire to profit through production i3 so ingrained that it nceds to be curbed
and regulated rather than cncouraged. :

What we need Is a frank realization of the basic and time-tested fundamental
idea which has motivated America through its 150 years of growth and which
bas bullt this country. What I am talking about Is the need for turning to
the fundamental American selling method to accomplish resuits: the necessity
]for’ stimulating the desires, the wants, and the needs of our 130,000,000 popu-
ation,

Ameriecan businessmen should never forget the magie of increased turn-over:
$100 turned over yearly at a 10-percent profit gives us a gain of $10. The same
hundred dollars turned over twice‘'yearly and with the same percentage of
profit means more than a $20 gain. Thus, through the process of increased
turn-over may comeé work for more people, lower costs, and better things for
everyone. Bétter selling makés higher turn-over possidle.

The fundamental thing is a tremendously iuntensified desire, a desire so
acate that ft will simply drive individuals to some way, somehow, find the way
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to satisfy thelr need. I realize that there are many difficulties in the way ot
such an accomplishment. As the young lady said, “Everything I want s either
llegal, immoral, or fattening.” In similar fashlon, everyone is looking for an
easy way out of the present situation and is unhappy because it cannot be found.

Well, my friends, that 18 my plece for tonight. 1 have tried briefly to review
the beginnings of what I believe may well be a history-making movement in
taxatlon, I have tried to show the facts and figures which indicate a funda-
mental but curable fault in our economy, and I have trled to paint a picture
of the possibilities of production and of incentive taxation which it is well for
us all to ponder long and carefully.

Senator HerriNg. Is Mr, Marshall present? .
Senator Vaxpenpero. While we are waiting, Mr. Chairman, I
would like to put into the record a letter from George Doubleday,
chairman of Ingersoll-Rand Co. Mr. Doubleday will not be a wit-
ness, but he has submitted some very concrete ideas on the subject
of incentive taxation, and I think it would be very much worth while
to have the letter in the record.
Senator Herrina. It will be included in the record.
(The letter referred to is as follows:)
INcersorr-Raxo Co.,
New York, October 11, 1938.
(Executive office.)
Mr. THoMAS I, WALSH,
Technical Adviser, Subcommittee of Committee on
Finance of the United States Senate,
Federal Building, Chicago, Ill.

DEAR Mr. Warss: I acknowledge receipt of your letter of October 4, and
thank you for your expression of appreciation of my communication of
September 29.

In offering for your consideration the scheme of tax rewards in connection
with plant expansion and replacements, I have in mind two things to be
accomplished :

1. The setting aslde of an fmprest fund for such purposes in a prosperous
year when the tax reward would effect a worth-whtle saving to the industry
without seriously affecting tax revenues.

2. The expenditure of an imprest fund in a ycar of slack business, thereby
creating more employment, bringing up the business level, with a possible
tax advantage to the Government.

Usnally in & year of good business, industry feels the need of additions and
replacements, but is too busy to make them. When this 13 followed by a perlod
of depresston the inceutive Is lost and the expenditures are not made, although
that i8 the time when Industry might plan and execute such extensions and
improvements under a wellconsidered plan in preparation for the returning tide
of prosperity. I would, therefore, suggest the following:

Plant ezpansion—That {ndustry be permitted to set aslde In a prosperous
year an imprest fund for expansion in the plant and purchase of major items
of cquipment, to be expended over the following 2 years, and that as a tax
reward such appropriations be suhject to a tax credit of, say, 5 percent, either
as a direct reduction or divided as a rellef from the undistributed-profits tax,
now 214 percent, and an additlonal direct credit of 21, percent, and that this
tax reward have a carry-over provision of 2 years

It expenditures in the followlog tax year for such expansion exceed the
appropriation for the preceding year, an itemized sworn statement flled with
that year’s tax return would validate the tax allowance of the lprevlous year.
Otherwise the statement would show the appropriation, with a list of expendi-
tures made therefrom and the balance unexpended.

With the tax return for the sccond year following an itemized sworn state-
ment to be filed if there was an unexpended balance, such statement to show
the original appropriation, the amount cxpended during the first year there-
after and also the expenditures for the second year. If, during the 2 years
the appropriation had been expended, the original tax allowance in the appropri-
atlon yedr would be validated and if there remained any unexpended balance
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at the end of the second year it would be restored to the general cash fund
and a tax of § percent pald on this balance, but without penalty for the over-
deduction in the appropriation year. 3 .

Replacements.—The same course might be pursued In the case of replace-
ments, with a further proviso that where there is a detailed property record
kept any undepreciated value of the asset replaced, less the proceeds of a sale
thereof as scrap or otherwise or of a trade allowance toward the purchase of
the replacing asset be allowed as a loss, which 1s now denled where a composite
depreclation rate I3 used.

Home construction or rehabilitation.—Where industry builds houses for sale
or rent to employees, a tax reward might be set up on a scheme similar to that
proposed above. '

Spectal maintenance—An appropiration might be made during a prosperous
year of funds to be expended during the next 2 years for speclal maintenance,
such as through overhauling of equipment, replacement of defective parts and
rearrangement, with a tax reward in the year of appropriation without reference
to a deduction of such expenditures from taxable income as an expense in the
years of expenditure, during which there might be no tax saving because of a
lack of taxable income due to poor business. Tax on any unexpended balance to
be paid in tax return of second year.

We do not believe that such expenditures should be out of a depreciation fund.

Very sincerely yours,
INcrrsoLL-RaND Co.,
GEORGE DOUBLEDAY, Chalrman.

Senator VaxpeNserg. While we are further waiting, here are some
additional letters, Mr. Chairman, that are very excellent, from promi-
nent executives who will not be able to appear as witnesses, and I
suggest that we carry in the record a letter from Mr. L. A, Warren,

resident of Safeway Stores, Inc., of Oakland, Calif.; a letter from

{r. V. E. Bird, president of the Hartford Electric Light Co., Hart-
ford, Conn.; a fetter of Tanner H. Freeman, executive vice president
of the Associated Employers, Inc., San Antonio, Tex.; and a letter
from G. F. Brewer, resident partner of Ernst & Ernst, accountants,
of Chicago.

Selzlator Herring. Without objection, they will be included in the
record.

(The letters referred to are as follows:)

SAFEWAY SToRES, INC,,
Oakland, Calif., Novembder 2, 1938.
Mr. T. I. WaALsH,

Technical Adviser, Subcommittca of Committce on Finance
of the United States Scnate, Federal Building, Chicago, I,

DEAR Mr. WarLsH: In accordance with your letter of October 25, we are pleased
to glve you the following answers to the questions raised in your letter:

1. Suitable tax rewards would encourage us to expand productive facilities.

2. Tox rewards could be equitably grauted to those companies who spend
abnormal amounts for capital expenditures as follows:

(a)Credit to be based on a certain percent of the excess of net capltal asset
evpenditures made during the taxable year over the depreclation charges allow-
able for the year. :

(b) Definition of capital assets would be “land and property used in trade or
business of a character which {s subject to allowance for depreciation as pro-
vided In section 23 (1) of the Revenue Act of 193S."

The only other measure, we belleve, that would be essential for the encourage-
ment of capital in the resumption of normal activity of progress would be special
credits for sharing profits with employees, which was commented upon in a recent
schedule of information by employers sent to Mr. Donald Despain, director of
survey, at your Chicago office, ’

Very truly yours, '
SarEway StoRES, INO,,
L. A. WaARReRN, President.
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THe Harrroro Erectrio Lieur Co,
Hartford, Conn., November 8, 1938.
Mr. DoNALD DEsPAIN,
Director of Survey, Uxited States Senate,
Committee on Finance, Fcderal Building, Chicago, 1.

DeAR Ma. DesraIN: Many thanks for your letter of October 20. It Is very
appatl;ent that I completely nisunderstood your questlon regarding Incentlve
taxation.

Of course, I wholeheartedly believe that a profit-sharing plan contributes
greatly in the establishmnent of satisfactory industrial relations. Hence it would
be a decidedly constructive winove for the Governiment to encourage profit-sharing
plans in some way. Incentive taxation would seem a very good way.

It might be sald that a graduated tax rate under the 1938 act is a step in that
direction, inasmuch as any disbursements in the direction of employee welfare
or profit sharing would be deductible for Income-tax purposes and would there-
fore automatically tend to lower the applicable tax.rate. The “incentive” i3 not
very pronounced. On the other hand, a provision la the tax law might become
very effective in this directlon if it were possible to apply a mulliple to the
amount disbursed for “profit-sharing” purposes in any one year and this product
became deductible from net taxable earnings.

On such a basis as I have here suggested, a factor of (2) would seem necessary
in order to have the plan become really “incentive.”

In the hope that this thought i3 responsive to your question and that it may
be of some slight value, I am,

Sincerely yours,
V. E. B1rp, President,

Assoc1aTep EMpPLOYERS, INC,,
Ran Antonfo, Tea., October 24§, 1933.
Mr, T. I. WALsH, .
Technical Adviser, Subcommittee of Conmitice on Finance,
Federal Building, Chicago, 1i1.

DeEAR MR WarsH: This will acknowledge vours of the 224, in which you
remind me that hearings are scheduled for the middle of November.

The only tangible and possibly intercating comment which T have thus far
been able to stir up comes from our business counselor, Mr. Williamn Afkman.
I do know that Mr. Aikman has given this question a great deal of thought.
He is a competent analyst and student of taxation problems as they apply to
productive industry, and for this reason I believe his ideas on the subject
worthy of careful consideration. They are very briefly outlined herewith:

‘“The plan which I have in mind as an ald in relieving unemployment is com-
prised in the very simple expedient of giving an added credit to employers of
labor in computing net income for the purpose of arriving at the tax liability
of employers. I bave not worked out the satisfactory answer to the exact credit
that should be allowed ; but, for purposes of this suggestlon, let us say that an
added credit is to be given of 15 to 25 percent of the amount of the ordipary
pay roll. In additlon to the inducement to an employer to increase wages and
jnerease the number of employees 1 belicve the income-tax revenues would be
increased rather than decreased by virtue of the additional credits allowed on
the theory that the incentive to obtain thls credit would tend to induce added
business activity and finally result in more profits in the end upon which taxes
would be pald.

“It {s true that this is rather an arbitrary proposition to be incorporated in
the Income-tax laws, but it is well recognized that the fncome-tax laws are not
written upon the equitable theory. For instance, the law arbitrarily provides
that capital losses sustalned shall be ullowable only as to certain percentages
of these losses, and then after arriving at these percentages deductlon may not
be made to exceed $2,000. The law fs full of arbitrary provisions with respect
to curtailing credits or deductions. Thers {s, therefore, no reason why arbl-
trary provisions may not be made for additional credits. .

“Such a provision {n the law would not be unconstitutional merely because
it had for its effect a purpose other than the resnlt upon taxation. In a case
ariring under the Harrison Narcotle Drug Act, having for Its purpose certain
prohibitions or restrictions, rather than revenue, the Supreme Court in the case
of United States v. Doremus (249 U. S. 86), sald: 'An act may not be declared
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unconstitutional because its effect may be to accomplish another purpose as well
a3 the raising of revenue. If the legislation is within the taxing authority of
a Congress, that is sufficlent to sustain it Another illustration is in connec-
tion with the decision with reference to taxes levied upon oleomargarine where
a low tax was placed on white oleomargarine and a much higher tax on yellow.
It was not in dispute that the purpose of the tax was to drive yellow oleomar-
garine off the market on account of the fact that it could be sold as butter. Tho
Court, in the case of McCray v. United States (105 U. S. 27), upheld this tax.

“The only argument I can conceive of that could be urged agaiust this proposal
is that there are disparities between different businesses on the proportion or
factor of labor in relation to the gross income. Still this could be worked out
on the basis of a reverse ratlo.”

Very truly yours, N ix
NN FREEMAN,

ErNsT & EBNBT,
Chicago, I, Scptemmbder 6, 1938.
SUB(OMMITTEE OF COMMITTEE ON FINAXCE OF
THE UNITED STATES SENATE,
Federal Building, Chicago, I,

GENTLEMEN : Your inquiry of August 30, 1038, for an expression of our views
in the matter of profit-sharing plans and compeunsatory tax exemptions has
received consideration,

A number of our clients have also consulted with us following recelpt of
questionnalres from your committee concerning operations of their profit-
shaciug plans. In the return of such questionnaires you will obtain details of
many plans formulated with our assistance, these varying according to circum-
stances present in each case.

Undoubtedly the extension of the profit-sharing system to a greater number of
industries can be brought about with offers of speclal inducements to employers.
The payments made to employees under profit-sharing plans now constitute
deductible expeuses in computing Federal income tuxes uf the einployer. Under
the circumstances auny rclief from taxation as an ind iceinent to extend the
adoption of the profit-sharing principle would have to give recognition to in-
creased allowances; for tnstance, the Government might consider matching the
profit-sharlng payments by allowances of a speclal income-tax deduvction equal
to the payments mwade by the employer. The effect of this would be to permit
sn expense deductlon of $2 for each dollar expended by the employer. The
cost to the Government of such a special allowance would be the income tax
which would otherwlise be collected in the absence of the special credit.

The advantage of such a reward or incentive, irrespective of the amount of
the allowance, is that it would have a direct relation to the profit-sharing
payments made by the employer. It Is simple of computation and could be
readlly verified in the usual examination of i{ncome-tax returns. Employers
would be quick to observe the benefits of such a plan and this would facilitate
the results which your committee desires.

Undoubtedly there are many other ways in which the desired result may be
accomplizhed, and we wlil be glad to cooperate with your committee in the
further consideration of this subject.

Very truly yours,
Q. F. BRaWER, Resident Partner.

Senator Hermixg, Come right up, Mr. Marshall. This is W. G.
Marshall, vice president, Westinghouse Electric & Manufacturing Co.,
Pittsburgh, Pa,

STATEMENT OF W. G. MARSHALL, VICE PRESIDENT, WESTING-
HOUSE ELECTRIC & MANUFACTURING CO.,, PITTSBURGH, PA.

Senator HErriNG. You are familiar, of course, with the purposes of
the resolution and the committee, My, Marshall ?

Mr. Marsan. Yes.

Senator Herring. Mr. Marshall has been very fine and kind to our
representatives, and we appreciate that. We further appreciate your

-
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coming here today, and we will let you proceed in your own way to tell
us what you want to.

Mr. Marsaarr. Right from this point?

Senator HerriNg. Yes, sir.

Mr. Marsnare. I assume that you are interested in the so-called
profit-sharing plan.

Senator Herrine. That is correct.

Mr. Magsizarn. We do not think of it in the Westinghouse Co. as a
profit-sharing plan, strictly speaking, but more in the manner of a
wage-adjustment plan. That plan ifself is founded on an increment
monthly which is charged back into the operating expenses at the end
of each month. In that feature we think that it is, strictly speaking,
not a profit-sharing plan. We first set aside $600,000, which prac-
tically takes care of dividends. As the average earnings for any
3-month period rise above $600,000, for each $60,000, 1 percent is
added to the total take-out of the employees. This affects employees
from the sweeper in the |I)]ant up througi the chairman of the board.

Senator VanNpoenerro. I do not quite understand this $600,000, Is
that per month or per 3 months?

Mr. Marsnarr. That is an average over 3 months. That is, we
ma}(el lthat an average of 3 months in order to eliminate sudden rises
or falls.

Senator Vanoeneera. Yes. All right: go shead.

Mr. Marsuarx. If the earnings drop below $600,000, then, in the
same degree, the total take-out of the employees is lessened by 1 per-
cent for each $60,000, except those under $125 per month. They are
not affected.

Senator Herrine. They are not}

Mr. MarsHarr. No. We are taking care, we think, of the lower-
paid employee. The drop in thess percentages, furthermore, does not
affect in any way the fixed rate of the hourly paid man in the plant.
His lessening of earning power comes from loss of hours, dependent
on the amount of business which we take in.

Senator Vanpensera. Does not that affect his income?

Mr. Marsniars. It affects his take-ont, but if he is a 90-cent an hour
man, that in no way is disturbed. If he is working 40 hours a week,
01f- 30 hours a week, his lessening of take-out is based on the lessening
of time.

Senator VANDENBERG. Yes,

Mr. Marsuary. I think you will be interested in the effect of the
plan and how it has operated since May of 1936, because it has passed
through now a period of rise and fall in business.

From May 1936, the average monthly increment over and above all
take-out of all employees has been 1055 percent above the going rate
in the cornmunity for similar kinds of work. In 1937, it was 13.3 per-
cent, and in 1938, we had the test, when business dropped and we -
dropped to zero earnings for the month of October, but the incre-
ment has risen to 3 percent for November of this year.

The amount of money paid out in 1936, for 8 months, was $4,927,126
over and above their normal take-out. For 1937, $12,100,907.

Senator Vanpensere, How many employees, for instance, did that
last figure affect that you just read?
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Mr. Marsasrr, Fifty thousand employees. Of course, in 1938, we
dropped to atout 43,000

For the year 1938, to date, $1,783,902.

I should explain what we mean by over and above full take-out;
A salaried employee may be making $200 a month; he may have 10
percent under this plan, and that $200 a month is a going rate for that
particular job or work in the community; after a very careful analysis
of the community work, and his job anuiysls, 10 percent will be $220,
which would be his take-out. Under the plan, if the man is making
90 cents per hour and has the usual standard i)onus, which is an in-
centive plan which we have in our plant, that may bring it to 96
cents, is 10 percent is based on the 96 cents, instead of his
negotiated rate of 90 cents.

genator Vanpensere. Is that a negotiated ratet

Mr. MarsHALL, The negotiated rate is the 90-cent rate.

Senator Vanpensera. Negotiated betveen whom?

Mr. MarsHart. Between the employees’ committee and management.
Furthermore, we have a committee composed of the men and manage-
ment which meets every 6 months to review all rates in the plant. If
at that time there are any individual complaints they are taken up and
ironed out in the committee.

Senator VanpeNeero, How are the employee representatives chosen?

Mr. MarsuarL. By the employees through their own election, in no
way supported by the company, under the Wagner Act. We have had
employee representation since 1919, and now we have some organized
labor in some plants and no organization whatever in some plants,
They are independent, and we take them as they come, with an open
policy of meeting them at all times when they choose to call a meeting.

Senator VanpeENeera. Does this plan apply both to organized and
unorganized labor?

Mr. MarsuALL. Absolutely. It would fail if it did not.

Senator Vanpenaera. Is it included in the contract with the union?

Mr. MarsuarLL, We have no contracts.

Senator VanpENBERG. Go ahead with your statement.

Mr. Marsmarn, That is the statement.on the plan. I am subject to
any questions, unless you want a brief statement of our industrial
relations-program.

. Senator HerrinNg, Were the employees consulted in the detérmina-
tion of your wage-dividend policy!

Mr, Marsaart. The principle of this plan developed through our
chairman some years ago, and just through general discussion back
and forth among the employees and management; the principle was
first adopted in 1932. It was not until 1936 this became a plan in
itself. There was no immediate discussion of the plan, but if you
go back far enough, it came out of the thinking of the employees and
management in their discussions,

Senator HerriNa, Did the management lose any control of the plan
as the result of that, or do you think it really gained some by this
ooo;l)eration with the employees?

Mr. Marsmarr. Well, we all gained, the employees and management
both. We know that the men gather around the bulletin boards on the
15th of each month to see what the increment is going to be, and we
‘can tell by the buzzing that goes around that there is an interest in the
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plan. Furthermore, we have a suggestion system, and we know through
the increase in the number of those suggestions, in the desire upon the
part of the employees for savings in the company, that they like the
plan, and they know that through their savings they increase their
take-out each month,

Senator HrrriNg. Is their confidence and their loyalty and confi-
dence sufficient to withstand a period of depression when the profits
are reduced ?

Mr. MarsHarn. We have passed through that, and we are now sat-
isfied that it is, because the psychiology of the employee is tuned to low
earnings at the period of depression.

Senator Vanpexeera. Well, you say it is not a profit-sharing
plan. I should su{ it was more than a profit-sharing plan; it is a
profit-sharing and loss-sharing plan, in effect.

Mr. Marsuair. Yes, sir,

Senator VanpeNeero. It is unique, is it not, in that aspect! Is
there anything else like it in the country?

Mr. MarsaaLL. We know of no plan like it. Tt was not planned
in advance; we just rode into it natumll({.

Senator HerriNa. Is not their confidence as the result of your
taking notice of them, in your consultation on this plan with repre-
sentatives of the emp‘loyees so they know what the conditions are
and that they are being fairiy treated {

Mr. Marsmarr. Yes; I am satisfied of that, in talking with the
men. Then they make certain that the employees have full infor-
mation as to the financial status of the company. Our managers
are meeting in Pittsburgh today, in their monthly meeting, and the
finances of the company will be discussed. The plan is tiley shall

o back tomorrow and call together their representatives and give
them the information that they received in Pittsburgh.

Then each month there is placed on the bulletin board a com-
plete statement describing the plan. They know just how much they
will get and how it will be arrived at.

Senator HerriNg. They know it through their own representatives?

Mr. Marsaarr. They do.

Senator HerriNa. You do not call that a sharing of management
any moref

r. MarsHALL, No, sir.

Senator Vaxpensere. Is there any floor below which the net in-
coms to the worker cannot sink, or do they take the full risk?

Mr. Marsuarr. We have said when we reach 90 percent of their
base rate that the plan will again be reviswed. When I mention
that, that is borne out of the experience in 1933, that when you
come down to those depths very drastic measures have to be taken
if you want to save jobs for some of your employees.

nator VANDENBERG. Your plan, in effect, makes wages a variable
factor in cost rather than a fixed cost?

Mr. Marsuarr. That is right. The cost of this plan is charged
back into (Production at the end of each month before earnings are
determined for that month. It is just as if you took each employee
and arranged a new rate of pay for him at that time.
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Senator Vanoexsera. Have you had any rebellion against this
thing? Have you had any labor difficulties during the period that
you have Been operating under this system?i

Mr. MarsuawL. No, sir.  As a matter of fact, wo felt that anybody
who would take from the employees as high as 16 percent, which it
was last July, would have to answer for having disturbed that amount
of increment per month, and when you are down to zero earnings you
are not having labor troubles, because there is no business.

Senator VannenBere, What did you do prior to 1936, in this field?
Did you do anyihing?

Mr. MarsHaLL In the way of profit sharing? .

Senator VANDE;iiBERe. Yes; or your paraphrase of profit sharing? -

Mr, MarsHaLL, Yes, Prior to 1936, that goes back a good piece with
us, or with my experience in this work. We had a very complicated

lan which did not work out, but it was put in with our intention to
Eevelop something slong these lines, e have now something that
we think works with our company. It may not work with other in-
dustries or in other parts of the country, but we have 17 plants scat-
tered throughout the East, and it has worked with uniform satisfac-
tion among the 52,000 employees to date,

Senatorg".mnsunmo. peaking generally, what were the difficulties
you ran into prior to 1936, in connection with the development of these
plansi We are particularly interested in discovering the obstacles.

Mr. MarsHa1v. I would not say that we had any difficulties, because
we had what we call a rate and occupation committee that met each 6
months with the hourly paid men, in an endeavor to iron out any in-
equalities in their salaries, but this has just grown out of that rate
and occupation committee, in a desire to eliminate those controversies
before they become evident.

Senator HerriNg. Well, you have demonstrated that your plan works
satisfactorily even when you have no profits to share.

Mr. MarsxaLL. We believe so; we are satisfied it has.

Senator VanpENsera. You think it increases efficiency and eliminates
waste, in addition to making for pacific relationst

Mr. MarsuaLL. We are sure of that; we feel certain of it,

Senator Vanpensere. In other words, it has been profitable for you
to be socially. minded to this extent

Mr. MarsHaLL, Yes, sir.

Senator Herring, From your experience, dealing with the 52,000
emgloyees, you think the basis of wage dividend should be discussed
an ne§otiated with the employees?

Mr, Magrsnars, This plan has nothmE whatever to do with the fix-
ing of the basic rates in the plant, or the basic salary of the salaried
employees.

Senator HerriNag. Merely the wage dividend ?

Mr. MarsuarL. That is correct.

Senator Herring. But as to wage dividends, you think that that is
prﬂ)er to be negotiated ?

r. Marsmart. I would not like to say that just that way. It is
dependent entirely upon business. Where the employee has his part
in this is in the savings which he can make and his effort toward more
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efficient work. That is his part in it, not that we worked this out by
any discussion with the employees among management. It is entirely
dependent upon the amount of business which we receive and the
efficient manner in which it is handled.

Senator Vanpensero. What about your stockholders? Are they
satisfled with it?

Mr. Magsaars., Yes, sir. ' We have letters from our stockholders.
We have verbal expressions from our stockholders, because the mors
money that we can make and pay the employee, the more money the
stockholders are getting.

Senator Herrine. You confirm the proposition that there is no
interference with management by handling it that way?

Mr, Marsmrarr. Yes, sir,

Senator Herrine. It is suggested by a member of the staff that
you stated that your plants showed losses and yet your employees
were satisfied. Does this not, in effect, tend to assure at least 8 mini-
mum return on capital even during years that might otherwise result
in lossest

Mr. Marspawr., Yes; I think so.

Sen:tor Vaxpensero. In other words, this is mutually advanta-
geons

Mr. Marsnare. Mutually advantageous.

Senator Vanoensrre. What have you to say about the other phases
of our work, Mr. Marshallt Have you any suggestions with respect
to incentive taxation?

Mr. MarsrALL. I am not prepared to say that that would have
any effect—I am speaking now of our own company—I am not pre-
pared to say that that would have any effect on our attitude toward
the cooperative work of our company with our employees.

... Senator Vanoexeera. Speaking generally, have you any ideas on
the subject of incentive taxationt

Mr. MarsraLy. There are so many different conditions that enter
‘into it that T would hesitate to make an answer on that.

Senator Vanoeneero. T notice a sentence in a letter from your
committee, reading as follows: .

We belleve that if a sound method of compensatory tax excmption were
worked out In an act, it would contribute greatly to the general pnblic welfare.

Mr. Marsuarr. If it were worked out; ves; but I do not anticipate
whether or not it can be. I say if it were, no doubt there would be
some saving.

Senator Vanpengere. The problem is to find it.

Mr. MarsnaLL. It is problematic, of course.

Senator Vaxpensere. Is it compulsory—and I suppose it is—that
every employee has got to operate under this system?

Mr. Marsnain. That question was raised by others, We have not
had anyone express himself as not desiring to be under the plan.
I cannot imagine employees who would prefer not to be under a
plan where they might get as high as 16 percent added to their total
take-out per month.

Senator Vaxpensera. It is compulsory in its persuasivenesst

Mr. MarsnarL, It is to me.
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Senator Vanpeneere. I think that is a tremendously interesting.
contribution you made, Mr. Marshall,
* Mr. Marsuawn, I have a copy of our wage and salary payment
plan, and some data that I would like to leave for your record.

Senator HerriNg. It may be included in the record.

(The matter referred to is as follows:)

‘WAGE AND SALARY PAYMENT PLAN

There are two features of the wage and salary payment plan that tend to
equalize and level out the effect of the plan both to stockhbolders and employees :

1. The total payment to employees, including the additional amount under
the plan, is charged to cost of operations in the month in which earned and
before determining the net Income for the month, which is used as the basis
for calculating future months’ participations. It is this feature which in our
opinion takes the wage and salary payment plan out of the category of bonus
or profit-sharing plans,

2. The divisor of the equation for any month’s calculations s determined as
a function of the basic pay roll (gross pay roll minus adjusted compensation)
of the previous 3 months. The principle back of this feature is that as total
dollars pay roll increases it should require a larger increment of earnings to
finance 1 percent adjusted compensation; and, vice versa, as total pay roll
decreases it requires less increment of earnings to provide 1 percent of adjusted
compensation,

The simplicity of the plan is, in our opinion, the key to its ready acceptance
by the employees; the rules are simple and the monthly application of these to
earnings can be clearly shown and bulletinized.

The net income used as the basis of the calculations is after all additions
and deductions from operating income, such as normal reserve requirements,
provisions for Federal taxes, provisions for depreciation, obsolescence, ete.

WESTINGHOUSE ELECTRIO & MANUFACTURING CO. WAGE AND SALARY PAYMENT PLAN

The wage and salary plan applying to hourly paid and salary employees of

‘Westinghouse Electric & Manufacturing Co. is as follows: .
. The basls of the plan is that the company’'s net income for any consocutive 8
months determines the pay that each employee receives for the next succeeding
month. The wages and salarles thus determined are regularly included in the
cost of operation. - .

When the average of the monthly net income of the company {net income is
shown on line 27 of the monthly ccnsolidated earnlog statement N¢. 2-A) for a
3month perlfod is $600,000, the employees receive, for the next succeeding
month, thelr base rate of pay. -

When this 3 months’ average net Income of tle company is greater than
$600,000, then each $60,000 of the increase (about $600,000) results in 1 percent
Increase on the base wage or salary of each employee for the next succceding
month—so0 long as the average base pay roll of the company for the same 8
months Is not over $35,000,000. i

When the average base pay roll of the company for the said 3 months is
greater than $5,00°,000, then the amount of the average net income (above
$600,000) which will result in a 1 percent increase of base wage or salary for
the next succeeding month is the figure which bears the same relation to $60,000
which the average base pay roll of the company for the preceding 3 months
bears to £3,000,000.
© When the 3 months’ average net income Is less than $600,000, that portion of
‘each salarled employee’s hase rate ralary over $125 per month is subjected to a
I-percent reduction for each unit of $60,000 that the net income is below the
$600,000 average. . c
" The plan will not automatically vary the rate of pay for hourly rated em-
ployees when the 3 months’ average net income of the company falls below
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$600,000 per month—nor will It automatlcally vary the rate of pay for salary
rated employees when said net income of the company falls below zero.

With all wages and salaries depending upon the net income of the company
and varying each month in relation thereto, an incentive is provided for har-
monlous, efficient, and profitable operation beneficlal to all Interests concerned
in the welfare of the company.

INDUSTRIAL RELATIONS,
Pittsburgh, Pa., August 1, 1933,

THE SToRY OF 9 YEARS AND A BILLION aND & QUAITER DOLLARS

How Ths Amount Has Been Dispersed to Suppliers, Employees, Stockholders,
and Othkers

1920-37
WESTINGHOUSE ELECTRIO & MANUFACTURING CO., AND SUBSIDIARY COMPANIZS
Statement of operations, 1929-87

Dollars Percent
neome:

1. During this 9-year period we received from our customers for Westing-

house products which they hased oM US.....cueoeenennannnnn. $1, 234,481,000 f............
2. And from our Investments (dividends, interest, 66.). .. - -o.oemnonnone. 26,852-000 [............
3. Which gave us a total {ncome of. . 1, 261, 313,000 100.0

D‘ubuxsemenlg: '

4. We paid out for materials, supplies, fuel, transportation, snd other

CXDEDSES. . ..ceeretoaeeeiiicnananaa. . 491, 112,000 9
8. We set aside to replace plants and equipment as - 58,038,000 X3
6. And paid [ interest on borrowed money.................. - veu
7. Whil:u ?:’varnment tax collectors (Federal, State, Jocal and foreign) 12,202,000 -

L g PR L e RSSO , 292, .
8. These disbursements (items ¢ to 7 inclusive) amounted to.......ooo. .. 591, 823,000 6.9
$. Whichlelt for ouz ctnployees, for our stockholders, and for fuitrs needs. 669, 490, 000 821
10. Of the amount shown In item 9 our employees received In wages and %89, 091,000 “r
1. And gronp insutance precuums and peyments o the empioyse ans| o

ity fugd smounted to. oo e . 15,253,000 L2
12. Which lelt net earnings, available for stockbolders and for future

peeds, amounting to............ rene . —ees 64, 144,000 52

WEesTINGHOUBKE—1629 TO 1037

The financial history of these 9 years Is of Iuterest to many—particuhrly to
those who, having been Westinghouse men or women throughout the perlod,
have had a continuous part in making that history.

The 9-year period was selected for this suminary because late in 1928 the
financial year of the company was changed to colncide with the calendar year.

'I;lhi?! perfod 1920 to 1987 also has incladed both good and bad business
conditions.

Of further interest are the following figures pubdlished by the United States
Treasury Department for all manufacturing companies in the United States for
the xl)er‘lagt} 1029 to 1935 (the figures for 1936 and 1937 have not yet been
completed) :

Al manufacturing companics in the United Slates

Total income (corresponding to lipe 3) $330, 700, 960, 000
Employees® salarles and wages (correspouding to line 10).... 62,743, 726, 000
Net earnings (corresponding to line 12) 1, 348, 668, 000

Published by industrial relatlons with the cooperation of the accounting
department.

Avevusr 1, 1938
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Adjusted compensation, icage and salary paymeni plan

1938 197 1938
Pez- Per- Per-
cent Amount | ‘o Amount cent | Amount
13 $700,6m 9| 8855143
13 04, 185 st 20,
. " 07, 3 170,631
. 13 1,184, 600 1 58,33
$311, 849 13 1,094,97 3 100, 97
59,116 15 LI1X, 134 S 251,537
758, 300 133 1,199, 4; 3 156,318
92,442 16 1,244,067 1 §1,
492, 220 15 | naess
480, 834 13 1,1, 630 3 160,000

N 362,033
....... HOt STl ) .
108 4o a08 | 1337 12,000,007 | 3.7 | g, e300

11838 ta date.
NOTE.—$600,000 or bust.

Senator Hezrina. We thank you for coming, Mr. Marshall. We will
adjourn until 1:30, at which tiine Mr. Verity will appear.
{Whereupon, at 11: 05 o’clock, a recess was taken until 1: 30 p. m. of
the same day.)
APTERNOON SESSION

The hearing was resumed at 2 p. m,, pursuant to the recess.)
enator Herring. Without objection, we will place in the record a
statement by Mr. W. G. Marshall, vice president of the Westinghouse
Electric & Manufacturing Co,, in addition to that which he stated this
morning.
(Thegstntement of Mr. W. G. Marshall, vice president, Westing-
Louse Electric & Manufacturing Co., is as follows:

The Westinghouse industrial-relations program 1is built around Its employees
and the public through the employees. The purpose {8 to keep all employees fully
fnforined in detail as to the activity and operitions of the company. Each month
the managers from 17 operating plants are called for conference in order that
policy might be discussed and established.

Concurrent with this the industrial-relations managers of the 17 plants are
called In for discussion of Industrial-relations problems. Upon the return of
these two groups to their respective plants, the policy which has been developed
is put Into effect. '

Information is thus advanced through the managers with the employees’
committees through collective bargaining. Information is further presented to
the employees through posters, letters, company magatines, and leaflets.

The company provides an educational program whereby employees may ad-
vance in education up to the degree of doctor of phllosophy, the latter being In
cooperation with the University of Pittshurgh and Carnegle Institute of
Technology.

" (lasses In foremanship training are continued throughout the company at all
meg.

A savipgs program is established whereby both priocipal and Interest is guar-
antead to the employee by a company interest rate, belng 4 percent upon tbe
amunts up to $500 and 214 percent on amounts above $500.
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A group-Insurance program I8 carried on in a cooperative way with approxi-
mately & hundred million dollars insurance coverage. The labor policy 1S well
defined, in that collective bargaining has been and is now carrled on with repre-
sentatives of the employees’ own choosing.

Senator HerriNg. We have here Mr. George M. Verity, chairman
of the board, American Rolling Mills Co., Middletown, Ohio, and
Mr. Charles H. Murray, director of public relations, of the same firm.

Mr. Verity, we appreciate your cooperation, and we will permit
you to proceed in your own way with any information you wish to
give us. :

STATEMENT OF GEORGE M. VERITY, CHATIRMAN OF THE BOARD,
AMERICAN ROLLING MILLS CO., MIDDLETOWN, OHIO

Mr. Verrry. Mr. Chairman and Mr. Vandenberg, we are very glad
indeed to have an opportunity to tell you of our experience in human
relations, because, after all, they are the foundation of all human

progress,

Ig:?ould like first to give you a rather condensed statement of
what we call profit sharing in all its phases, and that condensed
state;pkent will give us a basis for any discussion in as much detail as

ou like,

y So, if you will indulge me to that extent, I will be very glad to
present this statement.

Senator Herrixg. Yes,

Mr. Veriry. All personal-relations work [l)erformed in the interest
of employees, all incentive plans, all special compensation over and
above standard wages and salaries comes under the broad heading of
profit sharing, as we see it.

In the days of hire and fire of 40 years ago a fair day’s work for
a fair day’s pay was considered the standard of excellence on the
part of both employer and employee. .

- Men worked for their pay, and that alone; and management had not
as yet envisioned the possibilities of cooperative effort.

Those old yardsticks are gone, never to return, as cooperative effort
is now essential to modern industry.

The cost and quality of present-day manufactured articles which
are placed within the reach of such a large majority of our people can
only be attained through coordinated cooperative effort, where men
and women, the great army of workers from top to bottom, are putting
the best they have in interest and effort into their work.

Cooperation is the product of understanding, confidence, and good-
will, supported by policies, plans, and programs that give men every
sound incentive to work with rather than for their company, and to
put their best effort into their work, whatever it happens to be. There
18 no place where the old adage, “United we stand, divided we fall,”
is more effective than in modern industry.

Human life will do and dare, work and serve, in proportion to the
necessities, urges, and incentives that surround it. That applies to all
of us. Without special incentive, few men will do more than they
must. .

Incentive plans must be numerous and varied to fit into the many
different kinds of difficult work a part of modern industry. There is
no panacea in human relations at all. .
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In our experience we have always felt that actual profit sharing as
such, as is generally understood—that, is, a sharing in net earnings at
the end of a considerable period—should only be applied to those
responsible for management, whose work can only be measured by
final results.

All incentive ;)]ans or programs that permit men to earn more than
a mere fair day’s wage for a fair day’s work can and should be con-
sidered profit sharing, as they represent the only practical way to
provide a fair distribution of the fruits of industrial progress. .

Men engaged in manufacturing operations are acquainted with
production problems; they understand the cost of the various opera-
tions they perform; thlexfl know what waste, loss, and defectivgl&rodﬁc-
tion means, and they fully understand the value of q'ualitr. ey are
not familiar with the pro{;lems of management or with all of the fac-
tors that go to make up profit and loss as shown on the trial balance
sheet. They can understand a production bonus or any other incen-
tive plan which rewards meritorious service as and when performed.
They prefer to work under some plan that gives them their fair share
of results secured as they go along, rather than to wait for a distribu-
tion of “profits” which they do not understand at the end of some
definite period. They prefer a direct reward and continuity in the
payment of their compensation, whatever it may be.

ractical and effective incentive plans applied to those in produc-
tive effort makes a reward to management based on profits possible.
Management pmﬁt-sharingeglans are not operable until a reasonable
return to stockholders has been created and reserved.

Modern industry provides additional profit sharing for all of its
employees, both management and men, through programs carried out
for (tihe benefit of them all, irrespective of the individual things that
are done,

Where parks, playgrounds, and recreational facilities of many
kinds are maintained and sound community conditions and com-
munity institutions are supported, they affect the social, educationa),
religious, cultural, and recreational lives of them all. Such surround-
ings and conditions as make life more worth the living outside of their
working hours could not be created and supported by individual
workers on their own initiative.

All of these profit-sharing plans, taken as a whole, not only give
men better direct and indirect returns for their contribution to the
constructive work of industry, they give them a greater interest in
their work and in the success of the joint effort of their associates
which provides that sort of expression for which every normal
h;ldman ing craves, and insures & more stable economic and social
order.

Now, by all this I mean that we, in our development have en-
deavored to impress our men with the fact that we are going to be
fair in all our dealings with them, that we are going to let them
understand the ¥mblems of the imfustry. What do we have to do
to hold ‘our jobst If we hold our jobs, the business succeeds. What
are the policies under which they are going to work? Where do
they come in? What are the opportunities for promotion? What
effect is it all %oing to have on them .

. We have followed this policy from the very beginning. Definite
incentive plans and what we call profit-sharing plans were not inau-
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gurated until 1917, and it was not until 1921 that we had reached a
place where we could begin to capitalize our experiences and to do
still more effective things. . . )

All work in human relations, like everything else, is progressive,
and its effectiveness depends upon the soundness of the policies under
which you are trying to work, all of which will be very clearly
divined by the men.

There i1s no use to think that you can fool & group of men by
glossed-over statements. You must state what you are going to do,
and then you have got to do it. Whatever policies or programs you
have, must be carried out, they have got to work, and you have got
to be consistent in all the things you claim you are trying to do.

Now, we know, as we have studied human nature, that being
consistent is one or the most difficult problems we all have to meet.
It is all right for us to want to do things and to have certain policies
which govern our lives and work; but to always be consistent in thosa

licies, that is another matter; and nobody in the world is a better
)nd;,lzs of that than the practical man who is doing the work of the
world.

So you have got to make those policies and programs clear. You
have got to live up to them consistently. You have got. to show them
that they will work, and the worker has got to be shown where he
comes in,

Onr early conception of human relations was that of gotting the
confidence and the goodwill and the cooperation of the men; that
first, they had to have a much better understanding of their jobs
and of industry itself. What are the problems of industry and what
are the particular problems of their particular industry? What are
the competitive problems? What are the production problems?
What are the sales problems? YWhat are the financial problems!t

When men understand those problems and understand them
clearly, our experience has been that they are always glad to leave
the job of management to somebody else.

But when they understand them it gives them a better idea of
what they must do, what they must do on their part to make the
whole thing work. Tt is a question of having a workable program.

Now there is no workable program that doesn't take into considera-
tion a fair return to everybody involved—employees, your clients, the
¥mb]ic at large, and your stockholders. They must all have the same

air consideration. If you are going to favor any one group as against
the other, be lopsided in your application of fair policies, that will
disclose itself very quickly. You must be consistently fair to all of
the different elements that make industry possible. Each of them is
necessarﬁ'. . . ) )

But the first thing that is necessary, which sometimes the stock-
holder doesn’t understand—the first thing that is necessary is to have
the goodwill and the cooperation of the worker. You may have all
the machinery and equipment in the world—the best you can get from
time to time—but if you don’t have the cooperation and goodwill of
the worker that machinery is going to be very ineffective.

8o that must be done first, not after the stockholders’ return; but it
must be done before you get any return to the stockholders.
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So we started out in our early experience, which was backed by
much of necessity—our company started very small 38 years ago—
in fact, it was about the smallest it could be and perform the opera-
tions that it did; it started out at a time when its competition was
the largest company in the country, who controlled maybe 65 percent
of the {)roduction of the country, who had all the capital in the world
and a lot of experience; and we didn’t have either capital or experi-
ence. Our only hope was to put such an effort into our job to capi-
talize the experience of the individual, to get his goodwill and cooper-
ation, so that we could in onr humble way serve our customers and
compete in the markets of the world.

So that our whole effort from the beginning was how to get the
ﬁoodwill and the legitimate cooperation of our workers. Now, we

ad to ap})ly those same policies to the other groups, but that was
the first thing. And we followed that policy from the beginning,
Our early experience taught us much. e found that while the men
that we first employed were a part of the older day—the older “hire
and fire” day—their fathers ¥nad lived in those older days; and
they themselves had lived in the day of *hire and fire,” where it was
just a job and where some one man owned a mill; and you either did
what he liked or out you went; so we were fortunate in getting a
small group of men who were responsive to that sort of a program,
who had the ability to understand, while it seemed a little strange to
themj; and for a long time, of course, they were looking for the “nigger
in the woodpile”; it sounded too good to be true.

But they were responsive and were willing to go along and feel
their way and give us a chance to prove that what we said would
work would work., e got that chance from that first group of men.
That was the beginnin{; of our industry through that effort. If we
hadn’t had the goodwill of that first group of men, hadn’t made them
believe in our Lonesty of intention, I don’t think our company would
have ever been heard of.

That was the beginning of things. Now with that beginning we
have gone along through the years and, as our business has grown
through cooperative effort, we have been able to broaden our ideas
on human relations, to build up plans for a special compensation,
which have been changed constantly. You can’t have any one set
plan or plans. Times and conditions change, and you must adjust
your [{lans to meet the changes, But from time to time we have
created such plans as would give men—first it would convince them
that they were going to be treated fairly, that they were going to
have an understanding of things, that there was going to be no
mystery about the business.

Next, that there was Jzoing to be every fair chance for promotion,
and no favorites played; and that they would be rewarded in pro-
portion as our Joint efforts made possible.

They realized very early that. profits had to be earned before they
could be distributed, that unless we did a good job we couldn’t pay
good wages, that we could have plans for special and regular com-
ensation that were good only in proportion as they worked, and
m no other way.

And so I say, as time has ﬁone on we have broadened those plans
so as to apply them to the different groups, and of course during

110613—39——86
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all of that time you would be amazed if I had the time to describe

to you what a marvelous change has taken place in the irooe&es

zlnvolved, in the kind of machinery used, in the kind of work that is
one.

We are not in the same business today as we were 35 years aﬁo
at all. It is an entirely different business. Tools are different, the
problems are different, the products are different. We are mai(ing
products that nobody could conceive could be made in those days.

So as time went on and those more difficult things had to be done,
we had to treat the subject differently, we had to encourage men in
all lines of inventive and productive effort, to solve those difficult
problems, :

Management does not solve the intricate problems of production.
Management, in cooperation with men, solves them, but it is the
practical man on the job who can see things and tell you things, that
the man in the office can never see, whether he is an engineer or an
inventor or what; that is really the man that counts. The man
that is dealing with the operation every daf can see things and if you,
are willing to let him tell you, and he will tell you, and you can gﬁt
an awful lot from the experience of the men all up and down the
line—there isn’t any man employed in a company that can’t tell you
someltlhing worth while at some time or other if you encourage him
to tell you.

So I say our plans have broadened as our work has increased and
has become more difficult and comg]ex and has changed. We have
gotten away from the old back-breaking, common labor entirely. We
don’t have that any more. That is done by machinery. But our
difficult work, our processing work, has multiplied time and time
again. Where our products used to be a finished product, today it
is only begun. Things we have to do to that product to make it
serve our customers, makes necessary a long line of processing to
change the structure of those machines to make them do the things,
the difficult things, that have to be done, and that we have had to
learn how to do.

It has taken a different type of men, and today we are employing
three times as many men in work that did not exist 25 years ago, as
we employed in the jobs that have been displaced in the common
labor iobs.

So I say we have had to adapt our human-relations plans to all
those changes; our mutual relations plans, our incentive and profit
sharing plans to all of these changes.

And we have not only done that, but through our inauguration of
what we call “mutual interest”—we call our plans mutual-interest
plans—through the inzuguration of those plans and getting the inter-
est of the individual where it wasn’t just & job any more, he had an
interest, he was a part of something, he is having a chance to express
himself—through that, and as the demands of the industry broad-
ened, we were able, through the interest and cooperation of thess
men, to develop new methods, new equipment, new and ingenious
wsg('is of handling operations, And not only as to methods, but as to
products. :

Now, cut of it all—to make a long story short—after over 25 years
of cooperation in meeting the changing conditions in an industry,
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changing equipment and changing products, that group of men—and
you avg to lge them all cxed%tlﬁr it, because they all contributed—
that group of men worked out an entirely new method for the manu-
facture of sheet metal, called the “continuous mill,”

For a hundred years certain mechanical operations were necessary
for the reduction of a steel ingot into a light sheet. The rolling of
rails, of wire, and of bara was always continuous. That has just de-
veloged and been refined. But sheets—there was a lot of hand labor,
hand manipulation, to rather coax a biﬁ heavy piece of metal down
into a thin piece, get the right gnﬁe and to get the right surface on
it. There was a lot of skilled hand labor involved in that thing. That
method was prevalent for some seventy-five to a hundred years.

Some of our men felt that it could be done in a more mechanical
way, more like & paper mill is operated; that a big ingot could be
taken and run continuously down a long line of machinery and come
out a finishe;ioj)roduct, rather than have s» much intermediate work.
So after a good deal of time and effort, and, of course, expenditure, &
mill was devised and built which enabled us to take a large steel ingot
and gradually process it down to a sheet, through continuous opera-
tions. We were able to dproduce three or four times as much tonnage,
change all the jobs, and revamp the thing entirely.

Now that method which has cut the cost of our product in two in
15 years, and which has multiplied the number of men by two or
three times, had so many economic possibilities in it that it has been
adopted by the entire industry.

I only tell you to show you that it was a product of cooperation,
the whole scheme was not possible because of the work or brains
or experience of an engineer or two; it wasn’t possible. They had the
idea, but it was worked out in conjunction wit Practica] men of long
experience, who were so close to us that we could talk to them about
this and that problem. It was a myriad of intermediate, detailed
problems that had to be solved before that could be worked out, and
1t is because they were all interested in it, even though a lot of them
knew their jobs were going to be greatly c’hanged, that it was possible
to work it out at all.

That is one of the outstanding large accomplishments of a definite
practical scheme of mutual interest and cooperation among a group of
men of all types which it takes to make up a husiness like ours.

Now, I say we have changed our plans, we have broadened them, so
that today we try to—you can’t have any plan that applies to a lot of
different types of work at all—we have production bonuses and we
have incentive plans of all kinds applying to different men. We have
a sales bonus, we have a product.on bonus here and another production
bonus there, and we have an incentive plan for foremen, and we have
a profit sharing plan for the managers, and we have tried to have
something practical to affect every sinﬁle group of men that has
anything to do with the conduct of that business.

N eniator Herring. Do you define those as profit sharing, all of
those

Mr. Verrry. We claim that in its broadest aspects—not as profit
sharing is understood today—but in its broadest aspects all those
things would have never come into being if we were simply paying
men a given wags for certain work; they would never have heen
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possible. So that is profit sharing that has come out of our mutual
cooperation and they have helpe§ themselves, as I will show you,
imn‘l)(iasurably. It has all been proved to them that it was prac-
ticable.

Now I say that these plans have all changed, but today we have
something which is subject to change any minute, that applies to
every group, so that they don’t have to wait for a distribution of
earnings, but they feel they are being compensated as they serve,
for the kind of service they perform.

As I will explain to you, our hourly wage rate and our yearly
compensation is higher than our competitors’. That jsn’t just some-
thing philanthropic on our part, Our men do more, they produce
more, and they get more results, and we gay them for those results.
So they are paid directly as a part of the cost of production, not
waiting until we can figure out the profit and loss on the balance
sheet, They are paid in proportion to what they do. We feel that
if anything will incite ultimate profit, that will, because when men
exert their extreme efforts, where men are intérested in their jobs,
and their hearts and hands are working together, in waste loss, in
tonnage, all the things that go to make up a finished product that
you can sell for primes, has a tremendous bearing—and when they
found that through careful éffort and’ through mutusl interest they
could perform their work in a way that they would get larger re-
turns for themselves, and their company would be more successful,
there is no trouble to sell a man a plan like that.

Now we have done that as best we could, continually from year
to year, right up to the present day, and it has brought returns to
the men that speak for themselves,

So, of course, the proof of the pudding is always in the eating.
It is all right to say that our men have been happy and they have
worked together and they have done efficient work. All right, what
has it all amounted to? Have they made any more than other men
that worked differently, and have we got better results than other
companies, and how has it worked?

Well now, I could give you one little illustration that I think will
be helpful, to show you that thess things can’t be done by manage-
ment alone, they must be done in a cooperative spirit.

We were the first to inaugurate the 8:hour day in the steel indus-
try. We had i:.eﬁoing some 3 years before it was generally adopted.
It was considered impossible, Tradition was so strong %r the 12-
hour day and a lot of the employees were so used to it, that a lot
of the men themselves didn’t want it changed. Some did. Our men
had indicated, at different times, that they thought it would be fine
if we were to have a 3-shift mill, working 8 hours instead of 12. We
said, “All right, boys, we will see what we can do.” Nobody in man-
agenient sat down and ma%ped out a plan for an 8-hour day. No—
the managers sat down with the m<n, department by department, not
the mill as a whole, because each.department has its own problems.
We sat down department by department with.the men themselves
and said, “Now, boys, if we are going to add another crew here, if
we don't get any better results wo are sunk, there won't any of us
have any jobs if we just arbitrarily add another crew and add that
much to the cost of our product; so let’s sit down and see what we
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can do to offset this extra cost.. Can we tget. more tonnage, can we
get s;s good quality by adding another shift, adding another crew of

And they said, “All right; we will be glad to help.” So the mem-
bers of management and the mon themselves sat down with the
managers, as I have said, and they figured out what they could do.
They had an objective N worth-while objective. We couldn’t have
done it alone at all. But through the help of the men in that first
department, which happened to be in the first operation, the big bloom-
ing mill, where you reduce an m%ot to a slab, in a very short time we
figured out how the tonnages could be so increased that we could take
care of another crew of men without any additional cost to our
product—total cost.

That was put into effect. Then, dep'trtment. by department, we
went through that Weﬁovy : , there were some departmen(s
where we had a ffict loss, but take 'maz whole, in the operation of
all of our depsfments all over the mill wi¥n Jve got through we just
tp€ven. In the actual final cost of tRyproduct we were just
® same )lace we we 1 we had thegro-shift mill. But
happler ot en, e workmg leRjhours; they were
able tg'do more w Qrk ours mn in }2; they work&] more efficiently
and ghore happ}ly, and m some dpxes, got considerably better results

56 Of it. ~eoriga, .o
ow, I tell you that t s must ge cooperative
n industry to get & all. $Managem@nt can’t ]ust
itraril n, like nd arthiteets, hqw things are

onba, 1§ sv Bk wi on $hat are pfhctical in all

n
(ﬁﬁerentgplms&?

ow, to gé{ ri wh tqyfac g, teel mdustry 5 a whole in

had an §yerage ho! }p e N g 1tlemen, that
82 Qnts compares with 15 nts a
hour for ski
years &go. Commgti'Ia
25 cen ﬁi ‘-mnm .

Today Al hourly wages in whole mdustry
to an averaghof 82.4 cents per hour. -

Armco’s averagg at the same time was Bﬁd cents per hour. Taking
all lines of manufactare, it was 69 canta.”

You have heard a differéiit gentleman here tell what income their
wmen have. All industry was 69 cents, our industry as a whole was
82, and our own eomdpany was 96 cents an hour.

Now, to boil that down in hourly wages is one thing, but the question
18, Does a man get enough hours to do him any good "That is the vital
question. If he doesn’t get work enough, the rate per hour don’t
mean much.

So that in 1937 the average incoms to industrial workers was $1,415;
the average earnings in the steel industry was $1,581 per year; the
average in Armco was $1,774.

Senator VaNDENBERG. 'hen you speak of “Arinco” you mean the
American Rolling Mills Co.1

Mr. Venmry. Yes, sir.

f11 jobs, boiled down

.
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There are times when that has hit as high as $2,000. This is the
uverage for the whole year. In 1837 you must remember we had a
very active operation for 7 months and then a very inactive operation
for the rest of the year. So that didn’t represent a year of full opera-
tion, where the men would have made much larger annual earnings if
the whole year had been worked out on a favorable basis. So that,
in dollars and cents, shows what happened there.

Now, according to our psychology, and based on our own exrerience,
that phase of industrial life is not the concluding factor at all. That
is the fact, that our men have earned a little more than other men, the
amount they actnally earn in dollars, but that: is not the largest con-
tributing factor in their happy relations with our company by any
means,

We might be paying as much as that, arbitrarily, in the way of
wages or anything; we might be paying more than that to our men,
and we might have a very unhappy and a very unsatisfactory relation.

So after all it isn't Tmﬁt-sharing per se, or the result of incentive
plans. the dollar result from those plans, it is the sum of all the
things that a management can do to make life in a job in the mill
more worth-while, and to make life in the community for the men
and their families more worth-while.

We have come to feel that community life is one of the largest con-
tributing factors to the efficiency of men. If men’s families are happy
in their community life, the community gives them the things they
want, they are happy in their social relations, the man comes to wor
in an entirely different frame of mind, and is a different kind of a
man than if his family was unhappy or the community conditions
were bad.

So that anything and everything that has to do with community
life has a great bearing on it. But in the first place, gentlemen, it is
the having men believe that they are going to be treated fairly. Our
men not only believe it but they know it through long years of ex-
perience. They know that there are certain definite company policies
that are going to be followed, and while they can’t tell just how they
are going to be applied to tiﬁs, that, and the other situation, they
know that those definite Rolicies of fair treatment are going to ba
applicable to everything the company does. They are not concerned
about the fairness of it at all, but how it is going to work out, aud
how much help it is to them.

So it is the sum of all the things that an industrial family can do,
the little and the big, conditions 1n the mill and outside, their chance
for promotion, their chance for expression—if a man has a chance to
suggest sometfxing from time to time, nothing gives him a greater
uplift. The fact that he has suggested something that they put into
effect, that has worked, is a tremendous stimulus; whereas i? he had
never had a chance to suggest anything, and he is working in & hum-
drum way, he won’t be the same sort of a man at all.

So, according to our psychclogy, the problem of management today
is to_get out of men the good that is in them, to encourage them and
develop themn.

Now, you can’t do that by treating them unfairly; you can't do it
by putting them in refrigerators and freezing them; you have to thaw
them out and let them work under favorable and pleasant conditions,
and give them those incentives that make human life struggle for bet-
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ter things, feeling that in proportion as they work, they will serve,
and in proportion as they serve, the whole thing will go ahead and they
will be better off.

So after all, it is the sum of all these things that make for a satis-
factory or unsatisfactory and efficient condition in industry. The
money side is important, of course. If they know they are as well off
as everybody else, or a Jittle better off, in money, that is one factor
but in our opinion it is not the concluding factor. It is the sum o
all things, the money return and the things that muke their life worth-
while, that govern men in determining whether they are going to put
the best that is in them into these things.

Now, there ere millions of Yleople in this world that never had a
chance to do their best at anything, and if they did, it wasn’t appre-
ciated; so when men have a chance to do their best and a chance to
have that best appreciated, then men will work and strive as they
will not do under any other conditions. We have proven that, not
over a few months but over a period of 38 years.

Now, in the results of that, not only the wages that I tell you have
been ible but during that time, during those 38 years, from the
very beginning, when we and our men were strangers to each other,
and where they had come from the hire-and-fire days, they listened,
and were willing to give us & chance. They put us on trial, while
we put them on trial, but because of that feeling of friendliness that
was established from the beginning, our company has never lost a
pound of product because our men weren't willing and ready to work
when we had the orders.

And a man has never lost a day’s work because there was any
conflict or dissension or disagreement among them jointly, any labor
disagreement of any kind that made it impossible for us to carry on
our business.

We have had a chance to work together and meet the problems that
existed, whatever they were, and we have enjoyed our work.

Now that, of course, I think to our mind, and to most anybody
else, is one of the most conclusive arguments that can be mnade for a
plan of operation, but now I want to say that we don’t claim that our

lan or the different things we do can be done just as we do them

y anybody else. Somebody else may have the same objective, but
their conditions are a little different, maybe their men are a little
different, and they have to do it some other wa]y. So after all it is
the obilective that counts, the policies that underlie things that count,
and whether in your own way you do an intelligent job or not.

But in our opinion there is no yardstick by which you can gage
profit sharing and incentive, things that affect human life. There
1s no yardstick. Every giroup of men has got to get acquainted with
each ‘other and work out, in their own way, meeting their particalar
geroblems at their particular location. The problems in one mill will

different from another mill; we can’t do it the same way in another
mill. The set-up is different; 1t won’t work the same way. You have
got to be very adaptable.

But we have been able to do that, and with that result.

So that we feel that it has been a great demonstration of the value
of real, honest-to-God cooperation, and while we don’t claiin perfec-
tion for it, we claim our men have responded to it and we have had,
from period to period, year to year, the best that our men could give

-
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us, and it has taken that best for us to meet the problems that we
have had from year to year as our company has developed from a
small business to a large one; it has taken that best because there was
never a time that even with the best we could do we had any very
large margin. If we hadn’t had that best—now I feel safe in sayin
that as far as our com{)anz is concerned, starting so small as it di
with only 350 men, and a half million dollars invested, and 900 tons
a month product, and having grown to a concern that has 15,000 men
now and can produce 140,000 tons a month of product against 900—
I think that demonstrates the fact that the things we have done have
paid, and I believe that if we had gone along in a stereotyped way,
just figuring that to pay men fairly for what they did was sufficient,
as was the custom for so many years, if we had followed that in our
little beginning, nobody would ever have heard of our company.
We wouﬁl have never gotten anywhere except for the fact that our
men as a whole were willing to contribute more than had formerly
been contributed, and they contributed the best they had to the
conduct of that business, whatever their jobs might be.

That, to me, has been the whole strength and crux of the whole
situation,

Now, with that statement, if there is anything in the way of detail
or any questions you would like to ask, I would be happy to try to
answer them.

Senator HerriNg. You are convinced, Mr, Verity, that this plan,
this policy, has really increased efficiency, the efficiency of your plant,
and in return has paid its way?

Mr. Verity. The efficiency has increased constantly. You can’t be-
lieve how changed an industry could be in so few years; but all the
operations that we had, and the work that we did 35 years ago, as we
see it today, was tremendously crude, and step by step, through co-
operative methods, we met the demand for greater efficiency and bet-
ter products and lower costs, and all of that. There is no question
about that.

Senator Herring. And you have not had any serious labor troubles?
y Mli Verity. We never had any labor troubles, Yo have a happy

amily.

Sen{;tor HxrriNo. You have a salary-adjustment plant

Mr. Veritr. We have an incentive compensation plan that affects
those engaged in management only, They are the ones that have to
wait until there is some profit, and a certain reserve made for stock-
holders, before they have any compensation.

That is what people would ordinarily eall profit sharing, but to us
it is only a little part.

Senator HrrriNa. Do you have any special way of assuring your
employees that they will get their profitst Do they fit in and know
the actual operations of the business, in anv way, as to the adjustment{

Mr. Veritr. Yes: all these schemes, all these plans, that we call
incentive plans, as T explained to you about the three shifts, are all
worked out in conjunction with the men themselves. That is, they
contribute to the plan, and it is their contribution that makes it
workable. So. when it is put into effect they are satisfied with it,
naturally, because it was largely their own creation. Human beings
want expression. They don’t want to be stereotyped people, and that
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is what we are all struggling for, whether we are artists or artisans,
or what not; we are trying to have a form of expression, and when
men can find that in their work as well as in their homes then they
are happy men, indeed.

Senator VANDENBERG. Are yYou going to indicate the various specific
incentive plans that you have, Mr. Verity?

Mr. Verity. Well, we have a plan, and if you want to have the
number of plans, I would like to have our director of personnel, Mr.
Murray, give you that, because I don’t follow the details. I know
what the schemes are, but if yon want the number of plans and how
they are applied to each group, lie would be glad to give you that.

Senator VANDENBERG. Suppose we have Mr, Murray tell us that.

STATEMENT OF CHARLES H. MURRAY, DIRECTOR OF PUBLIC
RELATIONS, AMERICAN ROLLING MILLS CO., MIDDLETOWN,
OHIO

]LlIr. Murray. This will be somewhat repetitious here, quite natu-
rally.

I have prepared a brief statement here in the interest of continuity,
and I would like to present it in the way that it has been prepared.

Any discussion of profit sharing in industry naturally leads to the
discussion of the relative merits of all the methods of wage payment,
as a profit-sharing plan is one of the numerous methods of paying
wages,

From our standpoint, we have always considered that all of the
incentive plans in effect within our company are definitely profit-
sharing plans. We recognize that any remuneration paid to em-
ployees above the prevailing level for any particular job is, in effect,
a sharing of profits with the individual members of the organization.
It has always been our contention that best. results from the standpeint
of loyal, effective working organization can best be secured by the
payment of direct incentives wherever possible, based on the actual
performance or contribution of the individual. In fact, it is neces-
sary é? provide sound incentives before the attainment of profits is

ssible.
poTo illustrate the type of incentives to which I refer, I wish to briefly
outline our own company’s wage-payment plans wbich apply to
approximately 14,000 employees,

THE INCENTIVE FOR PRODUCTION EMPLOYEES

Under our incentive plan for production employees and direct pro-
duction supervisors, a basic rate of pay is established for each job
which compensates for the experience, skill, responsibility, and other

ualifications demanded of the incumbent. These rates compensate
the individual for what is considered a normal day’s work established
by scientific time-study methods, Premiums are paid for any produc-
tive effort above the normal. Under this plan, it is possible for n
workman to earn, by developing proficiency, a premium of from 25
to 30 percent above the basic rate of pay in direct relationship to his
individual contribution to efficient operation. Such incentives not
only fairly reward the employee for his individual part in maintain-
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ing the company’s operation on a profitable basis, but also provide
the means through which the efficiency and effectiveness of operations
may be imnproved to permit and sustain constantly increasing basic
rates of pay.

. To illustrate how the production worker hags benefited by this incen-
tive ]zllan, it is only necessary to look at the amount of premium
earned.

In 1935 our production workers, in addition to their basic rates of
pay, averaged 18.4 percent premium, amounting to $1,601,704.

In 1936 premiums were earned at the rate of 20 percent, amounting
to $2,018,045.

In 1937 the premium earned was 21 percent and gave the production
workers extra compensation of $2,354,386.

During the current year, in which the company has operated at a
loss, premium is being earned at the rate of $1,250,000 for the year,
with drastically reduced operations.

And I might repeat here the figures that Mr. Verity gave you with
respect to average hourly earnings: At Armco it is 96 cents; for the
iron and stezl industry it is 82 cents; for all manufacturing it is 69
cents. That includes these premiums that I speak of, approximately
20 percent in 1937,

Their weekly earnings for 1937 were: At the American Rolling
Mills, $34.02; for the iron and steel industry, $30.32y for all manu-
facturing industries it was $27.

The annual earnings, as Mr. Verity has stated, are $1,774 for Arinco
in 1937, $1,581 for the iron and steel industry, and $1,415 for ell
manufacturing.

The benefits derived by the Armco worker, both in the form of
increased basic rates of pay and additional reward for his contribu-
tion to efficient operation, are self-svident. We are firmly convinced
that such results could only have been attained through the use of
direct incentives which measure and compensate the worker in direct
relationshig to his individual efforts and achievements and his influ-
ence over those elements of profit over which he has control. -

THE INCENTIVE FOR PRODUCTION SUPERVISORS—ANOTHER TYPE OF
INCENTIVE

Closely allied with the incentive plan for hourly production work-
ers is our incentive plan for principal supervisors of production
departments. These sre superintendents of departments. This
group is rewarded for effective management of their departments as
reflected by their administration of the items of manufacturing costs
over which they have control. This plan has resulted in 2 premium
of from 20 to 30 percent, in addition to basic salaries.

INCENTIVE FOR SALES EMPLOYEES

Sales employees receive incentive compensation, above base sala-
ries, for maintaining the volume and character of products sold, and
control of selling expense. This type of incentive fairl comﬁen-
sates the sales employees for maintaiming production at the highest
possible level and ‘securing desirable business. The maximum
premium earned under this plan is 28 percent,
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INCENTIVES YOR MANAGERIAL EMPLOYEES

Managerial employees, the effectiveness of whose work is directly
reflected by the fina)] results attained by the company, as represented
by the annual profit and loss statement, participate in a plan of
special compensation.

This group includes all those individnals who are grimarily a part
of the general management, and whose dexsions and administration
of their functions have an important bearing on profits and losses
and the welfare of the entire organization.

However, this group only participates when the company earns a
profit, after deducting all charges, including depreciation, interest,
and reserves for all taxes, including Federal income and excess-profit
taxes, and after an allowance for the payment of common-stock
dividends.

Due to the fact that this incentive is only paid i:;‘f'ears when the
company’s balance sheet shows a profit, it has resulted in an average
payment, as a percentage of the salaries of those receiving it, less
than that received by employees participating under other plans of
our company.

Senator Vaxpeneree. This is the only point at which the incentive
is related to the earnings of the companyt

Mr. Murray. Yes; definitely; yes; directly.

THE QUARTERLY SALARY ADJUSTMENT PLAN

This is not an incentive, and not anticipaied as, or considered as,
an incentive plan or profit sharing in any respect. However, it is
based on the profits of the company, but is merely a means of reduc-
ing salaries and restoring salaries above and below a base,

For a number of years we have had in effect a sliding-scale adjust-
ment plan, applicabie to all salaried employees, which at the present
time provides for the quarterly adjustment of current salary pay-
mente anywhere from 9 percent below base rates to 7 percent above
base rates, depending upon company earnings. It will be recognized
that salary payments represent a fixed overhead charge which ordi-
narily does not vary with the fluctuations in volume of business.
This plan operates to minimize lay-offs in the salary group, and thus
regularizing employment and automatically assuring the salary
worker of the highest current rates of remuneration within the
company’s ability to pay.

Production incentives to hourly employees are paid as a patt of cur-
rent earnings, as I have pointed out, while all other incentives are paid
on a quarterly, ssmiannual, or annual basis,

In establishing our incentive compensation system we have recog-
nized that a separate plan is necessary for each distinctive major
group, the nature of the work performed by the individual determin-
ing the type of incentive best suited to prokerly compensate him for
his effective effort in the mutusl interest of himself and the company.

In addition to these direct incentives, many other forms of indirect
incentives are provided, such as vacations with pay, Christmas gifts,
group insurance, disabiiity, dismissal, and retirement allowances,

Throughout itsentire history our company has enjoyed an extremely
friendly relationship with its'employces. In the more than 38 years
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of operations, as Mr, Verity has pointed out, no employee has ever
lost an hour’s time, and the company has never lost a pound of pro-
duction on account of a labor dispute. Naturally, our compensation
policies alone have not been responsible for bringing about this condi-
tion of mmutual confidence and respect. Iowever. it is our, sincere
belief that the incentive program in its entirety has been one of the
most important contributing factors,

From the description of these plans I believe you will agree that
we have attempted to distribute the fruits of production as equitably
as possible among the employees in proportion to their individual or
gronp contribution,

That an equitable distribution has been effected is evidenced by the
earnings record of the company,

During the past 10 years. 1928 to 1937, inclusive, we have earned a
net average return on invested capital of 2.6 percent per year. During
the years of 1935, 1036, and 1937, a period of high-capaeity operation,
the nct annual earnings on invested capital were, respectively, 4.1
percent, 5.9 percent, and 6.8 percent, or an average for the 3-year
period of 5.6 percent.

It must be evident from these facts that our company has long

nicognized and practiced the principle of profit sharing with em-
loyees,
! Modern corporate life is extremely complex, and there are many
factors, both within and without any industrial organization, affect-
ing profits and over which no individual or one group of employees
has direct control.  In view of this, we believe that owr plan of com-
pensating the individual or group for favorably intluencing that
element of profits over which he or they exercise control achieves more
effective resulls and is more desirable to the employee than profit
sharving as it is ordinarily eonceived,

In exploring the possibilities for enconraging profit sharing in
industry we know that there will be presented to you descriptions of
many different types of plans. It is only natural that these plans
will differ widely as each company and each industry has its individual
characteristics and problems. ft is our opinion that the primary
purpose of the majority of these plans is the sharing of profits,
whether or not the methods employed in the distribution are based
on corporate net income,

We believe that it is in the mutual interest of all, and that the
most effective distribution of the profits can be attained through the
retention of this individuality of methods.

Now we are confident that you gentlemen will recognize that unless
these plans are given consideration in drafting any legislation on
this subject, these companies which have of their own accord devel-
oped plans which fairly and adequately compensate their employees,
and result in an equitable distribution of their income, wili be
penaliz